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Abbreviations and symbols

p Provisional
r Revised
e Estimated
pe Partly estimated
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I Bundesbank round-up

Challenges for
monetary policy

Low interest rates, moderate economic
growth and low inflation rates once again set
the underlying conditions for monetary policy
in the euro area in 2016. Owing to concerns
about second-round effects as well as down-
side risks to economic activity and the outlook
for prices, the Governing Council of the Eu-
ropean Central Bank (ECB) took a decision in
March 2016 to expand its non-standard mon-
etary policy measures. To this end, the month-
ly volume of securities purchases was raised
from €60 billion to €80 billion and — with ef-
fect from June 2016 onwards — bonds issued
by non-bank corporations were included in the
purchases. At the same time, the rate of inter-
est on the deposit facility — which was already
negative — was lowered further to -0.4% and
four new targeted longer-term refinancing op-
erations (TLTROs) were announced. In order to
set additional incentives for lending, the Gov-
erning Council linked the rate of interest on
these refinancing operations to the participat-
ing banks’ lending. Banks can, in fact, receive
a bonus, the size of which depends on the
strength of the increase in their lending to the
private non-financial sector (excluding loans
for house purchase).

In contrast to the situation as recently as 2015,
doubts about the stability of the euro area
were no longer a factor in the financial mar-
kets in 2016. Rather, apprehension with regard
to growth in the Chinese economy played a
dominant role in market activity at the start of
the year. The ongoing fall in oil and commod-
ity prices over a period of months along with
heightened uncertainty among investors in re-
lation to the emerging market economies also
played a part, with the resulting jitteriness lead-
ing to strong price fluctuations in some cases.
Thanks to economic policy measures taken by

the Chinese government and oil prices bottom-
ing out, the situation calmed again.

The second reason for what was at first quite
strong volatility in the financial markets was
the UK's decision to leave the European Union.
Here, too, it quickly became apparent that the
financial markets’ initial reactions to the out-
come of the referendum were probably exag-
gerated. The financial market players’ response
was cool-headed on the whole, which is likely
to have been due in part to them treating the
Brexit scenario with adequate seriousness and
making detailed preparations for such an even-
tuality. Moreover, the improved liquidity regula-
tion and capitalisation of banks was undoubt-
edly also instrumental in limiting the immediate
fallout of the vote on Brexit. A marked depre-
ciation of the pound sterling has nevertheless
occurred. This, too, has played a part in the UK
economy so far showing little impact from the
referendum result. However, the quite sharp
depreciation of the pound sterling is ultimately
a reflection of markets players’ expectation that
any losses of growth stemming from a possi-
ble future restriction on the free movement of
goods, capital and persons between the United
Kingdom and the remaining member states of
the European Union is likely to be mainly to the
detriment of the UK.

The third event — one that did not affect just
the financial markets — was the outcome of the
US presidential election. Donald Trump's elec-
tion victory, which came as a surprise for many
market participants, and, above all, subsequent
speculation about what his programme might
be once in government have been shaping
market developments — in the USA and be-
yond — since November 2016. Finally, the fi-
nancial markets attached greater weight to
the stimulus of the debt-financed investment
programme announced after the election and
to tax cuts than to the possible negative con-



sequences of a protectionist economic policy.
The United States erecting trade barriers lead-
ing to other countries becoming more protec-
tionist would, | firmly believe, potentially call
into question one of the key pillars of our pros-

perity.

So far, the euro-area economy has revealed it-
self to be robust in the face of these events
and has maintained its modest course of re-
covery. In the end, gross domestic product
(GDP) growth for 2016 stood at 1.7%. The
recovery was chiefly supported by domestic
demand, with the gradual improvement in the
labour market situation being the major con-
tributing factor. The unemployment rate at the
end of the year was at its lowest level since
August 2009. Domestic demand was likewise
underpinned by low oil prices, which boosted
consumers’ purchasing power, favourable fi-
nancing conditions for enterprises, and high-
er corporate profits. At present, there is much
to suggest that the recovery will continue this
year and in the following years. The Eurosys-
tem'’s projection for the period from 2017 to
2019 predicts growth in the euro area of 1.6%
to 1.7%.

In terms of monetary policy, this means that ris-
ing capacity utilisation and a further improve-
ment in the labour market situation are likely
to bring about an increase in wages and unit
labour costs. The fact that inflation is picking
up again in 2017 is, in the short term, only
partially due to higher domestic inflationary
pressure, however. The main cause of higher
inflation rates at present is the rebound in oil
prices. The potential risks of deflation, which
some were still highlighting only a few months
ago, have clearly receded. | already regarded
that risk as exaggerated beforehand, since, in
my view, a self-perpetuating downward spiral
of declining wages and prices was not really to
be expected.

Against the backdrop of robust economic re-
covery combined with moderate domestic
inflationary pressure, in December 2016 the
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Governing Council of the ECB decided to ex-
tend the asset purchase programme to the end
of 2017 but also, at the same time, to reduce
the monthly purchase volume to €60 billion.
The Governing Council does not want this con-
strued as a signal that it is starting to taper the
programme, but it is an indication that it has
now gained greater confidence in the euro ar-
ea’s economic recovery.

| myself have repeatedly stressed that the pub-
lic sector purchase programme, in particular,
involves major inherent risks and side effects.
The cost-benefit calculus for government bond
purchases differs from that of a central bank’s
traditional instruments. The central banks in
the euro area have now become the member
states’ largest creditors. As a result, monetary
policy gains direct influence on fiscal policy.
Owing to the asset purchases, the countries of
the euro area pay almost identical rates of in-
terest on that part of their sovereign debt held
by the central banks — regardless of their cred-
itworthiness. This is increasingly blurring the
lines between monetary policy and fiscal poli-
cy. | therefore perceive the danger of the Gov-
erning Council coming under pressure to use
low interest rates to ensure the sustainability of
high levels of debt, even though price stability
calls for higher interest rates.

Furthermore, low-interest-rate policy harbours
the risk of exaggerations emerging in the finan-
cial markets, as superabundant liquidity is an
open invitation to take high risks. This is why
some euro-area member states have now also
taken macroprudential measures to forestall
risks in real estate markets, for instance. Anoth-
er point is that the flat yield curve is placing a
strain on profits in the banking sector — strains
which are all the heavier, the longer the low-
interest-rate environment persists. Having said
that, ensuring that banks earn adequate prof-
its is not, of course, the objective of monetary
policy. But monetary policy does rely on banks
transmitting the monetary policy impulses to
the real economy. To do that, the banks have
to have sufficient capital.
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It is an indisputable fact that an accommoda-
tive monetary policy becomes less effective
over time, while the side effects increase. For
that reason, monetary policy has to be tight-
ened again as soon as the medium-term out-
look for price stability allows, without regard
to the sustainability of public finances, the situ-
ation in which banks find themselves or devel-
opments in the financial markets.

Accommodative monetary
policy: no substitute for
reforms and consolidation

The euro area’s member states would there-
fore be well advised to use the period of low
interest rates for implementing economic re-
forms that boost growth and for consolidating
public finances.

Sound public finances are a key prerequisite for
a monetary policy that is geared towards price
stability. Yet a monetary union with a single
monetary policy and 19 largely independent
fiscal and economic policies generates a par-
ticular incentive to incur debt. This is because
the member states can pass on the negative
consequences of a high level of debt, at least
in part, to the other countries. That is why |
regularly call attention to the need to comply
with the deficit ceiling laid down in the Stability
and Growth Pact.

An annual budget deficit of 3% s, after all, the
upper limit, not a target. The member states
have, in fact, undertaken a commitment to
present a structurally balanced budget over
the medium term. They are a long way from
achieving that, however. Looking at the over-
all picture, fiscal policy in the euro area was
actually eased in 2016 — and this fiscal easing
provided greater relief to governments than did
the low interest rates. The fact that the euro-
area member states are failing to do more in
terms of seizing the opportunity for budgetary
consolidation probably also owes something
to the fact that the rules of the Stability and

Growth Pact are not applied decisively. On the
contrary, the European Commission interprets
them more and more flexibly. In some coun-
tries, annual central government borrowing
has been above the ceiling of 3% of GDP for
nine years now.

One possibility of returning to a stricter inter-
pretation of the rules would consist in entrust-
ing an independent authority with fiscal sur-
veillance. Unlike the European Commission, it
would not be under so much pressure to seek a
compromise for political reasons when it comes
to assessing whether the member states are
complying with the budgetary rules. Ultimately,
however, the success of fiscal surveillance and
the degree of compliance with the rules also
depend on the Council, which decides on sanc-
tions when the rules are broken.

Just as it is up to the national governments to
arrange their budgets so that they can cope
with rising interest rates, it is equally their task
to ensure sustainable growth. This is not some-
thing that can be achieved through monetary
policy. At most it can smooth the business cy-
cle over the short term if this is required from
the perspective of price stability. It cannot
lead the economy onto a permanently higher
growth path.

Accommodative monetary policy therefore
must not be seen in political terms as a sub-
stitute for structural reforms. According to the
annual OECD Going for Growth reports, how-
ever, enthusiasm for reform has fallen off sig-
nificantly in the euro area. And an analysis by
the International Monetary Fund (IMF) comes
to the conclusion that countries prefer to rely
on monetary policy and fiscal policy rather than
on structural reforms. Nearly all the industrial-
ised economies have followed the IMF recom-
mendation to loosen monetary policy further.
In the area of fiscal policy, the finance ministers
have implemented half of the IMF's recom-
mendations. Structural reforms were the only
policy area that saw little headway.



In my view, reforms for higher growth are
needed in Germany, too, where a demographic
wedge is opening up as significantly more
older persons are retiring from the labour force
than young persons are taking up employment.
This, all other things being equal, weakens po-
tential growth. However, this development can
be offset, say, by raising the retirement age in
step with rising life expectancy, through in-
creased labour-market-oriented immigration
and as a result of the long-term unemployed
being better integrated into the labour mar-
ket. Moreover, productivity growth could
be boosted by targeted deregulation in the
services sector, dismantling barriers to market
entry as well as investment in education and in
the digital and energy infrastructure.

But for now, the German economy remains in
good shape. Last year saw employment climb
to yet another record high and jobless num-
bers continue to dwindle. Labour income levels
increased moderately while prices rose even
more slowly, lifting real disposable income. All
these factors bolstered domestic demand. The
economy looks set to remain on an upward tra-
jectory this year and in the next few years, with
domestic demand again providing the primary
impetus. Demand in the domestic economy is
still being propelled by favourable conditions
in the labour market and rising real household
incomes. The Bundesbank’s economists expect
calendar-adjusted growth to come to 1.8% in
2017 and to dip slightly in the years after that,
though the rate of expansion then will still be
outpacing the growth rate of potential output.
This should boost capacity utilisation levels and
also send industrial investment higher again.

However, investment developments will part-
ly be driven by the outlook for the free move-
ment of goods, services and labour, both in the
European Union and worldwide. The UK gov-
ernment has now announced that it is aiming
to leave not just the European Union but the
single market as well. And the new adminis-
tration in the United States is going so far as
to make protectionist noises. Elsewhere in the

Deutsche Bundesbank
Annual Report 2016

world, too, many people at present are mainly
seeing the disadvantages which globalisation,
and technological progress, unquestionably en-
tail for some. The advantages are drifting ever
further out of focus — perhaps that is partly be-
cause they are less immediately felt and harder
to pinpoint than the drawbacks.

What | think this debate fails to fully consider,
however, is that it is international trade and in-
teraction that underpins our prosperity. After
all, trade promotes the spread of fresh, pro-
ductive ideas and new, improved products. It
is therefore trade which stimulates productivity,
which in turn is what drives wages higher.

But what we economists have perhaps failed
to emphasise enough in the past is that it is
precisely the less qualified members of the
workforce who feel the competitive pressure
stemming from international trade.

That is not to say that protectionism and insu-
larity are the right response. A more appropri-
ate course of action would be to enable every
citizen to participate in the rewards of glo-
balisation. Better schools and universities, and
lifelong learning, can give people the skills and
agility they need to capitalise on the benefits
which a changing environment can offer.

I, for one, firmly believe that open markets com-
bined with economic structures that are more
conducive to growth generate stronger produc-
tivity, higher employment and rising incomes.
At the end of the day, this —in conjunction with
a targeted tax and transfer system that cush-
ions social hardship — goes some way towards
restoring confidence in an open and liberal
society.

The Bundesbank, together with the Federal
Government, will therefore be jointly advocat-
ing the concept of international cooperation
and backing open goods and factor markets
during Germany’s presidency of the G20 this
year.
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Challenges facing the
banking sector

2016 was not an easy year for Europe’s banks.
Uncertainty surrounding the health of individ-
ual institutions kept investors, supervisors and
politicians on their toes last year. It is beyond
doubt that there is still some work to do to tidy
up the banking sector in the wake of the fi-
nancial crisis. That is not least why a rollback
of earlier reforms, which is currently being de-
bated in the United States, would be danger-
ous. The same goes for a potential race to the
bottom in financial requlation. Generally speak-
ing, however, European banks have significant-
ly strengthened their capital buffers, and thus
their resilience as well, in recent years from 9%
on average in 2008 to the current level of 15%.

Yet it is equally true to say that banks’ earn-
ings capacity is under threat from the low-in-
terest-rate environment, the overcapacity in the
sector and the mounting competition posed by
providers of digital financial services, or fintechs
for short.

Another concern is the persistently high level of
non-performing loans (NPLs) clogging up insti-
tutions’ balance sheets in some quarters. The
ECB’s banking supervision arm prepared guid-
ance in September 2016 to ensure consistency
in NPL management across all member states
of the European Union and to advise institu-
tions subject to ECB supervision to shift par-
ticularly high stocks of NPLs to an independent
entity for workout. The guidance also compiles
best practices in the management of NPLs. This
document thus represents an important step
forward in the effort to resolve the problem
of NPLs. But it is only the first step, and more
must follow, such as adequate and timely im-
pairments and write-offs. In addition, more
needs to be done in reforming legislation, such
as national insolvency frameworks, in member
states. Any foot-dragging over these reforms
might dampen macroeconomic growth in the
euro area for years to come. That is why the

Single Supervisory Mechanism (SSM) is right
to count credit risk surveillance — notably NPLs
and concentration risk — among its supervisory
priorities again in 2017, alongside banks’ busi-
ness models, profitability and their risk man-
agement.

The new European Single Resolution Mech-
anism (SRM) has been fully operational since
the beginning of 2016. The SRM consists of a
new regime and a newly established authority
that is mandated with the orderly and, if need
be, cross-border resolution of banks that fall
under the scope of the SSM. If an institution
begins to teeter, the European Union’s Bank
Recovery and Resolution Directive (BRRD) pro-
vides a toolkit that can be used to safeguard
the continuation of its critical functions without
jeopardising financial stability. The new regime
is also designed to shield taxpayers, so public
money should only be exposed to loss as a last
resort and subject to very strict conditionality
once a failing institution’s shareholders and
creditors have been bailed in.

That, for me, is a core element of the new res-
olution regime. It puts liability and control in
financial markets back on an even keel. Only
when investors grasp that taxpayers will not
bail them out at the end of the day will they
make their investment decisions with the care
and attention they deserve. This, on its own,
would make the financial system a more stable
place, which is why it is so important to im-
plement the new rules strictly from the very
outset.

Putting the final touches to
banking regulation

The European and global institutions involved
in banking regulation spent 2016 wrapping
up the tighter standards which the G20 lead-
ers adopted in response to the financial crisis.
In areas where amendments had already been
implemented, it was a question of tweaking
the regulatory framework.



The revisions mainly revolved around the cal-
culation of risk-weighted assets, which are the
crucial metric for determining capital require-
ments. One risk which the regulators making
up the Basel Committee on Banking Supervi-
sion were looking to mitigate was the dan-
ger that institutions using their own internal
models might understate their risk as a way of
depressing their capital requirements. Much
of the work needed to address this particular
issue was completed in 2016. The Bundesbank
put a great deal of effort into this topic as a
member of the Basel Committee. However, the
floor for determining capital requirements with
the aid of internal models remains a charged
issue. One particular point the Bundesbank ad-
vocated during these discussions was that even
a regime with capital floors should generally
preserve the idea of gearing capital require-
ments to risk.

Regulatory uncertainty is another factor weigh-
ing on the outlook for banks, which is why the
reliable framework they need for their planning
purposes should be created as soon as possi-
ble. A suitably long implementation phase will
then enable banks to make an orderly tran-
sition to the new regime.

Stop the preferential treat-
ment of government bonds

All in all, the rollout of new capital require-
ments and liquidity standards has made the
banking system more resilient. Yet there is
one regulatory sphere where more still needs
to be done: the treatment of government
bonds on bank balance sheets. A banking sys-
tem can only ever be truly stable if the fate of
banks does not hinge on the solvency of their
national sovereigns. It is for that reason that
the Bundesbank has proposed to put an end
to the preferential regulatory treatment which
sovereign debt enjoys over instruments issued
by private issuers. Introducing adequate risk
weights and applying large exposure criteria
to government bonds would help give banks
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— especially those in the euro area — less of an
incentive to become so bloated with sovereign
debt that their fate is tied to that of their home
government. At the same time, this would also
act to shore up the credibility of the no-bail-
out clause enshrined in the Treaty on the Func-
tioning of the European Union, because if the
worst came to the worst, banks would then be
better placed to withstand a restructuring of
government debt.

Proportionality in
banking regulation

| am aware that the complexity and magnitude
of the prudential requirements thrust upon in-
stitutions have increased significantly in recent
years. To some degree, though, that is the price
that had to be paid for a more stable financial
system. However, the additional administrative
workload associated with the new regulations
is placing a particular strain on small and
medium-sized institutions. With the regulatory
reforms being tweaked and the revisions of
EU legislation already in progress, the debate
on simplifying and easing the workload for
these institutions gained traction last year. The
Bundesbank has spoken out in favour of ex-
ploring, with no set outcome, whether more
proportionality can be built into the supervisory
standards. | should point out here, however,
that there is only leeway in terms of reducing
the administrative and reporting burden. Any
relief granted should not impinge on the mini-
mum standards for prudential metrics.

Consultation on the macro-
prudential framework

Macroprudential regulation is another area
where supervisory authorities are putting their
final touches to the newly created rules. The
Bundesbank contributed to a European Com-
mission consultation on the experience with
the EU macroprudential policy framework by
submitting a statement prepared jointly with
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the Federal Financial Supervisory Authority
(BaFin) and the Federal Ministry of Finance
(BMF). This consultation forms part of a review
of the macroprudential framework which has
gradually evolved in recent years. Stakehold-
ers were invited to assess their experience with
the new macroprudential institutions, which
include the European Systemic Risk Board
(ESRB) and the SSM. One major aspect of the
consultation was the coordination and division
of responsibilities between the new institu-
tions. Another objective was to leverage the
lessons learned from using the macropruden-
tial toolkit in the banking sector in an effort
to streamline the processes involved in activat-
ing them, eliminate any problems that might
arise in distinguishing them from the micro-
prudential toolkit, and identify any tools that
have been missing so far or have proven to be
superfluous.

The German statement concludes that the sub-
sidiary, federal nature of the macroprudential
framework has proven its worth. Risks to finan-
cial stability are determined to a large extent
by national (economic policy) developments,
which is why national macroprudential tools
need to be in place to respond to country-
specific developments, especially if a single
monetary policy is in operation. At the same
time, the ECB has the powers it needs to in-
tensify national measures in the banking sec-
tor and thus act in the interests of all the other
euro-area countries to prevent a situation from
arising where too little is done at the nation-
al level to counteract mounting systemic risk.
After all, Europe’s highly interconnected finan-
cial systems mean that financial crises ripple
out across national borders and can even im-
pair the stability of the euro area as a whole.
The outcome is an equitable balance between
national flexibility on the one hand and pan-
European interests on the other.

Efficient macroprudential policymaking calls for
both clear responsibilities and an overarching
perspective across sectors and countries. This
is a role for which the ESRB, an independent

European body of experts in which central
banks play a prominent role, is ideally suited.
From Germany'’s perspective, the ESRB’s func-
tion as a central notification and coordination
hub needs to be strengthened by improving
data access and providing additional resources.

Developments at the Inter-
national Monetary Fund

The European Union is not the only place
where institutions work in tandem to preserve
the stability of the financial system; activi-
ties are being coordinated at the global level
as well, where the IMF plays an instrumental
role. It was for this reason that the Bundesbank
granted the IMF a temporary new bilateral
credit line of €41.5 billion in October 2016 to
replace a credit line in the same amount agreed
in 2012. Given persistent global uncertainty,
the IMF called on its members again to tem-
porarily grant it new bilateral credit lines. This
call was heeded by a great many lenders, in-
cluding the Bundesbank. Unlike the credit lines
granted back in 2012, the new bilateral facili-
ties agreed in 2016 now give creditors formal
voting rights. Henceforth, any activation of
these credit lines by the IMF requires the ap-
proval of at least 85% of creditors in contribu-
tion-weighted terms, rather than a simple ma-
jority of the IMF’s Executive Board as hitherto.
The new bilateral credit lines run until the end
of 2019 initially, although they can be extend-
ed by no more than a year up to the end of
2020 subject to the creditors’ consent.

Migration to TARGET2-
Securities making progress

Another factor contributing to financial stability
is the ability of consumers and enterprises to
count on payment systems running without a
hitch. The Eurosystem set out to augment the
existing electronic individual payment system
(TARGET) by rolling out TARGET2-Securities, or
T2S for short, in 2015. This Eurosystem project,



which introduced a new, harmonised and cen-
tralised procedure for settling securities transac-
tions in central bank money, reached two more
milestones in 2016. Over the Easter weekend,
both Portugal’s central securities depository
(CSD) and the National Bank of Belgium Secu-
rities Settlement Systems (NBB-SSS), each with
their respective banks, successfully migrated
their securities settlement operations to T2S.
This transition was followed in September by
the migration of the CSDs of the Euroclear ESES
group in France, Belgium and the Netherlands
and of Denmark’s CSD VP Securities together
with its subsidiary VP Lux. Early February 2017
saw the fourth wave of migration, which
also included Clearstream Banking AG, and
thus the German securities market — the euro
area’s largest. This means that roughly 90% of
T2S's projected securities settlement volume is
now being routed through this single shared
platform (SSP). The final wave of migration is
scheduled for autumn 2017. Furthermore, the
Central Bank of Denmark is lined up to be the
first non-euro-area central bank to make its
currency, the Danish kroner, available for settle-
ment in T2S starting in October 2018.

As Europe’s main hub for securities settlement,
T2S plays an instrumental role in deepening fi-
nancial market integration, and this, | believe,
also makes this platform a cornerstone for Eu-
rope’s capital markets union.

Digitisation in the financial
sector and the potential of
blockchain technology

The Bundesbank and Deutsche Boérse AG have
jointly unveiled a prototype for a securities
settlement system based on blockchain tech-
nology — a digital, decentralised register. The
prototype is capable of conducting simple
delivery versus payment (DVP) securities pur-
chases. It can also be used to settle interest
payments on securities and redemptions of
maturing securities. The idea behind this joint
project is to analyse the technological per-
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formance and scalability of blockchain-based
applications. This practical body of experience
serves as the foundation for addressing the
requirements which central banks might need
to meet in future in connection with block-
chain-based instruments.

However, the digitisation of the financial sec-
tor concerns not only the issue of whether
blockchain-based applications represent the
future of cash and securities settlement, but
also the risks and rewards that fintech firms
present to banks. Moreover, it will create new
opportunities for financial inclusion, particularly
in those countries which do not yet have broad
access to financial services.

This is why the Bundesbank, in tandem with
the Federal Ministry of Finance, has made fi-
nancial sector digitisation a focal point of the
German G20 presidency.

Progress in introducing
the new banknotes of the
“Europa” series

Two key factors which preserve public confi-
dence in a currency are maintaining the high
quality of banknotes and keeping the incidence
of counterfeits low. They were behind the
Eurosystem'’s decision in 2013 to begin issuing
banknotes of the new “Europa” series, which
contain new and improved security features
that make them even more secure against
counterfeiting. The new €5, €10 and €20 de-
nomination notes issued thus far have now al-
most fully replaced the first series of banknotes
in German payments. The new €50 banknote,
the fourth in the new series, will enter into
circulation in the spring of 2017. The Bundes-
bank is responsible for the manufacture of a
large portion of the first run of this denomina-
tion — some 2.3 billion banknotes. In addition,
the Bundesbank supports the manufacturers
of counterfeit detection devices and vending
machines in their efforts to retrofit their devic-
es to accommodate the new €50 banknote of
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the “Europa” series in a timely manner. Prepa-
rations for the as yet unissued €100 and €200
banknotes of the “Europa” series are now well
underway; their introduction is scheduled for
late 2018/early 2019. As resolved by the Gov-
erning Council of the ECB on 4 May 2016, issu-
ance of the €500 banknote is to be discontin-
ued at that time; however, €500 banknotes will
retain their status as legal tender and can be
exchanged at Eurosystem central banks indefi-
nitely. | see this as a key signal which is consist-
ent with the Governing Council’s unmitigated
commitment to maintaining the status of cash
as a medium of payment.

I What's new in coins

Whereas the new €100 and €200 banknotes
are still in the preparatory stages, an innovative
new development has already been implement-
ed in the world of coins. The €5 collector’s coin
“Planet Earth”, which the Bundesbank helped
to develop, contains a blue, translucent poly-
mer ring, making it the first coin of its kind in
the world. Unsurprisingly, demand for it among
the general public was high. A five-part series
of polymer ring coins on the theme of “Climate
zones of the Earth” will be issued in the years
2017 to 2021.

B Transfers of gold

The Bundesbank, as the central bank of Germa-
ny, is responsible for managing Germany’s re-
serve assets. These assets include the country’s
gold holdings. In 2012, the Bundesbank decid-
ed that half of Germany's gold reserves should
be stored in its own vaults by 2020. This meant
transferring gold from overseas storage loca-
tions to vaults located in Germany. The trans-
port of 300 tonnes of gold from New York to
Germany was completed in 2016. Of the 374
tonnes of gold originally stored in the vaults in
Paris, only 91 tonnes are left; these holdings
will be relocated in their entirety to Frankfurt
am Main before the end of the current year.

B Money Museum reopened

Gold, banknotes and coins are now back on
display at the Bundesbank’s Money Museum,
which reopened in December 2016 after just
over two years of renovation. However, the
centrepiece of the exhibition is not the history
of money, but the importance of stable curren-
cy for the economy and society at large, as well
as the role of the central bank in this regard. The
completely revamped exhibition offers the pub-
lic a venue where learning becomes an experi-
ence, illustrating the themes of monetary poli-
¢y, the financial and monetary system, banking
supervision, cash and cashless payments from
a variety of vantage points. It presents numer-
ous interrelationships based on both histori-
cal events and present-day examples. Exhibits
cover a time span of some 2,600 years, begin-
ning with a Croesus coin dating back to the 6th
century BC and ending in an array of current
banknotes from all over the world. The article
on the Bundesbank’s economic education ac-
tivities published in this issue of the Annual
Report provides more detail on the new Money
Museum.

B New statistics

One of the main events of 2016 in the area
of statistics was the collection of new micro-
data, with the Bundesbank collecting the first
reports for the new harmonised Eurosystem
insurance statistics. The data are now being
processed and will be published in 2017 in
aggregated form. Together with BaFin, and
true to the motto “collect data only once”, the
collection approach and processing routines
were developed and meshed closely with the
Solvency Il reporting regime. Likewise, since
July 2016, selected banks have been report-
ing their money market transactions on a dai-
ly basis for the money market statistics. This
yields important additional information in or-
der to better understand the structure and de-
velopment of the money market and to help
policymakers to better assess the impact of



monetary policy measures. The Eurosystem
has developed and implemented a data collec-
tion regime for the second series of targeted
longer-term refinancing operations (TLTRO 1),
too. Banks participating in these open market
operations are required to provide the Eurosys-
tem with the requisite data.

B Strategy 2020

The Bundesbank is seeking to continue to play a
central role in the Eurosystem. It is vital that its
clear, stability-oriented voice remains a force in
the public debate, so that it can help preserve
the euro as a stable currency. To this end, in July
2016 the Executive Board of the Bundesbank
adopted Strategy 2020. This strategy is designed
to gear the Bundesbank’s activities towards
shared strategic objectives over the medium
term and throughout the Bank, and to manage
the use of its resources in a goal-oriented fash-
ion. It thus acts as a roadmap, both within the
Bank and externally. Overall, the Bundesbank's
experience with multi-year strategic cycles has
been exceedingly positive. Strategy 2020 is al-
ready the Bundesbank’s fourth medium-term
strategic orientation. Similarly, the importance of
strategy work as a tool for target-based man-
agement has grown significantly at other central
banks in Europe and elsewhere as well as at pub-
lic institutions in Germany in the past few years.

The Bundesbank’s Strategy 2020 differs from
the earlier strategic cycles thanks to two key
new features. One is that it is preceded for the
first time by a dedicated mission statement for

Frankfurt am Main, February 2017

Dr Jens Weidmann
President of the Deutsche Bundesbank
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the Bundesbank. Together with the Eurosys-
tem’s mission statement, it forms the longer-
term roadmap for the Bundesbank, constitutes
a set of guidelines and articulates the future
vision the Bundesbank aspires to over and be-
yond the strategic cycle, its defining features
and how it interprets its mandate.

The other new feature is the formulation of
four overarching, universal objectives for the
Bank as a whole. We want to safeguard our
culture of stability, strengthen our role in the
European setting, enhance the Bank's per-
ceived profile, and make it fit for the future
and efficient. The overall Bank objectives are
intended to make the strategy even more clear
and focused. More information can be found
in the article on the Bundesbank’s strategic
orientation published in this issue of the Annual
Report.

I am aware that strategic planning is but one el-
ement in the success of the Bundesbank's work.
The expert knowledge and hard work of its staff
are the factors that determine the Bundesbank's
ability to meet high standards. This year, too,
our staff have once again displayed extraordi-
nary commitment and competence in their ef-
forts to fulfil our myriad and important tasks,
demonstrating once again that they are the
Bundesbank’s key asset. On behalf of the entire
Executive Board, but also on my own personal
behalf, I would like to thank them for going far
above and beyond the call of duty. My thanks
also go to the staff representation committees
for their invariably constructive cooperation.
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I Strateqgy 2020

Strategy 2020 is the fourth iteration of the medium-term strategic orientation set for the
Bundesbank by its Executive Board. The strategy allows the Bank to gear its tasks and activities
across the entire institution towards shared goals over the next few years. It thus acts as a
roadmap, both within the Bank and externally. At other central banks and public institutions,
too, the importance of strategies as a tool for target-based management has grown signifi-
cantly in recent years.

Strategy 2020 differs from the earlier strategic cycles in that it has two key new features. First,
Strategy 2020 is, for the first time, preceded by a dedicated Bundesbank mission statement.
Together with the Eurosystem’s mission statement, it forms the long-term roadmap for the
Bundesbank. It expresses the Bundesbank’s defining features, how it interprets its mandate
and the future vision it aspires to over and beyond the individual strategic cycles. The mission
statement is thus also intended to guide employees in their day-to-day conduct in the Bank.

The second feature incorporated for the first time was the formulation of four overarching,
universal objectives for the Bank as a whole. These lend the strategy clarity and focus, and
are designed to foster cooperation across all business units. Each of the four objectives for the
Bank as a whole is underpinned by strategic objectives and measures.

Management staff from all quarters of the Bank were involved in developing Strategy 2020,
which meant that the process was conducted transparently and openly and resulted in a
strateqy that enjoys broad support. Leadership conferences were held, amongst other things,
to discuss the interim results prepared in various workshops and for the Executive Board and
management staff to jointly elaborate the strategic directions to be taken.

A material element of the new strategic cycle is internal and external communication. By way
of example, one internal communication measure gave employees the opportunity to ask ques-
tions about the new strategic cycle in a chat. As for external communication, the chief task is
enriching the Bundesbank’s website with information on the mission statement and Strategy
2020.

Over the next four years, the implementation of the strategy will be closely overseen by Con-
trolling, and the progress made will be reported to the Executive Board annually as part of a
strategy review. This can also take into account changed conditions, which may necessitate
adjustments to the objectives or measures.
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Years of experi-
ence in strategy
development

Purpose of the
strategy

Strategy development in the
Bundesbank

The Bundesbank can now draw on experience
gained in three previous strategic cycles, which
were launched with the structural reform in
2002. The key objective of the structural re-
form was to centralise and thus streamline the
Bank and to make it more cost-effective. This
restructuring had become necessary because
the European System of Central Banks (ESCB)
and the Eurosystem, of which the Bundesbank
has been an integral component since 1998,
had been established. The subsequent strate-
gic cycles focused on raising the Bundesbank's
profile and directing its energies towards long-
term objectives. The current strategic cycle cov-
ers the period up to 2020.

Unlike the private sector, the Bundesbank does
not seek to generate profits. Strategy develop-
ment and strategic orientation therefore focus

on ensuring that, in a world of increasingly
rapid change, the Bundesbank fulfils its statu-
tory mandate in a purposeful fashion. By for-
mulating a strategy, the Executive Board is able
to gear the Bank's actions towards common
medium-term strategic objectives across the
entire Bank and to manage the use of resourc-
es in a targeted way. This establishes a reliable
framework and provides guidance internally for
employees and externally for business partners
and the general public.

The importance of strategies as a tool for tar-
get-based management has grown significantly
in the last decade, both at central banks world-
wide and at public institutions more generally.
For many years, representatives of such insti-
tutions” controlling units have maintained in-
ternational and national networks in which to
share information and experience relating to
questions of strategic management. The Bun-
desbank plays a role in this exchange at the
national level through its involvement in the

A voice from the working group “Management and
Control in Public Institutions”: managing with targets -
the Bundesbank delivers a convincing example

“Companies are managed through targets,
public administration is managed through
laws, regulations and implementing provi-
sions. While the former look at the results
of their actions, the latter focuses on the
actions themselves.

Is this cliché still true? For years, public ad-
ministration has tried to learn from business
(new public management), albeit with only
moderate success. Introducing target-based
management is less of a technical challenge
than a fundamental change process, which
must get people on board.

Only a few public institutions have made
good progress towards target-based man-
agement. Some of them, including the
Deutsche Bundesbank, are members of the

Management and Control working group.
The Bundesbank can contribute the experi-
ences it has made with a planning process
that starts with setting strategic targets
and ends when these are implemented in
day-to-day operations. This gives the Bank
direction in an environment that is increas-
ingly volatile and can only be managed by
making clear decisions on the direction to
take. The Bundesbank is therefore leading
the way.”

Professor Jirgen Weber of the WHU — Otto
Beisheim School of Management and
co-founder of the working group “Manage-
ment and Control in Public Institutions”

Importance of
strategies at
other central
banks and pub-
lic institutions
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Views of other central banks on the significance of

strategic planning

“In 2015, the European Central Bank's
Executive Board decided to introduce a
three-year plan laying out the strategic pri-
orities for all the Directorates General. This
measure is aimed at achieving better prior-
itisation and orientation of the current and
future activities of each individual business
unit. Such a measure also enables us to ex-
amine the status quo with a critical eye and
to concentrate on those activities which
are truly important for the organisation.
The four-month pilot project was launched
successfully in 2016 and will be continued
from 2017 as a comprehensive process in
an ongoing, rolling three-year cycle.”

Michael Diemer, Chief Services Officer,
European Central Bank

“In an ever-changing world, medium-term
strategic planning helps us to respond to
new opportunities and potential threats in
order to provide the best possible public
service. By providing a clear vision of the
Banque de France’s activities in the medium
term, the Strategy and Perspective Division
encourages all managers and staff to take
an active role in our transformation. More-
over, all major firms in France are required
by law to disclose their main strategic ori-
entation and inform the unions (or works
councils) of the underlying figures once a
year.”

Nathalie Aufauvre, Head of the General
Secretariat, Banque de France

“The Central Bank of Ireland recently pre-
pared and published its fifth Three Year
Strategic Plan. Our experience is that having
a high-level Strategic Plan in place frames
the context and environment in which the

Bank operates, both in the Eurosystem
and domestically. Through the alignment
of medium-term strategic initiatives, oper-
ational plans and personal objectives with
the Strategic Plan, staff can identify more
clearly how their own role fits within the or-
ganisation and how they can impact on the
outcomes we are endeavouring to achieve.
Having a Strategic Plan in place helps to
prioritise what gets done and, as such, en-
hances effective decision-making.”

Bernie Keppel, Head of Governance and
Strategy, Central Bank of Ireland

“At the NBB, strategic scenarios have
been drafted for all the Bank's activities. A
roadmap divides these scenarios into stag-
es, making it easier to monitor their imple-
mentation and carry out the annual assess-
ment, while also enabling adjustments to
be made where necessary. The NBB 2020
plan is a preliminary step to the annual
budget cycle. The Bank wants to extend the
principle of multi-annual governance to the
other management instruments over the
next few years.”

Alec Schotte, Head of Strategy and Organ-
isation in the Controlling Division, Nation-
ale Bank van Belgié/Banque Nationale de
Belgique (NBB)
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Eurosystem’s
mission
statement
and Bundes-
bank’s mission
statement as
framework

Strategy 2020 is
based on newly
developed Bun-
desbank mission
statement

working group “Management and Control in
Public Institutions”.

At the European level, a strategy network was
established in 2016 within the Eurosystem'’s Or-
ganisational Development Committee (ODC);
this network is chaired by a Bundesbank rep-
resentative.

The mission statement:
a constant framework

As one of 19 national central banks in the
Eurosystem, the Bundesbank operates with-
in the overarching framework defined by the
common Eurosystem mission statement as well
as shared organisational principles and strate-
gic guidelines.

Building on this, the Executive Board of the

Bank, together with management staff, de-
veloped the Bundesbank mission statement

The Bundesbank’s vision

prior to the start of the current strategic cycle.
It serves as a roadmap and orientation guide
over and beyond the current strategic cycle
and answers fundamental questions, such as:
What does the Bundesbank stand for? What
are its defining features? Where does it want
to go? Strategy 2020 is based on this mission
statement, which comprises a trio of vision,
mission and guiding principles.

The vision is the big picture of what the Bank is
aiming to look like in the long term.

The Bundesbank’s mission describes in more
detail what the Bundesbank’s defining features
are, and how it interprets its role and mandate.

And finally, the guiding principles constitute
guidelines for day-to-day actions and describe
the Bundesbank's particular strengths.

Deutsche Bundesbank — committed to a stable currency

As the central bank of the euro area’s
largest economy, we are committed to
acting as a dependable partner in
ensuring a stable currency. Based on
our recognised expertise and the
people’s trust, we are helping shape
the future of the monetary union.

Deutsche Bundesbank

The Bundes-
bank’s vision

The Bundes-
bank’s mission

The Bundes-
bank’s guiding
principles



Stocktaking
workshops

The Bundesbank’s mission

Contributing

to stability

As an integral part of the ESCB,
we contribute to its primary objec-
tive — safeqguarding price stability
— and share responsibility for the
stability of the financial system. In
addition, we ensure robust pay-
ment and settlement systems and fully.
assure the national cash supply.

We perform tasks in the field of

European and national banking

supervision, manage Germany's

foreign reserves and aspire to

anchor our stability culture in the

minds of the general public.

Deutsche Bundesbank

Development process and
special features of Strategy
2020

Strategy 2020 was developed in a little over
a year. On the basis of the mission statement,
and building on the experience gained from
Strategy 2016, the first step was to assess the
state of progress. With external assistance, the
strengths and weaknesses as well as opportu-
nities and risks of all business areas were ana-
lysed. This was then used to derive proposals
for specific areas of action and main strategic
directions, also termed strategic policy options.

Our employees are
our greatest asset

Our employees’ strong
personal and professional
skills, their commitment
and our research work
are what enable us to
fulfil our tasks success-

Deutsche Bundesbank
Annual Report 2016

Independence

Our actions are always guided
by our legally mandated
independence and respon-
sibilities, and we respect
the rules of an open market
economy with free compe-
tition. We consider the legal
foundations of monetary
union enshrined in the
Maastricht Treaties to be
essential for us to success-
fully fulfil our tasks.

The participants also analysed which issues and
business areas required strategic action in the
next cycle.

The results of the analyses were discussed with
the Executive Board at a leadership confer-
ence. Particular strategic potential was ascribed
mainly to research, financial stability, monetary
policy and statistics. Raising the profile of the
Bundesbank’s analytical capabilities was thus
afforded particular attention in Strategy 2020.
For many other areas in which the Bank op-
erates, the Executive Board had already made
fundamental decisions in the preceding cycle.
Against this backdrop, no additional need for
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The Bundesbank’s guiding principles

We are experts
in analysis

We are the
central bank for
Germany

We have strong
operational
expertise

We are credible
in our actions

We embrace a
culture of
openness and
cooperation

We ensure
our actions are
cost-effective,
sustainable and

forward-looking

Deutsche Bundesbank
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Overview of the strategy with the mission statement as the framework

Vision

Deutsche Bundesbank — committed to a stable currency

Contributing to stability

WELEY
strong
operational
expertise

We are the
central bank
for Germany

We are
experts in
EREISH

o
=
[}
£
[}
2
©
]
wn
=
2
wv
L
£
~‘/1
=
o
L
4
B
wv
o
2
5
fin

Bundesbank’s mission statement

Strategic directions

Our employees are our greatest asset

Mission

Independence

We ensure our
actions are
cost-effective,
sustainable and
forward-looking

We embrace
a culture of
openness and
cooperation

We are
credible in
our actions

v

Strategic objectives for the Bank as a whole

Measures

Deutsche Bundesbank

further strategic action was identified in those
areas. With regard to cash management, for
example, earlier decisions are being imple-
mented with the construction of the new “su-
perbranch” and the commissioning of new
banknote processing machines. Moreover, the
Executive Board reaffirmed that smooth opera-
tions in all areas of the Bundesbank are crucial
to its success.

Following on from the leadership conference,
the Executive Board adopted main strategic
directions at the start of 2016 and tasked the
business units with proposing strategic objec-
tives, measures and key performance indicators

Key performance indicators

(KPIs) on this basis to flesh out the strategy.
The Executive Board and management staff
discussed the resultant strategic objectives and
measures at a closed leadership conference,
and the strategic objectives were then adopted
by the Executive Board. From this basis, work
began on developing appropriate KPIs.

The inclusion of management staff from all
areas of the Bundesbank in the process of de-
veloping the strategy was key to ensuring its
broad support and making the process trans-
parent and open. The last strategic cycle had
already revealed how crucial it was that the
strategy was supported by the Executive Board
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Focus on four
overarching,
universal ob-
Jectives for the
Bank as a whole

Strategy 2020
includes Bank-
wide objectives,
strategic objec-
tives, measures
and KPIs

Four objectives
for the Bank as
a whole

Safeguard a
culture of
stability

and management staff as well as all employ-
ees. This allowed it to be translated into reality
successfully.

A new feature of Strategy 2020 is that all 27
strategic objectives relating to specific business
areas were mapped to four overarching objec-
tives for the Bank as a whole. These are:
Safequard a culture of stability

Strengthen our role in the European setting
Enhance the Bank's perceived profile

Make the Bank fit for the future and effi-
cient.

This enabled the Bank to bundle the busi-
ness area-specific strategic objectives at the
Bank-wide level, to clarify the direction of its
strategic actions in the current strategic cycle,
and to strengthen cooperation across all busi-

ness units. As a result, Strategy 2020 is more
clear, focused and streamlined than its prede-
Cessors.

B Strategy 2020 in depth

Each of the four universal objectives for the
Bank as a whole, with the 27 business ar-
ea-specific strategic objectives, is underpinned
by concrete measures. These are intended to
illustrate how the business units aim to achieve
the strategic objectives at the current point in
time.

In the following, individual examples are used
to illustrate the specific strategic objectives
mapped to each of the four objectives for the
Bank as a whole and to show how these stra-
tegic objectives contribute to achieving those
Bank-wide objectives.

The business area of monetary policy has a
key role to play in the objective for the Bank
as a whole to “safeguard a culture of stability”.
This anchors the Bundesbank’s advocacy of a
stability-oriented monetary policy framework
as a strategic objective. Amongst other ele-
ments, this will entail using analytical evidence
to garner support for independent monetary

policymaking among the general public and
both national and international institutions. In
this process, applying a narrow interpretation
of the Bundesbank’s mandate will allow it to
maintain sufficient distance from fiscal policy.
To help achieve this, the Bank aims, for in-
stance, to foster a better understanding of the
specific effects of monetary policy. In addition,
monetary and economic policy topics that are
likely to have a major bearing on the Eurosys-
tem in the future are to be incorporated ex
ante into annual workload schedules.

A number of specific strategic objectives for
various business areas expand on the objec-
tive for the Bank as a whole to “strengthen
our role in the European setting”. For exam-
ple, one strategic objective from the business
area of payments is for the Bundesbank — as
one of the 4CB (alongside the central banks of
France, Italy and Spain) — to develop and oper-
ate payment and securities settlement systems
(TARGET2, TARGET2-Securities), amongst other
projects. In April 2016, the Governing Coun-
cil of the ECB set up the Market Infrastructure
Board, or MIB. This is the management body
for project and operational activities relating to
market infrastructures and back office applica-
tions provided by the Eurosystem in payments,
securities settlement and collateral manage-
ment. The Bundesbank has set itself the objec-
tive of participating as a strong partner in the
4CB and on the MIB in designing, developing
and operating market infrastructures and add-
ing value in the field of collateral management,
thereby reinforcing the Bundesbank’s position
within the 4CB and the Eurosystem. The Bun-
desbank stands ready to take on further tasks
in its role as a service provider.

One of the strategic aims implementing the ob-
jective for the Bank as a whole to “enhance
the Bank’s perceived profile” is, for instance, to
improve the quality of the Bank's research pub-
lications and raise its profile among the gener-
al public and in political decision-making pro-
cesses. The Bank aims to achieve this, notably,
through its “Research Brief”, a new publication

Strengthen our
role in the Euro-
pean setting

Enhance the
Bank’s perceived
profile
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Safeguard a culture
of stability

"

Strengthen our role in
the European setting

Deutsche Bundesbank

featuring regular contributions from all areas
of the Bank involved in research. In addition, it
aspires to liaise more closely with market par-
ticipants and experts; the Financial Stability Fo-
rum, which is organised by the Bank, provides
a platform for the regular exchange of views in
that particular field.

The Bundesbank has to compete for talented,
highly motivated staff and will be substantially
affected by demographic change. To address
this, it intends to be mindful of demographic
developments in its staffing policy so as to en-
sure that all business areas can recruit sufficient
qualified staff at all times and its existing em-

Deutsche
Bundesbank

Enhance the Bank’s
perceived profile

ployees’ performance and fitness for work is
maintained. As well as making greater use of
modern HR marketing tools and continuing to
expand and refine health promotion measures
for employees, this process will also encompass
all measures which encourage a corporate cul-
ture that values equal opportunities and coop-
eration, such as the aim of increasing the pro-
portion of women in managerial positions.

The Bundesbank is also taking concrete steps
to help protect the environment and prevent
climate change. Its environmental guideline
and environmental strategy, which are embed-
ded in the strategy for the Bank as a whole,
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KPIs as a
management
tool

Communica-
tion key to
turning mission
statement and
strategy into
reality

form the cornerstone of the strategic objective
to use environmental resources sustainably and
lower their consumption.

Appropriate KPIs have an important role to play
in monitoring how the objectives for the Bank
as a whole and individual strategic objectives
are being implemented. It is necessary to en-
sure that these KPIs are closely connected to
the objectives and to illustrate as explicitly as
possible how specific measures are contributing
towards the fulfilment of an objective. For this
reason, both input indicators (eg use of resourc-
es) and output indicators (eg performance or
activity figures) are employed. Ideally, howev-
er, outcome indicators should be used (impact
indicators, eg evaluation by a relevant target
group); these provide very meaningful informa-
tion on how well the objective has been met.

Quantitative and qualitative indicators both
play an important part in the Bundesbank’s
assessment of progress towards achieving its
objectives. Particularly as the Bundesbank does
not have an overarching profit target, a great
deal of attention is paid to qualitative indi-
cators. As part of the Strategy 2020 process,
KPIs are being devised in cooperation with the
Bank’s business units. The benefits of this ap-
proach are that it takes full advantage of the
units’ expertise, increases acceptance and rais-
es awareness of the indicators’ importance.

Strategy 2020: outlook and
implementation

To successfully turn the mission statement and
strategy into reality, it is important to commu-
nicate the key messages behind them to the
Bank’s employees. Unlike in the previous stra-
tegic cycles, the Executive Board took the first
step of agreeing a mission statement for Strat-
egy 2020, which staked out key parameters.

Involving management staff at an early stage
laid solid groundwork for communicating the
strategy to employees later on. Staff were giv-
en numerous opportunities to ask questions
while the strategy was still under develop-
ment, eg at events attended by the President
of the Bundesbank. Once the Executive Board
had adopted Strategy 2020, new methods for
communicating with employees were applied
alongside conventional routes such as the staff
magazine and the intranet. For example, there
was a staff awareness campaign spanning
several weeks in which posters presenting the
mission statement and the individual guiding
principles were displayed. Another innovation
was that President Weidmann fielded questions
from employees about Strategy 2020 in a live
chat held shortly after its adoption.

In the coming years, a strategy review will be
performed annually, providing the Executive
Board with an overview of the progress made
in implementing the strategy across the Bank.
This will include both a review of Strategy 2020
as a whole and a detailed look at the individual
objectives and measures. The strategy review
will also identify any areas requiring further ac-
tion; strategic readjustments may be needed.
This means that the strategy is not set in stone.
Where necessary, it can be adapted over time,
say, if the external environment changes.

As in the previous strategic cycles, it will remain
important to continually monitor the imple-
mentation and refinement of Strategy 2020
through strategic planning in Controlling. The
strategy’s successful implementation will also
hinge largely on close coordination between
strategic and operational control. The strategy
will provide vital input for the annual opera-
tional planning process. In turn, the results of
the target/performance analysis will feed into
the ongoing strategy review.

Annual strategy
review provides
Executive Board
with overview
of implemen-
tation progress
and offers
opportunity for
adjustments

Coordination
between
strategic and
operational
control is key
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“Sharing central bank knowledge” -
the Deutsche Bundesbank’s economic
education activities

The Deutsche Bundesbank reaches out to the general public through a diverse range of printed
materials, online resources and public events, providing information about its legal mandate,
the tools it uses and the extent to which it achieves its objectives. This type of information has
long been sought after, particularly by schools, especially since monetary policy is on the upper
secondary school curriculum in several of Germany’s federal states. This is why, a number of
years ago, the Bundesbank developed a range of educational resources and events tailored
primarily to the needs of teachers and schoolchildren.

This economic education programme provides a basic grounding in the areas of money, mon-
etary stability, central banks and the financial system. It aims to enable the general public to
gain a better understanding of the importance of price stability as well as the tasks of the
Bundesbank and the Eurosystem. The focus is on “central bank knowledge”, which is essentially
derived from the Bundesbank’s core areas of responsibility: monetary policy, the financial and
monetary system, banking supervision, cash management and cashless payments.

The Bundesbank has recently redesigned its economic education programme, improving its
substance and significantly expanding its volume. As part of this overhaul, the Bundesbank’s
Money Museum was reopened to the public in December 2016 following a major revamp of
its layout and contents.
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Central bank’s
stability-
oriented policy
also needs
public support if
long-term price
stability is to be
maintained

Aims and contents of eco-
nomic education activities

The Eurosystem central banks have a legal
mandate to maintain price stability in the euro
area over the medium term. The Bundesbank’s
economic education programme is designed to
help fulfil this mandate. That is because one of
the most important factors in preserving long-
term price stability is knowing that the general
public understands and supports the stability
orientation of monetary policy and trusts the
central bank’s work. Building and maintaining
this trust can be achieved more readily if the

Areas of economic education

public has an idea of the central bank'’s tasks,
goals and tools, as well as the extent to which
it achieves its objectives — and, not least, if it
understands which economic policy objectives
fall outside the central bank’s remit.

The Bundesbank’s economic education activ-
ities therefore use a variety of approaches to
give its different target groups a basic ground-
ing in the topics of money, monetary stability,
central banking and the financial system. The
desired outcome is a deeper public under-
standing of the importance of monetary stabil-
ity as well as the tasks of the Bundesbank and
the Eurosystem. At the same time, the Bun-

Economic education

A combination of awareness, knowledge, skill and attitude necessary

to manage everyday situations in which economics plays a role and to engage competently with
economic issues at a private, business, national and global level.

Desired outcome: economically aware citizens

( )
The Bundesbank’s economic
education programme
Sharing “central bank knowledge”
and raising awareness of central

bank tasks
\_ J
( )
Entrepreneurship
education
Entrepreneurial knowledge
and skills
\ J
( )

Business/commerce
Business economics
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Financial literacy

Private money
matters/personal finances

Work/career

Labour rights/
career guidance

Other areas




“Central bank
knowledge”
is one area
of economic
education

Target groups
of the
Bundesbank’s
economic
education:
teachers,
schoolchildren
and students

Main target
group: teachers

desbank’s outreach activities help it fulfil the
accountability and reporting obligations it has
towards the general public as an independent
central bank. Economic education differs from
the Bundesbank’s other communication activ-
ities in two respects, one being that it largely
involves conveying basic knowledge, the other
that it is tailored to specific target groups.

The focus of the Bundesbank’s economic ed-
ucation activities is on sharing “central bank
knowledge” — that is to say, the subject matter
is mainly geared to the Bank’s core areas of
responsibility, which are monetary policy, the
financial and monetary system, banking super-
vision, the provision of cash, and cashless pay-
ments. By sharing central bank knowledge, the
Bundesbank covers one specific area of eco-
nomic education (see the chart on page 34).

The Bundesbank’s economic education pro-
gramme does not directly cover financial liter-
acy, which deals with private money matters,
or the topics of investor and consumer protec-
tion. However, it does explain issues and instru-
ments which have a bearing on these areas (for
example, What is a share? What is a loan?) if
the context requires.

Target groups of the Bundes-
bank’s economic education

The Bundesbank’s economic education pro-
gramme consists of lectures and educational
materials, the latter available in printed format
or online for download from the Bundesbank's
website. In target group terms, the programme
mainly reaches out to teachers, trainee teach-
ers, schoolchildren and students of econom-
ics. That said, the learning resources, certain
lectures, and the Money Museum adjacent to
the Bundesbank’s Central Office in Frankfurt
am Main are available for use by the general
public, too.

Teachers are the main target group of the Bun-
desbank’s economic education activities, giv-
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en their role as multipliers who pass on the
central bank knowledge they acquire to large
numbers of schoolchildren over the course of
their careers. Working together with teachers
therefore allows the Bundesbank to maximise
the benefit of its educational resources, which
can be best achieved by focusing on teachers
covering monetary policy topics. Besides reach-
ing out to incumbent school teaching staff,
the Bundesbank’s programme is also aimed at
trainee teachers who are either still at university
or in practical training.

Depending on which federal state they are in,
German schools treat the subjects of econom-
ics, finance and currencies with different levels
of importance and cover them in different are-
as of the curriculum. As a result, monetary pol-
icy is not part of teacher training courses every-
where in Germany, or makes up just a fraction
of the syllabus. Against this backdrop, the Bun-
desbank’s economic education programme al-
lows teachers to find out for themselves about
central banking or brush up on their existing
knowledge.

Young people are the second major target
group for the Bundesbank’s economic educa-
tion activities. The focus here is on students in
upper secondary education, given that central
banking-related topics (especially monetary
policy) are mostly taught to these older school-
children at both general secondary schools
and vocational schools. Learning resources are
also available for primary and lower secondary
school pupils, although these levels have not
been a focus of the Bank’s lectures in the past.

Another group at which the Bundesbank’s
range of economic education services is aimed
are students whose courses cover aspects of
monetary policy. Both students of econom-
ics-related subjects, and also those studying
economics as a non-core subject, such as law
students, normally need extra information and
also use the educational resources provided by
the Bundesbank.
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Another im-
portant target
group: the
younger
generation
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Central Office
plans and
coordinates
education
activities and
develops
resources

Regional
Offices organise
lectures and
network in their
regions

Economic education in an international context

and in the field of research

Much like the Bundesbank, many other central
banks offer educational materials that are spe-
cifically designed for use in a school classroom
setting. Such services are provided by virtually
all Eurosystem central banks, including the Euro-
pean Central Bank, as well as by the US Federal
Reserve and the Swiss National Bank, for exam-
ple. The available materials range from comics to
textbooks with worksheets, and include online
games along with educational films accessible
via the internet.

While some other central banks are also active
in the area of financial literacy, the Bundesbank
has focused its range of educational media on
conveying central bank knowledge. The Bundes-
bank does, nonetheless, monitor developments
at both the national and international level in
the field of general financial education. In this
connection, the Bundesbank — just like the Fed-
eral Financial Supervisory Authority (BaFin) — is
a member of the International Network on

Economic education activities
performed by Central Office
and Regional Offices

Both the Bundesbank’s Central Office in Frank-
furt am Main and the Regional Offices are re-
sponsible for the Bank’s economic education
activities. Central Office manages the strategic
planning and coordination of education activi-
ties and is responsible for developing and up-
dating educational resources and their quality
assurance. Its tasks also include designing the
overarching public image for the Bundesbank's
economic education activities and running the
Money Museum, including the lecture service.

The Bundesbank’s nine Regional Offices plan,
design and run the lectures that form part of
the Bank’s economic education services in their
local area. Their tasks notably include network-
ing with schools, higher education institutions
and educational establishments, which also in-

Financial Education (INFE) under the aegis of
the Organisation for Economic Co-operation
and Development (OECD). This network was es-
tablished in 2008 and currently counts just un-
der 100 public institutions from more than 70
countries as full members. The INFE draws up
international recommendations and guidelines
on financial education. Furthermore, the INFE
coordinates international comparative studies to
determine, for example, the level of financial lit-
eracy in various countries.

Questions relating to general knowledge about
financial matters are also of relevance to the
field of economic research. This is the context in
which the Bundesbank’s Research Centre ded-
icates itself to this topic. The Bank’s Research
Centre investigates, for example, what relation-
ship exists between the level of financial literacy
and households’ investment and savings deci-
sions.

clude ministries of education and educational
authorities, as well as teacher training institu-
tions. Germany has a very heterogeneous ed-
ucation system because education falls within
the remit of each state government. The decen-
tralised approach which the Bundesbank takes
to its economic education activities means that
it can make suitable allowances for the diverse
idiosyncrasies of each federal state when plan-
ning and holding lectures and teacher training
seminars. The Bank can therefore deliver events
that are tailored to suit the particular needs in a
specific region.

To support these activities, the Bundesbank's
Central Office and Regional Offices work with a
large number of universities in the field of teach-
er training and cooperate with economic insti-
tutions. It has arrangements with universities in
Berlin, Bonn, Frankfurt, Kiel, Leipzig and Saar-
brucken, for example. In addition, it maintains
a wide range of contacts with teacher training
institutions in the respective federal states.

Cooperation
with teacher
training
institutions



Networking
with institutions
for economic
education and
teachers

“Geld und Geld-
politik” — the
Bundesbank’s
flagship
economic
education
publication
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Cooperation with teacher training institutions (selection)

— Akademie fur Lehrerfortbildung und Personalfuhrung, Dillingen an der Donau

— Akademie fur Politische Bildung, Tutzing

— Landesinstitut fur Lehrerbildung und Schulentwicklung (LI Hamburg)

— Institut fur Lehrerfort- und -weiterbildung in Mainz und in Saarbrticken

— Institut fur Qualitdtsentwicklung an Schulen Schleswig-Holstein (IQSH)

— Landesakademie fir Fortbildung und Personalentwicklung an Schulen, Esslingen

— Landesinstitut fur Schulqualitdt und Lehrerbildung Sachsen-Anhalt (LISA)

— Multiplikatorennetzwerk ékonomische Bildung in Hessen

— Sachsische Bildungsagentur (SBA)

— Thuringer Institut fir Lehrerfortbildung, Lehrplanentwicklung und Medien (Thillm)

Deutsche Bundesbank

Another way in which the Bundesbank works
with other providers of education programmes
is by networking with the relevant institu-
tions for economic education. These include
the Institute for Economic Education (I0OB)
in Oldenburg, the Center for Economic Edu-
cation (ZOBIS) in Siegen and the Association
for Economic Education in Secondary Schools
(VOBAS), to name just a few. The Bundesbank
also boasts its very own stand at didacta, Ger-
many’s major annual education fair, to help
it stay in touch with teachers. What is more,
the Bank showcases its economic education
programme at the Frankfurt and Leipzig Book
Fairs, as well as at a variety of consumer fairs.
Teachers can also sign up for the Bank's reg-
ular newsletter to find out about the latest
economic education activities and upcoming
events.

Wide range of educational
resources on offer

All the Bundesbank’s educational resources,
be they in print or electronic format, are de-
veloped and produced centrally. The offering
comprises resources that, for the most part,
are specifically designed for use in schools.
The entire repertoire of resources can be found
on the Bundesbank’s website,’ meaning that

they are also available to the general public.
The Bank’s flagship educational resource is
Geld und Geldpolitik (Money and monetary
policy), a book aimed at pupils in upper sec-
ondary education. This cornerstone of the Bun-
desbank’s work in economic education can be
traced back to previous publications that have
been undergoing continual improvement since
1970. The book teaches its readers about cash,
book money, banking and financial supervision,
European monetary policy and its institutions,
and the international financial and monetary
system. It explains the basics, provides histor-
ical context and discusses more recent devel-
opments in the wake of the financial and sov-
ereign debt crisis. In addition, each chapter is
accompanied by teaching materials that can
be used in the classroom in conjunction with
the book. An online version of this book, which
tackles topics in greater depth and contains
links to other websites for further reading, is
also available.

The resources available to lower secondary
schoolchildren currently comprise modular
worksheets and factsheets on topics such as
money, monetary stability and monetary union,
with even more resources scheduled for roll-
out in 2017. As for primary school pupils, the

1 www.bundesbank.de/education
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Additional
resources
available on
the website

Animated edu-
cational films
shine light on
complex topics

Media package
on price stability
produced with
federal states’
media institute

Bank’s offering includes the publication Mein
Euro — Spiel- und Rechengeld (My euro — play
and counting money), which comes complete
with worksheets. There is also a reading book
entitled Dem Geld auf der Spur (All eyes on the
money trail).

In addition, the educational section of the
Bundesbank’s website is home to a variety
of statistical charts containing economic and
monetary policy data for use in the classroom.
These include, for instance, charts on con-
sumer price inflation, exchange rate changes
and policy rate developments. The charts are
updated quarterly and can be downloaded di-
rectly from the website, so teachers can readily
incorporate them into their own teaching ma-
terials. Teachers are also welcome to down-
load infographics featured in the Geld und
Geldpolitik book, which provide a condensed
overview of various topics — the composition
of the ECB Governing Council being just one
example — and likewise put them straight to
use in a classroom setting.

Yet another resource on the Bundesbank's
website is its extensive glossary, which contains
around 700 terms and acronyms from the field
of central banking. Many glossary entries in-
clude links to related entries and in-depth Bun-
desbank articles.

Another resource that the Bundesbank’s web-
site uses to explain complex and abstract top-
ics from the world of central banking as clearly
as possible are animated educational films, for
which a unique graphic concept was devel-
oped. Furthermore, the website features inter-
active applications such as an inflation/defla-
tion calculator and a quiz.

Every now and then, the Bundesbank teams
up with other public sector institutions to pro-
duce educational resources. Working together
with the FWU Institut fur Film und Bild in Wis-
senschaft und Unterricht, the joint educational
media institute for Germany's federal states,
the Bundesbank developed a media package

on the topic of price stability, which comprises
a film and supplementary teaching resources.
The film follows two young people who find
themselves in situations where their lives are
directly affected not only by money and price
stability but also by monetary policy measures
undertaken by the Eurosystem. As well as in-
cluding both a German and English-language
version of the film, the media package includes
a barrier-free version with an audio description
track. Produced in 2015, the media package
won the Comenius EduMedia Award, a pres-
tigious prize for digital educational media
awarded by the Society for Pedagogy, Infor-
mation and Media (GPI).

Germany'’s public broadcaster in the federal
state of Hesse, Hessischer Rundfunk, also ranks
among the Bundesbank’s cooperation part-
ners. As part of the hr2 radio station’s “Kinder-
funkkolleg”, a course of audio lectures for chil-
dren covering various topics, the two partners
developed the 25-part series “Kohle, Cash und
Pinkepinke” (Dosh, cash and dough) on various
money-related topics, which was broadcast
once a fortnight starting in October 2015 and
was made starring children, for children. These
episodes are also available for download as
podcasts on a separate website, which, as well
as boasting a wide range of teaching materi-
als, is home to audio puzzles, reports on school
media projects and glossary entries.?

H Lectures and seminars

Expanding on the Bundesbank'’s diverse and
varied range of educational resources are its
lectures and seminars, which form the second
pillar of its economic education programme.
These events are offered nationwide and indi-
vidually tailored to each target audience’s re-
quirements, not least as a result of Germany's
education system differing from state to state.
The topics that these events should ideally cov-
er and the audience’s educational background

2 www.kinderfunkkolleg-geld.de

“Kinderfunk-
kolleg Geld”

in cooperation
with Hessischer
Rundfunk

Lectures form
second pillar of
Bundesbank’s
economic
education
programme
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The new Money Museum: a unique venue which makes

learning an experience

The Bundesbank established the Money
Museum back in 1999 as a venue dedicat-
ed to economic education. Its presentation
of the topic of monetary policy and use
of an attractive repertoire of multimedia
were so pioneering that it inspired a great
many other central banks to emulate these
approaches. Since opening its doors, the
Bundesbank’s Money Museum has wel-
comed around 40,000 visitors a year, most
of whom are schoolchildren.

Photograph: Uwe Nolke

After more than ten years of faithful ser-
vice, elements of the exhibition were slow-
ly beginning to show their age, not just in
terms of their content and design, but also
with regard to the technology. This prompt-
ed the Bundesbank’s Executive Board to
decide in 2011 that the Bank’s Money
Museum needed to be overhauled. In De-
cember 2013, following a public call for ten-
ders, the Executive Board awarded a con-
tract to Stuttgart-based museum planning
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. DER WERT DES GELDES
THE VALUE OF MONEY

Photograph: Uwe Nolke

specialists Milla & Partner to design and
build an exhibition space that best imple-
mented the Money Museum approach de-
veloped by the Bank's Directorate General
Economic Education. After three years of
intensive cooperation between Bundesbank
experts and more than a dozen external
firms, Bundesbank President Jens Weid-
mann reopened the Money Museum, as
planned, on 16 December 2016.

The Money Museum invites visitors to learn
the basics about money, its history and the
tasks and responsibilities of central banks.
Its overriding message is the importance of
stable money for the economy and socie-
ty at large. In its new and revamped form,
the exhibition presents the Bundesbank as a
central bank that, within the context of the
Eurosystem, performs essential tasks to safe-
guard the functional viability of money — na-
tionally, throughout Europe and around the

world. Thematically, the exhibition does not
mirror the structure of the Bundesbank as
an institution but looks at money from the
vantage point of a central bank. It reflects
critically on a number of issues on the basis
of examples taken from history.

The Money Museum lets the general public
learn and experience for themselves what
money and central banks stand for. Central
banking topics can be somewhat abstract,
so the exhibition makes them more ap-
proachable by embedding them in everyday
situations that visitors will probably encoun-
ter in real life (for example, a bank branch,
a supermarket or a bureau de change). In-
dividual display cases present topics specif-
ically for children. More than 40 interactive
media stations use playful approaches to
present exhibition content (including quiz-
zes, memory games and puzzles) and im-
part more detailed knowledge.
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Most of the exhibition is accessible to per-
sons with disabilities. A conscious decision
was made to position wall captions, images
and graphics at different heights, and key
statements are written in large, high-con-
trast type. There is an audio guide to the
exhibition for the visually impaired, and the
entire exhibition is captioned in German
and English.

The exhibition is ideal for self-directed vis-
its. By arrangement, visitors can enhance
their museum experience by making use of
educational services such as guided tours,
discovery tours and workshops, and a lec-
ture service for school groups and students.
Since its renovation, the Money Museum
now houses three lecture rooms for pres-
entations and discussions, as well as a mu-
seum education room.

The tour leads visitors through the four
themed areas: “Cash”, “Book money”,
“Monetary policy” and “Global money”. In
each one, the left-hand side of the outer
wall of the tour route explains the current
and general context and illustrates the
central bank’s tasks in that particular field.
The interior wall, meanwhile, explores the
theme from a historical perspective. At

Deutsche Bundesbank
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the entrance of each themed area is what
is known as a “supersign”, which offers a
“speed read” of the key issues and messag-
es in each area. The museum boasts dedi-
cated rooms (cabinets) which present indi-
vidual topics in greater detail and provide
an immersive experience for visitors.

One of the exhibition’s highlights is a 12.5
kilogramme bar of gold which visitors are
permitted to touch and lift. At the heart of
the exhibition tour lies a 360° cinema. Three
films use stimulating and thought-provok-
ing elements to immerse visitors in different
experiences and challenge them to reflect
on, question and discuss what they see.
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High demand
for lectures

Generation €uro
Students’ Award
competition

are determined upfront. This format aims to
enable participants to pose questions and crit-
ically discuss topics. As well as taking place on
Bundesbank premises, events are also hosted
by external venues such as schools, universities
and teacher training institutions. Teacher train-
ing seminars tend to last anywhere between
half a day and a full day, whereas events for
schoolchildren typically consist of a 90-minute
talk, including time for discussion. Meanwhile,
events for students are normally offered in con-
ventional formats such as lectures and semi-
nars spanning one or several days.

In 2016, total attendance figures across
more than 1,600 economic education events
reached around 52,000. Now that the Mon-
ey Museum has reopened following its closure
for renovation, lectures will also resume at the
Bundesbank’s Central Office in 2017. As a re-
sult, it is safe to assume that total attendance
figures at such events are likely to rise further.

Further to the established lecture programme,
Bundesbank President Dr Jens Weidmann has
been meeting with teachers from all over Ger-
many once a year since 2013 to exchange
views on current monetary policy issues and
the manner in which they are taught in the
classroom. Dr Weidmann has also been regu-
larly meeting with schoolchildren in a similar
format since 2014.

Another of the Bundesbank’s tasks in the field
of education is the coordination at the na-
tional level of the Generation €uro Students’
Award competition, an initiative set up by the
European Central Bank. In this competition,
teams of school pupils from euro-area coun-
tries tackle questions on monetary policy. The
German final of this competition is held at the
Bundesbank’s Central Office, with the subse-
quent European final being hosted by the Euro-
pean Central Bank.

B Quality assurance

The Bundesbank has measures in place to as-
sure the quality of its economic education activ-
ities. Working groups from the Regional Offices
and Central Office prepare standardised pres-
entation slides on lecture topics for which de-
mand is greatest. As well as making it possible
to leverage synergies when preparing lectures,
this approach also safeguards their professional
quality, ensures that presentations have a con-
sistent look and guarantees that they are up-
dated on an ongoing basis. On top of this, all
lectures are evaluated internally by means of
participant surveys, which enables speakers to
receive direct feedback from their audiences.

Evaluation specialists from Univation — Institut
fur Evaluation Dr. Beywl & Associates GmbH
assessed the range of economic education ser-
vices offered by the Bundesbank at the end
of 2015/start of 2016. This exercise set out to
explore whether the existing economic edu-
cation services were properly tailored to their
target groups, had the desired reach and met
their outlined objectives. An external academic
advisory committee made up of distinguished
university lecturers from the field of economic
education also played a role in the evaluation.

This external evaluation concluded that the
Bank's range of services should be maintained
and refined, affirming that the Bundesbank's
economic education services are expedient,
rated highly by the target groups and bear the
hallmarks of the Bank’s expert status and neu-
trality. It also confirmed that the programme
stood out on account of the high degree of ex-
pertise provided, its up-to-date content and its
real-world applicability. The reach of the Bank’s
economic education services and the extent to
which the respective target groups are familiar
with them were noted as points with potential
for further development. In addition, the pro-
vision of teaching and learning materials was
cited as another area with room for improve-
ment. There are plans to repeat this external
evaluation every five years.

Internal
evaluation

External
evaluation
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Chronology of economic and
monetary policy measures
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1 January 2016

The Single Resolution Mechanism (SRM) be-
comes operational and the Single Resolution
Board (SRB) receives full authority to resolve
credit institutions. This is intended to sup-
plement the Single Supervisory Mechanism
(SSM) to ensure the orderly resolution of fail-
ing cross-border banks. The Bank Recovery
and Resolution Directive (BRRD) is also to be
brought into play as a bail-in tool. It stipulates
the minimum loss absorption requirement for
shareholders and creditors in the event of a res-
olution, and was to have been transposed into
the national legislation of EU member states by
1 January 2016.

The rates set by the individual statutory health
insurance institutions for the additional con-
tributions to be paid solely by insured persons
rise significantly on average. The previous level
of 0.8% goes up to 1.1%.

The basic income tax allowance is raised by
€180 to €8,652. There is also a rightward shift
in the other tax brackets. The child tax allow-
ance is increased by €96 to €7,248 and the
monthly child benefit allowance is increased by
€2 per child.

27 January 2016

In its Annual Economic Report for 2016, the
Federal Government anticipates real gross do-
mestic product (GDP) growth of 1.7%. This
growth is projected to be primarily driven by
the domestic economy, particularly consump-
tion expenditure and housing construction in-
vestment, and stimulated by a further increase
in employment and substantial income growth.

24 February 2016
The Bundesbank publishes its annual accounts

for the 2015 financial year. The profit of €3,189
million is transferred to central government.

7 March 2016

Cyprus terminates the adjustment programme
agreed with the International Monetary Fund
(IMF) in May 2013 ahead of schedule, but con-
tinues to be reviewed within the framework of
the Post-Program Monitoring process. The IMF
provided around €1 billion of financial assis-
tance in total.

10 March 2016

The Governing Council of the European Central
Bank (ECB) adopts another package of mone-
tary policy measures. It cuts the rate on the de-
posit facility by 10 basis points to -0.40%. The
main refinancing rate and the marginal lending
facility rate are lowered by 5 basis points each
to 0% and 0.25% respectively.

Another component of the adopted package
of measures is the expansion of the volume of
the monthly purchases under the expanded as-
set purchase programme (APP) by €20 billion
to €80 billion as of April 2016. These purchas-
es are intended to run until the end of March
2017, or beyond, if necessary, and in any case
until the Governing Council sees a sustained
adjustment in the path of inflation consistent
with its aim of achieving inflation rates below,
but close to, 2% over the medium term.

In addition, the APP is expanded to include a
corporate sector purchase programme (CSPP),
under which investment-grade euro-denomi-
nated bonds will be purchased from non-banks
domiciled in the euro area. These CSPP pur-
chases are scheduled to begin in June 2016.

Furthermore, the ECB Governing Council
adopts a new series of four targeted longer-
term refinancing operations (TLTROII) in to-
tal. These operations will be carried out on a
quarterly basis and are scheduled to begin in
June 2016. Participating banks will be able to
borrow a total amount of up to 30% of their
outstanding loans to the non-financial pri-
vate sector (excluding loans to households



for house purchase) as at 31 January 2016,
less any amount which is still outstanding un-
der the first two operations in the first series
of targeted longer-term refinancing operations
(TLTROI). Each operation will have a maturity
of four years. The interest rate will be fixed for
the entire term of each operation at the rate
applicable to the main refinancing operations
(MROs) at the time of allotment.

23 March 2016

The Federal Government approves the bench-
mark figures for the 2017 central government
budget and for the fiscal plan up to 2020.
Compared with the fiscal plan of summer
2015, the expenditure framework is notice-
ably expanded — not least due to the migra-
tion of refugees — in spite of interest charges
being markedly lower than estimated. There
is to be no net borrowing during the period
as a whole. It is, however, planned to use the
entire remainder of the refugee reserve funds
of €6% billion in the 2017 budget. For 2018,
a global cut in expenditure in this amount is
envisaged.

30 March 2016

The seventh of a total of eight TLTROI opera-
tions is settled. This operation sees 19 institu-
tions take up an overall volume of €7.3 billion.

31 March 2016

Cyprus completes the adjustment programme
of the European Stability Mechanism (ESM)
agreed in April 2013 as scheduled. A total
of around €6.3 billion (roughly one-third of
Cyprus’ GDP) was paid out by the ESM.

13 April 2016

The Federal Cabinet presents an updated sta-
bility programme for Germany. It assumes real
GDP growth of 1.7% in 2016, 1.5% in 2017
and 1.6% annually in the years thereafter up
to 2020. The plans for the general government
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budget do not project any deficit until 2020 in
either unadjusted or structural terms. The debt
ratio is expected to fall to 59%2% in 2020.

21 April 2016

The general government deficit and debt fig-
ures reported by the EU member states in their
spring notifications are published under the
European budgetary surveillance procedure, af-
ter validation by Eurostat. These figures reveal
that Germany recorded a government surplus
of 0.7% of GDP and a debt ratio of 71.2%
in 2015. For 2016, the Federal Government's
budget envisages a slight deficit of 0.1% of
GDP and a decline in the debt ratio to 68.2%.

4 May 2016

The Governing Council of the ECB decides to
stop producing and issuing the €500 banknote.
It will, however, remain legal tender and always
retain its value, and it can be exchanged at
national central banks of the Eurosystem indef-
initely.

3 June 2016

The Bundesbank anticipates real GDP growth
of 1.7% in 2016, 1.4% in 2017 and 1.6% in
2018 (in calendar-adjusted terms, this equates
to 1.6% in 2016 and 2017 and 1.7% in 2018).
According to this projection, the German econ-
omy will consistently expand at a faster rate
than production capacity. Against the back-
drop of above-average aggregate capacity uti-
lisation, consumer price inflation as measured
by the Harmonised Index of Consumer Prices
(HICP) is expected to rise from 0.2% in 2016 to
1.5% in 2017 and 1.7% in 2018. Excluding en-
ergy, the inflation rate would climb from 1.0%
in 2016 to 1.5% in 2017 and 1.8% in 2018.

8 June 2016
In the course of the national monitoring of

structural general government fiscal deficit, the
Stability Council finds that the regular ceiling of
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0.5% of GDP is being adhered to in Germany.
The independent advisory board shares this as-
sessment. The Stability Council also concludes
that the federal states in receipt of consoli-
dation assistance (Berlin, Bremen, Saarland,
Saxony-Anhalt and Schleswig-Holstein) have
fulfilled their obligations to reduce their struc-
tural deficits in 2015 and thus approves the
disbursement of a total of €800 million in as-
sistance on 1 July 2016. However, Bremen in
particular is called upon to increase its efforts
to consolidate its budget.

16 June 2016

The Federal Government promises state and
local governments further support to cushion
the additional outlays resulting from the refu-
gee situation. In particular, the accommodation
costs for asylum seekers entitled to a basic al-
lowance are to be fully reimbursed by central
government.

21 June 2016

The Federal Constitutional Court establishes
in its ruling on the ECB’s Outright Monetary
Transactions (OMT) programme that no major
constitutional objections exist against the poli-
cy decision concerning the technical conditions
of the OMT programme and its possible imple-
mentation subject to the restrictive conditions
put in place by the European Court of Justice
(EQ)) in its ruling of 16 June 2015. It announc-
es that, if interpreted in accordance with the
ruling of the ECJ, the OMT policy decision does
not manifestly exceed the competences of the
ECB, nor does it contravene the standardised
ban on the monetary financing of governments
laid out in Article 123 of the Treaty on the
Functioning of the European Union (TFEU). The
court does, however, stipulate that the imple-
mentation of the OMT programme must satisfy
the conditions formulated by the ECJ in order
to be compatible with EU law. If interpreted in
accordance with the ECJ’s judgment, the court
does not perceive there to be a threat to the
budgetary powers of the Bundestag or the

constitutional identity of the Basic Law at the
current juncture.

22 June 2016

The Governing Council of the ECB decides to
reinstate the waiver permitting marketable
debt instruments issued or fully guaranteed by
the Greek government to be used as collateral
in Eurosystem monetary policy operations. The
waiver is granted on the basis of Greece’s par-
ticipation in an aid programme of the EU and
the IMF.

23 June 2016

A majority of UK voters vote for the country to
leave the European Union in a referendum. To
initiate the exit process, the UK must activate
Article 50 of the Treaty on the Functioning of
the European Union (TFEU).

29 June 2016

The eighth and final operation in the TLTROI
series, launched in June 2014, is settled. This
operation sees 25 institutions take up an over-
all volume of €6.7 billion. At the same time,
the first of a total of four TLTROIl operations
is settled, in which 514 institutions borrow an
overall amount of €399.3 billion. Banks also
have the option on this date to make early re-
payments of their outstanding volumes from
the first seven TLTRO| operations. A total of
€367.9 billion in outstanding TLTROI loans is
repaid on this occasion. Taken together, the
net liquidity effect of the repayments under the
earlier TLTRO| operations, the eighth TLTROI
and the first TLTROII thus comes to €38.2 bil-
lion.

30 June 2016

HSH Nordbank transfers a portfolio of non-per-
forming loans to the tune of €5 billion (as at
31 December 2015) to the “bad bank” HSH
Portfoliomanagement AGR, a public sector spe-
cial-purpose entity established by the federal



states of Hamburg and Schleswig-Holstein, at
a market price of €2.4 billion. Following a de-
duction of approximately €1.3 billion, borne by
HSH Nordbank itself, the resulting loss of €2.6
billion is settled under the second loss guaran-
tee provided by the state governments.

1 July 2016

Pensions increase by 4.25% in western Germa-
ny and 5.95% in eastern Germany. A revision
of national accounts data increases the adjust-
ment, having curbed pension growth accord-
ingly in 2015.

A law passed in November 2016 retroactively
enacts amendments to the Inheritance and Gift
Tax Act (Erbschaft- und Schenkungsteuergesetz).
The Federal Constitutional Court deemed ele-
ments of this law to be unconstitutional at the
end of 2014 and called for it to be amended by
mid-2016. In light of the requirements specified
in the ruling, the new regulations are intended
to make the preferential tax treatment afforded
to transfers of business assets more clearly con-
tingent on the preservation of jobs and a needs
test. Here, distinctions are made, inter alia,
according to the value of the business assets
and — with regard to family businesses — com-
pany agreement. The capitalisation factor used
to value the assets is lowered, thereby reducing
their value. The Federal Ministry of Finance is au-
thorised to adjust this factor in line with interest
rate developments by statutory order in future.

6 July 2016

The Federal Government approves the draft
central government budget for 2017 and the
fiscal plan up to 2020. Again, no new net bor-
rowing is planned. Compared with the bench-
mark figures, the expenditure framework is
expanded once more, particularly in light of
the moderate upward revision of tax revenue
expectations. However, the global cuts in ex-
penditure planned for 2018 still amount to
€3 billion. The global revenue shortfalls listed
as risk provisions in the fiscal plan cover im-
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minent tax transfers for the municipal relief
measures planned for 2018. However, they no
longer fully offset additional future expenses
linked to refugee migration and the reform of
federal financial relations.

7 July 2016

Central government promises to pay the state
governments an additional integration sum to
the value of €2 billion annually, initially for the
period 2016 to 2018, to cushion the outlays
resulting from the refugee situation.

12 July 2016

Following the recommendation of the Europe-
an Commission, the Council of the European
Union finds that Spain and Portugal have not
taken effective action to correct their excessive
deficits in a timely manner. In accordance with
the regulations of the Stability and Growth
Pact, amended during the financial crisis, fi-
nancial penalties are to be imposed. In August
2016, the Commission proposes a penalty
payment in the amount of zero, to which the
Council does not object. The Commission does
not suggest a possible suspension of the budg-
etary commitments planned for Spain and Por-
tugal from 1 January 2017 under the European
structural and investment funds. The new con-
ditions under the deficit procedure are less de-
manding, and the deadlines for correction are
extended once more for both countries (Spain
is even granted two years). In November 2016,
the Commission comes to the conclusion that
these more lenient conditions are being fulfilled
by Spain and Portugal.

14 September 2016

The Federal Cabinet passes the Draft Act on
the Contribution of the Federal Government
towards the Costs of Integration and on the
Further Easing of the Burden on State and Local
Government (Gesetzentwurf zur Beteiligung
des Bundes an den Kosten der Integration
und zur weiteren Entlastung von Lédndern und
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Kommunen), which is intended to implement
the agreements of 16 June and 7 July 2016.

27 September 2016

The ECB and the People’s Bank of China ex-
tend the bilateral currency swap agreement
established in 2013 for another three years.
The agreement will have a maximum size of
350 billion Chinese renminbi and €45 billion.

28 September 2016

The second of a total of four TLTROII opera-
tions is settled. It sees 249 institutions take up
an overall volume of €45.3 billion. Simultane-
ously, €9.4 billion is paid back on earlier TLTRO|
operations under the voluntary repayment op-
tion.

12 October 2016

The Federal Cabinet agrees upon a draft law
on changes to income tax for 2017 and 2018,
intended to bring rates into line with the ex-
pected prior-year rate of inflation and raise tax
allowances. Moreover, it aims to increase child
benefit payments. The total annual relief is esti-
mated to be just over €6 billion.

14 October 2016

Central government and the federal states
agree on the reform of federal financial rela-
tions from 2020 (based largely on a federal
revenue-sharing proposal presented by the
state governments in December 2015). In
particular, it aims to abolish the state govern-
ment revenue-sharing scheme (in the narrower
sense). Under these plans, differences in the
states’ financial capacity will be evened out
in future via distribution of the state govern-
ment share in value added tax revenue — which
is to be increased at the expense of central
government — and via more substantial gen-
eral supplementary central government grants.
The special assistance received by eastern Ger-
many for infrastructure reconstruction will be

gradually phased out by 2020 according to the
current rules. Other special requirements will
continue to be catered for, and new require-
ments are also to receive special consideration,
particularly where especially financially weak
local governments are concerned. Central gov-
ernment also plans to provide Bremen and
Saarland with higher, open-ended budgetary
restructuring assistance totalling €800 million
annually. Al in all, central government relief for
state government comes to €9% billion. The
regulations are intended to apply indefinitely,
but can be terminated by central government
or by a minimum of three state governments
after 2030. In return for this relief, the divesti-
ture funds of €272 billion established in 2006
are not to be extended beyond 2019. The
agreement also includes plans to shift the ad-
ministration of German motorways (planning,
construction and operation) to central gov-
ernment, and to create a new infrastructure
company for this purpose. Central government
investment grants to financially weak local
governments for education are also to be ex-
tended. Finally, the Stability Council is also to
be responsible for monitoring central and state
government compliance with debt rules in the
future.

17 October 2016

The Federal Government submits its draft budg-
etary plan for the 2017 general government
budget to the European Commission. In com-
parison to the stability programme published
in April, noticeably higher general government
net lending/borrowing of 2% of GDP is envis-
aged in 2016; this is expected to fall to %% of
GDP in 2017. The structural balance rates are
also higher than in April, at 3% in 2016 and
2% in 2017. After standing at 71.2% in 2015,
the debt ratio is projected to fall to 68%% in
2016 and 66% in 2017.

19 October 2016

The European Commission finishes staffing the
newly-founded advisory body, the European



Fiscal Board. It is composed of five members
who are independent of the Commission, but
is assigned to the Commission for administra-
tive purposes. The remit of the Board is to as-
sess the implementation of fiscal rules ex post,
and also to conduct an evaluation of the fiscal
stance of the euro area as a whole. However,
its statements are not intended to influence the
current application of fiscal rules. The Commit-
tee is to publicly report on its activities once a
year.

21 October 2016

The general government deficit and debt fig-
ures reported by the EU member states in their
autumn notifications are published under the
European budgetary surveillance procedure, af-
ter validation by Eurostat. This confirmed the re-
sults for Germany from April (2015: government
surplus amounting to 0.7% of GDP and debt
ratio of 71.2%). For 2016, the Federal Govern-
ment’s updated plans foresee a surplus of 0.6%
of GDP and a fall in the debt ratio to 68.2%.

2 November 2016

As regards the agreement with the state gov-
ernments to make monthly flat-rate payments
of €670 per asylum seeker, the Federal Gov-
ernment decides to bring forward the final set-
tlement for 2016 and presents the rules gov-
erning the amount of the advance payment
in 2017. Additional value added tax revenue
transfers to state governments are planned to
the tune of €2%: billion in 2016 and just over
€1 billion in 2017.

In its Annual Economic Report, the German
Council of Economic Experts forecasts real GDP
growth of 1.3% in 2017 (1.6% in calendar-ad-
justed terms). Private consumption and housing
construction are expected to make the greatest
contribution to growth, mainly on account of
the labour market conditions, which remain fa-
vourable. Corporate investment, by contrast, is
only likely to experience moderate growth. The
effects of the Brexit vote on German economic
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activity are expected to be minimal, according to
the Council’s forecast for 2017.

16 November 2016

The European Commission publishes a no-
tice which explains its recommendations to
the Council concerning the fiscal aspects of
the euro area’s economic policy for 2017 and
2018. It highlights the need to steer the econo-
my and proposes an expansionary fiscal stance
for the euro area. However, this is evidently not
compatible with the requirements which the
individual member states need to meet under
the European fiscal regulations.

25 November 2016

The Bundestag approves the Federal budget for
2017. Compared with the government draft
from the summer, the since-approved tax trans-
fers to the state governments and the new-
ly-planned income tax reduction were compen-
sated for by a downward revision of transfers
to the EU budget in the wake of the new ruling
on own funds (with a retroactive relief payment
of €3 billion). Increased spending in connection
with the migration of refugees, in particular,
was offset by reducing appropriations for in-
terest expenditure and unemployment benefit I
payments as well as a global cut in spending
amounting to €2 billion. Structural new bor-
rowing is estimated to amount to €% billion.
This results from a cyclical burden of €2 bil-
lion and a deficit from financial transactions of
€Y billion (improving the fiscal balance) being
deducted and a deficit in the extra budgets of
just over €3 billion (worsening the fiscal bal-
ance) being budgeted for. The debt brake ceil-
ing of €10%2 billion is therefore clearly under-
shot. However, if the budgeted liquidation of
reserves of €6% billion (counted towards the
balance) is factored in, thus following the ap-
proach of the European fiscal rules, the gap is
considerably reduced.
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30 November 2016

The Federal Cabinet approves a draft supple-
mentary central government budget for 2016.
The increase of €3%2 billion in the fund to pro-
mote municipal investment is to be made pos-
sible through the corresponding reduction in
interest expenditure appropriations.

5 December 2016

Following on from the arrangements of May
2016, the Eurogroup agrees on a further hair-
cut for Greece. To achieve this, maturities are
extended and the original penalty interest rates
for 2017 dispensed with. Moreover, Greece's
interest rate risk is to be reduced by switching
from variable to fixed interest rates for some of
the assistance loans.

6 December 2016

The Federal Constitutional Court confirms
that the reform of Germany’s phasing-out of
nuclear energy in 2011 is for the most part
compatible with the Basic Law.

8 December 2016

The Governing Council of the ECB decides to
extend the term of the APP and adjust the
technical parameters. Purchases are intended
to continue at their current monthly volume
of €80 billion until March 2017. From April,
the net monthly purchase of assets of €60 bil-
lion will run until December 2017, or beyond,
if necessary, and in any case until the Govern-
ing Council sees a sustained adjustment in the
path of inflation consistent with its inflation
aim.

To ensure the smooth implementation of asset
purchases, the technical APP parameters will
also be adjusted from January 2017. First, the
Eurosystem will additionally purchase securities
with a residual maturity of between one and
two years; second, purchases of securities with
a yield to maturity below the deposit rate will

be allowed insofar as this is necessary for the
implementation of the programme.

The Bundestag passes the flexible pension act,
which is intended to facilitate access to an ear-
ly partial pension and remove disincentives to
work past the standard retirement age from
1 July 2017. From as early as 1 January 2017,
persons who draw a full pension before reach-
ing the standard retirement age will be subject
to pension insurance payments on supplemen-
tary income, thereby obtaining further pension
entitlements. Until now, supplementary income
has been exempt from pension insurance con-
tributions, and the half of the contributions
made solely by the employer did not increase
the pension amount.

9 December 2016

The Bundesbank expects real GDP growth of
1.5% in 2017, 1.6% in 2018 and 1.5% in 2019
(1.8%, 1.6% and 1.5% in calendar-adjusted
terms). The pace of growth is projected to ex-
ceed the growth rate of production potential in
all three years, meaning that aggregate capac-
ity utilisation levels will be significantly higher
at the end of the projected period than in the
long-term average. HICP consumer price infla-
tion could rise to 1.4% in 2017, 1.7% in 2018
and 1.9% in 2019.

12 December 2016

In agreement with its independent advisory
board, the Stability Council establishes that,
on the basis of the plans submitted, Germa-
ny will adhere to the ceiling for the structural
general government fiscal deficit of 0.5% of
GDP until 2020. The updated results of the fis-
cal surveillance show that the federal states of
Berlin and Schleswig-Holstein are no longer at
risk of budgetary hardship, and their budgetary
consolidation process is formally completed, in
contrast to the federal states of Bremen and
Saarland.



14 December 2016

The Federal Cabinet passes draft legislation for
the agreement on financial relations among
central and state governments from 2020. The
budgetary restructuring assistance for Bremen
and Saarland is to be partially conditional on
repayment requirements. In addition, central
government is to receive further opportunities
to exert its influence, for example on investment
promotion programmes. The Stability Council’s
judgments on central and state government
compliance with debt brake stipulations are to
be made in accordance with European fiscal
rules.

15 December 2016

The Governing Council of the ECB decides
that the asset-backed securities purchase
programme (ABSPP) should be fully imple-
mented by national central banks rather than
relying on the support of external asset man-
agers. As of 1 April 2017, Nationale Bank van
Belgié/Banque Nationale de Belgique, Ban-
que de France, the Deutsche Bundesbank,
Banca d'ltalia, De Nederlandsche Bank and
Banco de Espafia will act as asset managers
executing purchases on behalf of the Euro-
system.

16 December 2016

The Bundesrat approves the act on the reor-
ganisation of responsibility for nuclear waste
disposal. Central government thereby assumes
responsibility for the storage of nuclear waste
from the nuclear power plant operators. In re-
turn, a payment of €17% billion to a federal
institution is prescribed. By making addition-
al payments totalling just over €6 billion, the
operators are exempted from the obligation
to input additional funds if costs increase. Be-
fore this ruling comes into force, the European
Commission must certify that the regulations
are permissible under state aid law.
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21 December 2016

The third of a total of four TLTROII operations
is settled. It sees 200 institutions take up an
overall volume of €62.2 billion. Simultaneously,
€14.2 billion is paid back on earlier TLTRO | op-
erations under the voluntary repayment option.

1 January 2017

The public long-term care insurance scheme
contribution rate is raised from 2.35% to
2.55% (plus an additional 0.25% in each case
for childless persons). This contrasts with in-
creased expenditure resulting from the second
Act to Strengthen Long-term Care (Zweites
Pflegestdrkungsgesetz), which also plans a
comprehensive reform of the range of benefits,
replacing the former three-level care require-
ment classification with a five-level system. In
particular, greater assistance will be available in
the case of dementia-related conditions.

In 2017, the health insurance institutions are
to receive a one-off relief payment of €1V bil-
lion from the health insurance fund’s liquidity
reserve. As a result, the average additional con-
tribution to be paid solely by insured persons
remains practically unchanged at 1.19%.

The basic income tax allowance is raised by
€168 10 €8,820, child tax allowance is increased
by €108 to €7,356, and monthly child benefits
rise by €2 per child. Moreover, the other income
tax brackets are shifted slightly to the right, by
0.7%, meaning that they only become effec-
tive when there is a corresponding increase in
income. On balance, at least the estimated ef-
fect of bracket creep owing to inflation in 2016
should be eliminated for all income categories.
Amongst other things, bracket creep is regard-
ed as an increase in the average tax burden
caused by income rising at the rate of inflation
while tax brackets remain unchanged.

51



Deutsche Bundesbank
Annual Report 2016

52

12 January 2017

The Federal Ministry of Finance presents the
provisional outturn for the 2016 central gov-
ernment budget. According to these figures, a
surplus of €6 billion was achieved, particularly
once the additional special-purpose transfers
to the fund to promote municipal investment
are factored in. Due to lower expenditure, par-
ticularly in the area of interest, and addition-
al receipts, primarily in the area of non-tax
receipts, an improvement of €12%2 billion on
the original plans was achieved. The structural
outturn is reported as -0.1% of GDP, factoring
in the negative impact of a transfer of €6 billion
to the reserves. The permanent debt brake limit
of -0.35% of GDP, which is to be applied for
the first time, has thus clearly been adhered to.

For 2016, the Federal Statistical Office publish-
es a provisional value for the general govern-
ment fiscal surplus of 0.6% of GDP, pursuant
to the Maastricht definition of the national ac-
counts.

25 January 2017

In its Annual Economic Report for 2017, the
Federal Government anticipates real GDP
growth of 1.4% (1.6% in calendar-adjusted
terms). This is likely to be driven primarily by do-
mestic impulses once again, especially private
and government consumption expenditure and
housing construction investment. International
trade, by contrast, is likely to remain subdued,

dampening the prospects for exports and pri-
vate investment in machinery and equipment.

14 February 2017

The Federal Statistical Office reports real eco-
nomic growth of 1.9% for 2016.

15 February 2017

The Federal Cabinet approves amendments
to pension legislation, which are to be imple-
mented before the general election. These
notably include the gradual harmonisation of
pension legislation in eastern Germany and fur-
ther improvements in benefits for recipients of
pensions for reduced earning capacities. The
occupational pension scheme reform, which
is part of the package originally announced in
November, has yet to take place.

16 February 2017

The Bundestag passes the supplementary
budget for 2016 without adjustments to the
draft. The proposal of the Federal Ministry of
Finance to put the surplus towards repayments
rather than the refugee reserve fund is not im-
plemented.

23 February 2017
The Bundesbank presents its annual accounts

for the 2016 financial year. The profit of €399
million is transferred to central government.
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Balance sheet of the Deutsche Bundesbank

as at 31 December 2016

Assets

—

ul

(o))

~

Gold and gold receivables
of which: gold receivables €307,546.21

Claims on non-euro-area residents denominated

in foreign currency

2.1 Receivables from the IMF

2.2 Balances with banks, portfolio investment,
external loans and other external assets

Claims on euro-area residents denominated
in foreign currency

Claims on non-euro-area residents denominated in euro

Lending to euro-area credit institutions related to
monetary policy operations denominated in euro
5.1 Main refinancing operations

5.2 Longer-term refinancing operations

5.3 Fine-tuning reverse operations

5.4 Structural reverse operations

5.5 Marginal lending facility

Other claims on euro-area credit institutions
denominated in euro

Securities of euro-area residents denominated in euro
7.1 Securities held for monetary policy purposes
7.2 Other securities

Claims on the Federal Government

Intra-Eurosystem claims

9.1 Participating interest in the ECB

9.2 Claims arising from the transfer
of foreign reserves to the ECB

9.3 Claims related to the allocation of euro banknotes
within the Eurosystem (net)

9.4 Other claims within the Eurosystem (net)

10 Items in course of settlement

1"

Other assets

11.1 Coins

11.2 Tangible and intangible fixed assets

11.3 Other financial assets

11.4 Off-balance-sheet instruments revaluation differences
11.5 Accruals and prepaid expenses

11.6 Sundry items

31.12.2015
€ million € million
119,253 105,792
( 0)
21,519 ( 20317)
34,993 ( 33,423)
56,512 53,740
1,788 =
438 -
1,807 ( 9,127)
63,518 ( 48,630)
= ( -)
= ( -)
149 ( 339)
65,474 58,095
3,025 3,540
357,700 ( 172,275)
= ( -)
357,700 172,275
4,440 ( 4,440)
1,948 ( 1,948)
10,430 ( 10,430)
= ( -)
754,534 ( 584,551)
766,912 596,929
1 1
1,003 ( 963)
770 ( 788)
10,921 ( 12,376)
= ( 0)
4,477 ( 2,727)
299 ( 305)
17,471 17,159
1,393,014 1,011,969
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Liabilities
31.12.2015
€ million € million
1 Banknotes in circulation 264,907 254,844
2 Liabilities to euro-area credit institutions related to
monetary policy operations denominated in euro
2.1 Current accounts 284,948 ( 155,149)
2.2 Deposit facility 126,402 ( 53,584)
2.3 Fixed-term deposits - ( -)
2.4 Fine-tuning reverse operations = ( -)
2.5 Deposits related to margin calls - ( 8)
411,350 208,740
3 Other liabilities to euro-area credit institutions
denominated in euro 466 =
4 Liabilities to other euro-area residents
denominated in euro
4.1 General government deposits 32,458 ( 11,647)
4.2 Other liabilities 73,371 ( 60,242)
105,828 71,889
5 Liabilities to non-euro-area residents
denominated in euro 117,016 27,179
6 Liabilities to euro-area residents
denominated in foreign currency 4 B
7 Liabilities to non-euro-area residents
denominated in foreign currency 1,218 571
8 Counterpart of special drawing rights
allocated by the IMF 15,371 15,349
9 Intra-Eurosystem liabilities
9.1 Liabilities related to the issuance of ECB debt certificates - ( -)
9.2 Liabilities related to the allocation of euro banknotes
within the Eurosystem (net) 327,262 ( 297,786)
9.3 Other liabilities within the Eurosystem (net) - ( -)
327,262 297,786
10 Items in course of settlement 1 2
11 Other liabilities
11.1 Off-balance-sheet instruments revaluation differences 18 ( -)
11.2 Accruals and income collected in advance 109 ( 53)
11.3 Sundry items 1,965 ( 2,004)
2,092 2,058
12 Provisions 21,879 19,608
13 Revaluation accounts 119,658 105,720
14 Capital and reserves
14.1 Capital 2,500 ( 2,500)
14.2 Reserves 3,064 ( 2,500)
5,564 5,000
15 Distributable profit 399 3,189

1,393,014 1,011,969
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Profit and loss account of the Deutsche Bundesbank

for the year 2016

1.1 Interest income 3,704
1.2 Interest expense - 386

1 Net interest income

2.1 Realised gains/losses arising from financial operations 874
2.2 Write-downs on financial assets and positions - 198
2.3 Transfers to/from provisions for general risks, foreign

exchange risks and price risks -1,750

2 Net result of financial operations, write-downs and risk

provisions
3.1 Income from fees and commissions 58
3.2 Expenses relating to fees and commissions - 28

3 Net income from fees and commissions
4 Income from participating interests
5 Net result arising from allocation of monetary income
6 Other income
Total net income
7 Staff costs
8 Other administrative expenses
9 Depreciation of tangible and intangible fixed assets
10 Banknote printing
11 Other expenses
Profit for the year

12 Allocations to/withdrawals from reserves owing to the restriction on distribution
pursuant to section 253 (6) of the German Commercial Code (Handelsgesetzbuch)

Distributable profit

Frankfurt am Main, 7 February 2017

DEUTSCHE BUNDESBANK
Executive Board

Dr Jens Weidmann Professor Claudia Buch

2015

€ million € million
3,260)
-962)

3,319 2,299
956)
- 82)
780)

-1,073 1,654
58)
- 26)

30 32

339 282

25 133

134 228
2,773 4,627
1,123 722
396 460

94 101

159 111

39 43

963 3,189

- 564 =
399 3,189

Dr Johannes Beermann Dr Andreas Dombret Carl-Ludwig Thiele Professor Joachim Wuermeling
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Unqualified independent auditor’s report for statutory audits

of annual financial statements

To the Deutsche Bundesbank, Frankfurt am
Main

Auditor’s opinion on the annual financial
statements

We have audited the annual financial state-
ments of the Deutsche Bundesbank, Frankfurt
am Main, consisting of the balance sheet as
at 31 December 2016 and the profit and loss
account for the business year from 1 January
2016 to 31 December 2016.

Pursuant to section 322 (3) sentence 1 clause
2 HGB ["Handelsgesetzbuch”: “German Com-
mercial Code”], we declare that, in our opinion,
based on the findings of our audit, the said an-
nual financial statements comply, in all material
respects, with the legal requirements and the
principles for the accounting of the Deutsche
Bundesbank approved by the Executive Board
pursuant to section 26 (2) of the Bundesbank
Act and give a true and fair view of the net
assets and financial position of the Deutsche
Bundesbank as at 31 December 2016 and the
results of operations for the business year from
1 January 2016 to 31 December 2016 in ac-
cordance with German principles of proper ac-
counting.

Pursuant to section 322 (3) sentence 1 clause 1
HGB, we declare that our audit has not led to
any reservations with regard to the regularity of
the annual financial statements.

Basis for the auditor’s opinion on the an-
nual financial statements

We conducted our audit of the financial state-
ments in accordance with section 317 HGB
and German generally accepted standards for
the audit of financial statements promulgated
by the Institut der Wirtschaftsprifer [/nstitute
of Public Auditors in Germany] (IDW) as well

as, on a supplementary basis, the International
Standards on Auditing (ISAs). Our responsibil-
ities pursuant to these provisions and principles
as well as any supplementary standards are
further described in the “Auditor’s responsibil-
ities for the audit of the annual financial state-
ments” section of our report. We are independ-
ent of the Deutsche Bundesbank in accordance
with German commercial and professional laws
and regulations, and we have fulfilled our other
German ethical responsibilities in accordance
with these requirements. We believe that the
audit evidence we have obtained is sufficient
and appropriate to provide a basis for our
opinion.

Supplementary information in the Annual
Report

The Executive Board is responsible for supple-
mentary information. Supplementary infor-
mation comprises any and all information in
the Annual Report with the exception of the
annual financial statements and the auditor’s
report.

Our opinion on the annual financial statements
does not cover this supplementary information
and it has not been audited.

Our responsibilities for the audit of the an-
nual financial statements lie in reading supple-
mentary information critically and evaluating
whether there are any inconsistencies between
the supplementary information and the an-
nual financial statements or the findings of our
audit, or any material misstatements. If, during
our audit, we establish that supplementary in-
formation contains material misstatements, we
are obliged to draw attention to these matters.
We have nothing to report in this regard.
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Responsibilities of the Executive Board for
the annual financial statements

The Executive Board is responsible for the
preparation of the annual financial statements
in accordance with the legal requirements
and the principles for the accounting of the
Deutsche Bundesbank approved by the Exec-
utive Board pursuant to section 26 (2) of the
Bundesbank Act and for ensuring that the an-
nual financial statements give a true and fair
view of the net assets, financial position and
results of operations of the Deutsche Bundes-
bank in accordance with [German] principles
of proper accounting. Moreover, the Executive
Board is responsible for such internal control
as it determines is necessary in accordance
with [German] principles of proper accounting
to enable the preparation of annual financial
statements that are free from material mis-
statement, whether due to fraud or error.

In preparing the annual financial statements,
the Executive Board is responsible for assessing
the Deutsche Bundesbank’s ability to continue
as a going concern. It is also responsible for dis-
closing, as applicable, matters related to going
concern and using the going-concern basis of
accounting, provided there are no factual or
legal impediments thereto.

The Executive Board is responsible for over-
seeing the Deutsche Bundesbank’s financial
reporting process for the preparation of the an-
nual financial statements.

Auditor’s responsibilities for the audit of the
annual financial statements

Our objectives are to obtain reasonable assur-
ance about whether the annual financial state-
ments as a whole are free from material mis-
statement, whether due to fraud or error, and
to issue an auditor’s report that includes our
opinion on the annual financial statements.
Reasonable assurance is a high level of assur-
ance, but is not a guarantee that an audit con-
ducted in accordance with section 317 HGB

and German generally accepted standards for
the audit of financial statements promulgated
by the Institut der Wirtschaftsprifer as well
as, on a supplementary basis, the ISAs will
always detect a material misstatement. Mis-
statements can arise from fraud or error and
are considered material if, individually or in the
aggregate, they could reasonably be expected
to influence the economic decisions of users
taken on the basis of these annual financial
statements.

As part of an audit conducted in accordance
with section 317 HGB and German generally
accepted standards for the audit of financial
statements promulgated by the Institut der
Wirtschaftsprufer as well as, on a supplemen-
tary basis, the ISAs, we exercise professional
judgement and maintain professional scepti-
cism throughout the audit. We also

— identify and assess the risks of material
misstatement of the financial statements,
whether due to fraud or error, design and
perform audit procedures responsive to
those risks and obtain audit evidence that is
sufficient and appropriate to provide a basis
for our opinion. The risk of not detecting a
material misstatement resulting from fraud is
higher than for one resulting from error, as
fraud may involve collusion, forgery, inten-
tional omissions, misrepresentations or the
overriding of internal control.

— obtain an understanding of internal control
relevant to the audit in order to design audit
procedures that are appropriate in the cir-
cumstances, but not for the purpose of ex-
pressing an opinion on the effectiveness of
the Deutsche Bundesbank’s internal control.

— evaluate the appropriateness of the account-
ing policies used by the Executive Board as
well as the reasonableness of accounting es-
timates and related disclosures made by the
Executive Board.



— conclude on the appropriateness of the Ex-

ecutive Board’s use of the going-concern
basis of accounting and, based on the audit
evidence obtained, whether a material un-
certainty exists related to events or condi-
tions that may cast significant doubt on the
Deutsche Bundesbank’s ability to continue
as a going concern. If we conclude that a
material uncertainty exists, we are required
to draw attention in our auditor’s report to
the related disclosures in the financial state-
ments or, if such disclosures are inadequate,
to modify our opinion. Our conclusions are
based on the audit evidence obtained up to
the date of our auditor’s report. However,
future events or conditions may cause the
Deutsche Bundesbank to cease to continue
as a going concern.

Deutsche Bundesbank
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— evaluate the overall presentation, structure
and content of the annual financial state-
ments and whether the annual financial
statements represent the underlying trans-
actions and events in a manner that gives
a true and fair view of the net assets, finan-
cial position and results of operations of the
Deutsche Bundesbank in accordance with
[German] principles of proper accounting.

We communicate with the Executive Board
regarding, among other matters, the planned
scope and timing of the audit and significant
audit findings, including any deficiencies in in-
ternal control that we identify during our audit.

Frankfurt am Main, 16 February 2017

KPMG AG
Wirtschaftsprifungsgesellschaft

Mock
Wirtschaftsprufer

Mdller
Wirtschaftsprufer
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Overview of the principles for the accounting of the

Deutsche Bundesbank

General accounting principles

Record of economic reality, thus reflecting
the Bundesbank’s assets and liabilities, fi-
nancial position and profitability; prudence;
account to be taken of post-balance-sheet
events that affect the balance sheet; ma-
teriality; going-concern principle; accruals
principle (income and expense to be rec-
ognised in the accounting period in which
they are earned or incurred); consistency
and comparability.

Recording of spot transactions

Spot transactions in gold and foreign cur-
rencies shall be taken into account as from
the trade date for ascertaining the average
acquisition costs and the realised gains and
losses. The balance sheet recording of these
spot transactions and of spot transactions
in securities shall be based on the date of
payment (settlement date).

Balance sheet valuation rules

Gold, foreign currency instruments, securi-
ties and financial instruments shall be val-
ued at mid-market rates and prices on the
balance sheet date. Securities held to matu-
rity shall be valued at amortised cost; if the
impairment is expected to be permanent,
an extraordinary write-down is to be car-
ried out. The same is true of non-marketa-
ble securities and securities held for mone-
tary policy purposes by virtue of a decision
adopted by the Governing Council of the
ECB.

No distinction shall be made between price
and currency revaluation differences for
gold, but a single gold revaluation differ-
ence shall be accounted for on the basis of
the euro price per defined unit of weight
of gold derived from the euro-US dollar ex-
change rate on the balance sheet date.

Revaluation shall take place on a curren-
cy-by-currency basis for foreign exchange
(including off-balance-sheet transactions).

In the case of securities, each revaluation
shall be on a code-by-code basis (same ISIN
number/type).

Repurchase agreements

A repurchase agreement (repo) shall be re-
corded as a collateralised inward deposit on
the liabilities side of the balance sheet, while
the item that has been given as collateral
remains on the assets side of the balance
sheet. A reverse repurchase agreement (re-
verse repo) shall be recorded as a collateral-
ised outward loan on the assets side of the
balance sheet for the amount of the loan.

In the case of security lending transactions,
the assets shall remain on the balance sheet
of the transferor. Security lending transac-
tions as part of which cash collateral is pro-
vided are to be treated in the same way as
repos.

Income recognition

Realised gains and realised losses can arise
only in the case of transactions leading to a
reduction in a securities item or a currency
position. They are derived from a compari-
son of the transaction value with the acqui-
sition value as calculated using the average
cost method; they shall be taken into the
profit and loss account.

Unrealised gains and unrealised losses arise
as a result of the revaluation through a
comparison of the market value with the
acquisition value as calculated using the av-
erage cost method. Unrealised gains shall
not be recognised as income but shall be
transferred directly to a revaluation ac-
count.

Unrealised losses shall be taken into the
profit and loss account if they exceed pre-
vious unrealised gains registered in the
corresponding revaluation account. Unreal-
ised losses recorded in the profit and loss
account in previous years shall not be re-



versed in subsequent years in the event of
new unrealised gains. There shall be no net-
ting of unrealised losses in any one security,
in any currency or in gold holdings against
unrealised gains in other securities, currency
or gold.

The average cost method shall be used on
a daily basis for calculating the acquisition
cost in the case of assets that are subject
to exchange rate and/or price movements.
The average acquisition cost of the assets
shall be reduced by unrealised losses taken
into the profit and loss account at the end
of the year.

In the case of securities, the difference
between the acquisition value and the re-
demption value (premium or discount) shall
be distributed over the contractual residual
maturity in accordance with the internal
rate of return method, treated as part of the
interest income (amortisation in accordance
with the internal rate of return method) and
recognised at acquisition value (amortised
cost).

Accrual and deferral items covering foreign
currency holdings shall be converted at the
mid-market rate on each business day and
change the respective foreign currency po-
sition.

Accounting rules for off-balance-sheet
instruments

Foreign exchange forward transactions, the
forward legs of foreign exchange swaps
and other currency instruments involving an
exchange of one currency for another at a
future date shall be included in the foreign
currency position as from the trade date.

Interest rate swaps, futures, forward rate
agreements and other interest rate instru-
ments shall be accounted for and valued on
an item-by-item basis.

Gains and losses arising from off-balance-
sheet instruments shall be recognised and
treated in a similar manner to those from
on-balance-sheet instruments.

Deutsche Bundesbank
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Tangible and intangible fixed assets

Tangible and intangible fixed assets shall be

valued at cost less depreciation, which shall

be calculated on a straight-line basis and

applied over the expected economic life of

the asset. A distinction shall be made as fol-

lows:

— Computers, related hardware and soft-
ware, and motor vehicles: four years

— Equipment, furniture and installed equip-
ment: ten years

— Building and refurbishment expenditure:
25 years

— Depreciation shall not apply to land

Tangible and intangible fixed assets, the ac-
quisition value of which, after deduction of
value added tax, is less than €10,000 shall
be fully amortised in the year in which they
were acquired.

Provisions

With the exception of the provisions for
Eurosystem monetary policy operations,
the regulations set forth in the Commer-
cial Code (Handelsgesetzbuch) continue to
apply to the reporting of provisions in the
balance sheet. Pursuant to section 26 (2) of
the Bundesbank Act (Bundesbankgesetz),
the creation of liability items for general
risks associated with domestic and foreign
business is possible.

Transitional arrangements

The assets and liabilities shown in the clos-
ing Deutsche Mark balance sheet of 31 De-
cember 1998 shall be revalued on 1 January
1999. Unrealised gains arising on or before
1 January 1999 are to be recorded sepa-
rately from the unrealised gains which arise
after 1 January 1999. The market rates/
prices applied by the Bundesbank in the
euro-denominated opening balance sheet
of 1 January 1999 shall be deemed to be
the average acquisition rates/prices as at
1 January 1999. The revaluation items for
unrealised gains accruing on or before 1
January 1999 shall be dissolved only in con-
nection with decreases in value and in the
event of disposals after 1 January 1999.
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Legal basis

Accounting
principles of
the Deutsche
Bundesbank

Creation of

a reserve
owing to the
restriction on
distribution
pursuant to
section 253 (6)
Commercial
Code

I General information on the annual accounts

Sections 26 and 27 of the Bundesbank Act
(Gesetz Uber die Deutsche Bundesbank) form
the legal basis for the annual accounts and the
distribution of profit. In accordance with the
provisions on accounting laid down in section
26 (2) sentence 2 of the Bundesbank Act, the
Bundesbank may apply the accounting prin-
ciples governing the annual accounts of the
ECB.

The Governing Council of the ECB adopted the
principles it applies to its annual accounts in
accordance with Article 26.2 of the ESCB Stat-
ute. The Bundesbank decided to adopt those
principles as the “accounting principles of the
Deutsche Bundesbank”." An overview of the
principles for the accounting of the Deutsche
Bundesbank is given on the preceding pages.
The annual accounts of the Bundesbank are in
alignment with the harmonised rules applied in
the Eurosystem, both in terms of the structure
of the balance sheet and the profit and loss ac-
count, and with regard to the balance sheet
valuation and accounting principles.

An amendment to section 253 of Germany's
Commercial Code (Handelsgesetzbuch) in
2016 means that provisions for post-employ-
ment benefit obligations must be discounted at
the average market rate corresponding to their
residual maturity calculated over the past ten
rather than the past seven financial years, as
was previously the case. The savings in terms
of provisions that arise relative to the previous
approach must be calculated annually and may
not be distributed. In accordance with section
253 (6) sentence 2 of the Commercial Code,
the distribution of profits shall be restricted to
the part that exceeds the amount for which
distribution is forbidden less any disposable
reserves. However, the Bundesbank does not
have any such reserves. The amount for which
distribution is restricted itself has to be treated
as reserves, and the transfer to reserves takes

place in the profit and loss account once the
profit for the year has been determined as part
of the appropriation of profit. The residual
amount is reported as distributable profit (net
profit).

The ECB and the national central banks of the
euro-area countries, which together comprise
the Eurosystem, issue banknotes denominat-
ed in euro. The following allocation procedure
was approved for recording the euro bank-
notes in circulation in the financial statements
of the individual central banks in the Eurosys-
tem.2 The respective share of the total value of
euro banknotes in circulation due to each cen-
tral bank in the Eurosystem is calculated on the
last business day of each month in accordance
with the key for allocating euro banknotes. The
ECB is allocated an 8% share of the total value
of the euro banknotes in circulation, whereas
the remaining 92% is allocated to the national
central banks in proportion to their respective
paid-up shares in the capital of the ECB. As
at 31 December 2016, the Bundesbank had a
25.6% share in the fully paid-up capital of the
ECB and, therefore, a 23.5% share of the euro
banknotes in circulation in accordance with the
banknote allocation key. The value of the Bun-
desbank’s share in the total amount of euro
banknotes issued by the Eurosystem is shown
in item 1 “Banknotes in circulation” on the lia-
bilities side of the balance sheet.

The difference between the value of the euro
banknotes allocated to each central bank of
the Eurosystem in accordance with the bank-
note allocation key and the value of the euro
banknotes that the central bank actually puts

1 Published as a revised edition in Deutsche Bundesbank
Notice No 10001/2017 of 3 February 2017.

2 Decision of the European Central Bank of 13 December
2010 on the issue of euro banknotes (ECB/2010/29), as last
amended by the Decision of the European Central Bank of
27 November 2014 (ECB/2014/49).

Balance sheet
entry of euro
banknotes
and ...

... of intra-
Eurosystem
balances
arising from the
allocation of
euro banknotes



into circulation gives rise to remunerated intra-
Eurosystem balances.? If the value of the euro
banknotes actually issued is greater than the
value according to the banknote allocation key,
the difference is recorded in the balance sheet
as an intra-Eurosystem liability in liability sub-
item 9.2 “Liabilities related to the allocation of
euro banknotes within the Eurosystem (net)”. If
the value of the euro banknotes actually issued
is less than the value according to the bank-
note allocation key, the difference is recorded
in asset sub-item 9.3 “Claims related to the al-
location of euro banknotes within the Eurosys-
tem (net)”. These balances are remunerated at
the respective rate of the main refinancing op-
erations.

In the year of the cash changeover and in the
following five years, the intra-Eurosystem bal-
ances arising from the allocation of euro bank-
notes within the Eurosystem are adjusted in
order to avoid significant changes to national
central banks’ relative income positions from
those in previous years. The adjustments are
made by taking into account the difference be-
tween the average value of the banknotes that
each national central bank had in circulation in
the reference period and the average value of
the banknotes that would have been allocated
to them during that period in accordance with
the ECB’s capital key. The adjustments are re-
duced in annual stages until the first day of the
sixth year after the year of the cash change-
over. Thereafter, income from euro banknotes
in circulation is allocated fully in proportion
to the national central banks’ paid-up shares
in the ECB’s capital. In the year under review,
the adjustments resulted from the accession of
the Estonian central bank in 2011, the Latvian
central bank in 2014 and the Lithuanian cen-
tral bank in 2015. The adjustment relating to
the accession of the Estonian central bank
ended on 31 December 2016; the other ad-
justments will be phased out by 31 Decem-
ber 2019 and 2020 respectively. The interest
income and interest expense arising from the
remuneration of the intra-Eurosystem balances
are cleared through the accounts of the ECB
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and are shown in the profit and loss account
of the Bundesbank in item 1 “Net interest in-
come”.

The ECB's income from the 8% share of the
euro banknotes in circulation as well as from
securities purchased by the ECB as part of the
securities markets programme (SMP), the third
covered bond purchase programme (CBPP3),
the asset-backed securities purchase pro-
gramme (ABSPP) and the public sector pur-
chase programme (PSPP) is distributed to the
national central banks of the Eurosystem as in-
terim profit in the same financial year in which
the income arises, unless the ECB’s net profit is
less than this income or the Governing Council
of the ECB decides to retain the amount for
allocation to the ECB risk provision.* For the fi-
nancial year 2016, €966 million of the afore-
mentioned ECB income (2015: €812 million)
was distributed among the national central
banks as interim profit in January 2017. The
Bundesbank’s share of €247 million (2015:
€208 million) is shown under item 4 “Income
from participating interests” in its profit and
loss account.

The Executive Board drew up the Deutsche
Bundesbank'’s financial statements for the fi-
nancial year 2016 on 7 February 2017. The fi-
nancial statements were audited by KPMG AG
Wirtschaftsprifungsgesellschaft, Frankfurt am
Main. The Executive Board had appointed the
firm as external auditors on 27 January 2015
in accordance with section 26 (3) of the Bun-
desbank Act. The auditors confirmed without
qualification on 16 February 2017 that the
Bundesbank’s financial statements for 2016
— consisting of the balance sheet and the profit
and loss account — comply, in all material re-

3 Decision of the European Central Bank of 3 November
2016 on the allocation of monetary income of the national
central banks of member states whose currency is the euro
(ECB/2016/36).

4 Decision of the European Central Bank of 15 December
2014 on the interim distribution of the income of the Eu-
ropean Central Bank (recast) (ECB/2014/57) as last amend-
ed by the Decision of the European Central Bank of 2 July
2015 (ECB/2015/25).

ECB’s interim

profit
distribution

Preparation
and auditing
of financial
statements
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1 Gold
and gold
receivables

spects, with the legal requirements and the
principles for the accounting of the Deutsche
Bundesbank approved by the Executive Board
and give a true and fair view of the net assets,
financial position and results of operations of

the Deutsche Bundesbank. After studying the
external auditors’ report, the Executive Board
decided to publish the financial statements and
transfer the Bundesbank’s profit to the Federal
Government on 23 February 2017.

I Notes on the individual balance sheet items

B Assets

As at 31 December 2016, the Bundesbank's
physical holdings (bars) of fine gold amounted
to 3,377,967 kg or 109 million ounces (ozf).
These are supplemented by an additional 9 kg
of gold receivables that were generated by the
settlement of margins in the context of gold
transactions. The gold was valued at market
prices at the end of the year (1 kg =€35,303.00
or 1 ozf = €1,098.046). Compared with the
previous year's price of 1 kg = €31,289.91 or
1 ozf = €973.225, this represents an increase
of 12.8%. The gold holdings declined by
just 0.1% (3,045 kg or 0.1 million ozf) in the
year under review. This was due to the sale
of gold to the Federal Government at market
prices for the purpose of minting gold coins. The
resulting income in the amount of €103 million

Gold reserves by storage location

31.12.2016
Storage location Tonnes € million
Deutsche Bundesbank, Frankfurt 1,619 57,157
Federal Reserve Bank, New York 1,236 43,643
Bank of England, London 432 15,240
Banque de France, Paris 91 3,213
Total 3,378 119,252

Deutsche Bundesbank

is shown in sub-item 2.1 “Realised gains/losses
arising from financial operations” in the profit
and loss account.

This item comprises the claims on the Interna-
tional Monetary Fund (IMF) as well as balanc-
es with banks, portfolio investment, loans and
other foreign currency claims on non-euro-area
residents.

Sub-item 2.1 contains the claims on the IMF
which are financed and held by the Bundes-
bank and which arise from Germany’s mem-
bership of the IMF. The claims, which total
SDR 16,883 million (€21,519 million), are
made up of the drawing rights within the re-
serve tranche, the allocated special drawing
rights (SDR) and loans under the New Arrange-
ments to Borrow (NAB).

31.12.2015 Year-on-year change
Tonnes € million  Tonnes % € million %
1,402 43,883 217 15.4 13,274 30.2
1,347 42,160 -1 - 82 1,483 3.5
435 13,603 = 3 - 07 1,637 12.0
196 6,146 - 105 —53.7 |« —2,933 -47.7
3,381 105,792 = 3 - 0.1 13,461 12.7

2 Claims on
non-euro-

area residents
denominated in
foreign currency

2.1 Receivables
from the IMF



Receivables from the IMF

31.12.2016

SDR
Item million € million
German quota 26,634 33,949
less
Euro balances 23,638 30,129
Drawing rights within the
reserve tranche 2,997 3,820
Special drawing rights 11,719 14,938
New Arrangements to Borrow 2,167 2,762
Total 16,883 21,519

Deutsche Bundesbank

The drawing rights within the reserve tranche
correspond to the amounts actually paid to
the IMF in gold, special drawing rights, foreign
currency and national currency under the Ger-
man quota. The drawing rights held represent
the difference between the German quota of
SDR 26,634 million (£33,949 million) and the
euro balances amounting to €30,129 mil-
lion (SDR 23,638 million) at the IMF's dispos-
al at the end of the year. The German quo-
ta was increased by SDR 12,069 million to
SDR 26,634 million with effect from 25 Feb-
ruary 2016 in line with the IMF quota reform
which entered into force in January 2016. Of
this sum, 25% was paid in special drawing
rights and 75% in euro. In 2016, there was a
net rise of SDR 1,423 million to SDR 2,997 mil-
lion (€£3,820 million) in the holdings of drawing
rights within the reserve tranche.

Special drawing rights — by means of which
freely usable currencies as per the IMF defi-
nition can be obtained at any time — in the
amount of SDR 12,059 million were allocated
free of charge. A corresponding counterpart is
shown as liability item 8 “Counterpart of spe-
cial drawing rights allocated by the IMF”. In
2016, the holdings of special drawing rights
declined by SDR 211 million to SDR 11,719 mil-
lion (€14,938 million).

Deutsche Bundesbank
Annual Report 2016

65

31.12.2015 Year-on-year change
SDR SDR
million € milion  million % € milion %
14,566 18,539 12,069 82.9 15,410 83.1
12,992 16,535 10,646 81.9 13,593 82.2
1,574 2,003 1,423 90.4 1,817 90.7
11,931 15,185 =211 - 1.8 —248 - 1.6
2,458 3,129 -292 -11.9 -367 -11.7
15,963 20,317 920 5.8 1,202 59

The New Arrangements to Borrow (NAB) are
multilateral credit lines with the IMF, which
serve as a backstop for use in the event of a
systemic crisis. Following the increase in quo-
tas, these lines of credit were deactivated in
the year under review. However, the IMF may
continue to use NAB resources to finance
any programmes to which it had committed
during the activation period. The Bundes-
bank’s NAB credit arrangement amounts to
SDR 12.9 billion. At the end of the reporting
year, this resulted in receivables from the IMF
of SDR 2,167 million (€£2,762 million). The
additional bilateral credit line of €41.5 billion
pledged by the Bundesbank to the IMF was
not drawn upon, as adequate IMF liquidity was
available. There were, therefore, no receivables
arising from bilateral loans at the end of the
year.

If all items on the assets side and the liabili-
ties side of the balance sheet are taken into
account, the net holdings of special drawing
rights amounted to SDR 4,825 million, com-
pared with SDR 3,904 million in 2015. The
valuation is based on the reference rate of
SDR 1 = €1.2746 (2015: SDR 1 = €1.2728)
calculated by the ECB at the end of the year
for all central banks participating in the Euro-
system.
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Balances with banks, portfolio investment, external loans and other external assets

31.12.2016 31.12.2015 Year-on-year change
Item € million € million € million %
Current account holdings and overnight deposits 2,589 1,651 938 56.8
Claims arising from reverse repurchase agreements 1,218 2,068 -850 -41.1
Fixed-term deposits and deposits redeemable at notice 2,799 1,791 1,007 56.2
Marketable securities
Government bonds
US dollar 24,105 24,867 -763 - 3.1
Yen 397 449 = 51 -11.4
Australian dollar 1,107 1,054 53 5.0
Supranational, sovereign and agency (SSA) bonds 2,635 1,394 1,241 89.0
Other 142 148 = ® = 39
Total 34,993 33,423 1,570 4.7

Deutsche Bundesbank

The balances with banks, portfolio invest-
ment, loans and other foreign currency claims
which are shown in sub-item 2.2 amounted
to €34,993 million at the end of 2016, com-
pared with €33,423 million on 31 Decem-
ber 2015. These include, in particular, US dollar
holdings in the amount of US$33,975 million
(€32,232 million), representing an increase of
US$444 million on the year. The sub-item also
contains holdings in yen (¥203,187 million
equivalent to €1,647 million), Australian dollars
(AS1,622 million equivalent to €1,111 million)
and, to a limited extent, other currencies. The
holdings are interest-bearing. If all items on the
assets side and the liabilities side of the balance
sheet are taken into account, the net US dol-
lar holdings valued at market prices amounted
to US$32,801 million (2015: US$32,959 mil-
lion), the net yen holdings to ¥203,295 mil-
lion (2015: ¥203,007 million) and the net
Australian dollar holdings to AS$1,644 million
(2015: AS1,609 million). The foreign cur-
rency holdings were valued at the respective
end-of-year market rate; in the case of the
US dollar holdings, this was €1 = US$1.0541
(2015: €1 = US$1.0887), for the holdings of
yen €1 =¥123.40 (2015: €1 =¥131.07) and for
the Australian dollar holdings €1 = A$1.4596
(2015: €1 = AS$1.4897).

This item contains US$1,885 million (€1,788 mil-
lion) of US dollar claims on credit institutions
resulting from refinancing operations in the
context of the standing swap agreement with
the Federal Reserve Bank (2015: no holdings).
In order to carry out these operations, based
on the swap agreement, the ECB receives US
dollars from the Federal Reserve Bank in return
for euro; the ECB then allocates these to the
national central banks, which pass them on
to euro-area credit institutions. The TARGET2
liabilities resulting from swap transactions be-
tween the ECB and the Bundesbank lower the
TARGET2 settlement balances shown in asset
sub-item 9.4 “Other claims within the Euro-
system (net)”.

Claims on non-euro-area counterparties aris-
ing from the bilateral repo transactions ex-
ecuted since September 2016 are shown in
this item. These claims amounted to €438 mil-
lion and resulted from repos and simulta-
neous reverse repos, in which securities in
the PSPP portfolio were lent against Federal
securities on a cash-neutral basis with matur-
ities of up to seven days; the corresponding
liabilities are shown under liability item 5 “Lia-
bilities to non-euro-area residents denominat-
ed in euro”.

3 Claims on
euro-area
residents
denominated in
foreign currency

4 Claims on
non-euro-

area residents
denominated in
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The volume and structure of liquidity-provid-
ing monetary policy operations carried out
by the Bundesbank as part of the Eurosystem
are shown in this item (main and longer-term
refinancing operations, structural operations
and the marginal lending facility). At the end
of the reporting year, the Eurosystem’s corre-
sponding outstanding volume of monetary
policy operations amounted to €595,873 mil-
lion (2015: €558,989 million), of which the
Bundesbank accounted for €65,474 million
(2015: €58,095 million). Pursuant to Arti-
cle 32.4 of the ESCB Statute, risks from these
operations, provided they materialise, are
shared among the Eurosystem national central
banks in proportion to the prevailing shares in
the capital of the ECB. Losses arise only if the
counterparty involved in a monetary policy op-
eration defaults and the collateral it has pro-
vided proves insufficient upon realisation. The
national central banks may accept certain types
of collateral excluded from risk-sharing on their
own responsibility. The Bundesbank does not
accept such collateral.

Main refinancing operations are regular weekly
transactions with a standard one-week maturi-
ty, the purpose of which is to provide liquidity.
In the reporting year, main refinancing opera-
tions continued to be conducted as fixed-rate
tenders with full allotment. At the end of the
year, the main refinancing operations amount-
ed to €1,807 million, which was €7,320 mil-
lion less than on 31 December 2015. On a daily
average, the outstanding volume of main re-
financing operations came to €2,221 million
(2015: €4,253 million).

In the year under review, regular longer-term
refinancing operations with maturities of three
months were carried out as fixed-rate tenders
with full allotment at the average main refi-
nancing rate. In addition, two targeted longer-
term refinancing operations of the first series
(TLTRO1), which will mature in September
2018, were conducted at the main refinancing
rate applicable at the time. On account of vol-
untary and mandatory repayments, the residual
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volume of these and other TLTRO| operations
conducted in previous years was reduced to
€5,619 million as at 31 December 2016. Fur-
thermore, three targeted longer-term refinanc-
ing operations of the second series (TLTRO )
totalling €57,051 million were conducted for
the first time starting in June 2016, each with a
maturity of four years. Depending on the evo-
lution of each counterparty’s eligible lending
activities, these operations are remunerated
at an individual rate which lies between the
main refinancing rate and the deposit facili-
ty rate applicable at the time the transactions
were conducted. The relevant rate will only be
determined in 2018 and will apply retroactive-
ly to the entire term of the operation, which
means that, for precautionary reasons, the in-
terest accrued on these transactions in 2016 is
calculated using the lower deposit facility rate.
Each counterparty’s potential recourse to these
operations is limited according to the scope of
their lending to the real economy. The volume
of all longer-term refinancing operations com-
bined amounted to €63,518 million at the end
of 2016 and was, therefore, €14,889 million
higher than in the previous year. Increased re-
course to the TLTROs, which reached a total of
€62,670 million (2015: €39,368 million), more
than offset the decline in volume caused by
the limited uptake of the three-month tenders
(€848 million, compared with €9,262 million
in 2015). On a daily average, the volume of
longer-term refinancing operations amounted
to €47,850 million (2015: €36,306 million).

The marginal lending facility is a standing fa-
cility which counterparties may use to obtain
overnight liquidity at a predetermined interest
rate. At the end of 2016, recourse to this facility
amounted to €149 million (2015: €339 million).
The extent to which it was being used on a daily
average came to €19 million (2015: €28 million).

This item, amounting to €3,025 million (2015:
€3,540 million), consists, in particular, of fixed-
term deposits which are held at credit insti-
tutions and arise from funds received in con-
nection with central bank services (see liability
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7 Securities
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residents
denominated
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item 5 “Liabilities to non-euro-area residents
denominated in euro”).

This item contains the holdings of securities
denominated in euro resulting from purchas-
es made within the framework of the Eurosys-
tem purchase programmes announced by the
ECB Governing Council which are shown un-
der sub-item 7.1 “Securities held for monetary
policy purposes”. These holdings are carried at
amortised cost, irrespective of whether the se-
curities are held to maturity. In 2016, purchas-
es were made under the CBPP3, PSPP and the
corporate sector purchase programme (CSPP)
announced by the ECB Governing Council
on 4 September 2014, 22 January 2015 and
10 March 2016 respectively. By contrast, bonds
purchased under the terminated programmes
CBPP. SMP and CBPP2 matured.

At the end of 2016, the Eurosystem nation-
al central banks" SMP holdings amounted to
€94,803 million (2015: €114,080 million),
their CBPP3 holdings to €186,965 million
(2015: €131,883 million) and their CSPP hold-
ings to €51,069 million. The Eurosystem na-
tional central banks’ PSPP holdings of securities
issued by supranational institutions stood at
€139,639 million (2015; €59,760 million), al-
though the Bundesbank itself did not acquire
any holdings. Pursuant to Article 32.4 of the

Securities held for monetary policy purposes

ESCB Statute, all risks from the SMP, CBPP3,
CSPP and the abovementioned PSPP holdings,
provided they materialise, are shared among
the Eurosystem national central banks in pro-
portion to the prevailing shares in the capital
of the ECB, as is the case with the income
received. Risks and income from the covered
bonds purchased under the Eurosystem pro-
grammes CBPP and CBPP2, by contrast, remain
with the individual national central banks hold-
ing them. The same applies to the government
bonds purchased under the PSPP (including re-
gional government bonds and bonds issued by
eligible agencies located in the euro area). The
Bundesbank purchases only German bonds un-
der the PSPP.

The Governing Council of the ECB decided that
no write-downs were required for securities
contained in the SMP, CSPP and PSPP holdings
and in the three CBPP portfolios as at 31 De-
cember 2016, as it is expected that all payment
obligations relating to the bonds and debt se-
curities contained in Eurosystem central banks'
holdings will continue to be met as agreed.

This item shows the equalisation claims on
the Federal Government and the non-interest-
bearing debt register claim in respect of Berlin;
both date back to the currency reform of 1948.
They form the balance sheet counterpart of

31.12.2016 31.12.2015 Year-on-year change
Balance Market Balance Market Balance sheet value Market value
sheet value  value sheet value  value
Item € million € million € million € million € million % € million %
SMP portfolio
Greece 2,620 2,638 2,942 2,952 = 322 -11.0 - 314 -10.6
Ireland 1,368 1,594 1,774 2,063 - 405 -22.8 - 469 —-22.7
Portugal 1,941 2,112 2,623 2,916 - 682 -26.0 - 804 -27.6
Italy 12,003 13,618 14,313 16,451 -2,310 -16.1 —2,833 -17.2
Spain 4,236 4,783 6,018 6,713 -1,782 -29.6 -1,930 —28.8
Total 22,168 24,745 27,670 31,095 —5,502 -19.9 -6,350 -204
CBPP portfolio 3,589 3,804 4,774 5,120 -1,184 —24.8 -1,316 —-25.7
CBPP2 portfolio 2,052 2,211 2,900 3,083 - 849 =293 - 872 —-283
CBPP3 portfolio 48,224 48,610 32,703 32,623 15,521 47.5 15,988 49.0
PSPP portfolio 269,646 272,057 104,227 103,719 165,418 158.7 168,338 162.3
CSPP portfolio 12,021 11,926 = = 12,021 11,926 .
Grand total 357,700 363,354 172,275 175,640 185,425 107.6 187,713 106.9

Deutsche Bundesbank
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the amounts paid out at that time in cash per
capita and per enterprise and of the initial pro-
vision of credit institutions and public corpo-
rations with central bank money. Equalisation
claims yield interest at a rate of 1% per annum.
In conjunction with Article 123 of the Treaty
on the Functioning of the European Union (the
Lisbon Treaty), it has been stipulated that the
equalisation claims and the debt register claim
are to be redeemed in ten annual instalments,
starting in the year 2024.

The Bundesbank’s claims on the ECB and on
the national central banks participating in the
Eurosystem are combined in this item.

Sub-item 9.1 shows the Bundesbank’s partic-
ipating interest in the ECB. Pursuant to Arti-
cle 28 of the ESCB Statute, the ESCB national
central banks are the sole subscribers to the
capital of the ECB. On 31 December 2016, the
Bundesbank’s participating interest in the ECB
was unchanged at €1,948 million.

Sub-item 9.2 contains the Bundesbank’s eu-
ro-denominated claims arising from the trans-
fer of foreign reserves to the ECB. At the begin-
ning of 1999, the central banks participating
in the Eurosystem transferred foreign reserve
assets (15% in gold and 85% in foreign curren-
cy) to the ECB in accordance with Article 30 of
the ESCB Statute. Adjustments to the key for
subscribing to the ECB’s capital also result in
adjustments to the Bundesbank’s claims aris-
ing from the transfer of foreign reserves to
the ECB. On 31 December 2016, these claims
amounted to €10,430 million, unchanged on
the 2015 figure. As the transferred gold does
not earn any interest, the claims are remuner-
ated at 85% of the prevailing main refinancing
rate.

Sub-item 9.3 “Claims related to the allocation
of euro banknotes within the Eurosystem (net)”
shows the claims which arise from applying the
euro banknote allocation key. Like at the end
of 2015, the Bundesbank had no claims at the
end of 2016 and instead recorded liabilities,
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which are shown in liability sub-item 9.2 “Lia-
bilities related to the allocation of euro bank-
notes within the Eurosystem (net)”.

A daily net balance vis-a-vis the ECB is derived
from settlement balances between the central
banks of the ESCB which result from cross-bor-
der payments as recorded in the Eurosystem’s
TARGET2 large-value payment system. The
German banking system received extensive
central bank money via TARGET2 in 2016.
At the end of the year, the Bundesbank’s net
claim on the ECB thus rose by €170,053 million
to €754,263 million and is shown under sub-
item 9.4 “Other claims within the Eurosystem
(net)”. The net balances (with the exception of
non-interest-bearing intra-Eurosystem balances
resulting from the swap transactions between
the ECB and the Bundesbank — see asset item 3
“Claims on euro-area residents denominated in
foreign currency”) are remunerated at the re-
spective main refinancing rate. On a daily aver-
age, the interest-bearing net claim amounted
to €653,013 million (2015: €550,928 million).
This item also contains the claims of €25 mil-
lion arising from the allocation of monetary in-
come to the national central banks (see profit
and loss item 5 “Net result arising from alloca-
tion of monetary income”) and the €247 mil-
lion claim on the ECB arising from the interim
distribution of profit (see “General information
on the annual accounts”).

This item contains the asset items arising from
payments still being processed within the Bun-
desbank.

The Bundesbank’s holdings of euro coins are
shown in sub-item 11.1 “Coins”. New coins are
received from the Federal mints at their nom-
inal value for the account of the Federal Gov-
ernment, which holds the coin prerogative.

Sub-item 11.2 “Tangible and intangible fixed
assets” amounted to €770 million, compared
with €788 million in 2015. It comprises land
and buildings, furniture and equipment and
computer software.

69

10 Items in
course of
settlement

11 Other assets



Deutsche Bundesbank
Annual Report 2016

70

Tangible and intangible fixed assets

€ million

Purchase/

production

costs
Item 31.12.2015  Additions
Land and buildings 2,279 29
Furniture and
equipment 805 49
Computer software 142 3
Total 3,227 81

Deutsche Bundesbank

Sub-item 11.3 “Other financial assets” amounted
to €10,921 million, compared with €12,376 mil-
lion in 2015. It contains the Bundesbank’s own
funds portfolio (euro portfolio) as a counterpart
to the capital, statutory reserves, provisions for
general risks and long-term provisions for pen-
sions and healthcare assistance. The own funds
portfolio is not invested in government securities
but exclusively in fixed-rate covered bonds de-
nominated in euro, which are generally held to
maturity and are, therefore, valued at amortised
cost; the duration is based on commonly used
indices. On 31 December 2016, the value of the
own funds portfolio at amortised cost amount-
ed to €10,869 million, of which German Pfand-
briefe accounted for €8,425 million and French
covered bonds for €2,444 million. The total mar-
ket value of the own funds portfolio stood at
€11,364 million.

This item also includes €52 million in partici-
pating interests held by the Bundesbank. The
Bundesbank'’s participating interest in the BIS,
Basel, was unchanged at €50 million at the
end of 2016; it holds 50,100 shares, with 25%
of their par value being paid-in capital. As in
2015, the participating interest in the coopera-
tive society SWIFT, La Hulpe (Belgium), amount-
ed to €2 million.

Disposals

=25

=25

Accumulated  Book value Book value Depreciation
depreciation  31.12.2016 31.12.2015 in 2016

-1,671 612 626 -42

- 672 157 160 -49

0 - 143 2 3 - 4

=51l —2,486 770 788 -94

Sub-item 11.5 “Accruals and prepaid expens-
es” contains the accrued and prepaid expend-
iture calculated as at 31 December 2016. This
chiefly consists of (accrued) interest income
due in 2017 from securities and from the neg-
ative remuneration of credit institutions’ depos-
its which were acquired or transacted in 2016.

B Liabilities

The total value of euro banknotes issued by the
Eurosystem central banks is distributed among
these banks on the last business day of each
month in accordance with the key for allocat-
ing euro banknotes (see “General information
on the annual accounts”). According to the
banknote allocation key applied on 31 Decem-
ber 2016, the Bundesbank has a 23.5% share
of the value of all euro banknotes in circulation.
During the year under review, the total value of
banknotes in circulation within the Eurosystem
rose from €1,083.5 billion to €1,126.2 billion,
or by 3.9%. Taking into account the allocation
key, the Bundesbank had euro banknotes in cir-
culation worth €264,907 million at the end of
the year, compared with €254,844 million at
the end of 2015. The value of the euro bank-
notes actually issued by the Bundesbank in
2016 increased by 7.2% from €552,630 mil-
lion to €592,169 million. As this was more

1 Banknotes in
circulation



2 Liabilities to
euro-area credit
institutions
related to
monetary policy
operations
denominated

in euro

3 Other
liabilities to
euro-area credit
institutions
denominated

in euro

than the allocated amount, the difference of
€327,262 million (2015: €297,786 million) is
shown in liability sub-item 9.2 “Liabilities relat-
ed to the allocation of euro banknotes within
the Eurosystem (net)”.

Sub-item 2.1 “Current accounts” contains the
deposits of credit institutions, amounting to
€284,948 million (2015: €155,149 million),
which are also used to meet the minimum re-
serve requirement and to settle payments. The
main criterion for including these deposits in
this sub-item is that the relevant counterparties
appear in the list of institutions which are sub-
ject to the Eurosystem’s minimum reserve regu-
lations. The balances held to fulfil the minimum
reserve requirement amounted to €32,003 mil-
lion on an annual average. Minimum reserve
balances are remunerated at the average main
refinancing rate in the respective maintenance
period. In the year under review, any deposits
exceeding this amount were subject to nega-
tive interest equivalent to the deposit facility
rate. On a daily average, the current account
deposits increased from €119,415 million in
2015 to €209,729 million in 2016.

Sub-item 2.2 “Deposit facility”, amounting to
€126,402 million (2015; €53,584 million), con-
tains overnight deposits at the deposit facility
rate (@ negative interest rate applied in the year
under review). On a daily average, the depos-
it facility amounted to €89,458 million, com-
pared with €32,540 million in 2015.

Sub-item 2.5 “Deposits related to margin calls”
contained cash collateral of €8 million in 2015
deposited by credit institutions in order to in-
crease underlying assets. As at 31 December
2016, no holdings were reported in this item.

This item contains liabilities to euro-area cred-
it institutions arising from the bilateral repo
transactions executed since September 2016.
In these repo transactions, securities purchased
under the PSPP are lent against cash as collat-
eral, or in the case of simultaneous reverse re-
pos, against Federal securities on a cash-neutral
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basis; the transactions have a maximum term
of seven days. The liabilities of €405 million re-
ported on 31 December 2016 result exclusively
from securities lending against cash as collater-
al. In addition, since August 2016 this item has
contained liabilities in the amount of €60 mil-
lion arising from account balances pledged
for deposit protection pursuant to the Deposit
Guarantee Act (Einlagensicherungsgesetz) in
conjunction with the Regulation on the Financ-
ing of the Compensation Scheme (Entschddi-
gungseinrichtungs-Finanzierungsverordnung).

Sub-item 4.1 “General government depos-
its” encompasses the balances of the Federal
Government, its special funds, the state gov-
ernments and other public depositors. The
deposits of other public depositors constitute
balances held by social security funds and lo-
cal authorities. On 31 December 2016, general
government deposits totalled €32,458 million
(2015: €11,647 million). This increase results,
in particular, from higher Federal Government
deposits.

Sub-item 4.2 “Other liabilities” amounted to
€73,371 million, compared with €60,242 mil-
lion on 31 December 2015. It mainly comprises
deposits of financial intermediaries and individ-
uals. The increase is primarily due to a rise in
deposits of the European Stability Mechanism
(ESM) and the European Financial Stability Fa-
cility (EFSF).

This balance sheet item, amounting to
€117,016 million (2015: €27,179 million), con-
tains the balances of non-euro-area central
banks, monetary authorities, international or-
ganisations and commercial banks held, inter
alia, to settle payments. These include fixed-
term deposits of central banks accepted as
part of the Bundesbank’s central bank services,
which are then invested in the money market
(see asset item 6 “Other claims on euro-area
credit institutions denominated in euro”). In ad-
dition, the liabilities to non-euro-area counter-
parties arising from the bilateral repo transac-
tions executed since September 2016 are also
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reported here. In these repo transactions, secu-
rities purchased under the PSPP are lent against
cash as collateral, or in the case of simultaneous
reverse repos, against Federal securities on a
cash-neutral basis; the transactions have a maxi-
mum term of seven days. At the end of the year,
securities lending against cash as collateral gave
rise to liabilities in the amount of €3,939 million,
and securities lending against Federal securities
resulted in liabilities of €438 million; the claims
associated with the latter are reported in asset
item 4 “Claims on non-euro-area residents de-
nominated in euro”.

This item, amounting to €4 million (2015:
€35 million), contains US dollar deposits of
banks domiciled in the euro area and of the
Federal Government.

The foreign-currency-denominated liabilities to
banks outside the euro area are recorded in this
item. These are liabilities in US dollars, amount-
ing to €1,218 million (2015: €571 million),
which have arisen from securities repurchase
agreements (repos).

The counterpart of the special drawing rights
allocated by the IMF free of charge corresponds
to the allocations of special drawing rights to
the Federal Republic of Germany from 1970 to
1972, from 1979 to 1981 and in 2009, which
together totalled SDR 12,059 million (see asset
sub-item 2.1 “Receivables from the IMF").

The Bundesbank's liabilities to the ECB and to
the other central banks participating in the Eu-
rosystem are combined in this item.

Sub-item 9.1 contains “Liabilities related to the
issuance of ECB debt certificates”. The ECB did
not issue any such paper in 2016.

Sub-item 9.2 “Liabilities related to the alloca-
tion of euro banknotes within the Eurosystem
(net)” contains the liabilities arising from the
application of the euro banknote allocation
key (see liability item 1 “Banknotes in circula-
tion”). At the end of the year, these liabilities

amounted to €327,262 million in total (2015:
€297,786 million). The 8% share of the total
value (€1,126.2 billion) of euro banknotes in
circulation attributable to the ECB resulted
in a liability of €23,036 million for the Bun-
desbank (according to its capital share of
25.6%). In addition, the difference between
the Bundesbank’s actual banknote issuance of
€592,169 million and its notional share (again
according to the capital share) in the alloca-
tion of the remaining 92% of euro banknotes
in circulation to the balance sheets of the na-
tional central banks resulted in a liability of
€304,226 million. The main reason for the to-
tal increase of €29,476 million in the year un-
der review was the Bundesbank'’s still dispro-
portionately high share of banknote issuance,
which is largely due to net outflows of bank-
notes to other countries through tourism, to
give one example.

The net liabilities arising from other assets
and liabilities within the Eurosystem would be
shown in sub-item 9.3 “Other liabilities within
the Eurosystem (net)”. At the end of 2016, the
Bundesbank had a net claim, which is shown
on the assets side under sub-item 9.4 “Other
claims within the Eurosystem (net)” and out-
lined in the explanatory notes above.

This item contains the liability items arising
from payments still being processed within the
Bundesbank.

Sub-item 11.1 “Off-balance-sheet instruments
revaluation differences” essentially comprises
the result of the valuation of the US dollar for-
ward liabilities to the ECB arising from the euro/
US dollar swap agreement with the ECB (see
asset item 3 “Claims on euro-area residents de-
nominated in foreign currency”).

Sub-item 11.2 “Accruals and income collected
in advance” contains the accrued and collect-
ed income calculated as at 31 December 2016.
This consists mainly of (accrued) interest ex-
penditure which is due in future financial years
but was incurred in 2016 and which arose in
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12 Provisions

connection with the negative remuneration
of credit institutions’ refinancing (especially
TLTROI).

Sub-item 11.3 “Sundry items” comprises
mainly the liabilities arising from the Deutsche
Mark banknotes still in circulation. Although
Deutsche Mark banknotes are no longer legal
tender, the Bundesbank has publicly undertak-
en to redeem Deutsche Mark banknotes that
are still in circulation for an indefinite period.
The Deutsche Mark banknotes still in circula-
tion belong to the series BBkl/la and BBk II/llla.
In accordance with accounting principles, the
liabilities arising from Deutsche Mark bank-
notes still in circulation will continue to be
reported until it is virtually certain that claims
are no longer to be expected. In keeping with
this, the liabilities arising from Deutsche Mark
banknotes in circulation now comprise only
notes of the series BBkII/Illa in the amount of
€1,849 million (2015: €1,876 million). In addi-
tion, there are still banknotes in circulation be-
longing to the series BBk I/la, which has already
been written off, amounting to €1,210 million.
Deposits of Deutsche Mark banknotes in 2016
totalled €34 million, of which €28 million con-
sisted of the BBkIIl/Illa series banknotes and
€7 million of the BBkI/la series banknotes (see
profit and loss item 11 “Other expenses”).

The provisions for general risks are created pur-
suant to the regulations governing the Bundes-
bank’s annual accounts laid down in section
26 (2) of the Bundesbank Act (Gesetz tber
die Deutsche Bundesbank). They are estab-
lished to hedge against general risks associated
with domestic and foreign business. The level
of funds to be allocated to the provisions for
general risks is reviewed annually using val-
ue-at-risk and expected shortfall calculations
amongst others. In doing so, the holdings of
risk-weighted assets, their risk content, fore-
seeable changes to the risk situation, the finan-
cial situation expected for the coming year, and
the statutory reserves (€2.5 billion) are taken
into account. The Bundesbank's risks, which
are determined using models, relate, in particu-
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lar, to exchange rate risk, default risk of the as-
set purchase programmes and credit risk arising
from refinancing loans plus, for the first time,
interest rate risk. The purchases of long-term
securities (at very low interest rates) for mon-
etary policy purposes and the new targeted
longer-term refinancing operations (four-year
maturity at a negative interest rate) have given
rise to excess liquidity, resulting in a growing
balance sheet mismatch between long-term
assets and short-term liabilities (maturity mis-
match) and hence mounting interest rate risk.
Furthermore, the decisions of the ECB Govern-
ing Council in financial year 2016 on the ex-
panded asset purchase programme (APP) and
the CSPP give rise to additional credit risk for
the Bundesbank, which is only partly offset
by the diminishing default risk stemming from
the securities purchased under the terminated
SMP. Taking into account all of the aforemen-
tioned factors, the existing risk provisions were
topped up by €1,750 million as at 31 Decem-
ber 2016 owing to the current risk assessment.
The provisions for general risks thus amounted
to €15,350 million as at 31 December 2016.
A further increase in the risk provisions is ex-
pected in the 2017 annual accounts, as only
half of the interest rate risk was included in the
2016 annual accounts in view of the current
forward guidance issued by the ECB Governing
Council, according to which the key ECB inter-
est rates will remain at present or lower levels
for an extended period of time far exceeding
the time horizon of net asset purchases. The
risk analysis does not take account of the risks
arising from the Bundesbank’s TARGET2 claim
on the ECB and from the issuance of euro
banknotes. The Bundesbank could hypotheti-
cally be affected (in the case of the TARGET2
claim, only indirectly as an ECB shareholder) by
the risk to which the Eurosystem is exposed if a
euro-area country were to leave the single cur-
rency area and its central bank failed to settle
its TARGET?2 liability to the ECB or its banknote
liabilities to the ECB (8% share) and the nation-
al central banks. The Bundesbank considers this
scenario to be unlikely to materialise, however,
which means that the credit risks arising from
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Provisions

31.12.2016 31.12.2015 Year-on-year change

Provisions for € million € million € million %

General risks 15,350 13,600 1,750 12.9
Direct pension commitments 4,620 4,241 378 8.9
Indirect pension commitments

(supplementary pension funds) 477 485 - 8 - 16
Healthcare subsidy commitments to civil servants 1,241 1,056 185 17.5
Partial retirement scheme 24 38 -14 -37.1
Staff restructuring schemes 103 125 -22 -17.8
Other 64 62 2 2.7
Total 21,879 19,608 2,271 11.6

Deutsche Bundesbank

Eurosystem operations to provide liquidity are
ultimately the key factor.

The provisions for post-employment benefit
obligations (direct pension commitments and
indirect pension commitments as a result of the
Bundesbank’s obligation to act as guarantor
for pension payments out of the supplemen-
tary pension funds for public sector employees)
as well as for healthcare subsidy commitments
to civil servants are valued on the basis of an
actuarial expert opinion based on current mor-
tality tables (2005 G mortality tables issued by
Dr Klaus Heubeck) pursuant to the entry age
normal method (Teilwertverfahren) (for em-
ployees) and pursuant to the present value
method (Barwertverfahren) (for pensioners and
ex-civil servants with portable pension entitle-
ments), with a discount rate of 3.91% used for
post-employment benefit obligations and of
3.21% for healthcare subsidy commitments to
civil servants in the reporting year (2015: uni-
form rate of 3.81%). For financial year 2016, it
is estimated that there was a wage and salary
trend of 2.5% (2015: 2%), an unchanged ca-
reer trend of 0.5% as well as a pension trend
of 2.5% (2015: 2%) for civil servants and of
1%, as in the previous year, for public sector
employees. The cost trend for healthcare sub-
sidy commitments to civil servants amounted
to 3.25%, compared with 3% in the previous

year. The discount rate used for post-employ-
ment benefit obligations is, in each case, a
matched-maturity average market interest rate
for the past ten years (2015: for the past seven
years) or, for healthcare subsidy commitments
to civil servants, again for the past seven years
pursuant to the Regulation on the Discount-
ing of Provisions (Ruckstellungsabzinsungsver-
ordnung). Pursuant to section 253 (6) of the
German Commercial Code, the difference of
€564 million resulting from the application
of the ten-year period, extended from seven
years, to calculate the average market rate is
subject to a restriction on distribution and will
be transferred to a reserve.

The provisions for the partial retirement
scheme and for payment commitments aris-
ing from staff restructuring schemes that had
already been carried out by the balance sheet
date are calculated using a discount rate of
1.67% (2015: 2.16%) on the basis of an actu-
arial expert opinion based on current mortality
tables in accordance with the present value
method, or in accordance with the entry age
normal method in the case of the outstanding
settlement amount for the partial retirement
scheme. A wage and salary trend of 2.5%
(2015: 2%) is taken into consideration. The
discount rate is based on a matched-maturity
average market rate for the past seven years



13 Revaluation
accounts

pursuant to the Regulation on the Discounting
of Provisions.

The other provisions are created for remain-
ing holiday entitlement, overtime worked and
positive balances of flexible working hours and
long-term working hours accounts as well as
for other uncertain liabilities.

Expenses in the amount of €264 million from
marking up the provisions (including the effects
of changing the discount rate) are contained in
profit and loss sub-item 1.2 “Interest expense”.
Profit and loss item 7 “Staff costs” contains a
net allocated amount of €304 million, with the
utilisation of €207 million standing against a
total allocated amount of €511 million, which
was €375 million higher than in 2015. Other
changes in the provision levels give rise, on bal-
ance, to utilisation-related relief of €40 million
in profit and loss item 11 “Other expenses” and
to an allocation-related expense of €12 million
in profit and loss item 8 “Other administrative
expenses”. The reversal of provisions result-
ed in income of €20 million in profit and loss
item 6 “Other income”.

This item contains the disclosed hidden re-
serves from the initial valuation at the time of
the changeover to market valuation on 1 Janu-
ary 1999 (revaluation items “old”) and the un-

Revaluation accounts
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realised gains arising from market valuation on
31 December 2016 (revaluation items “new”).

A revaluation item “old” now remains only
for the item gold. It represents the difference
between the market value of gold on 1 Janu-
ary 1999 and the lower value of gold prior to
that date. In the balance sheet as at 31 De-
cember 1998, the value for gold was 1 ozf =
DM143.8065 (€73.5271), while the market
value on 1 January 1999 was 1 ozf = €246.368.
Although the valuation gains arising from the
initial valuation of the gold holdings are not el-
igible for distribution, they will be dissolved un-
der certain circumstances. Besides a dissolution
in the case of valuation losses on the gold item,
a proportionate dissolution also takes place in
the event of net reductions if the end-of-year
gold holdings are below their lowest end-of-
year level since 1999.

The reduction of 3,045 kg or 0.1 million ozf
in the gold holdings resulted in a dissolution
amount of €17 million in the year under re-
view. This amount is included in profit and loss
sub-item 2.1 “Realised gains/losses arising from
financial operations”.

In the case of gold holdings, the net positions
in each foreign currency and the securities port-
folios in each category of security (securities

Revaluation
items “old”

Revaluation
items “new”
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Revaluation Revaluation Total Total

items “old” items “new” 31.12.2016 31.12.2015 Year-on-year change
Item € million € million € million € million € million %
Gold 18,772 92,496 111,267 97,799 13,468 13.8
US dollars = 7,665 7,665 7,129 537 7.5
SDRs - 321 321 481 —-159 -33.2
Yen = 243 243 149 95 63.5
Australian dollars - 55 55 33 23 69.4
Securities denominated in
foreign currency = 106 106 130 - 24 -18.7
Total 18,772 100,887 119,658 105,720 13,938 13.2

Deutsche Bundesbank
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14 Capital and
reserves

1 Net
interest income

identification number), the positive difference
between their market value on 31 December
2016 and their value in terms of the average
amortised acquisition cost from 1 January 1999
is shown in the revaluation items “new”.

As regards gold, the acquisition cost is 1 ozf
= €246.369. At the end of 2016, the market
value of the gold item exceeded its acqui-
sition value, leading to a revaluation item of
€92,496 million (2015: €79,011 million). In the
case of the net foreign exchange items in US
dollars, special drawing rights, yen and Aus-
tralian dollars, the market values at year-end
were also above their acquisition values (€1 =
US$1.4001, €1 = SDR 0.8278, €1 = ¥144.82
and €1 = A$1.5352), with the result that there
were revaluation items.

The valuation gains from foreign-currency-de-
nominated securities shown in the balance
sheet result almost exclusively from US Treasury
notes (€100 million). However, for a portion of
the US Treasury notes, the relevant acquisition
values were higher than their corresponding
market values on the balance sheet date, re-
sulting in valuation losses (see profit and loss
sub-item 2.2 “Write-downs on financial assets
and positions”). In principle, securities denomi-
nated in euro are carried at amortised cost.

In accordance with section 2 of the Bundes-
bank Act, liable capital amounts to €2.5 billion
and is attributable to the Federal Government.
As in the previous year, the statutory reserves

pursuant to the Bundesbank Act are in line
with the fixed upper limit of €2.5 billion laid
down in section 27 number 1 of the Bundes-
bank Act. The difference of €564 million arising
from the discounting of post-employment ben-
efit obligations, which is subject to a restriction
on distribution pursuant to section 253 (6) of
the German Commercial Code (see “General
information on the annual accounts”, liability
item 12 “Provisions” and profit and loss item
12 “Allocations to/withdrawals from reserves
owing to the restriction on distribution pursu-
ant to section 253 (6) of the German Commer-
cial Code (Handelsgesetzbuch)”), will be trans-
ferred to (other) reserves for the first time.

The profit and loss account for the year 2016
closed with a profit for the year of €963 million,
from which €564 million will be transferred to
(other) reserves for the first time on account
of the restriction on distribution pursuant to
section 253 (6) of the German Commercial
Code (see “General information on the annual
accounts”, liability item 12 “Provisions” and
profit and loss item 12 “Allocations to/with-
drawals from reserves owing to the restriction
on distribution pursuant to section 253 (6) of
the German Commercial Code (Handelsgesetz-
buch)”). Pursuant to section 27 of the Bundes-
bank Act, the remaining distributable profit of
€399 million will be transferred in full to the
Federal Government as the statutory reserves
were at their maximum level of €2.5 billion at
the end of 2016.

I Notes on the profit and loss account

This item shows interest income less interest
expense. Net interest income was greater than
in the previous year, rising by €1,020 million to
€3,319 million. One of the key causes of this
was balance sheet growth, in particular. The
deposits of credit institutions and of other do-

mestic and foreign depositors increased signifi-
cantly on account of the current purchase pro-
grammes (CBPP3, PSPP and CSPP) and liquidity
flowing in from abroad via TARGET2. The in-
creased income stemming from the negative
remuneration of these deposits also resulted

15 Distributable
profit
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Net interest income
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1.1 Interest
income

from the higher negative interest rate on the
deposit facility, which almost doubled on an
annual average. Income growth was held back
by the reduction in the main refinancing rate to
0% in March 2016 and by the maturity-based
decrease in securities held for monetary policy
purposes from the terminated purchase pro-
grammes (SMP and CBPP/CBPP2), particularly
since the current purchase programmes do not
make a comparable contribution to net interest
income owing to their low remuneration.

Interest income in foreign currency rose from
€354 million in 2015 to €406 million in 2016
owing to higher yields. Interest income in euro
increased by €392 million year-on-year to
€3,298 million. In 2015, monetary policy refi-
nancing operations gave rise to interest income
of €40 million; although the scale of refinancing
operations rose from 2015 by around €10 bil-
lion on an annual average, the reduction in the
main refinancing rate to 0% in March 2016 and
the remuneration of the TLTROII operations in-
troduced in mid-2016 at a rate below the main
refinancing rate resulted in an interest expense
on balance (see profit and loss sub-item 1.2 “In-
terest expense”). Interest income from the neg-
ative remuneration of credit institutions” depos-
its (in the reporting year, less interest payments
on minimum reserves in the amount of €3 mil-
lion — see profit and loss sub-item 1.2 “Interest
expense”) increased by €799 million on account
of excess reserves being €146 billion higher on
an annual average and the negative interest
rate rising from 0.21% to 0.38% on average in
2016. Income arising from the TARGET2 claim
on the ECB fell by €217 million. This was mainly
due to the main refinancing rate being cut from
0.05% to 0% in March 2016 (given an increase
in the TARGET2 claim of around €102 billion
on an annual average). Income from securities
held for monetary policy purposes relating to
the terminated purchase programmes (SMP and
CBPP/CBPP2) declined by €369 million to a total
of €1,570 million on account of the annual av-
erage decrease in holdings of €8 billion. In the
current programmes (CBPP3, PSPP and CSPP),
purchases are made significantly above par be-

cause of the low market yields. The large differ-
ence between the acquisition value and the re-
demption value is accounted for by allocating it
over the residual maturity as a negative portion
of interest income (alongside coupon rates), so
that on balance there is only low remuneration.
In the CBPP3 portfolio, the average rate of in-
terest was 0.26%, compared with 0.24% in the
previous year; owing to the annual average in-
crease in holdings of €21 billion, interest income
rose from €50 million in 2015 to €109 million.
For the PSPP portfolio, lower market yields
led to negative remuneration of €116 million
(2015: -€7 million) for fixed-income securities,
whereas the higher inflation adjustment re-
sulted in positive remuneration of €38 million
(2015: €4 million) for inflation-linked bonds,
producing interest income of -€78 million on
balance. In the CSPP portfolio, on the other
hand, securities remunerated at positive rates
(€6 million) just outweighed those remunerated
at negative rates (-€4 million), resulting in in-
terest income of €2 million on balance. On the
back of the smaller holdings and lower average
interest rate (1.70% compared with 2.11% in
2015), the Bundesbank’s own funds portfolio
saw its interest income contract by €58 million
to €195 million. Interest income arising from
the negative remuneration of euro balances
held by domestic and foreign depositors rose by
€280 million, particularly because the negative
interest rate was higher on average but also be-
cause of increased average holdings.

There was a year-on-year decrease of €576 mil-
lion to €386 million in interest expense in 2016.
For the first time, monetary policy refinancing
operations gave rise to an interest expense of
€54 million on balance (2015: interest income
of €40 million), as the interest accrued for
TLTROII operations at the deposit facility rate
meant that the interest expense figure (€78 mil-
lion) outweighed interest income (€25 million)
from other refinancing operations. Owing to
the 0% main refinancing rate from March 2016
onwards (cut from the previous rate of 0.05%),
the interest expense for intra-Eurosystem bal-
ances arising from the allocation of euro bank-

1.2 Interest
expense



2 Net result
of financial
operations,
write-downs
and risk
provisions

notes fell by €111 million, despite the fact
that liabilities were around €27 billion higher
on an annual average (see “General informa-
tion on the annual accounts”). Expenses from
the marking up of staff provisions declined by
€524 million because of changes in the dis-
count rates. In 2016, these were remunerated
at the average market rate of the past ten years
(instead of seven years, as before) for the first
time (see liability item 12). The interest pay-
ments totalling €16 million for liabilities related
to minimum reserves that were contained in in-
terest expense in 2015 were, for the first time,
included as a deduction item in interest income
from the negative remuneration of credit in-
stitutions” deposits in this reporting year (see
profit and loss sub-item 1.1 “Interest income”).

The realised net income from foreign cur-
rency transactions reported in sub-item 2.1
mainly concerns transactions involving US dol-
lars (€454 million) and special drawing rights
(€192 million). Realised gains on sales of se-
curities primarily relate to US Treasury notes
(€102 million).

Write-downs in sub-item 2.2 chiefly result from
valuation losses on US Treasury notes.

Sub-item 2.3 “Transfers to/from provisions for
general risks, foreign exchange risks and price

Deutsche Bundesbank
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risks” contains the increase of €1,750 million in
the provision for general risks (see liability item
12 "Provisions”).

Net income from fees and commissions came
to €30 million, compared with €32 million in
the previous year.

This item contains the Bundesbank’s income
from its participating interests in the ECB and
the BIS as well as the share of the final liquida-
tion balance sheet of Liquiditats-Konsortialbank
GmbH (in liquidation) attributable to the
Bundesbank. The total income of €339 million
(2015: €282 million) includes, in particular, the
Bundesbank's share of the ECB’s profit distribu-
tion for the financial years 2015 and 2016. The
share of the ECB’s interim distribution of profit
for financial year 2016 is €247 million (previous
year: €208 million for financial year 2015); a
further €69 million came from the (remaining)
profit distribution for financial year 2015 which
took place in February 2016 (previous year:
€38 million for financial year 2014).

This item comprises income of €25 million
overall in 2016 (2015: €133 million).

The monetary income of the Eurosystem na-
tional central banks is allocated in accordance
with a decision taken by the Governing Council

Net result of financial operations, write-downs and risk provisions

Item

Realised gains/losses
Gold

Foreign currency
Securities

Total

Write-downs
Foreign currency
Securities

Total

Transfers to/from provisions for general risks,
foreign exchange risks and price risks

Grand total

Deutsche Bundesbank

2016 2015 Year-on-year change
€ million € million € million %
103 104 = 0 - 04
647 602 45 7.6
124 250 - 127 - 50.6
874 956 - 8 - 86
- 0 -0 0 66.7
- 198 -82 = 115 -139.8
- 198 -82 - 115 -139.7
-1,750 780 -2,530
-1,073 1,654 -2,727
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Net income from fees and commissions

Item

Income

Cashless payments

Cash payments

Securities business and security deposit business
Other

Total

Expense
Securities business and security deposit business
Other

Total

Grand total

Deutsche Bundesbank

of the ECB.> Since 2003, the amount of mon-
etary income allocated to each national central
bank has been measured on the basis of the
actual income which arises from the earmarked
assets that each holds as a counterpart to its
liability base.

The liability base contains, in particular, the fol-
lowing items: liability item 1 “Banknotes in cir-
culation”, liability item 2 “Liabilities to euro-area
credit institutions related to monetary policy
operations denominated in euro”, liability sub-
item 9.2 “Liabilities related to the allocation of
euro banknotes within the Eurosystem (net)”
and the TARGET2 net liability contained in lia-
bility sub-item 9.3 “Other liabilities within the
Eurosystem (net)”. All interest paid or — owing
to the negative interest rates — received on
these items decreases/increases the amount
of monetary income to be transferred by the
national central bank concerned.

A national central bank’s earmarked assets
consist mainly of the following items: asset
item 5 “Lending to euro-area credit institutions
related to monetary policy operations denom-
inated in euro”, asset sub-item 7.1 “Securities
held for monetary policy purposes”, asset sub-
item 9.2 “Claims arising from the transfer of
foreign reserves to the ECB”, asset sub-item
9.3 “Claims related to the allocation of euro

2016 2015 Year-on-year change
€ million € million € million %
23 23 0 1.7
9 9 -0 - 35
14 12 2 19.7
12 14 -3 -183
58 58 -0 - 03
20 18 1 7.9
9 8 1 6.3
28 26 2 7.4
30 32 =2 - 6.6

banknotes within the Eurosystem (net)”, the
TARGET2 net claim contained in asset sub-item
9.4 "Other claims within the Eurosystem (net)”
and a limited amount of the national central
banks’ gold holdings corresponding to their
share in the fully paid-up capital of the ECB. It
is assumed that no income is generated from
the gold and that the covered bonds purchased
under the CBPP and CBPP2 as well as the gov-
ernment bonds (including regional government
bonds and bonds issued by eligible agencies
located in the euro area) purchased under the
PSPP generate income commensurate with the
applicable main refinancing rate, as the ECB
Governing Council has ruled out the possibili-
ty of sharing the risk and returns arising from
these instruments among the national central
banks.

If the value of a national central bank’s ear-
marked assets is above or below the value of
its liability base, the difference is offset by ap-
plying to the value of the difference the ap-
plicable interest rate for the main refinancing
instrument. At the end of each financial year,
the total monetary income transferred by all
national central banks is distributed among the

5 Decision of the European Central Bank of 3 November
2016 on the allocation of monetary income of the national
central banks of member states whose currency is the euro
(ECB/2016/36).



6 Other income

national central banks in proportion to their
respective paid-up shares in the fully paid-up
capital of the ECB. The allocation can cause re-
distribution effects among the national central
banks under two conditions in practice. First,
earmarked assets or liabilities as part of the li-
ability base must have an interest rate that is
different from the interest rate of the main re-
financing instrument; second, the quota share
of these earmarked assets or liabilities on the
balance sheet of the respective national central
bank must be higher or lower than its share in
the ECB’s capital.

The allocation of monetary income resulted in
net income of €25 million for the Bundesbank
(2015: €133 million). This balance represents
the difference between the €2,508 million in
monetary income paid by the Bundesbank into
the common pool and the Bundesbank’s claim
of €2,533 million — corresponding to the Bun-
desbank’s share of the ECB’s paid-up capital —
on the common pool.

Other income amounted to €134 million, com-
pared with €228 million in 2015. This decrease
was mainly due to the year-on-year reduction
in the contributions of the Eurosystem na-
tional central banks to the costs of develop-
ing and running Eurosystem projects, which
totalled €56 million (2015: €117 million, of

Staff costs

Item

Salaries and wages

Social security contributions
Expenditure on retirement pensions
Total

Deutsche Bundesbank
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which €81 million was for the Eurosystem pro-
ject TARGET2-Securities, which was reported
in this item after the system went live in June
2015). In addition, €20 million was attributa-
ble to rental income (as in 2015) and another
€20 million (2015: €9 million) to the reversal
of provisions (see liability item 12 “Provisions”)
as well as €4 million (2015: €36 million) to pro-
ceeds from the sale of land and buildings.
Staff costs rose from €722 million to
€1,123 million year-on-year. In particular, ex-
penditure relating to staff provisions (see lia-
bility item 12 “Provisions”) was, on balance,
€375 million higher than the previous year
owing to increased transfers. Excluding this ef-
fect, staff costs rose by around 4.4%. This was
mainly attributable to the general pay rises for
salaried staff and civil servants as well as slight-
ly higher staff numbers.

The remuneration received by each mem-
ber of the Executive Board is published in
the Annual Report in accordance with item
9 of the “Code of Conduct for the mem-
bers of the Executive Board of the Deutsche
Bundesbank”. For 2016, the President of the
Bundesbank received a pensionable salary of
€362,348.84, a special non-pensionable re-
muneration of €76,693.78 and a standard ex-
penses allowance of €5,112.96, amounting to

2016 2015 Year-on-year change
€ million € million € million %
534 507 27 53
81 77 3 4.5
508 138 370 268.1
1,123 722 400 55.4

7 Staff
costs
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8 Other
administrative
expenses

a total of €444,155.58. The Vice-President of
the Bundesbank received a pensionable sala-
ry of €289,879.08, a special non-pensionable
remuneration of €61,355.03 and a standard
expenses allowance of €3,067.80, amount-
ing to a total of €354,301.91 for 2016. There
was one change in the composition of the Ex-
ecutive Board in 2016. For the period from 1
January 2016 until his departure on 30 April
2016, the previous Executive Board member
received a pensionable salary of €71,947.92,
a special non-pensionable remuneration of
€15,338.76 and a standard expenses allow-
ance of €852.16, amounting to €88,138.84 in
total. His successor (in office since 1 Novem-
ber 2016) received a pensionable salary of
€36,365.36, a special non-pensionable remu-
neration of €7,669.38 and a standard expens-
es allowance of €426.08, amounting to a total
of €44,460.82 in 2016. For 2016, the other
three members of the Executive Board each
received a pensionable salary of €217,409.36,
a special non-pensionable remuneration of
€46,016.27 and a standard expenses allow-
ance of €2,556.48, amounting to a total of
€265,982.11 each.

Total remuneration payments to serving and
former members of the Executive Board, for-
mer members of the Bundesbank’s Directorate
and of the Executive Boards of the Land Central
Banks, including their surviving dependants,
amounted to €10,992,540.16 in 2016.

Other administrative expenses decreased from
€460 million in 2015 to €396 million. This de-
cline was mainly caused by the lower share
of development expenditure for Eurosystem
IT projects, which was down on the year at a

total of €47 million (2015: €114 million). In ad-
dition, this item notably includes expenses of
€103 million for computer hardware and soft-
ware (2015: €93 million) and of €81 million for
office buildings (2015: €88 million).

The depreciation of land and buildings, of fur-
niture and equipment and of computer soft-
ware amounted to €94 million, compared with
€101 million in 2015 (see asset sub-item 11.2
“Tangible and intangible fixed assets”).

Expenditure on banknote printing increased by
€48 million year-on-year to €159 million ow-
ing to the increased procurement of higher-
denominated banknotes in the reporting year.

Other expenses amounted to €39 million com-
pared with €43 million in 2015, and contained,
in particular, expenditure on residential build-
ings amounting to €20 million and on staff re-
structuring schemes in the amount of €10 mil-
lion as well as expenditure on the encashment
of the BBk /la series Deutsche Mark banknotes,
which are no longer shown on the balance
sheet, in the amount of €7 million (see liability
sub-item 11.3 “Sundry items”).

Pursuant to section 253 (6) of the German
Commercial Code, the difference of €564 mil-
lion arising from the application of the ten-year
period, extended from seven years, for calculat-
ing the average market interest rate at which to
discount post-employment benefit obligations
is subject to a restriction on distribution (see
“General information on the annual accounts”
and liability item 14 “Capital and reserves”) and
will be transferred to a reserve established for
this purpose.

9 Depreciation
of tangible and
intangible fixed
assets

10 Banknote
printing

11 Other
expenses

12 Allocations
to/withdrawals
from reserves
owing to the
restriction on
distribution
pursuant to
section 253 (6)
of the German
Commercial
Code (Handels-
gesetzbuch)
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The Deutsche Bundesbank: key figures

Staff’
Core staff (full-time equivalents)
— contraction since 31 December 20012

Locations/core staff (full-time equivalents)’
Central Office

Regional Offices

Branches

Annual accounts'
Distributable profit

Net interest income

Balance sheet total

Foreign reserve assets (total)
— foreign currency

— receivables from the IMF

- gold
Allocation across the various storage locations
Frankfurt
New York
London
Paris

ECB capital key’

Share of subscribed capital

Share of paid-up capital

Amount of the participating interest in the ECB
Foreign reserve assets transferred to the ECB

Money market transactions

Open market operations in the euro area®
— Main refinancing operations
— Longer-term refinancing operations*

of which counterparties of the Bundesbank
— Banks participating in the main refinancing

operations (average) / of which via the Bundesbank

Standing facilities®
— Marginal lending facility in the euro area
— Deposit facility in the euro area

Asset purchase programmes (Bundesbank'’s share)’

CBPP3 portfolio
PSPP portfolio
CSPP portfolio

2015
9,636
5,164 (= 34.9%)

2015
174,623
972,524
35/2,489

2015
€3,189 million
€2,299 million
€1,011,969 million
€159.5 billion
€33.4 billion
€20.3 billion
(3,381 1) €105.8 billion

(1,402 1) €43.9 billion
(1,347 1) €42.2 billion
(4351) €13.6 billion
(196 1) €6.1 billion

2015
17.9973%
25.5674%
€1.95 billion
€10.43 billion

2015

€92.89 billion
€433.54 billion
€40.56 billion

127 /38

€0.29 billion
€114.18 billion

€32.7 billion
€104.2 billion
€0 billion

2016
9,775
5,025 (= 34.0%)

2016
174,731
9/2,59%
35/72,450

2016
€399 million
€3,319 million
€1,393,014 million
€175.8 billion
€35.0 billion
€21.5 billion
(3,378 1) €119.3 hillion

(1,619 t) €57.2 billion
(1,236 t) €43.6 billion
(432 t) €15.2 billion
(91 1) €3.2 billion

2016
17.9973%
25.5674%
€1.95 billion
€10.43 billion

2016

€49.12 billion
€481.09 billion
€50.07 billion

93/38

€0.13 billion
€326.03 billion

€48.2 billion
€269.6 billion
€12.0 billion

1 On 31 December. 2 Core staff (full-time equivalents) on 31 December 2001 (year before the structural reform
began): around 14,800. 3 Daily average of the individual amounts outstanding. 4 Including targeted longer-term

refinancing operations (TLTROs).
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Cash payments 2015 2016

Volume of euro banknotes in circulation (Eurosystem)? €1,083.4 billion €1,126.2 billion

Volume of coins in circulation (Eurosystem)? €26.0 billion €26.9 billion

Returned DM banknotes and coins DM107.7 million DM104.8 million

Unreturned DM banknotes and coins DM12.82 billion DM12.72 billion

Incidence of counterfeit money in Germany 2015 2016

Euro banknotes (number) 95,400 82,200

Euro coins (number) 34,100 33,000

Cashless payments 2015 2016

Payments via the Bundesbank (number of transactions) 3,868.9 million 4,321.0 million
of which via RPS 3,821.9 million 4,274.5 million
of which via TARGET2-BBk 43.9 million 43.7 million

Payments via the Bundesbank (value) €162.6 trillion €158.3 trillion
of which via RPS €3.2 trillion €3.1 trillion
of which via TARGET2-BBk €158.2 trillion €153.9 trillion

Share of TARGET2-BBk transactions in

EU-wide TARGET system ~50% ~50%

Banking supervision 2015 2016

Number of institutions to be supervised 3,388 3,285

On-site inspections 222 196

Inspection reports processed 5,182 4,780

Meetings with senior management 2,251 1,994

Cooperation with foreign central banks 2015 2016

Training and advisory events 240 204

— number of participants (total) 3,431 2,862

— number of participating countries (total) 98 82

Selected economic publications

(editions/circulation) 2015 2016

Annual Report 178,500 178,000
Financial Stability Review 177,700 178,700
Monthly Report 12 /7,500 12 /7,500
Statistical Supplements 52/1,170 52/1,170
Research Centre Discussion Papers 48 /300 52 /300
Publications in academic journals 54 67
External communication/public relations 2015 2016

Visitors to the Money Museum? 0 2,295
Written answers to queries 13,895 12,877
Press releases 312 332
Visits to the website (www.bundesbank.de) 6,224,535 5,974,933
Training sessions on counterfeit prevention 1,850 1,900
— number of participants 39,500 39,800

5 The money museum was closed due to renovation in 2015 and up until 16 December 2016.
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Branches of the Deutsche Bundesbank on 1 April 2017

Locality number Bank location Locality number Bank location
720 Augsburg 860 Leipzig
545 Ludwigshafen
100 Berlin
480 Bielefeld 810 Magdeburg
430 Bochum 550 Mainz
700 Munich
870 Chemnitz
370 Cologne 150 Neubrandenburg
760 Nuremberg
440 Dortmund
300 Dusseldorf 280 Oldenburg
265 Osnabrtick
820 Erfurt
360 Essen 750 Regensburg
640 Reutlingen
500 Frankfurt/Main 130 Rostock
680 Freiburg
590 Saarbricken
260 Gottingen 600 Stuttgart
450 Hagen 630 Ulm
200 Hamburg
250 Hanover 694 Villingen-Schwenningen
660 Karlsruhe 790 Wirzburg
570 Koblenz

Deutsche Bundesbank

Staff of the Deutsche Bundesbank on 31 December 2016’

Staff numbers’ Year-on-year changes
Regional Central Regional Central
Item Total Offices Branches  Office Total Offices Branches  Office
Civil servants 5,689 1,524 1,108 3,057 193 60 - 32 165
Salaried staff 5,533 1,454 1,567 2,512 28 27 - 3 4
Total 11,222 2,978 2,675 5,569 221 87 = 35 169
of which Trainees 615 138 0 477 49 2 0 47
Remainder Core staff 10,607 2,840 2,675 5,092 172 85 = 35 122
Memo item
Core staff pro rata
(full-time equivalents) 9,774.8  2,593.6  2,4499 47313 138.5 69.2 - 395 108.8
End-2016  End-2015

* Not included:

Members of staff on secondment 216 216

Members of staff on unpaid leave 255 249

Members of staff in the second phase of the partial retirement scheme 360 497
1 Of which part-time employees 2,607 2,434

Of which staff with temporary contracts 167 126

Deutsche Bundesbank
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Offices held by members of the Executive Board of
the Deutsche Bundesbank

Pursuant to the Code of Conduct for mem-  — Dr Joachim Nagel, Board member until
bers of the Executive Board of the Deutsche 30 April 2016:

Bundesbank, the Annual Report shall dis- Alternate, Board of Directors, BIS

close details of offices held by Board mem-

bers on supervisory boards or similar in-  — Mr Carl-Ludwig Thiele:

spection bodies of business enterprises." Member of the Board of Trustees, Mone-

tary Stability Foundation
The Board members hold the offices indi-
cated below.

— Dr Jens Weidmann, President:
Chairman of the Board of Directors, BIS;
Member of the Financial Stability Board
(FSB);2
Vice-President of Deutsches Aktieninsti-
tut?

— Professor Claudia Buch, Vice-President:
Member of the Board of Trustees, Mone-
tary Stability Foundation

— Dr Andreas Dombret:
Member of the Board of Directors, BIS
(until 30 April 2016);
Alternate, Board of Directors, BIS (since
1 May 2016);
Alternate, Board of Trustees, I\/Ionetary 1 Membership of other official bodies is not listed.
Stability Foundation 2 Ex officio.
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