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The Economic Situation in the Federal Republic of Germany
in April and May 1957

Money Market and Bank Liquidity

During May the money market and bank
liquidity were at first clearly characterised by the
tightness due to the raising of minimum reserve
requirements with effect from the beginning of
that month. The result of this measure was that,
as_mentioned in the last Monthly Report, the
banks had to replenish their reserve balances in
the Central Banking System by about DM 660
million. As usual they arranged in the first part
of the month substantially to over-fulfil for a
time their reserve requirement — the excess being
counted, as will be remembered, towards the
monthly average — so that in the second half of
the month and especially towards the end of it
they could dispose all the more freely of their
Central Bank balances. Accordingly on the
average of the first two return dates in the month
the reserve balances held in the Central Banking
System by all credit institutions were greater by
nearly DM 1 billion than the previous month’s
‘minimum requirement, whereas in general the
difference is not more than DM 200 to 300 mil-
lion. In order to provide these large balances
some banks, it is true, had to resort to Central
Bank borrowing to a greater extent.

The money market situation during this period
was correspondingly strained. In view of the
strong demand for money after the turn of the
month the rate for day-to-day loans, which in
April had been below 'the present 41/2%/o Bank
rate by /2% or more, rapidly rose to Bank rate
level, and later in the month maintained that
level or at times even rose above it by /g%. It
was not until the third ten days of the month
that the market began appreciably to relax as a
result of the continuous addition to the banks’
liquid resources, this process being also assisted
by the fact that the banks could then draw more
freely on their Central Bank balances because,
as mentioned above, they had in advance ful-
filled their reserve requirement.

Money and Credit

As against the tightening effects produced, at
least for a time, by the above-mentioned action
of banks to maintain their minimum reserves,
there was a substantial increase in the banking
system’s liquidity as a result of the liquidity
streams. By far the most important of these again
arose through the bamks’ met sales of foreign
exchange to the Central Banking System. In the
first three weeks of May alone they amounted
to no less than DM 580 million. While this was
somewhat smaller than the total of DM 610
million for the corresponding period in April, it
was once again above, and in some cases greatly
above, the net amounts for the corresponding
periods in the six previous monthst).

Besides the large foreign exchange surpluses
a further fact which substantially eased the
banks’ position was that during the first three
weeks in May the wote and coin circulation
declined much more than is usual in that period.
Thus in the first 23 days of May, while the usual
variations due to the recurring week-to-week
trend took place, roughly DM 2.1 billion of notes
and coin came back to the banks against an
average of only about DM 1.5 billion for the
first three weeks in the six preceding months.
This movement mainly represents a reaction to
the especially large rise in the note and coin
circulation which had occurred in April owing
to the heavy post-payments on social insurance
pensions and to the effect of Easter, and which
we described last month in these columns. In
particular it would seem that during May
considerable parts of the notes and coin paid to

1y The figures given in this chapter are as usual not identical with
those for the accrual of gold and foreign exchange at the Bank deut-
scher Linder contained in the chapter on Foreign Trade and the Balance
of Payments. Apart from slight differences of delimitation they differ
from these in that they are net of those foreign exchange outgoings
which were financed out of public authorities’ deposits at the Bank
deutscher Lander, for instance out of Federal balances for the purpose
of making payments abroad, and which therefore caused no loss of
liquidity to banks outside the Central Banking System. The net foreign
exchange accrual “affecting liquidity” accordingly exceeds by the
amount of these outgoings the increase in the Bank deutscher Lander’s
gold and exchange holdings. Further details on this subject will be
found on pages 7 and 8 of the Monthly Report for January 1957.



The Credit Iustitutions’ Recourse to Central Bank Credit

(In millions of DM)
Averages?) Dates
Items April 1957 30 April 1957 ; 15 May 1957
as against as against
March 1957 31 March 1957 l 15 April 1957

A-lnflux and Efflux of Central Bank Money at the
Credit Institutions as aresult of Changes
in the ltems listed below

The plus and minus signs indicate whether the

changes in the items recorded in the text column

had the effect of an influx (+) or an efflux (—)
of Central Bank money*)

— %

Claims.
of the Bank deutscher Linder (cf. V, 1), Storage Agency Bills, and bonds.

*y Factors entailing an

Influx of Central Bank Money: { Efflux of Central Bank Money:

1. Circulation of Notes and Coin — 448 — 528 + 387
1I. Central Bank Deposits of Non-bank Customers?) + 161 + 97 — 51
of which: 1. Federal Government, Lands and Equalisation of Burdens Authorities (+ 358) (+ 37) {(— 376)
2. Counterpart Funds + 35 + 7 (+ 11)
3. Agencies of the former Occupying Powers (— 12) + 79 (+ 104)
4. Others (including Central Cash Office of the Postal Administration) (— 190) (—. 21) (+ 210)
IIl. Central Bank Lendings to Non-bank Customers®)
(excluding Open Market Purchases and Sales) + 17 + 43 + 1
IV. Net Movement on the Accounts for Settlement of Foreign Transactions
at the Bank deutscher Linder + 730 + 774 + 627
V. Open Market Purchases or Sales by the Central Banking System — 369 — 385 — 134
of which: 1. Money Market Securities of the Federal Government issued in
exchange for Equalisation Claims of the Bank deutscher Linder (~ 320) (— 372) (— 195)
2. Qther Titles?) (— 49) {(— 13) (+ 1)
V1. Other Factors — 132 — 83 + 7
thereof: Items in course of Settlement in the Central Banking System (— 169) (— 121) (+ 73)
Total Effect of the above-named Factors (Total of A, I to VI)
Influx = + of Central Bank Money -4 - 8 8
Efflux = —
B.Changes in the Credit Institutions' Deposits
with the Central Banking System’ (ncrease = -, Decrease = —)
1. Total (Minimum Reserves plus Excess Reserves) — 31 — 209 +1,109
II. Change in the Minimum Reserve Requirement {monthly figures only) + 88
C.Recourse to the Central Banking System (Increase = +, Decrease = —)
Change + 10 — 127 | + 272
Averagel) Dates
April 1957 30 April 1957 15 May 1957
Position at the dates indicated 2,062 1,911 2,371
D. Compare: The Credit Institutions’ Credit Balances
with the Central Banking System 4,269 3,809 5,183
1) Computed on the basis of the four bank return dates of the months indicated. — ?) Including credit balances employed in Equalisation

Including cash advances to the Reconstruction Loan Corperation (under a fixed credit line granted for the purpose
of providing anticipatory finance for work creation, housing and investment programmes), which cannot be considered as “recourse
to the Central Banking System” in the accepted semse of the term, viz., rediscounts and advances on securities. — *) Treasury Bills and
non-interest-bearing Treasury Bonds acquired on the open market, as far as these did not arise from conversion of Equalisation Claims

in Note and Coin Circulation

Decrease .« ¢ « v ¢ o o v v v n a0 s Increase . . . . . . . ..

Decrease  « « « « o s = o s o v o o o o Increase . . . . .. ... in Central Bank Deposits of Non-bank Customers
Increase .« « « « 0 o v a e e e s Decrease o« « v ¢ ¢ o « o« in Central Bank Lendings to Non-bank Customers
Plus Movement . . « . . o « 4+« « « » Minus Movement . . ... in the Balance on the Bank deutscher Lander’s
Open Market Purchases . » « » « « « « - Open Market Sales Accounts for Settlemént of Foreign Transactions

The changes in the items recorded in the text column under A are taken into account only in so far as they entailed an influx or efflux
of Central Bank money at the credit institutions. They ate therefore not necessarily identical with the changes in the corresponding items
of the Combined Return of the Bank deutscher Linder and the Land Central Banks. Further explanations regarding these differences are

given in the Monthly Report of the Bank deutscher Linder for January 1957, pages 7 and 8.

social insurance pensioners gradually came back
to the banks, as a result of their being spent, and
to that extent increased the normal reflux of
notes and coin. Probably however the note and
coin circulation will again show a large rise at

the end of the month, because this year 31 May
coincides with a wage-payment day, the result
being that the requirement of cash for paying
wages is added to the normal end-of-month
demand for notes and coin.



The cash transactions of the major public
authorities which keep their deposits in the
Central Banking System also seem on the whole
to have produced in May at least no contractive
effect on bank liquidity. It is true that during the
first weeks of May, as in every other month, there
was at first a considerable rise in the deposits of
these authorities, mainly comprising the Federal
Government, the Lands and the Equalisation of
Burdens Fund. But towards the end of the month
the usual outflows to the banking system began;
and above all in the case of the Federal Govern-
ment these would seem to have been greater than

“the inflows — this being so even if the Federal
Government’s foreign payments “not affecting
liquidity” are left out of account. The Lands also

would seem in May to have drawn more heavily |

on their Central Bank deposits, or to have taken
more cash advances; and it is therefore highly
probable that the excess expenditure of the
Federal Government and Lands together out-
weighed the cash surpluses of the Equalisation
of Burdens Fund, to which the quarterly pay-
ments in respect of -the Property Levy accrued
in May.

The process of relaxation which began about
the middle of May was clearly reflected in the
Bank deutscher Lander’s open market operations.
Whereas the amount of money market securities
placed in the market showed a certain passing
decrease in the first week of May owing to
repayment of those falling due, because during
that period of tightness there was no demand for
further such securities, the position materially
changed from mid-May onwards. With a renewed
demand both for Treasury Bills and for non-
interest-bearing Treasury Bonds the amount of
open market securities placed by the Bank deut-
scher Linder in the market greatly increased
again, so that on the overall result of the first
25 days in the month the Bank was able to sell
over DM 400 million more of such securities
than had come back to it during the first days
of the month.

In the first half of May, as already mentioned,
the tightness due to the raising of minimum
reserve requirements on the whole predominated,
so that the banks had to borrow more from the
Central Banking System. Accordingly during the
first week in May their Central Bank indebt-

edness rose by the comparatively large amount
of about DM 450 million; and even in the second
week, when there is generally a reduction, there
was a further slight increase of DM 6 million.
It was not until the third week that the banks’
Central Bank liabilities declined, by about DM
190 million; and at the end of the month, when
they usually show a certain rise, they will in the
nature of things have hardly been much greater
than on the first two return dates on the 7th and
15th of the month. At all events, the banks’ need
for Central Bank assistance diminished in the
course of the month to the extent to which they
received funds through liquidity reaching the
market from the exchange surplus in particular.
On balance, therefore, the addition to credit in-
stitutions’ Central Bank indebtedness in May is
likely to have been much smaller than the addi-
tion to their reserves due to the raising of the
minimum reserve ratios; moreover, if the present
trend in liquidity continues, the banks ought to
be able quite quickly to reduce their Central Bank
indebtedness after its temporary slight rise.

In spite of this the profit-reducing effect of the
raising of the minimum reserve requirement has
several times recently been an object of criticism,
with some of the banks suggesting that interest
should be paid on the minimum reserves. Such
criticism leaves out of account the fact that the

times when increases of the minimum reserve

ratios have to be contemplated are not thosewhen
banking business is stagnant, but are usually
times — as in the present case — when the money
supply and balance sheet totals are continuously
expanding. In the past twelve months alone,
from April 1956 to April 1957, the liabilities
carrying the minimum reserve requirement at
all credit institutions rose by no less than DM
7.9 billion to a total of DM 56.6 billion, that
is by 16 per cent. There has been similar expan-
sion in the balance sheets of banks, and also in
their earning assets. Accordingly the banks'
annual accounts and their profits shown for 1956
present in general a thoroughly favourable
picture.

Many people moreover disregard the fact that
the loss of earning power entailed for banks by
the raising of the reserve requirement is small by
comparison with the advantages which they have
derived in recent years, in regard to their



THE CREDIT INSTITUTIONS’ BORROWING
FROM THE CENTRAL BANKING SYSTEM
AND THEIR HOLDINGS
OF PUBLIC MONEY-MARKET TITLES
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liquidity and earning power, from the Central
Bank’s constant readiness to take without limit.
against immediate payment of the full DM
countervalue, the foreign exchange accruing to

exporters and offered through banks. Between
the end of March 1956 and the end of April
1957 the banks received in this way liquid re-
sources amounting to no less than DM 7.7 bil-
lion. This enabled them during the same period
to reduce their total Central Bank liabilities by
nearly DM 3 billion, and to increase by about
DM 2.1 billion their holding of Treasury Bills
and non-interest-bearing Treasury Bonds. To the
extent to which their steady sales of foreign
exchange to the Central Bank gave the banks
liquidity and enabled them to repay liabilities
to the Central Banking System on rediscounts or
advances, or to acquire domestic money market
securities bearing relatively high rates of interest,
their position as to earnings has currently im-
proved. It will be remembered that for the Central
Bank the exchange into money market titles of
its Equalisation Claims on the Federal Govern-
ment, which yield it a return of only 3 %/o, entails
heavy additional outgoing interest. Since the
Bank deutscher Lander has sold and is currently
continuing to sell the titles in question at rates
of interest which during the past twelve months,
according to the state of the money market and
varying with the life of the securities, have never
been less than 4 %, and for securities running
for longer periods have at times been as high as
6% and more, the Bank for the sake of its
objectives of liquidity and credit policy has in
some cases when mobilising its Equalisation
Claims for open market operations expended
more than twice what it received on those assets.

In connection with the raising of the minimum
reserve requirement there have also been com-
plaints on the ground that savings deposits have
been subjected to the general increase in reserve
ratios by 1 per cent of the liabilities carrying the
reserve requirement. It has been in particular
alleged that this treatment of savings deposits
is detrimental precisely to house-building,
because the additional minimum reserves which
now have to be kept in respect of savings
deposits — and the addition is said to amount,
e.g., for the savings banks and central giro
institutions alone to about DM 160 million or
some four-fifths of the gross in-payments made
in January and February this year under the two
Income Tax Amendment Laws into savings
accounts carrying tax concessions — c¢an no



longer be used for long-term business. It is
necessary to correct this allegation by pointing
out that the raising of the minimum reserve
requirement by 1 per cent for savings deposits
cannot have frustrated the objectives of savings
and housing policy at which the two Income
Tax Amendment Laws were aimed since at any
rate the entire amount of or addition to savings
deposits must never be used for granting long-
term loans, whether for housing or for other
capital purposes. To do that would conflict with
the principles of sound banking and savings bank
policy, as well as of course with the rules as to
liquidity laid down in the Banking Law, and with
the provisions of the Model Articles of Associa-
tion for Savings Banks, which are binding on the
savings banks in particular. In those Model
Articles it is for instance expressly laid down
that only a half of any addition to savings
deposits may be used for long-term business.
Even the well-known instructions laid down in
“Lex Preusker” provide that, out of the savings
deposits which enjoy tax privileges under that
law and which are blocked for three years, only
70 per cent have to be invested at long term
in the ways prescribed. Out of the remaining
50 per cent under the Model Articles of Associa-
tion for Savings Banks, or 30 per cent according
to the instructions of Lex Preusker, provision has
of course to be first made for cash liquidity — for
which the Model Articles of Association require
a ratio of 10 per cent of the savings deposits, and
towards which the minimum reserves of at
present 6 per cent kept in the Central Banking
System can be counted.

The Banks’ Lendings and Investments

The banks’ lending and investment business in
April presented an unusual picture inasmuch as
their short-term lendings considerably declined.
whereas according to the seasonal tendency a
slight rise might rather have been expected. The
short-term lendings to business and private

customers alone decreased in that month by

about DM 510 million, as against additions of
about DM 120 million during April in each of
the two previous years. On the other hand the
total of such lendings grew in March this year
by the especially large margin of about DM 740
million. It is therefore highly probable that the
opposite movements in the months of March and

April this year were connected with each other.
There is support for this surmise in the fact that
in March, apart from the major tax payment, an
especially large need for funds had arisen because
traders were buying for the Easter trade and
because a surge of consumer demand was expected
to result from payment of social insurance
pension arrears; and that need declined again in
April to the extent to which greater turnovers
gave traders higher receipts. There is ground for
concluding that these movements did decisively
affect short-term lendings to business and private
customers in the fact, shown by our semi-monthly
statistics, that more than nine-tenths of the
decrease in such lendings during April fell in the
second half of that month — that is to say in a
period when not only the Easter trade had
reached its peak, but above all much the greater
part of the additional turnover resulting from
post-payment of pensions had probably taken
place. In the first half of May again the total
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short-term lendings to business and private
customers at the 480 institutions rendering
returns for the semi-monthly banking statistics
showed a certain further decrease, of DM 34
million, whereas in the corresponding periods of
each of the two previous years there had been
slight increases.

Lendingsduring recent weeks were also greatly
affected by the fact, already mentioned elsewhere,
that of late the economy received especially large
accruals of foreign exchange; these amounted in
April to about DM 750 million against slightly
over DM 600 million in each of the first three
months of the year!), and they were doubtless not
credited only to accounts showing creditbalances,
but were also used in part to repay short-term
borrowings.

The upshotof allthis is thatthe decline in short-
term lendings to business and private customers
during recent weeks does not indicate any narrow-
ing of the economy’s monetary margin, but on
the contraryrepresents the necessary consequence
of the appreciable widening of that margin due
to the money-streams described. In this con-
nection it was decisively important that the
greater afflux of funds from abroad was rein-
forced by the very extensive shifts in monetary
assets in favour of the private sector result-
ing from the post-payments on pensions. In
the money and credit statistics these move-
ments were reflected not only in the above-
mentioned decrease of lendings, but above all in
the sharp drop in public authorities’ bank bal-
ances including more particularly the Social
Insurance Institutions’ time deposits, against
which there was substantial growth in business
enterprises’ and private parties’ monetary assets
held in the form of sight and time deposits as
well as in notes and coin. One would therefore
certainly be failing to recognise the true facts
if one allowed the decrease in total short-term
lendings to distract one’s attention from the fact
that in wide sections of the economy the degree
of monetary mobility is now much greater than
it was even a few weeks ago.

Medium and long-term lendings grew during
April by much more than in the previous month.

") From these figures, too, were climinated the foreign exchange
transactions in respect of the payments abroad effected by public

depositors in the Central Banking System. Cf. footnote on page 3 of .

this Report.
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The addition of DM 514 million was greater by
nearly DM 330 million than in March, when, it
is true, it had been exceptionally reduced by one
particular transaction between a specialised
institution and the Federal Government!). But
even if one eliminates the effect of this change
in total lendings, which was due to purely
accounting causes, the difference by comparison
with the previous month is still about DM 100
million. In the same way as in past months
however the growth of medium and long-term
lendings continued to fall short (by about DM
115 million) of that in the corresponding period

!) See the Monthly Report of the Bank deutscher Lander for April
1957, pages 7 and 8.



of last year. The amount of mortgage loans
promised, which in some measure determines the
future trend of such lendings, showed a rising
tendency in April. Thus in that month the
mortgage banks, central giro institutions and
savings banks promised fresh housing mortgage
loans amounting to DM 196 million (against
DM 187 million in March and DM 145 million
in February this year), or roughly the same as
in the corresponding month of 1956.

The banks’ securities and syndicate holdings
rose in April by DM 105 million after having
done so by only a little over DM 40 million in
each of the two previous months. While the
security holdings were shown about DM 125 mil-
lion higher, the participations fell by approxi-
mately DM 20 million. Much the greater part of
the securities newly taken by banks consisted of
bank bonds; just as during the three preceding
months, most of these were probably bonds which
the banks took in order to comply with the
directions given under “Lex Preusker“?).

In April, as already indicated in last month’s
Report, the banks again acquired Treasury Bills
and non-interest-bearing Treasury Bouds to the
substantial extent of nearly DM 500 million,
after they had for a time somewhat reduced
their holdings of such securities in February and
had increased them in March by only the rela-
tively small amount of DM 56 million. The
chief reason why the addition to such investments
was larger in April was the general liquidity of
the whole banking system in that month.

Accrual of Longer-term Funds of Outside Parties
at the Banks

The amount of medium and long-term funds
of outside parties accruing at the banks in April
again fell well short of the total for preceding
months. The total increase in the liability items
covered by this comprehensive term, namely
savings and time deposits, bank bonds in circula-
tion and monies and loans taken at medium and
_ long term, amounted to only DM 137 million
against about DM 1.3 billion on the monthly
average for the first quarter, some DM 1.0 billion
in the corresponding month of 1956, and roughly
DM 1.2 billion in April 1955. The chief reason

1) See the Monthly Report of the Bank deutscher Linder for April
1957, pages 8 and 12/13, as well as what is stated on pages 10/11 and
13/14 of the present Report.

for this exceptionally large decrease in the
amount of funds accruing was the previously
mentioned payment of arrears to social insurance
pensioners, in order to finance which payment the
Social Insurance Institutions had to draw to a
considerable extent on the time balances. which
they had been accumulating for that purpose for
months. There was a further reason in the fact
that the amount of monies and loans taken by
the banks, which previously had been growing
by several hundred millions of DM each month,
showed only a slight rise in the month under
report.

Time deposits declined in April by a total of
DM 311 million after having risen almostwithout
interruption for the previous nine months by an
average of nearly DM 370 million per month.
Here it is especially noteworthy that in April the
time balances of public depositors dropped by no
less than DM 790 million, primarily as a result
of the above-described large post-payments to
social insurance pensioners. Against this drop
there was an equally remarkable addition of
about DM 480 million to private depositors’ time
balances. In part this addition was due to the
effort made by business enterprises to replenish
their time balances after any month containing
a major tax date; in part no doubt it was also
due to the caution which private depositors
continue to show as regards definitive invest-
ment of their funds in the capital market, and
in the securities market in particular.

The addition to saviugs deposits in April was
notably large, amounting to altogether DM 265
million. This exceeded the total for the corre-
sponding month of last year by more than DM
70 million. As we stated in our last Monthly
Report, saving through accounts would seem to
have been in some measure favoured in April by
the fact that social insurance pensioners did not
spend the whole of the post-payments which they
received, but saved part of them. It would be a
mistake to over-estimate the effect in terms of
figures of this special circumstance, although it
may be recalled that the additional payments
amounted to well over DM 1 billion; but yet on
the other hand there can be no doubt that the
effect was to stimulate saving through accounts,
even though perhaps only for a time. On savings
accounts carrying tax concessions the addition
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of DM 45 million was also noteworthy by com-
parison with the results in comparable months.
From this it may be concluded that agreements
for saving by instalments with the benefit of tax
concessions, under which agreements the in-
payments are as a rule made at monthly intervals,
are at present relatively important by comparison
with earlier months. In May the amount of fresh
saving was evidently again large. According to
our semi-monthly banking statistics, for which
480 credit institutions holding over 50 per cent
of all savings deposits render returns, the addi-
tion to savings balances in the first half of May

10

was DM 92 million as against DM 40 million in
the corresponding period of last year.

The amount of funds accruing in April from
sale of bank bonds was somewhat smaller than in
the previous month. The decrease was however
entirely due to statistical causes. In April a credit
institution in liquidation, belonging to the group
of those with special functions, repaid a total of
nearly DM 40 million of various pre-war external
bonds. If one eliminates these transactions, which
affected only in small part the circulation of
bank bonds within Germany, the total April
placings become about DM 120 million according
to the banking statistics — which however do not
precisely agree with the security statistics owing
to the methods used. The total placed was thus
roughly equal to the average for the three
previous months. As will be shown in the sub-
seq