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The Economic Situation in the Federal Republic of Germany
in October and November 1958

Money and Credit

Bank Liquidity and the Money Market

The money market and the banks’ liquidity were
subject during the period under report to considerable
fluctuations, which make it difficult to express any
uniform judgment as to the underlying trend. Towards
the end of October a somewhat marked increase in
liquidity was apparent, after the market had been
definitely tight in the first half of that month. At the
beginning of November, on the other hand, there was
a clear excess of money on offer. But later this was
more and more replaced by an excess of demand; and
in the last days of the month the market was so strained
that this demand could be met only by considerable
recourse to the Bundesbank. The rate for day-to-day
money rose not only up to but even slightly above the
level of Bank Rate, although the Bundesbank adhered
to its low rates fixed at the end of October for sale
and repurchase of open-market paper, so that holders
of Treasury Bills could procure money at 2 /2 %o.

One important cause of these market fluctuations
was evidently the banks’ actions in regard to minimum
reserves. At the beginning of November these reserves
were relatively low, the banks having used or invested
a large part of them at the end of October, because
they had appreciably over-fulfilled their reserve re-
quirement in the first half of that month and therefore
had relatively large amounts free when it ended. In the
first ten days of November moreover some of the banks
were clearly not making such great efforts as usual to
increase their reserve balances. On the whole they
rather preferred to lend out at least part of the funds
accruing to them (thereby rendering possible a further
slight reduction of bank indebtedness at the Bundes-
bank) or else to use the money for building up their
foreign balances, which at that time yielded a favour-
able return in relation to the possibilities of employ-
ment at home. Later in November, therefore, more had
to be used to fulfil minimum reserve requirements than
is usual at that time of the month. Here it must be
borne in mind that the required reserves grow month
by month with the increase in liabilities carrying the
minimum reserve obligation, especially in deposits,
growth of more than DM 100 million being by no

means unusual in view of the rate at which deposits
are now expanding.

While the impression was again given in November
— just as in October and September — that the market
was no longer nearly so liquid as it had usually been
in the summer months, this however was only partly
due to the increase in minimum reserve requirements
and the somewhat abnormal timing of these latter’s
fulfilment; it was chiefly because the forces governing
market trends were no longer on balance operating so
much as before to cause a further increase of liquidity.

One point to which attention may be drawn in this
connection, as mentioned in the last Monthly Report,
is the changed state of the public finances. Under the
influence especially of the Federal budget the public
authorities, whose cash transactions are entirely or
at least largely passed through the Bundesbank, have
recently in general shown surpluses on their “domesti-
cally effective” transactions. The consequence has
been to withdraw money pro tanto from internal cir-
culation, and hence from the banks, although because
of the Federal Government's simultaneous “foreign
deficits“ the Central Bank balances of the authorities
in question did not show an equal rise, but at times
even declined. In November also the authorities here
in question, that is the Federal Government, the Equali-
sation of Burdens Fund and the Linder, seem to have
had a small net overall surplus on their “domestically
effective” budget receipts and expenditure, whereas
previously large deficits had been usual in this month.
Some importance attached here to the quarterly date
for the Equalisation of Burdens Property Levy. But its
effect was evidently reinforced by the fact that the
Federal Government’s receipts were also slightly
greater than its “domestically effective” expenditure;
this offset, and perhaps even outweighed, the relatively
large deficits of the Linder.

A further important fact was that, according to the
figures so far available, the average daily note and coin
circulation in November was appreciably greater than
in October. Especially towards the end of the month
it showed comparatively great expansion, because this
time the month’s end again coincided with a week-end,
and moreover part of the Christmas bonuses were
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already paid in the last days of November, This factor
certainly contributed a good deal towards causing the
market to tighten considerably towards the close of
the month, especially since for the reasons already
mentioned the banks were perhaps unable to reduce
their reserve balances at the Bundesbank as much
as usual.

If on the other hand one regards November as a
whole, the monies which accrued to the banks in that
month from their exdiange transactions with the Bun-
desbank were if anything somewhat greater than in
the two previous months. According to the evidence
so far available the banks in November received from
foreign exchange sales to the Bundesbank about DM
500 million, against about DM 445 million in Oc-
tober and roughly DM 385 million in September. It is
true that this was still a good deal less than in the
months from April to August this year, when the
monies accruing from exchange transactions had
averaged DM 625 million per month. In the last days
of November moreover, just as in the previous month,
some banks were obliged — despite the withdrawal of
foreign balances which possibly took place — to make
larger net payments to foreign countries, so that just
at their time of greatest strain they were more burdened
than relieved by the exchange movements. This was a
further reason why end-of-month requirements proved
much more difficult to meet in November than in most
previous months.

As already mentioned, the banks were able at times
in November to meet the demands on them only by
resorting on a rather large scale to the Bundesbank.
For this purpose they chiefly used money-market paper.
In particular open-market paper, which the Bundes-
bank had previously sold after obtaining it by “mo-
bilisation“ of its Equalisation Claims, was put back
into the Bundesbank in substantial amounts especially
during the second half of the month, much of it
actually before maturity. Consequently the mobili-
sation paper in circulation declined from DM 6,710
million on 31 October to DM 6,493 million on 15 No-
vember, and to DM 6,012 million on 30 November.
At the same time around DM 135 million of the “other
money-market paper” in the market (mostly Treasury
Bills of the Federal Railways and promissory notes of
the Import and Storage Agencies) were sold to the
Bundesbank between 15 and 30 November, so that by
the end of the month its holding of such paper
amounted to DM 153 million against DM 64 million
on 31 October. :

In any assessment of these movements it should
however be borne in mind that the circulation of open-



Bank Liquidity and the Credit Institutions’ Recourse to Central Bank Credit
in millions of DM

Change during month
(calculated from end-of-month totals)
Ttems .
August 1958 September 1958 October 1958
A Influx or Efflux of Funds at the Credit Institutions ;I;g::h::::;ge?h;:‘g?’;:fiiﬁeu;:eg‘:;ﬁti:ed‘eﬁ?i:fd::
as artesult of Changes in the following Items influx (+) or an efflux (—) of funds at the banking system®)
1. Note and coin circulation — 102 - 73 — 189
II, Central Bank deposits of non-banks 1) — 54 — 758 + 228
of which: (1) Federal Government (except Special Funds), Lénder and
Equalisation of Burdens Authorities (+ 87) (— 797) (+ 44)
(2) Others 1) (— 141) (+ 39) (+ 189)
III. Central Bank lendings to non-banks 2) -— 17 : 4+ 1 — 17
IV. Net foreign exchange purch or sales by the Deutsche Bundesbank + 573 + 386 + 446
V. Other factors %) + 59 + 8o — 148
Overall effect of the above-named factors on bank liquidity + 459 — 364 + 320
B.Influx or Efflux of Funds at the Credit Institutions
as artesult of Open Market Operations of the
Deutsche Bundesbank, totel — 161 + 275 — 326
of which, by purchase or sale of
(1) money-market securities of the Federal Gov quired in exch
for Equalisation Claims (-~ 306) (+ 274) (— 77)
(2) other paper (+ 145) + 1 (— 249)
C.Change in the Credit Iastitutions Balances with the Increase: +; decrease: —
Deutsche Bundesbank, total¥) + 322 — 334 1 — 164
D.Change in Central Bank Lendings to Credit !
Institutions (recourse to Central Bank credit) + 24 — 245 — 158

Report of the Bank deutscher Linder for Januery 1957, pages 7 and 8.

Postal Cheque and Postal Savings Bank offices; cf. footnote %),

©) The changes in the items recorded in the text column under A and B are taken into account only in so far as they entailed an influx or efflux of funds at
the credit institutions, They are therefore not mecessarily identical with the changes in the corresponding items of the Return of the Deutsche Bundesbank
(or, for previous periods, of the Bank deutscher Linder and Land Centrel Banks), Further explanations regarding these differences will be found in the Monthly

1) Including the minimum reserves kept by the Federal Postal Administration on behalf of the Postal Cheque and Postal Savings Bank offices because, since
the introduction on 1 May 1958 of the optional central maintaining of minimum reserves, they can no longer be separated from the other Central Bank deposits
of the Federal Postal Administration, — ?) Including cash advances to the Reconstruction Loan Corporation (under a fixed credit line granted for the purpose
of providing anticipatory finance for work creation, housing and investment programmes), which cannot be considered “recourse to Central Bank credit® in
the accepted sense of the term, viz., rediscounts and advances on securities. Excluding the purchases and sales of money-market securities (listed under B)
effected on the open market for the regulation of the money market. — %) Mainly pending settlements in respect of credit institutions’ Central Bank items,
which cannot be allocated explicitly to any of the other items. — 4) Without minimum reserve balances of the Federal Postal Administration on behalf of

market paper is subject in every month to considerable
fluctuations, and that therefore a comparison between
two given dates does not mean very much. Above all
it would be a mistake to draw, from changes in the
circulation between the beginning and end of any
month, conclusions as to the extent to which the open-
market operations in that month produced a con-
tractive or expansive effect. More light is thrown on
that question by a comparison of the daily average
amounts in circulation. If these are taken as basis, the
changes between the last two months prove to be much
smaller than if the end-of-month totals are com-
pared. The daily average circulation of mobilisation
paper in November was in fact DM 6,452 million
as against DM 6,534 million in October; and the
Bundesbank’s holding of other money-market paper
on a daily average was DM 69 million as against

DM 166 million. As measured by these figures there-
fore the Bank’s open-market dealings deprived the
other banks of liquid resources in November to the
extent of DM 15 million as compared with the pre-
vious month, whereas a comparison of the totals
at the beginning and end of November shows an
addition of nearly DM 790 million to such resources.
Thus on viewing the month as a whole, which is
certainly desirable in this connection, there was in
fact no decline in the circulation of open-market
paper despite what is suggested by the figures at given
dates, which are much affected by circumstances apply-
ing to the particular day.

When judging the net decrease which has occurred
during recent months in the circulation of open-market
paper one should further bear in mind that against it
there is an appreciable reduction in the banks’ borrow-



ings at the Bundesbank. In the last days of November,
it is true, the banks again had quite considerable re-
course to the Central Bank so as to be able to meet the
demands made on them at that time; their end-of-
month indebtedness to the Bundesbank will therefore
probably have again reached a relatively high level.
But during most of the month it was much lower than
at the corresponding dates in the previous month — by
DM 206 million on the 7th, DM 124 million on the
15th and DM 14 million on the 23rd of November. On
an overall view therefore an appreciable part of the
monies which the banking system procured by resale
of open-market paper to the Bundesbank was used
only to reduce its indebtedness there; in other words
what the Bundesbank gave by the one method came
back to it, in part, by another. This was chiefly because
on an accurate estimate of the relations between Bank
Rate, the rates for day-to-day money and those for sale
and purchase of open-market paper by the Bundesbank
it was at times advantageous for the banks not only to
finance their needs by reselling open-market paper
rather than by rediscounting bills, but even to sell
money-market paper or run it off at maturity in order
to lend the proceeds out in the money market, thereby
enabling other institutions to reduce their Bundesbank
indebtedness, possibly also with a small gain. Of late
therefore rediscount business has certainly been at
times pushed into the background by the resale of
open-market paper to the Bundesbank. That is why
the banks’ total recourse to the latter was not quite
so great as might appear when the open-market busi-
ness is regarded in isolation. Only in the last days of
November, when demands on the banks for a time
piled up heavily, were there calls for a comparatively
large amount of Bundesbank help by both methods.
Not only did the Bank give this help as a matter of
course; it did not even make this an occasion for rais-
ing its buying rates for open-market paper, since the
process reflected a temporary strain on the money
market, and in view of the overall monetary situation
this gave no cause for making Bundesbank assistance
dearer.

The Banks’ Lendings and Investments in Securities

The feature of the banks’ asset-side business has
recently been further expansion of their medium and
long-term lendings and their investments in securities.
At the same time — and partly as a direct consequence
of this — their short-term lendings have fallen more
than previously this year, so that despite the further
increase in longer-term credit business the total ex-
pansion of credit has been little greater than before.

Thus the main weight of the banks’ business on the
assets side has moved even more than in previous
months away from short-term lending to lending at
longer term and to investment in securities.

To take only the banks” extension of credit to public
authorities, which is an element of only relatively sub-
ordinate importance in their total short-term credit
business, such credit declined by nearly DM 350 mil-
lion in October (the last month for which the monthly
banking statistics are to hand) after having increased
by about DM 95 million net on the year up till then.
The main reason was that the Federal Railways used
part of the proceeds of their DM 400 million loan,
issued in October, for an evidently only temporary
reduction of their short-term liabilities. Most of the
DM 172 million reduction in total cash lendings to
public authorities, on bills and by way of overdraft,
was therefore due to the decline in lendings to the
Federal Railways. The reason why the banks also
reduced by about DM 170 million in October their
holdings of Treasury Bills and non-interest-bearing
Treasury Bonds, so far as these do not represent
“mobilisation paper” (the taking of which by the
banks of course entails no grant of additional credit),
was largely that the Federal Railways’ money-market
indebtedness was at the same time reduced by about
DM 110 million.

Short-term bank lendings to business and private
customers fell in October by about DM 310 million,
after having risen in September by some DM 350 mil-
lion under the influence of the main tax date. By far
the greater part of the additional borrowing in Sep-
tember this year was thus already repaid in October.
Last year on the other hand the short-term lendings
to business and private customers grew further in Oc-
tober, although only by the small margin of DM
20 million, after an increase in September by nearly
DM 430 million. Thus the figures for the two months
together show a rise of about DM 40 million in Sep-
tember/October this year against one of roughly DM
450 million in the corresponding period last year. For
the first ten months together the total amount of such
lendings is down by DM 775 million, whereas in the
corresponding period of last year it had risen by nearly
DM 850 million. In November also there seems to
have been no change in this trend. At the 480 credit
institutions rendering semi-monthly returns, it is true,
such lendings rose slightly in the first half of the month
(no doubt mainly because of the quarterly Equalisation
of Burdens Property Levy); but at about DM 60 mil-
lion the increase was a good deal smaller than that
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of roughly DM 145 million in the first half of No-
vember 1957.

Meanwhile the banks’ instalment sales credits, of
which at the end of September this year roughly half
represented short-term credit granted to business and
private customers while the other half represented
medium-term financing, have for some months shown
vigorous growth after this had been almost suspended
for one-and-a-half or two years. From the seasonal low
point at the end of February to the end of September
this year (no figures for October are yet available)
the addition was about DM 220 million against roughly
DM 55 million in the corresponding period of last year.
By comparison with the end of 1957 the banks’ total

outstanding instalinent sales credits have risen by DM
115 million to a total of DM 3.07 billion, whereas in
the corresponding period of last year they had fallen
by some DM 50 million. As the following graph shows,
the expansion has been greatest at the institutions
specialising in such credit; one reason seems to be
that these institutions have increasingly gone over to
granting personal loans instead of their previous cred-
its which had almost all been linked to particular
transactions, in order to enable their customers to
take advantage of the greater possibilities of rebates
on purchases for cash. The determining cause of
the recent increase in instalment credit business was
probably the substantial increase in purchases of
more durable consumer goods, as can be seen from
the fact that the growth of turnover is greatest in this
category of financing transactions, at least at the
specialised instalment credit institutions which render
quarterly returns on the subject. In this respect pur-
chases of motor vehicles were in the lead; consequently
for instance in the second and third quarters of this
year the instalment credit institutions granted roughly
a quarter more loans for the purchase of automobiles
than in the corresponding period of last year, whereas
the growth of turnover on all their other financing
business was only just on 12 per cent. So far this year,
as the graph shows, among the groups of banks con-
ducting instalment sales business merely as a side-line
only the state, regional and local banks have appreci-
ably expanded their outstanding credits in this class.
On the other hand the total continued to fall at the
savings banks, although it must be borne in mind that
these reckon as instalment sales credits only their loans
to finance purchases (which they have been granting
for some years according to certain uniform principles),
but not their other small loans — which have always
formed a part, although only a small part, of their
credit business but now seem to be gradually growing
in importance.

In October, as already mentioned, there was a some-
what large increase in the medium and long-term lend-
ings to non-banks. The total addition was about DM
1.3 billion, or roughly twice as great as in October last
year; the growth also became appreciably faster than
in the three preceding months, when the monthly
average rise had been something under DM 1 billion.
The reason lay chiefly in the great increase of medium
and long-term lending to public authorities, which at
about DM 460 million was two or three times as great
as in most preceding months. This is partly because in
October the Landesrentenbank (Land Mortgage Bank)
passed on to the Equalisation of Burdens Fund the
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proceeds of two tranches of a loan issued for equali-
sation of burdens purposes, thereby increasing its long-
term lendings to public authorities by about DM 100

million. There is the further fact that in October not
only the local authorities, which form the main body
of the public authorities borrowing at banks, but also
some Linder took bank loans at medium and long term.
Such loans to business and private customers rose in
October by about DM 850 million. This increase too is
noteworthy by comparison with the monthly average
increases of DM 526 and 772 million in the second and
third quarters, although it hardly seems to have been
much greater than would correspond to the normal
seasonal tendency. To judge by the fresh promises of
mortgage loans a continued rapid growth of such lend-
ings may also be expected in the coming months. At
DM 430 million in October for instance the mortgage
loans promised for house-building by the institutions
lending against real estate (including the central giro
institutions and savings banks) alone were a good deal
greater than in most previous months, in none of which
they had amounted to much more than about DM 300
million.

In the October banking statistics special attention
is merited by the great increase of the banks’ security
holdings. In that month their security and syndicate
holdings rose by roughly DM 660 million to their
present total of not quite DM 12.7 billion, this being
around 9 per cent of the banks’ earning assets. The
addition was thus greater by some DM 150 to 250 mil-
lion than the monthly average for the second and third
quarters. This was primarily due to the Federal Rail-
ways’ above-mentioned large issue of DM 400 million,
part of which it has not yet been possible finally
to place. Besides this the savings banks and central giro
institutions took firmly a DM 100 million loan for the
Federal Postal Administration. Accordingly the banks’
holdings of “loans and interest-bearing Treasury Bonds
of the Federal Government“ (including those of the
Federal Administrations, amongst others the Federal
Railways and Federal Postal Administration) rose in
October by the very substantial margin of about DM
375 million. In addition the banks in October acquired
a further DM 50 million of bonds of Lénder, so that
their holding of public authorities’ bonds grew by a
total of DM 425 million. The addition to their market-
able equities also was greater than in the previous
months, amounting in October to about DM 94 million
against only just on DM 40 million each in August and
September and an average of no more than DM 10 mil-
lion for the four preceding months. On the other hand
the banks somewhat cut down their purchases of bank
bonds. At a little over DM 200 million these were
smaller by some DM 100 to 150 million than in each
of the months from July to September. The syndicate



Money and Credit in the Area of the German Federal Republic including West Berlin, except the Saar ™)

in millions of DM

1957 1958
Ttems 1st Qtr. | 20d Qur. | 3rd Qur. | 4thQer. | 15t Qer. | 20d Qur. | 3rd Qur.
— Aug. Sep. October P)
Monthly averages
“Money Supply” (note and coin circu- Position
lation — without banks’ cash holdings — Increase () or decrease (—) at end
and sight deposits of non-banks at all credit of month
institutions, excluding public authorities’
sight deposits at Bundesbank; see below) — 538 + 557 + 609 | + 722 |- 219 |+ 444 + 442 + 736 + 521 + 213 40,830
Lendings to Non-banks and ’
Security Holdings of Credit
Institutions
1) Credit institutions (not including
Bundesbank!))
Short-term lendings to
Business and private customers + 256 + 47 — 30 + 237 — 61 + 17 — 112 — 44 + 353 — 307 30,942
Public authorities + 36 + 20 — 14 + 22 + 54 |— 13 — 26 — 46 — 85 — 172 499
Medium and long-term lendings to
. Business and private customers + 261 + 405 ) - 602 + 601 + 475 + 526 + 772 + 839 + 686 + 851 52,837
Public authorities + 112) + 61 + 116 4+ 253 | 4 268 + 238 + 205 + 165 + 173 + 458 13,232
Treasury bills and non-interest-bearing
Treasury bonds®) 4+ 378 + 291 + 760 — 122 + 504 + 169 + 169 + 258 — 76 — 92 8,147
thereof : Treasury bills and non-
interest-bearing Treasury bonds of
the Federal Government
originating from exchange for : :
equalisation claims Pe1%) (+ 392) | (+ 241) | (+ 589) | (— 255) [(+ 428) [(+ 229) }(+ 169) | (+ 332) | (= 203) |(+ 78) | (6,529)
Securities and syndicate participations + 89 + 138 + 153 + 103 )| + 368 + 407 + 479 + 415 + 470 + 662 12,647
thereof: bank bondsf) (+ 64 |(+ s2®| (+ 131) | (+ 151) |(+ 272) [(+ 258) | (+ 331) | (+ 304) |(+ 329) | (4 208) | (7,575)
2) Deutsche Bundesbank?)
Lendings to
Public authorities — 42 + 6 + 6 + 8 4+ 18 + 4 + 10 4+ 28 + 3 —_ 2 690
Business and private customers + 1 —_ 2 — 18 —_ 12 -— 1 —_ 1 —_— —_ 1 —_ — 1
Treasury bills and non-interest-bearing
Treasury bonds®) — 18 + 7 — 31 + 49 — 21 _ — 3 + 134 — 83 — 20 63
Net Surplus of Assets over
Liabilities in respect of foreign
Business®) R + 326 + 493 + 905 + 64 + 163 + 467 + 411 + 278 + 563 + 361 26,124
Note and Coin Circulation
total + 49 | 4+ 264 + 170 + 79 + 170 + 109 + 108 + 102 + 73 + 189 18,622
thereof: banks' cash holdings — 10l 8 [(+ 16) [ (+ 200 [(+ 3) [+ 8 |(— 4 [(—145) |[(+ 59) |[(— 45) | ( 768)
Bank Depc;xits and other Liabilities
1) Credit institutions (not including
Bundesbank!))
Sight deposits of
Business and private customers — 495 + 308 + 437 + 521 — 369 + 401 + 314 + 323 + 390 + 244 20,267
Public authorities — 87 — 2 — 15 + 138 |— 23 | — 54 + 29 + 133 + 125 — 241 2,424
Time deposits’) of
Business and private customers + 173 + 106 -4 384 + 73 4 2490 | — 14 + 85 + 134 — 188 + 305 10,607
Public authorities + 331 + 281 4+ 76 + 29 + 56 4+ 37 4 110 —_ 7 + 88 — 44 6,779
Savings deposits + 493 + 272 | + 278 + 661 + 640 + 434 + 478 + 461 + 504 + 612 34,655
Monies and loans obtained from
non-banks + 2021 4 177 9| + 329 ) + 315 + 188" + 164 4+ 12319 + 104 ¥ + 551) + 345 27,833
thereof: at notice or fixed period
of 6 months and over (+ 232)“)‘ (+ 1909 (+ 326)®)| (+ 309) [(+ 17DM(+ 213) [(+ sD)W)| (+ 1250 (+ 7)) (+ 316) (27,495)
Bank bonds in circulation®) + 109 ). + 124 4 2471 -+ 275 + 396 + 287 + 503 )] + 487 -+ 308 + 379 19,350
2) Deutsche Bundesbank?)
Sight deposits of
Public authorities®) — 22 — 138 — 329 — 379 | — 193 + 7919 — 101 — 215 + 519 — 262 3,979
Business and private customers — 22 —. 5 + 33 + 10 + 6 -— 4 — 13 + 33 — 8 — 24 285
Sales of Securities ‘Amount
total 397 353 629 559 778 201 723 | 648 508 1,234 36,191 12)
1) Fixed-interest-bearing securities 279 236 405 475 685 701 634 610 410 1,176 29,027 %)
2) Shares 118 117 224 84 93 100 89 38 98 58 7,164 12)

*) This table includes the data reported by the credit institutions in Berlin (West); the figures shown are, therefore, not fully comparable with those published prior to

October 1957. — 1) Previously Bank deutséher Linder, Land Central Banks and Berlin Central Bank. — ) Only domestic paper; foreign Treasury bills and non-
interest-bearing Treasury bonds held by banks are contained in the assets in respect of foreign business. — %) The purchase of such money-market paper does not constitute
any additional lending to German non-banks. — ¢) The purchase of bank bonds by credit institutions does not constitute any direct lending to non-banks, — %) Excluding

Treasury bills and non-interest-bearing Treasury bonds of the Federal Government, which the Bundesbank makes available in exchange for its equalisation claims. —
) Accounts for settlement of foreign business at Deutsche Bundesbank and credit institutions; cf. Table 11, footnotes 7) to Assets and 9 to Liabilities, in the Statistical
Section. — 7) Deposits at notice or fixed period of at least one month. — ¢) Excluding bonds of own issues held by credit institutions. — %) Including credit balances of
German public authorities temporarily employed in equalisation claims, and deposits of agencies of the former occupying powers. — 1) Statistically adjusted. — *') Not
fully comparable with the results of other months since, as from July 1958, “bonds sold in advance” are combined with “bonds in circulation”. Net placings according to
issue statistics in July 1958: about DM 480 million. — 1*) Total sales since Currency Reform (20 June 1948). — pe) Partly estimated. — P) Provisional.




participations declined in October by roughly DM 50
million, which partly offset the large addition to the
securities mentioned above.

The Banks® Business on the Liabilities Side

The main feature of the banks’ liabilities-side busi-
ness in October was a further very large addition to
their savings deposits. Altogether these grew in that

month by DM 612 million against a monthly average:

of about DM 480 million for the third quarter, and
roughly DM 450 million in October last year. A
striking feature is that savings deposits of public
authorities accounted.for a relatively large part of the
addition, namely DM 66 million, whereas they had
increased in the first nine months of the year by an
average of only some DM 25 million per month.
According to information from a banking source the
chief reason for the large increase in public savings
balances lies in book transfers due to the fact that
some banks, on looking through their deposits in
connection with the special collection of statistics
regarding savings and time deposits as on 31 October,
transferred to the category of public savings deposits
certain public depositors’ savings balances which until
then had been wrongly shown as private. The fact that
private savings deposits nevertheless grew by some
DM 550 million clearly shows that the increase in
private saving persisted in October.

In November, however, according to the partial
data so far to hand, the increase in savings deposits
seems to have become somewhat slower. At the 480
credit institutions which render semi-monthly returns,
and which account for something more than half the
total savings deposits, savings. balances rose in the
first half of the month by only just on DM 60 million
as against DM 152 million in the first half of October
and DM 93 million in the first two weeks of November
last year. The reason is no doubt that in November
large amounts of savings deposits carrying tax con-
cessions were released, and wete refixed on savings
accounts only in minor part. Thus at the institutions
mentioned the total savings deposits carrying such
concessions declined in the first half of the month by
DM 80 million. Since part of the monies in question
were probably transferred to investment in other forms
it is not safe to draw, from the foregoing comparison
of figures for the movement in savings deposits during
the first half of November, conclusions as to any
corresponding decrease of private saving activity.

Time deposits rose in October by about a further
DM 260 million after having fallen for a time in Sep-
tember by some DM 100 million. Against an increase
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of something over DM 300 million in time deposits
of business and private customers there was a decrease
of over DM 40 million in those of public authorities.
As to the various periods of deposit, most of the
addition was to deposits at periods between one and
three months; these rose by altogether DM 323 mil-
lion. The private deposits running for more than a
year also increased in October after a longish pause
by the relatively large amount of DM 124 million,
while decreases took place mainly on public authori-
ties’ time accounts at periods between 6 and 12 months,
which declined by DM 148 million.

INTEREST ON CAPITAL
AND MOVEMENT IN TIME DEPOSITS

Yield of Fixed -interest Securities # and
T Maximum Rate for Time Deposits2)

%
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On following the movement in time deposits over
a longer period one finds that their growth so far this
year has become slower. At DM 1.80 billion in the
first ten months of this year it was only about half as
much as the DM 3.64 billion in the corresponding
period of last. No doubt some effect was produced by
the lowering of interest rates on time deposits in Oc-

tober of last year and in February and July of this.

year by altogether 1 3/s %/ to 1 7/s %0, accotding to the
term and amount of the deposit. There have now been
further reductions with effect from 20 November in
the maximum rates for long-term deposits of non-
banks, by 1/4—5/8 ®/s for time deposits and by /4%
for savings deposits subject to notice of 12 months or
more. The maximum interest rate for time deposits is
now 3 1/2%/¢; and additions may no longer be allowed
in the case of large deposits. The upper limit for sav-
ings deposits at notice is on the other hand 4 %bs. So
that this discrepancy shall not cause transfers from
time deposits to savings accounts bearing higher
interest rates, a six-month period in which notice can-
not be given has been introduced for savings deposits
- subject to agreed periods of notice; in practice this ex-
tends the minimum life of such deposits to 12 or 18
months, according to whether the agreed period of
notice is 6 or 12 months. It remains to be seen whether

the further lowering of deposit rates will now cause an -

appreciable amount of monies which were otherwise
employed on time accounts at banks to go into the
security market. A large part of the monies previously
held on such accounts could hardly be invested in
securities. Still, some amounts do seem to have been
hitherto employed as time deposits which could equally

well have been put into the security market. As to this -

the further reduction of rates for time deposits may
produce a corrective effect — although it must be borne
in mind that even the latest lowering of interest rates
has at most allowed for the existing trend in the capital
market, but has not created any additional interest
rate margin in favour of the security market.

. The amount of medium and long-term monies and
loans obtained from non-banks in Qctober was about
DM 315 million, or more than in any of the previous
months this year, when it had averaged only arsund
DM 155 million. As the following graph clearly shows,
however, the trend in this part of the banks’ longer-
term liabilities-side business shows a steady loss of
importance — at a growing rate, as revealed by the
movement in the third quarter of this year. As re-
peatedly indicated in these Reports, this is evidently
because the public authorities, many of which pass
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MEDIUM AND LONG-TERM MONIES AND LOANS
OBTAINED FROM NON-BANKS
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their capital development loans (especially for hous-
ing) to the beneficiaries through particular credit in-
stitutions, are no longer passing them to the same ex-
tent as in previous years in the form of bank loans, so
that the monies in question are no longer shown in the
banking statistics as a component of the “monies and
loans obtained from non-banks at medium and long
term”“. Instead, the greater part-of the monies in
question have for some time been given as “ad-
ministered loans“ entailing no joint commitment for
the banks, or provided as earmarked and trust funds,
which the banks need not show in their balance sheets
because the business is not their own and which are
therefore not contained in our monthly banking
statistics. Thus the slackening which those statistics
reflect in the flow of funds to the banks from the
public sector cannot be taken as equivalent to a
corresponding reduction in the amount of capital pro-
vided by public authorities; on the contrary, to judge
by partial figures from those authorities’ financial
statistics, that amount has remained at an appreciably
higher level than the banking statistics show.

Placings of bank bonds (less repayments and re-
purchases) put about DM 380 million into the banks
in October. Details will be given in the next section.
On taking together the additions in all the above-
mentioned categories of the banks’ longer-term
liabilities-side business, one finds the total funds ac-
cruing to the banks at medium and long term in Oc-
tober to have amounted to DM 1.57 billion. Thus non-
bank customers placed at the credit institutions’ dis-
posal considerably more medium and long-term re-
sources than in the three preceding months, when the
monthly addition had averaged about DM 1.26 billion.




The figure also exceeded by roughly DM 200 million
that of DM 1.37 billion for October last year. On the
other hand the banking system’s expansion of credit
(including the addition to investments in securities)
amounted this October to only DM 1.32 billion. Of
late therefore, in contrast to some past months, it has
fallen appreciably short of the resources accruing at
the banks at medium and long term.

Security Markets

In connection with the Soviet move in respect of
Berlin the security markets were exposed, in recent
weeks, to considerable psychological pressure, which
in the second half of November caused some appreci-
able price-falls on share markets in particular and also
affected parts of the bond market. It is not easy to
separate these influences from the effect of economic
market factors. Apart from the depressive factors due
to political causes, one fact underlying the price-falls
on share markets has doubtless been that recently
warnings have been given from various quarters —
including the Bundesbank — against undue speculative
raising of the level of prices, and that evidently some
categories of buyers have consequently shown greater
caution. On the bond market on the other hand the
renewed uncertainty would seem to have been chiefly
due to political causes, because there the material
consolidation of markets made further evident progress
during the period under report.

In October however the bond market, as mentioned
a month ago in these columns, was still subjected to a
considerable test. According to the full data now
available fixed-interest securities were issued in that
month — apart from DM 56 million of share issues —
to the extent of no less than nearly DM 1.4 billion,
against monthly averages of DM 935 and 720 million
in the third and second quarters. The greater part
comprised loans for public authorities, such as that of
DM 400 million for the Federal Railways, that of DM
100 million for the Land of Baden-Wiirttemberg, and
two tranches together amounting to DM 125 million
for the Postal Administration, both being taken (under
agreements previously made) by savings banks and
central giro institutions. In addition however at a total

.of DM 529 million the amount of mortgage and com-

munal bonds issued was also comparatively large,
although not nearly so great as in September, when
the institutions lending against real estate had issued
about DM 1 billion of fresh securities although they
offered only part of that amount for actual sale.

As was to be expected, of course, these figures for
issues have against them a large total for placings. In
particular for instance the loans for public authorities
and the industrial bonds — which have not yet been
mentioned but comprised three issues totalling DM
160 million — were fully placed, since they were all
issued by bank syndicates which have to guarantee

Issue and Placing of Securities

in millions of DM

£ which ) .

Bonds oW Bo:fds Ind ) I.os;ns . Fixed- iiz:gst

. of e ndustrial of Other interest .
Period mortgage Mortgage Communal SPZ?:‘I;: ed bonds public bonds securities Shares :;3“:;;‘:: "

banks bonds bonds institutions authorities total total

Issue 1)

1957 1st Qir. 389.0 230.9 158.1 110.0 234.8 188.2 — 922.0 381.1 1,303.1

2nd Qtr, 764.2 380.4 383.8 35.0 187.0 116.2 - 1,102.4 342.0 1,444.4

3rd Qtr. 511.3 269.0 242.3 85.0 305.0 91.9 — 993.2 689.3 1,682.5

4th Qtr. 930.2 418.2 512.0 80.0 224.5 280.4 10.0 1,525.1 318.8 1,843.9

1958 1st Qtr. 1,649.0 720.0 929.0 30.0 490.5 331.1 - 2,500.6 268.4 2,769.0

2nd Qtr, 778.5 275.5 503.0 150.0 522.0 709.2 —_ 2,159.7 258.2 2,417.9

TJuly 614.5 162.5 452.0 50.0 144.6 246.4 —_ 1,055.5 129.8 1,185.3

August 413.8 191.3 222.5 120.0 120.0 26.4 - ' 680.2 14.1 694.3

September 1,002.3 424.9 577.4 5.0 35.0 26.4 — 1,068.7 98.6 1,167.3
October 529.3 227.5 301.8 80.0 160.0 ) 626.4 - 1,395.7 %) 56.1 1,451.8 %)

Placing ]

1957 1st Qtr. 369.1 237.5 131.6 44.4 230.8 192.7 0.0 837.0 355.1 1,192.1

2nd Qtr. 396.6 196.5 200.1 39.4 179.9 93.0 —_ 708.9 350.2 1,059.1

3rd Qtr. 679.6 330.9 348.7 91.7 318.4 124.8 0.0 1,214.5 673.7 1,888.2

4th Qtr. 841.0 396.2 444.8 89.7 202.0 280.4 10.0 1,423.1 252.7 1,675.8

1958 1st Qtr. 1,189.9 480.4 709.5 32.1 501.8 331.1 _— 2,054.9 277.7 2,332.6

2nd Qtr. 711.5 262.8 448.7 157.7 525.5 708.2 - 2,102.9 299.7 2,402.6

July 446.1 139.2 306.9 44.8 144.6 246.4 0.0 $81.9 129.2 1,011.1

August 366.3 117.7 248.6 97.1 120.0 26.4 - 609.8 38.1 647.9

September 335.9 130.7 205.2 12.9 35.0 26.4 — 410.2 98.3 508.5
October 319.7 159.7 160.0 69.9 160.0 ) 626.4 0.0 1,176.0 %) 57.8 1,233.8 %)

1) No account being taken of issues withdrawn. — ) Including a DM 50 million external lpan.
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that the issues will be in all circumstances taken. Since
moreover the placings of mortgage and communal
bonds totalled DM 320 million, while in addition some
specialised institutions placed issues amounting to
DM 70 million, the total placings of fixed-interest
securities in October reached DM 1,176 million. This
is by far the largest figure for placings recorded for
any month since the currency reform; it far exceeds
even the relatively high monthly average of DM 673
million for the first nine months of this year.

As already indicated however this success was
achieved only because the banks took a relatively large
part of the newly issued securities, or by entering into
other security commitments made room for others to
take the new issues. The banks’ total holdings of
domestic securities and syndicate participations rose in
October by DM 660 million, or -53 per cent of the
amount of securities reported as being placed in that
month, although this proportion was less than those of
66 per cent for the third quarter and 55 per cent for the
first nine months of this year. Even with full allowance
for the large accrual of longer-term resources at the
banks in October in particular it must be assumed that
this further addition to their security holding was not
entirely voluntary, but resulted at least in part from
the syndicate obligations already mentioned. In fact
the large amounts of securities which the banks took
in October are still placing a burden on the market.
If account is taken of the bonuses allowed, some of
those securities are even offered below the issue
prices; and thus they are exerting a certain pressure
on the terms for new issues, although that pressure has

“become noticéably less in the course of recent weeks.

It is therefore all the more welcome from the point

of view of capital market policy that the demands on

the market seem to have appreciably decreased in the -
course of November. In that month for instance, ac-
cording to provisional figures of the Federal Ministry
for Economic Affairs, the institutions lending against
real estate have applied for and received permission to
issue only about DM 270 million as against DM 422
million in October and DM 1.2 billion in September.
At present therefore those institutions are evidently
trying to reduce the excess of issues over sales that has
“accumulated in recent months, although it should be
emphasised that in the interest of price formation they
continue in general to refrain from forcing sales. But
the remaining issuers too have made only small
demands on the market in November. Sp far as can
yet be seen, up to the close of that month only one
municipal loan and one industrial loan amounting to
a total of DM 110 million were offered for public sub-
scription; and for the rest of the year a continuance of
marked caution seems: likely, especially since some
major issuers like the Equalisation of Burdens Fund in
particular have decided to postpone their desired loan
issues to the beginning of next year.

Thus the market now has an opportunity to “digest”
the relatively large issues of September and October,
and so to achieve further consolidation. On prices the
effects of that process have already been clearly ap-
parent in recent weeks. At least in the first half of the
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month the tendency of bond market prices was con-
stantly upward. By the middle of the month some
bonds, especially the industrial bonds bearing higher
interest rates and the tax-free mortgage bonds, had in
general regained their previous record level. It is true
that the mortgage institutions wisely did not try to
gain wider acceptance for 5 %/o mortgage bonds in the
market; this could certainly have been done only at
the cost of major cuts in prices. Instead they mainly
concentrated on 5 /2 %o bonds, confining most of their
new issues to these. By mid-November the market
position of the 5!/290 mortgage bonds had been
greatly improved, as shown by the downward tendency
in rates of bonus. It is true that in the last two or three
weeks the market, as previously mentioned, hardened
somewhat under the influence of the Soviet move on
the Berlin question. This particularly affected securi-
ties of which the prices had appreciably recovered in
previous weeks, especially the industrial bonds carry-
ing higher interest rates. Evidently however this was
merely a fall due to sentiment, while the market’s
intrinsic position has certainly become stronger.

On the share markets, as already mentioned, the
fresh political tensions produced much greater effects
than on the bond markets. At 285 on 21 November
the Federal Statistical Office’s share price index (end

of 1953 = 100) was 18 points below its highest level

reached on 7 November; and by the end of the month
it had made good only part of that decline. As already
mentioned, it is difficult to tell to what extent
endogenous market tendencies have, in addition to
political events, been instrumental in causing this set-
back. No doubt however a break in the vehement up-
ward movement of the preceding months was in line
with the market trend also because the rise in prices

~ had, understandably enough, not been entirely free of

exaggeration. The Bank of course does not think that
the prices attained in November were “exaggerated*
all along the line. There are undoubtedly a number of
reasons justifying a higher level of share prices than
was recorded a year ago; particularly such as the
lowering of the interest rate usual in this country and
the prospect of higher dividend distributions. In some
cases however the rise in prices had hardly any longer
been in conformity with the yield to be expected, so
that the basis for the movement in the general level of
share prices had in part ceased to be quite firm. Even on
a purely optical view the graph below gives the impres-
sion that after so steep a rise as that ‘continuing from
March to November this year an interruption, if not
a setback, was due sooner or later. Thus there is per-
haps no harm in the fact that thebullish mood of recent
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months was damped by the recent price movement.
But there is just as little ground for pessimism as there
is for speculative exaggerations. In general the market
is really quite sound, as is shown by the mere fact
that security commitments on a credit basis probably

Public

The cash position of the central public authorities —
the Federal Government, the Linder and Equalisation
of Burdens Fund — remained comparatively favourable
during the period under report. It is true that for the
authorities together cash deficits did occur in October
and November, as usual in the quarter’s first two
months, which contain no quarterly Income Tax date;
but these deficits were smaller than in the comparable
previous months. This applies especially to the Federal
Government, which since as long ago as the start of the
present financial year has shown no further net deficit.
In the case of the Linder too, under the influence of
growing receipts from the Income Taxes, the cash
position has visibly improved of late. Only in the
Equalisation of Burdens Fund is there on a longer view
a certain deterioration, although the quarterly receipts
from the Property Levy prevented this from appearing
during the period under review. In these circumstances
the deposits kept by the above-mentioned authorities
at the Bundesbank declined only relatively little, by
about DM 140 million in October and an estimated
DM 100 million in November. Market borrowing by
the Linder and the Equalisation of Burdens Fund also
seems to have remained within relatively narrow limits.
It is true that in October these authorities issued loans
and borrowed from banks at medium and long term;
but at the same time the Linder repaid short and
medium-term liabilities on quite a large scale.

A fact which appreciably affected the cash results
~was that the tax revenues of the Federal Government
and Linder have been rising considerably of late. In
the third quarter they had already been above their
level of a year earlier by 5.8 per cent, as against 2.6
per cent in the second quarter and 1 per cent in the
first; and in October, at DM 3 s billion, they were
greater than a year previously by some DM 400 mil-
lion or 14 per cent. This was chiefly due to the large
final payments which were received, on account of the
Assessed Income Tax and the Corporation Tax, once
the interval in assessment was over. Receipts from the
Wages Tax also grew further in October, contrary to
expectation. Besides the yield of the Income Taxes the
receipts from certain Federal taxes also showed a

play only a relatively small part; and, as will be shown
in one of the following chapters, the feature of general
economic developments continues to be an uptrend
which, although somewhat hindered by partial disturb-
ances, is clearly perceptible.

Finances
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somewhat vigorous rise in October. This applies for
instance to Customs revenues, which reached 12.4 per
cent above their level of a year before. It is true that

Tax Receipts of Federal Government and Linder

Increase (+)
1957 1958 Oct. 1958
as against
Categories of tax Oct. July Oct.P) Qct. l July
1957 1958
millions of DM per cent
Tax receipts, total 2,853 2,969 3,250 + 139 | + 95
thereof: .
Wages Tax 462 534 575 |+ 245 |+ 7.7
Assessed Income Tax 164 104 191 | + 16.5 | + 83.7
Corporation Tax 104 90 183%) | + 76.0 | +103.3
Turnover Tax 1) 1,087 1,058 1,160 |+ 67 |+ 9.6
Customs Duties 193 193 217 | +12.4 | + 124
Excise Duties 601 617 643 |+ 7.0 + 42
Share of total amount
falling to
Federal Government 2116 | 2,174 | 2,352 |+ 112 + 82
Lander 737 795 898 +21.8 | + 13.0
1) Including turnover equalisation tax on imports, — ) By contrast with
the preceding months this item includes receipts from the former Berlin
Emergency Levy, partly also for earlier months of this year. — P) Pro-
visional,

in this case, just as in that of the Turnover Tax, some
effect was probably produced by certain fortuitous in-
creases such as appear from time to time in the results
for individual months — although the receipts from
Customs have shown visible recovery since as long ago
as the summer, evidently because among imports the
proportion of finished goods bearing higher duties has
increased. - :
The Federal Budget

In October the Federal budget showed the small
surplus of DM 56 million, but in November a deficit.
As usual in months containing no main tax date there
was for the two months together a cash deficit, which-
may be put at around DM 8o million. It was thus
appreciably smaller than that of roughly DM 370 mil-
lion in the corresponding months last year. Apart from
the increase already mentioned in receipts this was due
to the continuing low level of expenditure. It is true
that at about DM 2.6 billion in October the expendi-
ture was for the first time since May this year no longer

‘below the level of a year earlier, but it was also not



appreciably above that level. In October therefore the
upward tendency to be expected in expenditure has not
yet clearly emerged. At a total of about DM 18 billion
in the whole of the financial year so far, from April to
October, cash expenditure was smaller than in the
corresponding months of last year by more than DM
800 million; on the other hand the cash. receipts were
greater by nearly DM 1.2 billion. On the whole there-
fore the receipts have kept in line with this year’s
" budget estimates, the shortfalls in tax revenues which
at first were considerable having been in some degree
made good by non-recurring receipts from loan re-
payments, some of which had not been allowed for in
the estimates. On the expenditure side on the other
hand the outgoings have so far fallen short by relatively
large amounts of this year’s appropriations converted
to monthly averages. This applies in particular to
defence expenditure. Of the appropriation for the
country’s defence forces, amounting to about DM 9.5
billion after deduction of the overall cut, only some
DM 2.5 billion or say 26 per cent was used in the first
half of the financial year (no figures being yet available

Cash Position of the Federal Budget

in millions of DM

Compare:
1958
1957
April/ April/
October | October | October
total total
1. Federal Budget
1) Cash receipts, total 1) 2,654 18,129 16,956
a) Taxes and other receipts
coming from circulation 2,653 17,919 16,953
b) Transfer of immobilised
monies - 200 —
c) External receipts 1 10 3
2) Cash expenditure, total 2) 2,598 18,006 18,835
a) internal 2,489 16,559 17,153
b) external %) 109 1,447 1,682
3) Surplus (+) or deficit (—),
total ’ + 56 + 123 | —1,879
a) “internally effective”
(1a less 2a) 4+ 164 +1,360 — 200
b) “externally effective”
(1c less 2b) — 108 —1,437 | —1,679
II. NATO Powers
Increase (+) or decrease (—)
in funds deriving from the
Federal budget — — 61 | + 159
IIL, “Internally effective” surplus (+)
or deﬁci_t (—) of Federal budget
and NATO powers (I3 a -+ 1I) + 164 +1,299 | — 41
1) In-payments on the Federal accounts at the Deutsche Bundesbank (exclud-
ing counterpart accounts and STEG accounts) less receipts from the in-
curring of debt. — ® Out-payments from the Federal accounts at the
Deutsche Bundesbank (excluding counterpart accounts and STEG accounts)
less expenditure on redemption of debt. — *) External debt service, foreign
exchange payments under the Israel Agreement, payments and advance
payments for armament imports, contributions to international organisa-
tions, expenditure on diplomatic missions, etc.

CASH EXPENDITURE AND CASH RECEIPTS
OF THE FEDERAL GOVERNMENT
[N COMPARISON WITH THE BUDGET ESTIMATES
b{)l.tidun |
Expenditure?’
32
Monthly expenditure '
3.0 Budget estimates on
) ! ‘ a monthly average
28 A A
v\v | / /\/A’
24 V - DM
Recelpts?) blllion
i l 20
\Month!y recelpts
\ ’ ‘A 28
\ \ - — 26.
w - 24
\ \ Budget estimates on —t 22
V a monthly average
20
PRI WO WA ST ST SN SR S SR TR SN YURT WA TN A VAT YN YO S S B 18
aM alsTasto'n oo F M[a"™™M sTs A sTo N Dl F'M
1957/58 i 1958/59
1) Adjusted for offselting items, for recourse to cash resources and for
transactions involving changes in indebtedness. 8Bk

for October). One reason is that the foreign payments
under this head, averaging about DM 90 million for the
first seven months against a monthly average of roughly
DM 177 million for the last financial year, have so far
been relatively small. Civil expenditure also has not
quite come up to the appropriations; but the extent to
which these have been used is a good deal higher than
in the case of defence. In some cases, such as housing, .

‘more was spent in the first half of the financial year
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thian half this year’s fresh appropriations; this was no
doubt due both to the seasonal trend and to use of res-
idues of expenditure appropriations carried over from
earlier years. By contrast in some other cases, such as the
Federal highways, expenditure has been small by com-
parison with the appropriations. In these cases the
administrative difficulties, which last year had already
prevented complete spending of the appropriated
monies, have evidently still not been quite overcome.
Social expenditure too, in which the individual items
have shown great divergence, has so far not fully
equalled the budget estimates. True, in this case one



must bear in mind that frequently the budget ap-
propriations are not gxpended at a constant rate, but
that large payments pile up at certain times such as the
end of the financial year or when new laws come into
force.

In the coming months expenditure will probably be
above its level to date. First, an increase in defence
expenditure must be expected; and in view of the con-
tinuous rise in the “internal” expenditure this will be
so even if the foreign payments remain low for a time.
Civil expenditure, which it is true has already been
above its level of a year earlier during the present
financial year so far, is also likely to grow further in
the near future. Mention may in particular be made of
the Federal grants to the Social Insurance Institutions,
these grants varying in amount according to the
general basis for determining the pensions that are to
be newly fixed. Since the prospect is that with effect
from 1 January 1959 this basis will be put about 6 per
cent higher than for the year 1958, the Federal Govern-
ment will at the end of December for the first time
have to provide more money (for the pensions payable
in January). Nevertheless it may be expected that for
the whole current financial year, like previous years,
the Federal cash expenditure will remain smaller than
estimated. The cash result will therefore once again

be better than the budget estimate of a cash deficit of
roughly DM 4.9 billion, to be met by borrowing and
use of reserves. Hence the Federal Government will
not need to issue any loans; and, moreover, at the end
of the financial year it will still have available a large
part of the cash holding of about DM 2.8 billion
carried over from last year.

Federal Budget Estimates for 1959/60

The draft Federal budget for the next financial year,
beginning on 1 April 1959, was introduced into the
Bundesrat by the Federal Cabinet on 8 November this
year. After deduction of items merely passed through
both sides it puts the receipts and expenditure each at
about DM 37 billion, as against roughly DM 36.5 bil-
lion each for the current financial year. Just as in
1958/59, the expenditure is put some DM 4.9 billion
higher than total ordinary receipts, so that for the
purpose of balancing the budget correspondingly large
“additional“ means of financing have had to be entered.
It is for instance contemplated that DM 1.2 billion,
against DM 3.0 billion this year, shall be taken from
the cash reserve which will still be available at the
close of the financial year; and further that about DM
3.7 billion shall be procured through the taking of
“loans”, against roughly DM 1.9 billion this year.

Federal Budget Estimates for the Fiscal Years 1958/59 and 1959/60
in billions of DM

Increase Increase
(+) or (+) or
Budget Cabinet | decrease Budget Cabinet | decrease
g
Receipts Law Bill (—) Expenditure Law bill (—)
1958/59 | 1959/60 | 1959/60 1958/59 | 1959/60 | 1959/60
against against
1958/59 1958/59
(1) Tax revenue, total 29.56 30,16 + o0.60 (1) Expenditure on defence, total 10.70 11.58 + 0.88
(a) Federal taxes 23.51 23,77 + 0.26 (a) on own troops 10.00 11.00 + 1.00
(b) Federal share in Income Tax yield 6.05 6.39 + 0.34 (b) other?) 0.70 0.58 — 0.12
(2) Other ordinary receipts 2.07 1.99 — 0.08 (2) Expenditure on civil account, total 26.51 27.47 + 0.96
thereof :
(a) social expenditure 11.97 11.73 — 0.24
3) Ordin, ipts, . . + 0.52
® inary receipts, total (1+2) 31.63 3215 (b) indemnification payments 2.02 1.95 — 0.07
(c) reintegration of the Saar 0.20 0.96 -+ 0.76
(4) Loans, total 1.89 3.70 + 1.81 ¢hereof :
to France in connection
thereof : . .
with the currency conversion
special credit in connection with the in the Saar —_ 0.68 + 0.68
currency conversion in the Saar — 0.68 + 0.68 (d) grants and loans to some Linder®) 1.20 0.96 — 0.24
(e) “Green Plan” 1.34 1.34 —
(5) Recourse to cash resources !) 3.00 1.20 — 1.80 (f) promotion of housing5) 1.23 1.54 + 0.31
(g) Federal waterways and highways®) 1.35 1.40 + 0.05
(6) Extraordinary receipts, total (3) Total expenditure (1-2) 37.21 39.05 4+ 1.84
(4+5) 4.89 490 | 4+ o001 (4) Cuts in expenditure 0.69 2,00 | -+ 1.31
(7) Budgetary receipts in the narrower (5) Budgetary expenditure in the
sense (3+6) 36.52 37.05 + 0.53 narrower sense (3 less 4) 36.52 37.05 + 0.53
(8) Offsetting items 2) 2.20 2.07 — 0.13 (6) Offsetting items *) 2.20 2.07 — 0.13
(9) Total receipts (7-8) 38.72 39.12 + 0.40 (7) Total expenditure (5-+6) 38,72 39.12 + 0.40
1) Shown in the budget under ordinary receipts. — ) Equalisation of Burdens levies and levy on coal. — 3) Occupation costs in Berlin and defence-induced
costs. — %) To Berlin, Lower Saxony and Schleswig-Holstein. — 5) Excluding expenditure out of the yield of the coal levy, and excluding promotion of rural
settlements, — ) Excluding Federal share in costs for road-building in the Saar, which is included in item (2) (c).
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DM 680 million of these DM 3.7 billion are to be
used for financing the payments to be made to France
in connection with currency conversion in the Saar.
The Federal Government intends to borrow this money
by way of a special four or six-year loan which the
Deutsche Bundesbank is to procure by recourse to the
open market. The remainder of the contemplated
borrowing authorisation, that is over DM 3 billion out
of altogether DM 3.7 billion, is intended for financing
the capital expenditure, which has been largely trans-
ferred into the extraordinary budget.

On the expenditure side of next year’s budget some
cuts and many increases on individual appropriations
are contemplated. Special importance attaches, among
the items for which fuller provision is made, to estab-
lishment of the country’s defence forces; at DM 11
billion the provision for this is to be greater by DM 1
billion than in the current year’s budget law. At about
DM 960 million against DM 200 million in 1958/59
the payments to the Saar and/or to France have also
been considerably increased, this being largely due to
the above-mentioned payments in respect of introduc-
tion of the DM as currency into the Saar Territory.
The money for housing has also been put higher, by
about DM 300 million, than in 1958/59. Although
this increase has against it certain reductions, for in-
stance on payments to some Linder, on indemnification
and on social expenditure — here the growth in appro-
priations for grants to the Pension Insurance Funds is
outweighed by cuts on other payments, for instance
for war victims’ pensions and for compensation to
prisoners of war — the total of the individual appro-
priations is at about DM 39 billion greater than this
year’s total by over DM 1.8 billion (see item 3 in the
table). Its reduction to the scale imposed by receipts
was therefore possible only because the estimates
provided for expenditure cuts of DM 2 billion, or con-
siderably more than this year, in which not quite DM
0.7 billion is to be so saved. But, whereas this year’s
all-round cut takes the form of a 6 % stoppage of all
expenditure items not imposed by law or contract, the
entering of an overall reduction of expenditure in the
estimates for the next financial year is explained chiefly
by the fact that according to experience the appropria-
tions are not fully expended in the course of the finan-
cial year.

In view of recent years’ experience, it is true, the
extent to which the cash results for the coming finan-
cial year will accord with the estimates remains to be
seen. At any rate it is by no means certain that Federal
loans or medium-term monev-market paper will be
issued to a total of over DM 3 billion; for the first part
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of the financial year in particular, when the Federal
Government will still be able to draw on the cash
reserves not spent this year, there is no prospect that
it will have recourse to the market to any major extent.
From the monetary angle it is further worth remarking
that a large part of the expenditure will again repre-
sent foreign payments. In all probability therefore it
will be possible fully to cover the internal expenditure
by ordinary receipts; if these are not enough, only
comparatively small borrowings should be needed for
that purpose. ‘

Pension Insurance Funds and Unemployment
Insurance Fund

Among the other public budgets the Social Pen-
sion Iusurance Funds are at present a subject of
central interest because of the talk about adjustment
of social insurance pensions. So far this year their
financial position has shown a clear tendency to
deterioration by comparison with last year. The reason
lies in the growth of expenditure on pensions, with
which the increase in receipts has not kept pace. Expendi-
ture on pensions in the three categories of insurance,
those for Workers, Employees and Miners, has risen
to DM 3,632 million in the third quarter as against
DM 3,416 million in the first quarter of 1958 and DM
3,075 million in the third quarter of 1957. In part this
still reflects the effect of the change-over of pensions
from the old to the new legal basis. This applies in
special degree to the Miners’ Funds, where expenditure
on pensions in the third quarter this year was greater

Receipts and Expenditure
of the Peunsion Insurance Iustitutions?)
in billions of DM

Receipts ¥) Expenditure 2)

Surplus

thereof: (+)

Period there- or
Federal ere .
Total | Coneri- | Gov't | Total of : d:ic)lt

butions |payments pensions
3

1955 total 10.48 7.14 2.99 8.25 7.16 + 2.23
1956 total 12.08 7.98 3.61 9.63 8.29 + 2.45
1957 total 15.67 10.50 4.59 13.78 12.12 + 1.89
1st Qtr. 3.20 2.11 0.99 2.46 2.14 + 0.74
2nd Qtr. 3.97 | 264 | 118 | 407 ; 3.67 | —o010
3rd Qtr. 4.15 2.84 1.15 3.52 | 3,07 + 0.63
4th Qtr. 4.35 2.91. 1.27 3.73 3.24 + 0.62
1958 1st Qtr. 417 | 281 | 124 | 3.84 | 3.42 | +o033
2nd Qtr. 4.19 2.63 1.18 4.03 3.50 | +o.16
3rd Qtr. . 3.06 . - 3.63 [ +o0.25
) Pension advance and back payments, as well as Federal grants (by
contrast with official statistics) are recorded at the time of the cash
expenditure or cash receipt. — 2) Excluding mutual clearing payments by
the insurance institutions in respect of expenditure on insurance pensions to
persons having changed their category (workers becoming employees and
vice versa). — %) Mainly grants fixed by law; moreover, up to end-1956 re-
imbursements under the Federal Law on War Victims® Pensions and, from
1956 until the end of the first quarter of 1958, employers’ contributions
to the Miners' Pension Insurance Fund paid by the Federal Government.




Public Finances

in millions of DM
1956 1957 1958
4th Qtr. | 1st Qtr. l 2nd Qtr. | 3rd Qtr. | 4th Qtr. | 1st Qtr. | and Qtr. | 3rd Qtr. | July®) | Aug. ]‘ Sep. 1 Oct.1"
I
Deposits of Public Budgets :
with the Bundesbank®)

Total") 6,673 6,580 6,270 5,418 4,163 | 3,769 3,926 3,677 3,398 3,066 3,677 3,513
Federal Government®) 6,136 5,874 5,150 3,941 3,238 | 2,790 2,955 3,041 2,988 2,727 | 3,041 3,078
Equalisation of Burdens Fund 314 372 468 494 288 140 171 74 16 194 74 60
NATQ Powers®) —_— -_— 216 485 116 71 28 10 14 14 10 10
Linder 204 294 411 461 491 731 744 517 366 114 517 351
Local authorities and social insurance
institutions 19 40 25 37 30 37 28 35 14 17 35 14

Deposits of Public Authorities
with Credit Institutions®)?)

Total 9,192 9,898 9,998 10,190 10,737 10,924 10,967 11,420 11,053 11,219 11,420 11,190
Sight deposits 2,708 2,448 2,441 2,396 2,810 2,741 2,578 2,665 2,407 2,540 2,665 2,424
Time deposits 4,867 5,859 5,901 6,128 6,216 6,383 6,495 6,823 6,742 6,735 6,823 6,779
Savings deposits 1,617 1,591 1,656 1,666 1,711 1,800 1,894 1,932 1,904 1,944 1,932 1,987

Indebtedness of Public
Budgets™)

Domestic credit-market indebtedness®)

Total 9,391 9,672 10,091 10,474 10,840 11,884 12,332 12,936 . . 12,936 .
thereof:
Federal Government 990 895 894 894 391 483 609 662 609 662 662 662
Equalisation of Burdens Fund 816 820 918 751 727 653 748 727 737 737 727 823
Linder® 2,379 2,578 2,794 2,904') | 3,195%)| 3,7257) | 3,6417) | 3,900 . . 3,900 .
Local authorities) 5,150 5,370 | 5,570 5,900 6,450 | 6,940 7,280 7,600 . . 7,600 .

Equalisation claims

Total 20,569 20,629 20,597 20,570 20,523 20,457 20,389 20,442 20,389 20,391 20,442 20,444
Federal Government 8,082 | 10.694 | 10,693 | 10,689 | 10,698 {10,618 10,714 10,767 10,714 | 10,716 10,767 | 10,769
Linder 12,487 9,935 9,904 9,881 9,835 9,839 9,675 9,675 9,675 9,675 9,675 9,675

Covering claims

(Equalisation of Burdens Fund) . 2,275 . . 2,329 . . . . . .
External indehtedness
Federal Government 8,056 8,076 8,061 7,972 7,982 7,993 7,981 7,792 . . 7,792 .
Linder 184 204 187 183 183 L] LR sen . . CE .
Indebtedness of Public
Enterprises®)
Federal Railways?) 3,037 3,370 3,535 3,618 3,950 4,292 4,580 4,777 4,699 4,694 4,777 4,902
Federal Postal Administration?) 2,371 2,479 2,516 2,682 2,845 | 3,044 3,307 3,394 3,291 3,337 3,394 3,474
Receipts from Taxes and Levies

Tax receipts of Federal Government and

Lander
Total 10,283 | 10,215 9,868 10,199 | 10,641 |10,312 10,120 10,787 P)| 2,969 3,026 4,791P)] 3,250P)

thereof:

Wages Tax 1.512 1,417 1].113 1,368 1,391 1,372 1,311 1,625 534 539 552 575

Assessed Income Tax 1,330 1,499 1,565 1,421 1,393 1,326 1,207 1,325 104 97 1,124 191

Corporation Tax 1,072 1,133 1,041 1,051 1,282 1,294 1,156 1,212 90 89 1,033 183

Turnover Tax 3,201 3,097 3,063 3,128 3,310 3,201 3,090 3,217 1,058 1,105 1,055 1,160

Excise and Customs Dutles 2,198 2,100 2,083 | 2,206 2,316 2,123 2,189 2,402 809 770 823 860
Equalisation of Burdens Levies 555 551 534 462 532 508 523 480 84 340 56 96
Local Taxes 1,660 1,658 1,754 1,765 1,834 1,705 1,716 e . . . .

Federal Budget

Cash receipts 7,283 7,256 7,118 7,231 7,900 7,663 7,625 7,850 2,607 2,345 2,898 2,654

Cash expenditure 8,184 7,426 7,855 8,411 8,221 8,218 7.611 7,797 2,502 2,706 2,589 2,598

Cash surplus (+) or deficit (—) —901 | —170 | — 787 |—1,180 | — 321 |— 555 + 14 + 53 |4+ 105 | — 361 [+ 309 [+ 56

Equalisation of Burdens Fund
Cash receipts®) 898 913 803 838 945 881 877 833 171 501 161 206
Cash expenditure®) 963 859 700 788 1,112 950 951 862 310 281 272 331
Workers' and Employees’ Pension
Insurance Funds
Contribution receipts 1,927 1,942 2,457 2,649 2,702 2,623 2,584 2,813 965 911 937 951
Pension payments?) 1,828 1,813 3,350 | 2.676 2,801 | 2,944 3,013 3,092 1,024 1,029 1,039 1,037
Unemployment Insurance Fund
Contribution receipts 435 340 305 354 343 334 351 379 131 121 127 129
Benefit payments 138 442 155 109 159 633 207 124 47 37 40 41

For data for previous months and for explanatory remarks see Tables under VI (Public Finances) in the Statistical Section of this and previous Monthly Reports.

*) Position at end of quarter or month. — 1) Up to 31 July 1957 including equalisation claims temporarily repurchased. — *) Including deposits of the Federal Govern-
ment with the Land Central Banks. — 3) In so far only as fed from Federal resources. — %) Besides the deposits of the aforementioned budgets also comprising the
deposits of the Federal Railways and the Federal Postal Administration, of other public enterprises (in so far as they have no legal personality of their own), and
of Allied agencies. — 5) Post-currency-reform indebtedness: including own bonds in portfolio. — ¢ Partly estimated. — 7) Excluding indebtedness towards the Federal
Government, payment arrears and external indebtedness, — 8) Credits and debits to the account of the Federal Equalisation Office kept with the Bundesbank, less
transactions involving changes in indebtedness. — 9) The special payments made under the Laws on Supplementary Pension Payments were recorded for the periods
in which they were actually expended. — 1°) Months with comparable tax maturitics. — P} Provisional. — T) Revised.
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than in the second by DM 57 million or 12 per cent,
and was above the level reached in the corresponding
period of last year by DM 141 million or 35 per cent.
In part however the increases of expenditure are also
due to the fact that the large backlog of applications
for pensions which had mounted up by the beginning
of the year is now being quickly worked off. The back-
log had arisen because, owing to the work of change-
over, the fresh applications could not be promptly
disposed of — especially since the number of applica-
tions had greatly increased because the reform laws
afforded additional possibilities of asserting pension
claims. Recently, it is true, the amount of newly lodged
applications has become much smaller than in earlier
months; and this fact, together with the shorter time
for processing, has caused the number of outstanding
applications gradually to approach a level which can
be regarded as normal. Thus the first major phase of
the change-over in pensions, which had begun in the
spring of 1957 with redetermination of the then exist-
ing pensions, seems to be largely over at least as regards
Workers’ and Employees’ Insurance.

The Pension Insurance Funds’ receipts, chiefly con-
tributions and Federal grants, have also been consider-
ably above their level of a year earlier; the increase in
them has however not been nearly so great as that in
expenditure, among which not only the pension pay-
ments but also in particular the health insurance
contributions and the payments for curative treatment
have appreciably risen. At about DM 250 million in
the third quarter the Pension Insurance Funds’ surplus
was consequently a good deal smaller than that of over
DM 600 million for the corresponding period of last
year; for the whole of 1958, without the contemplated
subsequent reimbursements to the health insurance
funds, it can be put at not more than DM 1 billion as
against DM 1.9 billion in 1957 and nearly DM 2.5
billion in 1956.

Next year again the surpluses on the insurance funds
will probably contract further. Thus, if the legislature
adopts the Cabinet’s recently introduced proposal to
increase existing pensions, then with effect from
1January 1959 all pensions arising from the occurrence
before 1 January 1958 of events insured against will be
raised by 6.1 per cent. This rise corresponds to the
amount by which the general basis of assessment!) in
respect of new pension claims made in 1958 was raised
by comparison with the basis for1957.The cost of such
adjustment of existing pensions is put, for the three

1) The general basis of assessment is equal to the insureds’ average gross
remuneration for the three years preceding the year before occurrence of the
event insured against.
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Social Pension Funds, at altogether DM 710 million.
Together with the additional expenditure to be ex-
pected as a result of the increase in the number of
pensioners it would greatly exceed the additional
receipts from contributions and Federal grants. Official
circles therefore expect for 1959, if effect is given to
the Cabinet’s decision, a surplus of some DM 400 mil-
lion only — or barely a sixth of that obtained in 1956,
the last year before the reform.

In the above-mentioned bill the Federal Cabinet has
refrained from proposing that for the year 1958 itself
the existing pensions shall be adjusted to the raised
basis of assessment for that year, and from recommend-
ing that with effect from 1 January 1959 the existing
pensions shall be adjusted not only to the assessment
basis for 1958 but also to that for 1959. Since it is
likely that owing to the movement in wages and
salaries the general assessment basis for 1959 will be
set about 6 per cent higher than for 1958, and may
therefore be above that for 1957 by more than 12 per
cent, the described adjustment would in fact mean that
the existing pensions converted in 1957 would also be
increased by fully 12 per cent; and it would moreover
entail additional payments on the pensions which were
left unchanged in 1958. At an estimated total of DM
2 to 21/2 billion the expenditure to be expected on this
account would substantially exceed the cost of the
adjustment proposed by the Cabinet, with the result
that the Workers’ and Employees’ Insurance Funds
would already run into deficit in 1959, and that the
Federal Government would have to pay considerably
larger sums by way of grants to the Miners’ Fund than
will in any case have to be paid.

The Federal Cabinet’s restraint is no doubt mainly
due to regard for the future financial position of
the insurance institutions. It is clear from the official
advance calculations, which appear in detail in the
Cabinet’s “Social Report® (Sozialbericht), that — on
the assumption that up till 1966 the incomes entail-
ing obligatory insurance will rise by 4 per cent per
annum — if all the pensions were fully adjusted to
the changes in the assessment basis, then in the
eight years (1959 to 1966) which still remain of
the first ten-year phase the expenditure of the Work-
ers’ and Fmployees’ Insurance Funds would exceed
their current receipts by a total of about DM 121/2 bil-
lion. Consequently the capital reserves (amounting to
DM 11.5 billion on 30 June this year) would be fully
consumed in the Employees’ Fund as early as 1965,
and in the Workers’ in 1967; and when the first phase
ended on 31 December 1966 the prescribed cover
would be short of the target (namely the amount of the



expenditure to be financed by the insurance institu-
tions in 1966) by DM 8.9 billion in the case of the
Employees’ and by DM 10.8 billion in that of the Work-
ers’ Insurance. Thus it is already clear that, with
contributions at their present rate of 14 per cent of
wage or salary incomes, fully equal treatment cannot
be applied to existing and to new pensions unless the
entire assets are to be completely consumed in breach
of the legal regulations, or a reduction of all claims to
pension — through amendment of the regulations
governing the general assessment basis or through a
lowering of the increments — is to be accepted. The
question whether in these circumstances it is expedient
currently to adjust to the general assessment basis
those pensions which have to be freshly determined,
thereby creating strong pressure to increase the exist-
ing pensions constantly as well without being sure that
any corresponding increase in receipts will afford cover
for the consequently growing pension expenditure, is
one with which the legislature will doubtless soon have
to deal. '

Apart from this there has been a fundamental
change, due to the pension reform enacted at the
beginning of 1957, in the financial position not only
of the Pension Insurance Funds but also of the Unu-
employment Insurance Fund. Up to and including 1956
this Fund was able to achieve very substantial sur-
pluses; but now, mainly as a result of reduction of the
contribution rate in the spring of 1957 from 3 to 2
per cent of the wage or salary income, there is already
a danger of deficits. It is true that, as usual, the summer
and autumn months now past showed certain surpluses.
It is however hardly likely that the reserves accumulat-
ed out of these will be enough to cover fully the deficits
which are to be expected by next spring if winter un-
employment is considerable, especially since the ex-
penditure has for some time shown a clearly upward
tendency — partly because benefit rates are growing
with wages and salaries, but partly also because the
number of persons receiving benefit is rising despite
the fall in cyclical unemployment. It is therefore not
impossible that for the present financial year, like
1957/58, the Unemployment Insurance Fund may
show a deficit that will have to be financed by recourse
to the reserve assets. To obviate this the administrators
of the Unemployment Insurance Fund are trying so far
as possible to check the rise in expenditure. In future
for instance there is to be closer investigation than
hitherto of the grounds stated for the dismissal of
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building workers in particular; this is so that, if the
ground of dismissal is not properly stated or if written
notice is not given of mass dismissals due to causes
other than the weather, the employers may be required
to make good the loss resulting for the Insurance Fund.
Besides this the Unemployment Insurance Fund is try-
ing to promote greater use of the technical methods
required for winter building — even though, within the
framework of the regulations governing its finances
and asset-administration, it is unable to grant any
extensive aid in this sense.



Production and Markets

Marked Rise in Production
with Slackening Demand for Labour

Discussions about the general economic trend have
of late been largely overshadowed by the sales diffi-
culties apparent in some basic industries, especially
coal, iron and steel, as well as in parts of the textile
and clothing industries. But the fact that during the
period under report industrial production at least in
October plainly showed the upward tendencies usual
at this time of year indicates clearly that these diffi-
culties represent only one side of the economic picture,
and not the side which has hitherto mattered.

The index of industrial production calculated by
the Federal Statistical Office on the basis 1936 = 100
rose in October by fully 10 points, from 235 to 245.
This made up for the fact that in September it had
risen less than is usual in that month, so that on the
whole the autumn rise can now be described as
thoroughly normal. In addition the longer-term trend
of economic growth, which in the Federal Republic
unlike many other Western countries had even this
year never been quite broken but at most was occasion-
ally cloaked by chance fluctuations, reappeared clearly
in October: the index was then higher by 3.9 per cent
than in the corresponding month last year, after its
year-to-year growth-ratio had fallen to 1.6 per cent in
September. Thus for the first ten months of the year
that ratio is 2.8 per cent, and for the period from July
to October alone 3.2 per cent.

Employment too remains in general relatively good.
It is true that in October, the last month for which
figures are available as this Report goes to press, the
number of unemployed rose by nearly 30,000, or some-
what more than usual at this time of year; but at a
total of 357,000, which was probably little more than
1.8 per cent of the persons employed at the time, it
was still lower by 12,000 than at the end of October
1957. This is the more noteworthy because in industry
as a whole there is certainly now taking place a
rationalisation process which perceptibly reduces the
demand for labour. According to the latest employ-
ment figures the numbers occupied in industry at the
end of September were already 31,000 fewer than a
year before, although output was about 4 per cent
greater. Besides this the fact that the October increase
of unemployment was mostly concentrated in the in-
door callings was probably a result of the widespread
pressure on the price level, with a persistent rise of
wage costs in nearly all industries, enforcing more and
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more saving of labour. At all events the increase in
unemployment applied by no means only to those in-
dustries which are at present suffering from certain
sales difficulties, but also to some in which conditions
remain relatively favourable.
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There were however clear signs that in lines where
business activity is somewhat slack the maintenance
of the existing level of production and employment is
by degrees entailing difficulties, because in some
cases it has been possible only at the cost of substantial
enlargement of stocks or of working off much of the
existing order backlogs. This applies especially to coal




mining and ironworking, but also to parts of the textile
industry. By standing off shifts, by doing without
engaging fresh labour and by short-time working these
industries have already made allowance for the worse
position as regards sales. Significant dismissals have on
the other hand been almost entirely avoided; and so
far most of the few workers dismissed have been
promptly reabsorbed in the greatly expanding branches
of activity inside and outside industry proper. At the
end of October the number unemployed even in indoor
callings was practically no greater than a year before.
Nevertheless the Federal Government recently decided
to adopt special measures for the benefit of coal mining
and the iron and steel industry with the object of
counteracting the downward tendency of employment
in these industries, especially since during the winter
months it seems less certain than before that any
released workers will be promptly absorbed by other
branches of activity, especially building.

State of the Coal and Steel Industry

First on the list are measures for the benefit of coal
mining. Their chief object is to increase the sale of
coal. This, as shown in the last Monthly Report, has
under the influence of cyclical and structural factors
dropped to a level far below present productive
capacity, which is being constantly raised by rationali-
sation; and hence by the end of November the pithead
stocks of hard coal and hard-coal coke had risen to
about 12.7 million tons, or say 28 to 29 working days’
output. By way of checking this trend an attempt is
being made to enable the ironworking industry, whose
coal consumption is now running at an annual rate
about 3.5 million tons lower than a year ago, to main-
tain or even re-expand its output and so to restore a
firmer basis for sales of coal. On this point the measures
for the benefit of coal mining accordingly coincide in
large degree with those for the benefit of the steel
industry, which will be described later. Also con-
templated is the conclusion with the Eastern Zone of
an agreement under which the Federal Republic is
promptly to supply 1million tons of hard coal and hard-
coal coke, in return for which certain quantities of
lignite and wheat are to be delivered to it in the course
of the next two years. Definite relief is further intended
to be obtained by restricting coal imports, the relatively
large extent of which has been an extremely disturbing
factor for about a year. One great difficulty here is that
most of the coal imports are based on supply contracts
which run for several years, having been concluded in
the past on incorrect forecasts of coal requirements,
and from which release is not easy. Later estimates
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indicate that even after the recent cancellations there
are still import commitments amounting to about 35
million tons, some of which however will not fall due
until later years. So as to avoid complicating, through
further coal import agreements, the solution of the
problems resulting from those which exist, the fresh
conclusion of such agreements was in September made
temporarily subject to permit. The chief task now is
thus to cancel or postpone the purchasing obligations
already accepted — which as a rule is possible only at
the cost of appreciable financial sacrifices. There is, it
is true, no provision for the Federal Government to
shoulder part of these burdens. It is however prepared
in other appropriate ways to help coal importers so far
as possible to withdraw from their commitments; the tak-
ing of suitable steps with the European Coal and Steel
Community seems in particular to be contemplated.

There is also keen discussion at present of the
problem of improving the competitive position of coal
as against fuel oil, which has come much to the fore in
recent years, by imposing a tax on that source of
e