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The Economic Situation in the Federal Republic of Germany
in the Autumn of 1959 |

Change in Credit Policy

In view of the increasing cyclical strains the Central
Bank Council of the Deutsche Bundesbank found itself
obliged in recent weeks to change its previous credit
policy and appreciably to tighten the reins. A first
indication of this was given by the raising of the
Bank’s discount rate from 23%/2%/ to 3% on 3 Sep-
tember 1959 and by — what in present circumstances
is perhaps even more significant — three successive
raisings, by a total of 4% in the same month, of the
rates for money-market paper sold by the Bundesbank
in the course of its open-market operations. Thus three

between 5 and 13 per cent according to the nature of
the liabilities carrying the minimum reserve obligation,
and to whether the banks subject to that obligation
were located at places with or without a Bundesbank
office, were raised all round by 10 per cent.
Similarly the rates for the money-market paper sold
by the Bundesbank, as well as the Bank’s other
interest rates, were raised in more or less close
accordance with the discount rate. All details can
be seen from the relevant tables in the Statistical
Section of this Report.
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years almost to the day after the first Bank Rate
reduction, which in September 1956 started the era of
the Bank’s so-called interest-reducing policy, a new
phase of Central Bank policy was introduced in ac-
cordance with the principles of flexible adjustment of
interest rates to current monetary needs. Finally on
22 Qctober the Central Bank Council, accentuating
this course, decided to raise its discount rate further
from 3%o to 4%s. At the same time the minimum
reserve ratios, which had previously been graduated

The considerations which guided the Central Bank
Council in connection with these measures were re-
cently stated in full by the President of the Bundesbank
in a speech. The main features of this speech have
already become known to the public through the press.
Instead of the comments usually offered in these
Reports on credit policy measures we now publish the
full text of this speech, in the belief that it gives a
particularly clear and impressive explanation of the
steps taken by the Bundesbank.



Speech delivered by the President of the Deutsche Bundesbank
on 30 October 1959,
at the Essen Chamber of Industry and Commerce, on

*Current Monetary Questions”

I am grateful to the President of your Chamber for
giving me an opportunity to talk to you this evening
about current questions of monetary and credit policy.

Let me first remind you of the following:

In connection with the economic recession abroad,
especially in the United States, there became apparent
in our country too about the end of 1957 a relaxation
of activity which in 1958 and the first months of 1959
assumed the character of a downright slump in certain
industries like steel and textiles, to say nothing of coal.
This relaxation enabled us, and indeed actually
made it necessary on grounds of cyclical policy, to
slacken the reins of credit policy. We lowered the
Bank’s discount rate, which had been 4 % since Sep-
tember 1957, to 31/2 % with effect from 17 January
1958, to 3 %o from 27 June 1958 and to 2%/4 %e from
10 January 1959. At the same time we allowed the
foreign exchange inflows, which persisted until about
the end of 1958, to liquefy the money market
somewhat more than before.

These measures rapidly eased the capital market.
The rate of interest on capital fell, as you know, from
something over 8 %o at the end of 1957 to something
over 5% in May 1959. The market’s productiveness
increased as a result not only of the increase in saving
activity but also of the fact that, with rates for money
declining, investors found liquidity preference in-
creasingly expensive and therefore preferred to go more
into longer investment. At the end of 1958 and be-
ginning of 1959 the rates on the German money and
capital markets approached the level ruling abroad.
This created a situation which permitted the starting
of money and capital exports, and the tackling from
that angle of the exchange surplus problem which had
persisted for years.

A substantial export of capital and money did in
fact take place with surprising speed. On long-term
transactions with foreign countries the net export of
capital in 1958 amounted to DM 1.8 billion, and in
the first nine months of this year to DM 3.6 billion.
Up till 1957, despite substantial repayments of pre-
war and post-war debts, it had reached only some
hundreds of millions of DM per annum because until
then the high German interest rate level had been
attracting considerable foreign funds to Germany. The
security transactions with foreign countries are partic-
ularly interesting. About the middle of 1958 the Ger-
man public began to discover foreign securities,
whereas up till then it had always been only the
foreigners who had bought German securities carrying
high interest rates. In 1957 foreigners’ acquisition of
securities still caused a net foreign money inflow of
DM 770 million, and even in 1958 one of DM 560
million; on the other hand in the first nine months of
this year alone the German public bought DM 1.3 bil-

lion of foreign securities. In that period, since foreig-
ners’ net purchases were comparatively small, DM
1 billion of capital was exported on security trans-
actions alone.

In short-term capital transactions with foreign coun-
tries the return to normal interest-rate relations with
them produced similar effects. Up till the autumn of
1957 the inflows in that category had greatly pre-
dominated. In the first nine months of this year the
deficit on short-term capital movements reached no
less than DM 3.8 billion, out of which the improvement
in the German credit institutions’ foreign exchange
position accounted for DM 2.1 billion.

The total export of capital at long and short term
from January to September amounted to DM 7.4 bil-
lion, while in the same period the surplus on goods and
services — less the deficit on donations — was only DM
3.5 billion. Our gold and exchange holding conse-
quently fell by about DM 4 billion. Some special
factors were of course also at work here such as prema-
ture debt repayment to the United States and United
Kingdom, payments to France in connection with the
reincorporation of the Saar and advance payments for
armaments; but none of this detracts from the fact
that the money and capital exports contributed materi-
ally to the altered foreign exchange situation.

To sum up, our policy from the end of 1957 to the
summer of 1959 was aimed at the following objects:

1. To support the slackened economic activity through
cheaper and more abundant money.

2. To improve conditions in the capital market, and
to allow it to regain strength.

3. To start money and capital exports so as to ease
the exchange surplus problem. -

These objects were more or less achieved. We could

. of course keep to this policy only so long as it created

no dangers to the general price level and to internal
stability. We never doubted that we should have to
revise it as soon as we felt sure that an upsurge of
economic activity on a broad front was to be expected.
Nor did we ever lose sight of the fact that the liquidity
resulting from earlier exchange inflows was great, and
that in the event of a cyclical upswing this might
create dangers.

In the early summer of 1959 there were already signs
that such an upswing was starting from the building
industry. It was however still not fully clear which
way things would go. The price climate, except in
building and farming, was satisfactory. The trade
unions were keeping quiet, and the movement of mass
incomes was for the moment producing no harmful
effects on prices, especially since the savings ratio
remained high. Private consumption was above the
level of a year earlier by only about 4 9. It was indeed



clear that building activity showed signs of regional
“heating”. But it was not clear whether the rate of
production and incoming orders in other spheres would
last, or whether it was merely a passing effect of the
stock cycle. .

As to building we believed that further heating
could be avoided by spreading out the public authori-
ties’ building work, and by shifting orders for building
into the dead winter season. We therefore made con-
tact with the Federal Government as early as the
summer with a view to arriving at an anti-cyclical
attitude on the part of the authorities desiring to build.
Although understanding was shown in theory for our
arguments, in practice little was done in that respect.
On 3 September we then fired a warning shot, raising
our discount rate from 23/4%/0 to 3 %o. By this we meant
to show that we were not prepared to let matters drift
if signs of heating should spread.

In September and the first weeks of October we
became more and more convinced that an investment
boom had been added to the building boom. We further
established that stocks were being increased not only
by traders but also by producers, this being sometimes
done in expectation of higher prices. Briefly, we felt
that if the trend was not stopped it was only a matter
of time before it would affect wages and prices as well
as mass incomes and consumption.

In detail we saw the position as follows:

1. The labour market is extremely strained. We have
arrived not so much at the desirable state of full
employment as at definitely over-full employment.
Enticement of workers, and payment of extra wages
outside agreed scales, have become usual in many
quarters; labour morale has declined in various spheres;
job changing and reporting sick are frequent. Some
collective wage scales have been denounced; others are
about to be. All this suggests that the wage level might
start moving all along the line.

2. Order backlogs are growing and delivery periods
lengthening; longer delivery periods have always
heralded price rises.

3. The price climate has changed. There is no doubt
that all kinds of services in particular have become
dearer. Prices for many farm products such as meat,
potatoes, fruit and vegetables have noticeably risen,
not least because of the long drought. In some parts
of the industrial sector also slight price rises have
occurred. In September the cost-of-living index was
2.4 per cent higher than in September 1958, mainly
because of rising farm prices.

4. Capital expenditure is growing. People invest for
rationalisation because labour is increasingly harder
to come by, and for expansion because they are opti-
mistic about business prospects.

5. The economy’s demand for credit is rising. In
August and September the banks’lendings at short term
grew by over DM 1 billion, and those at medium and
long term by DM 2.7 billion. That was more than
normal growth. We therefore saw the approaching
danger of a credit expansion, which seemed to us the

more serious because liquidity is high in the German
banks and economy.

On this diagnosis we concluded that the right course
was to act effectively and draw the credit reins tight,
at once and by way of precaution, so as to counteract
in time any excessive increase of demand with its
dangerous consequences for the movement of prices
and wages — that is not to wait until overheating,
rising prices and the wage spiral are actually here. As
you know, on 22 October we raised our discount rate
by a full point from 3% to 4%0; at the same time the
selling rates for money-market paper were correspond-
ingly raised, while the minimum reserve ratios were
put up by 10 %b.

By these measures we do not of course intend to
kill the boom; we seek only to tone it down and stop
it from boiling over. We too want the highest possible
growth-ratios, but on one condition, that they do not
disturb internal equilibrium. The more discipline is
practised in prices and wages, and the more modera-
tion is shown in public expenditure — in other words
the more awareness of responsibility prevails in other
quarters ~— the less severe the Central Bank’s actions
can be. In this connection I must state with regret that
our appeal for the spreading of official building orders
has not met with the response which the situation
requires. We talk about coordinating cyclical policy
in the Furopean area, yet when it comes to coordinat-
ing measures that merely affect domestic activity we
run into the greatest difficulties. The fact is, unfortu-
nately, that in the cyclical policy game the Central
Bank is always “left holding the baby“. ’

While generally our measures of 22 October met
with understanding, there was still no lack of criticism.
One reproach was that we did wrong in lowering the
interest rate level so much in 1958 and the first half
of 1959, and in particular that it was wrong to reduce
our discount rate to 2%/4%0 in January this year. [ would
remind our critics that in January many people were
definitely pessimistic about the business cytle. Calls
for stimulating injections were widespread; the steel
industry was pressing for official orders; and the tex-
tile industry was urgently asking the Federal Minister
for Economic Affairs to protect it against foreign com-

_ petition. It was then said that, because the Federal

Republic had carried liberalisation too far, it had
become a dump for the rest of the world’s excess pro-
duction. That was when the Federal Government and
we preferred not to yield to the pressure of those who
advocated injections and deliberalisation, but to con-
form to market principles and reduce interest rates.
Our critics seem to have forgotten what things looked
like at that time. Even in March, when opening the
Frankfurt Spring fair, Professor Erhard still felt obliged
to call for confidence and to cheer people up because
many of them were then painting the cyclical picture
in dark colours. I believe that the recession abroad
would have affected us much more in the winter of
1958/59 if we had kept to a higher level of interest
rates.

Others said that our measures of 22 October were
too drastic; as late as 3 September, they pointed out,



our reaction to the trend in the business cycle had been
relatively mild. My answer is that by 22 October, six
weeks later, it had become clear which way the boom
would go if not reined in. On 3 September we were
faced with the choice of reacting either with relative
mildness or straight away with some severity; a middle
course was hardly open to us. The raising of the dis-
count rate in the United States enabled us to fire a
warning shot without needing to fear that the German
banks’ funds employed at short term abroad would
come home. A large rise in German interest rates would
probably have caused some of them to do so. Already
at that time, therefore, we should also have had to
take steps to neutralise such return flows of foreign
exchange. Since business trends were then still not
quite clear, however, such drastic action seemed to us
to be not yet called for. Our action on 22 October
was taken under the impression of the further cyclical
tension which had by then developed. We have now
deliberately accepted the possibility that short-term
funds employed abroad may return; to neutralise them
we have raised the minimum reserve ratios, and we
have encouraged the Federal Government at least tem-
porarily to replenish its cash reserves at the Bundes-
bank. As to the extent of the rise in our discount rate
we took the view that it was more correct to do what
was necessary in one step, thereby avoiding from the
outset any further uncertainty such as goes with piece-
meal action.

It has further been observed that we are now just
before the winter seasonal slackening, and that there-
fore the Central Bank’s comparatively drastic measures
are not quite understandable. For our part we
thoroughly weighed this consideration. But we con-
cluded that the investment and building plans for next
year are now being made, and that what matters is to
check optimistic ideas about next year’s business pros-
pects now, that is to influence now the arrangements
made by entrepreneurs for next year.

Finally it has been said that our capital market
policy, and our policy directed to capital exports, have
failed. 1 have already said that we never had any
doubt about having to change our course as soon as
we felt sure that internal stability was in danger.
Believe me, we did not lightly decide on an alteration
of that course. From the point of view of the capital
market and balance of payments we should have liked
it very much better if the economic trend had been
steadier. In relation to foreign countries also it would
have been pleasanter if we could have kept to the
old course. But we did alter course, because our first
duty is to maintain currency stability. Technically it
would not have been hard to continue the course
which had been followed up to the summer of this
year; but that would have entailed a risk of price and
wage increases, and hence one of creeping devaluation
of the DM, and this was a risk that we could not and
would not run. Anybody who describes the change
entailed in our course by cyclical conditions as failure
of our previous policy is beyond help; he starts from
wrong premises. People who sail boats know that when

there is too much wind in the sails, or too little, one
has to react with the rudder. That is very much how
it is with the Central Bank and the business cycle.
There are phases of the cycle where one can and indeed
must relax the credit reins, and there are others where
one must draw them tight. In a situation like the
present, involving a risk that the general price level
may rise, the Central Bank can conform to the facts
of the capital market and even the balance of pay-
ments — important as those facts are — only in so far
as this does not conflict with its paramount duty to
maintain the purchasing power of the DM. The trend
of business activities has made it essential to shift the
accent in our policy away from the balance of pay-
ments and capital market, placing it more on internal
stability; yet times will of course come when this will
not be so.

Naturally we, too, do not shut our eyes to the fact
that, just as happened between 1955 and 1957, again
the measures required for preserving internal stability
may conflict with the trend in the balance of payments.
The raising of the interest rate level will certainly
not help money and capital exports; and the exchange
surplus problem may again cause us headaches. As I
already mentioned, the German banks may bring home
some of their funds employed abroad. Long-term capital
exports have also for the present been slowed down,
because until further notice the issuing of foreign loans
in the German capital market has been rendered diffi-
cult. In many respects however the position differs
materially from that in 1955/57. Currency conditions
abroad are now very much sounder than then. The pull
exerted on German exports by deficit countries on an
inflationary basis has become weaker. In recent months
our imports have risen more than our exports. It is
true that abroad too there are the beginnings of a2 boom,
which may increase the demand for German exports,
especially capital goods. But since there is no reason
to suppose that German industry will not continue to
run at high speed — our measures are of course designed
only to avoid overheating — imports will remain large.
On tourism now, as contrasted with 1955/57, the
balance has in any case turned against us, just as the
deficit on donations has increased not only for the
time being but also structurally. We are therefore
unlikely to have such large surpluses on current
balance-of-payments items as in 1955/57. It would
furthermore be wrong to assume that capital exports
have stopped. Last year, as I already mentioned, the
German public rediscovered its taste for acquiring
foreign securities; and presumably it will continue in
future to buy these. Private capital exports in the form
of German firms’ participating in foreign enterprises,
or the new formation of such enterprises, is likely to
continue at a higher rate; and finally the importance
of governmentally encouraged capital exports to
developing countries, to a large extent independent of
interest trends in Germany, is increasing. German
capital exports will therefore continue to run at a rela-
tively high level, and will help to offset our surpluses
on goods and services. As to the problem presented by
the possible renewal of exchange surpluses I would



after all say “wait and see“. In past years we solved
that problem; and why should we not solve it now,
when our exchange holding is smaller by nearly DM
4 billion than at the beginning of the year?

Let me now say a word or two about the capital
market. From the end of 1957 to the spring of 1959
people expected that interest rates on that market in
Germany would fall. Anybody who bought fixed-
interest securities in time had opportunities of gain;
and those opportunities were widely taken. Investors
came forward and bought; borrowers sat back, waiting
for lower interest rates. The effect was at times to
hasten the reducing of such rates more than we liked.
When the cyclical upswing then became evident about
May this year, and the demand for capital started to
run up against limits, an opposite movement in interest
rates began to be expected. Now it was investors who
held back, even selling previously acquired fixed-
interest securities because they expected to be able to
buy on better terms later, while seekers of capital
wanted to have it as quickly as possible. Within a few
weeks the market’s picture altered. It was primarily
these changed expectations about interest rates which
caused the well-known distortion of the bond market.

Just as' we had given warnings against over-hasty
action in the period of falling interest rates, so in the
summer of this year we called for calmness and dis-
cipline with a view to avoiding unduly large move-
ments. Characteristically enough, the people who
showed least discipline in the summer were those who
had advocated the 41/2 %/o type of security in February
this year. The insinuation that we called for dis-
cipline in the summer only to create favourable con-
ditions for the Federal Finance Minister’s proposed
borrowing on the capital market of course contains not
a word of truth. We called for discipline, and we
supported the Federal Railways’ and Postal Ad-
ministration’s loans for account of the issuers, in order
to counter the spread of defeatism and the distortion
of the market. In June and July moreover there were
still many signs that, in view of the favourable trend in
saving, the bond market’s attack of weakness was
temporary. We for our part never demanded adherence
to any particular type of interest; but we did advise
moderation in the issuing of securities. At the end of
August we knew that a certain rise in the rate of
interest on capital had become inevitable because of
the turn which the business cycle had meanwhile taken,
necessarily entailing an increased demand for capital,
and that allowance must be made for the true market
tendencies although not for speculative exaggerations.

Here I should like to put in one observation, not as
a reproach but merely as a statement. The events in
the bond market since the summer of this year show
that this market has unfortunately still not regained
the intrinsic stability which it ought properly to have.
In foreign countries too there are variations in the
rate of interest on capital; they are regarded as a
natural process connected with supply and demand.
There however such movements are less violent than
here, because those countries’ capital markets have
built-in stabilisers which prevent excessive swings of

the pendulum. In those countries there are institutional
investors like insurance companies, pension funds,
savings banks, endowments and similar collecting
points, which regularly act as buyers of fixed-interest
securities and keep these in their holdings without
regard to the current market situation. With us the
position is different. Smaller savers prefer to save
through some form of account rather than through
securities; it is mostly institutions that buy these. The
spirit which dominates our institutional investors, in-
cluding the banks, is however different from that by
which foreign institutional investors are inspired; it is
in many respects more mercantile and more speculative.
The last few months have shown that our credit institu-
tions quickly dispose of their holdings when they
happen to feel that they can soon do better business.
Some of them have gone so far, when their expectations
about interest rates changed, as simply to throw on to
the market bonds of loans which they as syndicate
members had taken for the purpose of placing them.
On the other hand there are also institutions which are
aware of their responsibility for supporting quotations
of the securities issued or taken by them. As already
stated, I make no accusation; I merely state that in its
internal structure our bond market leaves much to be
desired. We shall have to think about how this state
of affairs can be improved.

Apart from the changed expectation about interest
rates, and some indiscipline among many credit institu-
tions and stock exchange operators, the distortion of
the bond market was actually promoted by press state-
ments which did not give due weight to the favourable
factors in that market and over-emphasised those that
were adverse. Bond prices, as the matter was recently
put, were talked down — in some cases even in official
quarters. Thus there arose on the bond market a kind
of uncertainty psychosis and pessimism which no longer
corresponded to the true situation. The Federal Gov-
ernment’s desire to borrow was regarded as a black
cloud lowering on the horizon of the bond market,
and was expected to produce exaggerated effects in the
rate of interest on capital.

I have already said that the course of the business
cycle implies a stronger demand for capital, and that
hence some increase in the rate of interest on it is
not unjustified. Accordingly we in the Central Bank
said to ourselves that the distortion could be removed
only by again creating clear conditions which allow
for the facts of the situation, but not for speculative
or psychological exaggerations. For this purpose, in
agreement with the Federal Finance Minister and side
by side with our measures of 22 October which cleared
up the facts as to credit policy, the doubts about the
Federal Government’s loan-issuing intentions were also
removed. We deemed it right to let the cloud which
had for so long been threatening on the horizon rain
itself out, and to offer a Federal loan at once. As you
know, the Federal-Loan Syndicate unanimously pro-
posed that a first DM 300 million tranche of a Federal
Government 51/2 %o loan should be issued in the first
half of November at 961/2, with a life of 12 years to
final maturity and an average life of 81/2 years, and



this was accepted by the Federal Finance Minister. The
yield for takers works out at 6.12 %6. This has allowed
for the situation which has by now arisen, and not for
the exaggerations. A second tranche will follow in
January or February.

The Loan Syndicate believes that the loan, which
the Federal Government is unable to call throughout
its life, will be a success. I hope that calm and good
sense will now return to the bond market; and I do
not doubt that, in view of the high level of savings
formation, the market will continue to show itself pro-
ductive at the new interest rate level.

In unison with the Federal Government the Central
Bank has shown itself determined in all circumstances
to defend the DM. Investors can therefore acquire the
new Federal loan with a good conscience.

As to the state of the Federal finances, thanks to
increased tax receipts it is better than was expected
some months ago. It is true that the Federal Finance
Minister has temporarily drawn on his credit limit at
the Bundesbank; but he has been able to pay these ad-
vances back. For the whole of the current financial year
moreover the Federal Government’s money require-
ments to be met by borrowing will be considerably
smaller than was originally supposed. While in the last
ten years the Federal Government has effected large and
also productive capital expenditure out of tax receipts
without recourse to the capital market, there is nothing
abnormal in its now drawing for such productive capital
purposes on the savings formed by the German people.
But the Federal Finance Minister shares our view that
recourse to the capital market must be kept within
reasonable limits. Above all it is agreed that a large
Federal floating debt must in no circumstances be built
up, thereby entailing the risk that it might be converted
into money.

No doubt it would better befit the present business
trend if the Federal Finance Minister could act in anti-
cyclical fashion, that is to say if the larger tax receipts
resulting from good business were to produce cash
surpluses that could be kept at the Central Bank and
used in the event of recession. Unfortunately however
the Finance Minister is often not free in his decisions.
His expenditure is largely obligatory, being based on
laws previously voted by parliament.

Here we come to a point which troubles us. The
readiness of elected assemblies to spend, whether at the
Federal, the Land or the local authority level, has
reached a degree which is beginning to exceed our
strength. If politicians find all this expenditure nec-
essary, they must also have the courage to cover it
through increased tax revenues. It simply is not
possible at one and the same time to pay for armament,
to create a perfect social state and to assist under-
developed countries without increasing taxes. People
who put forward the convenient excuse that the capital
market can be drawn upon ignore the limits to that
market’s capacity. To me the crucial fact seems to be
that, in the present situation, we must in all circum-
stances preserve moderation in public expenditure.

The past years have shown that it is possible to keep
employment and production.at a high level, and to
reduce recessions to a tolerable size. To that fact we
owe everything, and that is a great deal, which has
been achieved in the economic sphere. There is a good
chance that the national product will continue to show
high growth-ratios if we do not relapse into the ancient
German vice of inability to be moderate. I mean moder-
ation not only in the public finances but also among
entrepreneurs and trade unions, among employers and
the employed.

Entrepreneurs, it is true, have made considerable
use of the chance which has been offered them to
advance to a quantity boom; but they have done so
only inasmuch as they have not raised existing prices.
They have quite often failed to lower prices where the
increase in productivity would have permitted this.
Maintenance of the overall price-level is possible only
if, as against unavoidable price increases, there are on
the other hand corresponding price reductions. Let us
be honest, and admit that recently the earnings of most
enterprises have been good. There is of course no ob-
jection to good earnings as such; but the general ad-
vantage would certainly have been better served if at
least a part of those profits had been passed on to
consumers in the form of lower prices. One can hardly
expect workers and trade unions to show moderation
about wages if too much of the gains from productivity
stays with the employer. We therefore appeal to the
good sense of employers, and ask them to support our
efforts to maintain the overall price level.

At the same time however we also appeal to work-
ers and trade unions to show, in their wage demands,
that moderation which the situation requires. Workers
and employees shall of course have their share in the
improvement of productivity. But demands going
further than that must inevitably lead to higher prices,
and create the danger of cost inflation. What matters
is not the nominal but the real income. Both parties
to collective wage agreements ought to keep that fact
constantly in view. It is, moreover, difficult to under-
stand why just at the present time, when producers
have difficulty in keeping pace with rising demand, it
should be essential to press for a cut in working hours.

We have shown that we are determined to preserve
the DM’s purchasing power. We shall not let ourselves
be deterred from doing so even if employers and the
employed show lack of self-discipline and self-control.
The consequences would however be hardly enjoyable,
and would be most regretted by ourselves. They would
be equivalent to an economic recession, with all the
resulting effects on production, employment and the
public finances. Discipline pays. I hope that those
concerned will grasp this fact, and will not compel us
to bring even heavier guns out of our arsenal. We
should prefer to be allowed to leave matters at the
measures recently adopted.

The saver and investor can depend on us. We
shall not allow his rights and interests to be impaired,
even though he cannot defend these as forcefully
as other groups. Whoever tampers with the value of
the DM will burn his fingers.



Money and Credit

Money Market and Bank Liquidity

In the period since our last general economic report
went to press at the end of July this year, just as in the
previous reporting period, the banks’ liquidity showed
no further net increase because the inflows of funds
into the banking system were on the whole offset by
roughly equal if not greater outflows. In a retro-
spective review covering only the most conspicuous
features of the money market it is indeed not easy to
discern this tendency, because there were as usual con-
siderable fluctuations not only from month to month
but also inside individual months, so that periods of
noticeable tightness were constantly succeeded by
others of striking and sometimes almost extreme
growth in liquidity. Thus for instance just in the
second half of October the money market was so easy
that until towards the end of the month, regardless of
the raising of Bank Rate on 22 October from 3 %o to
4%, the rate for day-to-day money remained at the
relatively low level of 1 2/49%/0— 2 %0 to which it had
fallen shortly before the Bank Rate increase. Such
downward movements were however not typical of
the overall trend. They were largely due to technical
money market causes, being mainly induced in the
second half of October for instance by the effort to
place as day-to-day loans until the end of that month
a part of the large reserve balances which were avail-
able only at short term, having been accumulated in
expectation of the raising of the Central Bank discount
rate and being no longer required for the minimum
reserve in October. The fall in interest rates was ac-
cordingly confined to the market for day-to-day
money, while the other rates for money rose under the
influence of the increase in Bank Rate and above all in
the Bundesbank’s selling rates, quite apart from the
fact that the raising of the Central Bank’s rates had
already been largely discounted in these rates of
interest during the preceding weeks. That the market’s
basic tendency was characterised not by any further
strengthening but rather by a strain on bank liquidity
is furthermore shown with some clarity by the fact
that in recent months the banks’ money exports were
only small, that moreover the amount of the Bundes-
bank’s “mobilisation paper” in circulation was rapidly
falling until Bank Rate was raised, and that in Sep-
tember and October for the first time in a rather long
while rediscounting at the Bundesbank was again com-
paratively large. Besides this the keen demand which
became apparent for mobilisation paper after the rais-
ing of Bank Rate (and simultaneously of the rates for

sale of such paper) was in reality due only to the em-
ployment of funds which the banking system had pre-
viously accumulated by means of rediscounting bills
and through non-renewal, for the time being, of
matured mobilisation paper.

The first to be mentioned among the factors strain-
ing bank liquidity in recent months was — just as in
the months before — the movements in the Federal
Government's cash. In themselves the Federal Govern-
ment’s cash transactions during recent months showed
on the whole a substantial shortage of ordinary receipts
by comparison with the expenditure. This however did
not increase the banks’ liquidity because on the one
hand the deficit was solely due to foreign payments, as
shown in the chapter on Public Finances, while on the
other hand — apart from a special credit intended to
finance payments into the International Monetary
Fund and the European Fund — it was covered not by
recourse to the Central Bank (whether by use of pre-
viously accumulated cash reserves or by taking cash
advances) but through the issue of short and medium-
term paper in the market. Regarded in isolation this
method of financing tended to restrict bank liquidity,
because it deprived the banking system of funds which
did not flow back into it. This was so not only because
foreign payments of the Federal Government were
financed by these means but also, at least provisionally,
because in recent weeks the Federal Government had
already succeeded — by borrowing more than enough
to cover current expenditure — in again forming a
certain cash reserve with a view to being able without
any difficulty to meet the accumulated expenditure
commitments to be expected for the end of the fiscal
year. At all events at the end of October this year the
Federal Government again had at the Bundesbank a
net credit balance of some DM 220 million (the special
credits granted in respect of certain foreign payments
being disregarded for this purpose), whereas at the end
of July it had been more than DM 600 million in debt
on current account. The movement in the cash posi-
tion of the other authorities who are required to
deposit their liquid funds at the Bundesbank also de-
prived the banking system in recent months of some
resources, because in general the Central Bank balances
of those authorities increased and their indebtedness
(which for. months had been only small) declined
further. The chief reason was that in the course of this
year, as described below, the cash position of the Lin-
der appreciably improved owing to the effect of the
considerable increase in their tax revenues.



A loss of funds was further entailed for the banking
system by the further rise in the note and coin circu-
lation. This, after having at first fallen somewhat on
the ebbing of the summer flood of travel, rose appreci-
ably in the autumn months for seasonal and cyclical
reasons. On the daily average for September it was al-
ready greater than in August by about DM 35 mil-
lion; and the first 26 days of October show a further
rise of some DM 100 million by comparison with the
corresponding period in the previous month,

On the other hand relief was on the whole afforded
during the period under report by the movement in the
minimum reserve requirements. In July the reserve
required of credit institutions, other than the Postal
Cheque Offices and Postal Savings Bank, had amounted
to DM 7,027 million. In August the revision of

minimum reserve ratios described in our last quarterly
report caused it to fall to something under DM 6.8 bil-
lion, if the approximately DM 120 million then re-
quired as reserve of the Saar credit institutions which
became subject to the requirement in that month is
disregarded; in September it rose, with the Saar in-
stitutions included, to DM 6,984 million; and in Oc-
tober, again with the inclusion of those institutions,
it was probably around DM 7.1 billion. Thus without
the requirement for the Saar the reserve required in
October was presumably not yet greater than before
the revision of the ratios which came into force on
1 August this year; and hence in the three months from
August to October the institutions needed on the
whole to use less money for fulfilling their minimum
reserve obligations than they did in the last month of
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Baunk Liquidity and the Credit lustitutions’ Recourse to Central Bank Credit
in millions of DM '

Change during quarter or month
(calculated from the averages of the four weekly bank-return dates
in the month or end-of-quarter month)
Items [
: 1959
1st Qtr. | 2nd Qtr. | 3rd Qtr. July Aug. Sep.
A.Influx or Efflux of Funds at the Credit Institutions :rheplusandminussignsindicatewhetherthedmnges‘inthe
. he foll . 1 items recorded in the text column had the effect of an
as a result of Changes in the following Items influx (4+) or an efflux (—) of funds at the banking system ©)
I. Note and coin circulation + 491 — 227 — 210 — 252 + 9! + 33
II. Net position of German non-banks in relation to the Deutsche Bundesbank 1) —1,12¢9 + 196 | —1,457 | — 414 | — 42 @ —1,001
of which: (1) Federal Government (except Special Funds), Lander and
Equalisation of Burdens Authorities (—1,187) | (+ 134) | (—1,323) | (— 193) | (— 112) | (—1,018)
(2) Others ?) (+ 58) [ (+ 62) | (— 134) | (— 221) | (+ 70) | (+ 17)
III. Net foreign exchange purchases or sales by the Deutsche Bundesbank — 315 + 521 + 834 + 553 | — 104 | + 385
IV. Other factors ) + 155 + 38 ’ — 107 | — 11, + 7| — 7
Overall effect of the above-named factors on bank liquidity — 798 + 528 ’ — 940 [ — 224 | — 61 | — 655
B.Influx or Efflux of Funds at the Credit Institutions
as aresult of Open Market Operations of the
Deutsche Bundesbank, total + 674 — 445 + 644 + 427 | — 5% | + a7
of which, by purchase or sale of
(1) Federal money-market paper deriving from conversion of the Bundesbank™s
equalisation claims (“mobilisation” paper) + 679 — 571 + 672 + 508 + 24 + 140
(2) Other paper — 5o + 126 — 28 — 81 —_ 79 + 132
C.Change in the Credit Institutions’ Balances with the Increase: +; decrease: — S
Deutsche Bundesbank, total ¥ — 82 | — 19 - 17 1 71‘_215“ + 127
D.Change in Central Bank Lendings to Credit J T
Institutions (recourse to Central Bank credit) + 42 — 102 } + 279 — 132 — 99 [ + 510

©) 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 necessarily 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 Central Banks). Further explanations regarding these differences will be found in the Monthly Report |
of the Bank deutscher Lander for January 1957, pages 7 and 8.

') Net balance of credit balances held and cash advances taken (not including Treasury bills and non-interest-bearing Treasury bonds purchased in pursuance of
open market policy, and also disregarding promises to purchase Treasury bills). — %) Including the minimum reserve balances kept by the Federal Postal
Administration on behalf of the Postal Cheque and Postal Savings Bank offices because, since the introduction on 1May 1958 of the optional central maintaining
of minimum reserves, they can no longer be sefarated from the other Central Bank deposits of the Federal Postal Administration. — 3) Items in course of
settlement; special credit granted to the Federal Government to meet its liabilities towards LLM.F. and I.B.R.D., as well as other items which cannot be
allocated explicitly to any of the above factors. — %) Without the minimum reserve balances kept by the Federal Postal Administration on behalf of Postal

Cheque and Postal Savings Bank offices; cf. footnote 2).

the previous three-month period. Only in November
will that position materially alter as a result of the
aforementioned raising of the ratios by 10 per cent.

Finally the credit institutions received a quite sub-
stantial inflow of funds as a result of the foreign ex-
change movements. It is true that the Federal Republic’s
balance of payments in the third quarter showed a
deficit, as described in a later chapter, a surplus not
having recurred until October; but factors causing the
deficit were the Federal Government’s foreign pay-
ments, which do not directly affect the banking system,
and at first also, to some extent, the banks’ money
exports. Regarded from the angle of bank liquidity,
however, payment transactions with foreign countries
on balance continued to bring funds to the banks,
even if no allowance is made for the relatively small
amount which banks had repatriated in September from
their short-term investments abroad. The funds ac-
crued to the banks in respect of their customers’ pay-
ment transactions with foreign countries were how-
ever not equal to the amounts they still had received
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last year or in the first months of this year, because
the change in the balance of payments described in our
August Report had for the present largely stopped this
source of addition to liquidity. It is therefore not sur-
prising that the exchange movements no longer con-
tinued fully to counterbalance or even outweigh the
various charges on bank liquidity, so that the basic
tendency in such liquidity and in the money market
has been clearly marked by a certain strain.

One sign of this which has been already mentioned
was that the banks’ money exports practically ceased
in recent months, doing so even before the raising of
Bank Rate on 22 October, and are perhaps even about
to be replaced by withdrawals of short-term funds
employed abroad. More precise statements about this
are not possible because at least for October no ade-
quate data are yet available, so that one cannot yet say
whether the small September decrease in the banks’
foreign money-market investments was typical of the
overall movement in recent weeks.



A further noteworthy fact in this connection is that
in August and September, and above all in the first
two weeks of October (that is almost up till the rais-
ing of the Central Bank discount rate), the circulation
of “mobilisation paper” appreciably declined. On 13
October this year only DM 3,962 million of such paper
was still outstanding as against DM 4,655 million on
31 July and DM 5,033 million on 30 June. To the ex-
tent of the difference, therefore, the banks had during
that period liquefied for other purposes funds pre-
viously employed in such paper. Only after the Bank
Rate increase, and the accompanying rise in the selling
rates, did the demand for mobilisation paper abruptly
rise. On 22 October the circulation had amounted to
DM 4,105 million. On the following day however it
rose to DM 4,838 million; and by 31 October it was
up to DM 5,324 million. As already mentioned, this
largely represented employment of part of the large
balances which credit institutions had accumulated on
their reserve accounts at the Bundesbank in the ex-
pectation that Central Bank discount rate and selling
rates would be raised in the near future; in part there-
fore it represented a reaction to the previous reduction
of their mobilisation paper holding, this reduction hav-
ing been in great part reflected in a corresponding rise
of their Central Bank balances. The increase in the
circulation of mobilisation paper during the second
half of October was thus mainly determined by the
interest rate situation newly created in the money
market, and by the related change in the employment
of already existing liquid reserves, not by any new
surge of liquidity.

Not the least of the facts to mention in this con-
nection, however, is that the credit institutions’ present
sudden need to invest is based to a comparatively large
extent on borrowed liquidity, namely on the heavy
rediscounting at the Bundesbank which — as already
also indicated — took place in the last two months.
On the daily average the Bundesbank’s holding of re-
discounted domestic bills in September, at DM 841 mil-
lion, was higher by DM 453 million than in August.
On the average of the first 26 days in the month the
figure of DM 1,061 million for October exceeded that
for September by DM 238 million, and that for August
by as much as DM 677 million. This clearly reflected
the tendency, apparent before the raising of Bank Rate,
to hoard credit; in addition however the greater re-
course to the Bundesbank also indicated that during
recent months the market as a whole has been far from
continuing to have the accruals of liquidity which pre-
viously characterised its underlying tendency.
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As to the further trend, in November the increase
estimated at about DM 750 million in the required
reserve will make itself felt. Further tightening may
be caused by the borrowings which the Federal Govern-
ment started at the end of October with its issue of
medium-term notes (Kassenobligationen), and will con-
tinue with the DM 300 million loan to be issued on
5 November. A large part of the Federal cash reserves
thereby replenished will in fact not go back into circu-
lation until February and March, since months with
relatively large revenues are now in prospect — al-
though the fact must not be overlooked that the greater
part of the Federal Government’s own Treasury -bills
now in circulation (approximately DM 550 million on
31 October) must be redeemed by the end of the year.
Finally, as usual at that time of year, the banks will be
exposed to considerable strain through the rise of the
note and coin circulation in the weeks before Christmas.

On the other hand however it may be expected that
if only because of the higher level of domestic interest
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rates the banks will not only continue to refrain from
exporting money, but will bring home a part of their
foreign bank balances and money-market investments,
which in the course of this year have risen (without
the Saar institutions’ foreign assets) from something
over DM 1 billion to about DM 3 billion. It is difficult
to estimate how much may be so repatriated because
the amount is likely to depend largely on any existing
commitments to foreign banks, and on what holding
of working balances is felt.to be necessary. The
extent of effective repatriation will furthermore
depend on various factors which cannot at present be
foreseen at all, for instance the further course of
interest rates abroad, as well as the costs of rate-fixing
and the assessment of currency risks. For the present
however there is no reason to suppose that any reflux
could outweigh the above-mentioned factors indicat-
ing strain, the more so since the Bundesbank recently
again declared its readiness to conclude rate-fixing
transactions at comparatively low rates. A major
afflux of foreign money is also hardly to be expected
for the present, because with prevailing interest rate
relationships other countries are at least as attractive
as the Federal Republic — if not more so — from the
point of view of the short-term employment of money
abroad. The fact is that the last two years’ fall in
interest rates has so widened the margin available in
the light of balance-of-payments considerations for a
more restrictive credit policy that the renewed tighten-
ing of the interest screw does not threaten promptly
to produce any great opposite effect on liquidity —
quite apart from the possibility of neutralising greater
additions in liquidity, as regards their effect on interest
rates, if only by letting the circulation of mobilisation
paper rise again.

Banks’ Lendings and Investments

In the third quarter of 1959 the banks’ lendings to
public authorities, business and private customers to-
gether with their investments in securities showed
more rapid growth. The total of such assets rose
between the end of June and the end of September this
year by DM 6.7 billion, as against DM 5.3 billion in
the second quarter of this year and not quite DM 4 bil-
lion in the third quarter of 1958. On the figures for the
third and second quarters together this year’s increase
in the total credit extended, including the investments,
was about DM 12 billion against DM 7.4 billion last
year. In the past six months moreover the expansion
of credit (in the widest sense of the word) by far ex-
ceeded the longer-term funds of outside parties accru-
ing at the banks in the same period even though, as
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LENDINGS
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will be shown, such accruals were also greater than a
year before. The excess amounted to DM 4.4 billion,

‘being roughly 41/2 times as great as that of about DM

990 million in the corresponding period a year before.
Theoretically the banks’ credit expansion operated pro
tanto to “create money”, although it must be observed
that this refers to only one component in the highly
complex mechanism of overall money supply.

The short-term lendings to business and private
customers alone rose in the third quarter of 1959 by
about DM 760 million. Thus their rate of growth con-
flicted with the seasonal tendency in being greater than
in the previous quarter, even though expansion by the
very large amount of DM 738 million had already oc-
curred in the second quarter of this year. The quicken-



ing by comparison with a year ago is even more
marked. In the second and third quarters together
the short-term lendings to business and private
customers showed this year an increase of about DM
1.5 billion as compared with a decrease last year
of DM 285 million. It is true that between April and
September 1957 these lendings had also risen; but
the increase of about DM 50 million in that period was
only a small fraction of this year's. For some time
moreover there has again been vigorous growth in the
short-term lendings to business enterprises and in-
dividuals by those groups of banks where they had for
a long while been stationary or even declining. This
applies especially to the commercial banks, whose
lendings rose between the end of April and the end of
September by DM 1.13 billion this year against only
some DM 150 million last year, whereas in the first
four months of this year they had fallen by DM 323
million. Conversely the expansion at the savings banks
and credit cooperatives became somewhat slower after
the middle of the year, whereas in both groups from

the start of the year until then the short-term lendings
to business and private customers had shown a rela-
tively steady rise which in some cases far exceeded
that of a year previously.

The short-term credit extended by banks to public
authorities also increased in the third quarter of 1959,
after having steadily decreased in the five previous
quarters. The increase amounted to about DM 400 mil-
lion, being thus somewhat greater than the decrease in
the first half-year. The main reason was that up to the
end of September the banks acquired DM 440 million
of Federal Treasury bills and non-interest-bearing
Treasury bonds of those issues of which the Federal
Government disposed to meet its cash requirements
and to finance the reintegration of the Saarland, and
the taking of which by banks — unlike that of mobili-
sation paper, the equivalent of which goes to the Bun-
desbank and is sterilised by it — represents true grant-
ing of credit. On the other hand the banks’ holdings
of Treasury bills and non-interest-bearing Treasury
bonds of the Federal Postal Administration and Federal

Short-Term Lendings to Non-Banks

Increase: + or decrease: —

in millions of DM
1st 2nd 3rd April to] Jan. to
Ttems Year Qrr. Q. Orr. April May June July Aug. Sep. Sep. Sep.
i l
Short-term lendings to non-banks,
total 1) 1958 | 4 121 — 119 | — 427| — 697 | — S6 | 4+ 634 | — 658 | — 164 | + 395 | — S546] — 425
1959 | + 5| + 526 | +1,166| — 201 | + 182 | + 545 | — 15 { + 40 | +1,141| +1,692] +1,697
including: to business and private
customers, total 1958 | — 182 + 50| — 335| — 433 | — 79 . + 562 ' — 644 | — 44 | + 353 | — 285 -~ 467
1959 | + 171 | + 738 | + 763 | + 47 | + 259 | + 432 | — 213 + 226 | + 750] +1,501] +1,672
Participation of banking groups in the
granting of short-term lendings to business
and private customers )
Commercial banks 1958 | — 304 | — 237 | — 182} — 356 | — 125 | + 454 | — 404 | — 19 ‘ + 241 — 209 — 513
1959 | — 204 ' + 366 | + 649 — 119 | 4 141 | + 344 — 87 | + 216  + 520 +1r.015(+ 811
including: ' i
Big banks 1958 | —177 | — 23 | — 37| — 249 | — 2 + 254 | —327 | — 56|+ 56| — 350\ — 527
1959 | + 108 + 107 |+ 334] — 168 | + 125 | + 150 — 45 4+ 1090 | + 270| + 441+ 549
State, regional and local banks 1958 | — 17 | + 9|+ 141| — 79| — 50 + 138 | — 51| + 8|+ 1s4| -+ 150}+ 133
1959 | — 237 | + 2101+ 240} + 60| + 21| + 129 + 11 |-+ 48|+ 181+ 450|+ 213
Savings banks 1958 | + 216 | + 128 |— 85| — 3|+ 35| + 96 — 99| + 5 + ol + 43|+ 259
1959 | 4 151 + 200 | — 48| + 85| 4+ 43| + 72 — 78 — 85|+ 85|+ 1527+ 303
N I
Central giro institutions 1958 [ — 148 — 39 | — 49| — g0 o+ 41— 39 — 39|+ 29— 8[— 236
1959 | — 57 | — 24 |— 16] — 37 | + 41 — 28| — 44| + 33 | — 5|— 40| — 97
Credit cooperatives 1956 | + 160 + 123 . 4+ 29 4+ 32| + 22| 4+ &9 | + 4|+ 8,4+ 17|+ 152|+ 312
1959 + 173 | + 220 |+ 43| + 109 |+ 25| + 86 ! + 18| — 37 4+ 62|+ 263+ 436
|
Central institutions of credit cooperatives 1958 | — 59| — 78 |+ 81j— 50, — 19| — 9 '+ 7+ 13|+ 61|+ 3I|— 56
‘ 1959 | — 46 | — 128 |+ 132 — 74 — 36| — 18 i + 29| 4+ 65|+ 38)+ 4 — 42
- i
Instalment credit institutions 1958 | — 29| + 26 |— 18|+ 9| + 22| ~ 5§ 1 —_ 11| = 1{— 6|+ 8$|— 21
1959 | + 87| + 38|+ 18| 4+ 52: — 18 4 [ + 14! — 2 4+ 6|+ 561+ 143
Credit institutions with special functions 1958 | — 25| —= 77 | — 113 | 4+ 19 — 13| — 83| — 103 | — 13  + 3| — 190|— 215
: 1959 4+ 53]+ 66— 15|+ 43| + 50 = 27 | — 66 -+ 3+ 48|+ 51|+ 104
Other banking groups 1958 | + 7| — 6]+ 2|~ 4|— 1|]— 1+ 2}/+ 2/— 1|— 4|+ 3
1959 | + 14 -— —_ — 124+ 13— 11+ 1+ 3| — 4 —_ + 14
1) Including holdings of domestic Treasury bills and non-interest-bearing Treasury bonds, but excluding “mobilisation” paper.

14



Railways as well as of the Linder fell by a further DM
95 million, in accordance with the decline in the
circulation of such paper, so that the total credit ex-
tended to public authorities on the basis of money-
market paper rose in the third quarter of this year by
about DM 345 million net. By comparison the increase
in the credit granted to public authorities by way of
book credit and discount — it amounted in the same
period to DM 58 million as against a fall of DM
136 million in the previous quarter — was of only small
importance.

There was moreover in recent months an unusually
large increase in the medium and long-term lendings,
after the growth in these had already become consider-
ably faster in the first half-year. Between the end of
June and the end of September this year such lendings
rose for the first time in any quarter of a calendar year
by over DM 4 billion, namely by DM 4.31 billion, or
more than in the second quarter of 1959 by over DM
1.1 billion, and more than in the corresponding period
of last year by nearly DM 1.4 billion. If one combines
the second and third quarters’ addition here also, one
finds an increase of about DM 2 /4 billion by com-
parison with that a year eatlier.

At the same time the expansion in medium-term
lendings was less by roughly a half than that of about
DM 1 billion in the previous quarter, when it had been
much assisted by certain special circumstances, such as
the granting of larger loans against borrower’s note
before the amendment of tax law, and the introduction
of small-loan business by the big banks. Even so the
expansion in the third quarter of this year was still
about DM 500 million, or roughly two and a half times
as much as in the corresponding period of last year. The
increase on the year is partly explained by the spread-
ing and growth of small-loan business. It was practi-
cally not until the spring that the big banks started such
business; and the other groups of banks, which have
engaged in it to a greater or lesser extent for longer
than that, have noticeably forced its growth this year.
Accurate figures for the growth of these small loans are
however at present available only for those granted by
the big banks. They show that at these latter such loans
grew between their introduction at the beginning of
May this year and the end of September to a total of
nearly DM 200 million, of which about DM 70 million
was added in the third quarter. The amount of the
small loans granted by the other banking groups has on
the other hand been recorded by us only since the end
of August this year. The figures for the first two return
dates, the end of August and the end of September, are
given in the accompanying table. k
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Small Personal Loans'), by Banking Groups

in millions of DM

Position as of
Banking groups

31 August 1959 | 30 Sep. 1959P)

Commercial banks

of which:
Big banks
State, regional and local banks
Private bankers
Specialised commercial banks

218 244

(178)
(32)
«n
(1

(196)
(38)
(9
(1)

Central giro institutions

Savings banks 318 353

Credit cooperatives 138 154

of which:
Industrial credit cooperatives (120)

|
' (134)
G|

Agricultural credit cooperatives ( 20)

All Banking groups 753

676 (

1) Small personal loans are considered to include all medium-term loans with
agreed repayment the amount of which originally paid out does not exceed
DM 2,000. — P) Provisional,

In the quarter under report the loans at long term,
in the sense of those granted with agreed periods of
four years or more to maturity, grew much faster than
in earlier periods. At DM 53.0 billion at the end of
September this year the long-term lendings to business
and private customers alone were greater than at the
end of June by DM 2.65 billion. The increase thus
exceeded that in the second quarter of this year
by about DM 1.1 billion, and that in the third quarter
of 1958 by roughly DM 600 million. Most of them
represent loans granted by institutions lending against
real estate, including the central giro institutions
and savings banks, whose long-term lending busi-
ness in the past months reached a total scarcely ever re-
corded at that time of year. One reason no doubt lies
in the remarkably great activity in building. Evidently
however the growth was also quickened by the fact that
for some time the outflow of mortgage loan monies
has no longer been checked by expectation of falling
interest rates; on the contrary, the expectations regard-
ing interest now rather favour rapid taking of the prom-
ised monies, and the borrowing of capital in advance.
The recent increase in long-term lending by credit in-
stitutions with special functions is also clearly affected
by this factor. Consequently between the middle of
this year and the end of September, despite the
tendency for the return flow of funds from repayments
to rise, the total outstanding long-term lendings by
such institutions to business and private customers rose
by over DM 200 million after having fallen in the
second quarter of this year by twice that amount.

During the quarter under report the long-term lend-
ings to public authorities also showed faitly vigorous
growth, rising by nearly DM 1.1 billion, or by about



DM 400 million more, in each case, than in the second
quarter of this year and the third quarter of last. The
rise is however in part due simply to the fact that one
institution, after assuming a joint commitment, now
shows among its transitory loans on trust basis (and
hence among the balance-sheet items here recorded)
certain major capital development loans to public au-
thorities which it had previously passed on in another
party’s name and for another party’s account (so that
the loans were “administered loans”, and it did not
need to show them in its balance sheet). Even apart
from this purely bookkeeping transaction, however, the
addition amounts to nearly DM 900 million. More than
a third of it arises from a long-term loan which the
Reconstruction Loan Corporation made available to
the Federal Government in July to finance expenditure
entailed by reincorporation of the Saar.

The banks’ investments, including their holdings in
syndicates and medium-term notes, rose in the quarter
under report by about DM 1.22 billion. The increase
had been DM 1.55 billion in the second quarter of this
year, and DM 1.68 billion in the first; in the third
quarter of 1958 also, at DM 1.45 billion, it had been
greater than in the period now under review. There was
in particular a considerable decline in the accrual of
bank bonds (excluding medium-term notes) and public
authorities’ loan issues, although at a total of about
DM 557 million (against DM 1.0 billion in the second
quarter of this year and DM 1.3 billion in the first)
such securities continued to be the largest item. Most
of them are bank bonds, that is mainly mortgage and
communal bonds, the total for which rose by DM 516
million, On the other hand between the beginning and
end of the period under report the banks’ holding of

The Credit Institutions’ Business on the Assets and Liabilities Sides™)

in millions of DM
1958 1959
Items
1st Qtr. | 2nd Qtr. ‘ 3rd Qtr. l 4th Qtr. | 1st Qtr, t and Qtr. | 3rd Qtr.P) TJuly Aug. Sep.P)
Lendings to Non-Banks Position
and Security Holdings Increase (+) or decrease (—) at end of
Short-term lendings to . month
Business and private customers | — 182 4+ 50 — 335 + 749 + 171 4 738 -+ 763 — 213 | + 226| + 750 | 33,670
Public authorities + 162 | — 37 | — 79 | — 139 | + 130 | — 136 + 58 + 55 | — 118 + 121 | 584
Medium and long-term lendings to ‘
Business and private customers 41,426 +1,579 +2,315 +2.,330 +1,534 +2,537 +3,183 9| +1,013 4| 41,122 1,048 61,917
Public authorities + 8054 4+ 739 + 617 + 968 + 983 + 6529 + 9409 + 561 4+ 159 -+ 2208) 16,654
Treasury bills and non-interest-
bearing Treasury bonds +1.676 + 439 + 575 —2,079 + 360 + 147 — 69 — 210 |+ 83} + 58 7,085
including: Federal Treasury
bills and non-interest-
bearing Treasury bonds
deriving from the exchange l
for equalisation claims ] s .
(“mobilisation” paper) (+1,372)%), (+ 640) | (+ 521) | (—2,151) |(+ 524) | (— 37) | (— 461) | (— 328) (+ 66) (— 199) |( 4,326)
Securities and syndicate ‘
participations ) 2) +1,107 +1,235 +1,450 +1,126 +1,676 +1,552 +1,222 + 481 |-+ 407| + 334 | 17,59
including : Bank bonds 2) (+ s16) ' (+ 775) |[(+ 993) | (4 514) | (1,149) | (+1,003) | (+ e85) | (+ 359) {(+ 123) (+ 203) |(10,720)
Bank Deposits and
other Liabilities
Sight deposits of
Business and private customers | —1,108 +1,204 + 942 +2,236 — 523 +1,477 + 657 4+ 370 |+ 262 + 19 | 23,870
Public authorities — 69 — 163 + 87 + 381 + 234 — 194 + 55 — 264 + 305| + 14 2,884
Time deposits of ‘
Business and private customers | + 720 — 44 + 256 — 489 + 113 — 32 + 437 + 318 | + 119 0 | 10,331
Public authorities + 168 + 112 + 328 + 12 + 1 + 101 + 266 + 58 |+ 303 — 95 7,213
Savings deposits of
Business and private customers | +1,832 +1,207 +1,395 +1,878 +2,075 +1,396 +1,537 + 469 |+ s30| + 538 | 38,997
Public authorities + 89 4+ 94 + 38 + 181 + 156 + 273 + 143 + 12 + 79| + 52 2,685
Monies and loans taken from
non-banks + 5644 + 4903 + 37049 + 477 — 260 4+ 224 + 2219 — 334 + 105| + 1499 28,620
including: at notice or fixed
period of 6 months and over | (+ 513M) (+ 639) | (+ 244)%, (+ 386) [(— 173) [(+ 189) | (+ 2058 (+ & (+ 1149)] (+ 859! (28,256)
Circulation of bank bonds ) %) +1,188 | + se0 | +1,509%); + 833 +1,999 | +1,499 | +1,348 | + 599 | + 377 | + 372 | 24,650
") According to the credit institutions’ monthly balance-sheet statistics. The data include claims and liabilities in respect of German and foreign non-banks,
— 1) Deviations from previously published figures are due to the inclusion of foreign securities. — ) Including medium-term notes. — %) Excluding bonds of
own issues held by credit institutions. — 4) Statistically adjusted. — 5) Not fully comparable with other figures because, as from July 1958, bonds sold in
advance are combined with “bonds in circulation”. Net placing according to issue statistics as of July 1958: about DM 480 million against DM 714 million
as shown in the banking statistics. — ) After elimination of a DM 190 million increase due to conversion of “administered loans* into bank lendings. —
Py Provisional.
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public authorities’ bonds increased by only the quite
small amount of roughly DM 40 million; it is true that
the issue of the Federal Railways loan in August this
year produced renewed expansion, but this was not
much greater than the July contraction due to repay-
ment of the remainder of the Reich Railways 1949
loan. The banks’ holdings of medium-term notes did
however show vigorous growth. They rose by DM 383
million in the quarter under report to a present total
of about DM 920 million, after having increased by ap-
proximately DM 230 million in each of the first two
quarters. The banks’ holdings of shares and foreign
securities, as well as in syndicates, were also shown
higher at the end of September this year than at the
end of June. The addition of DM 105 million to shares
was somewhat greater than that of DM 80 million in
the previous quarter, whereas at DM 56 million the
growth in foreign security holdings was smaller than
that of DM 100 million in that quarter. Also worth
remarking is the relatively large increase of DM 110
million in syndicate holdings after they had declined
by DM 28 million in the second quarter of this year.

Accrual of Outside Parties’ Longer-terms Funds at Banks

The accrual of outside parties’ longer-term funds at
banks — that is the addition to savings and time
deposits, the proceeds of sale of bank bonds and the
taking of medium and long-term monies and loans
from non-banks — amounted in the third quarter of
1959 to DM 4.1 billion; thus by comparison with the
accruals of DM 3.4 and 3.5 billion in the second
quarter of 1959 and the third quarter of 1958 as pre-
vious comparable periods it has risen further although,
as already mentioned, it was far from keeping pace
with the simultaneous expansion of credit.

Of the bank liabilities mentioned it was again the
savings deposits which grew most in the period under
report, namely by DM 1.68 billion as against DM 1.67
billion in the previous quarter and DM 1.43 billion in
the corresponding period of last year. On any assess-
ment of these figures it must be borne in mind that in
July this year the statutory blocking period expired for
the monies paid into savings accounts with the benefit
of tax privileges at the end of 1956 (some being al-
ready so paid with the benefit of the special con-
cessions accorded by the “Lex Preusker”), and that the
amounts in question consequently became free. Pre-
viously the mass release of savings deposits carrying
tax privileges had as a rule impaired the growth of total
savings deposits at least for a time, because some of
the released monies would be switched into other

forms of saving such as investment in securities. In the -
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THE MOVEMENT [N
SAVINGS AND TIME DEPOSITS

Snvings and Tirme Deposits

DM
hillion End-of-quarter totals
|
40 /
36
Savings deposits
32
total
28 - S
without savings deposits
(/ carrying tax privileges
) /—/ /@/
20 /O/Q/O/C
Time deposits
; -
16 | - et ™ e
: -
I I
B i
12 a
,’
Py oy
91%.illli%i!ifl¢
Breakdown of Time Deposits oM
by Fixed Periods or Periods of Notice? billion
Guarterly changes, cumulative as from end-1955 +6
+5
6months and over
+4
/ s
o f -
V4 Y ~~ »
_—t N LSRG S
,’. 1to 6 months
4
yi +1
V)
/d
W 0
+——t—t—t—t—+—F—+—+—+—F—— -1
1956 1957 1958 1959

1)Prior to June 1957, position as at the end of the secand month in
the quarter because of different recording.
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past months there was virtually no sign of this, even
though at DM 370 million the decrease of savings
deposits carrying such privileges was relatively large
in the third quarter, comparing with an increase of
DM 112 million in the second. The greater part of the
released amounts seem indeed to have remained as
normal savings deposits — which confirms the preva-
lence then existing of a “wait-and-see” attitude to
investment in securities. The further quickening in the
rise ‘of business enterprises’ savings deposits — in the
third quarter of this year they grew by about DM 120
million as compared with some DM 100 million in the
second quarter and DM 50 million in the first — also



points in the same direction. Public authorities’ savings
deposits similarly grew further in the third quarter of
this year, but did so much less than in the previous
quarter, when they had risen by DM 273 million. At
DM 143 million their rise during the period under
report was roughly in line with that usual since the
autumn of 1958,

The increase in time deposits also became faster in
the period under report after having been relatively
slow in the first half of this year. The addition amount-
ed to about DM 700 million in the third quarter
(against only just on DM 200 million between January
and June this year), and thus for the first time in two
years was appreciably greater than that in the corre-
sponding period of the previous year, namely DM 584
million in the third quarter of 1958, To no small extent
this too is doubtless due to the waiting attitude of
investors pending further developments in the security
market. It is in accordance with this attitude that in
the past quarter the movement contrasted with that in
the first half of this year in that growth was especially
vigorous in the time deposits at short term (that is
running for not more than six months), whereas
between the end of September last year and the end
of June this year such deposits had contracted by about
DM 880 million net. The rise in them during the quar-
ter under report was DM 454 million, being thus
greater than in the corresponding period of last year by
over DM 70 million. In the case of the longer-term
time deposits (fixed for six months or more) the growth
in the quarter under report was also somewhat greater,
at about DM 250 million, than that of DM 203 million
in the corresponding period of last year, although this
represents notable slowing by comparison with the
growth of DM 349 and 412 million respectively in the
first two quarters of this year. Not quite two-thirds of
the total addition to time deposits during the quarter
under report was in those of business and private
customers, the remaining third being in those of public
authorities.

In the months from July to September this year the
proceeds from the sale of bank bouds, including the
medium-term notes issued by banks, amounted to
about DM 1.35 billion; they were thus smaller than
those of DM 1.5 and 2.0 billion respectively in the
first two quarters, although greater again than those of
DM 1.28 billion in the corresponding period of last
year. Details of the banks’ issuing activity will be
found in the next section, dealing with the state of the
security markets.

The amount of longer-term monies and loans taken
from non-banks remained within the much narrower
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limits which are set for it, by comparison with earlier
years, through the change (which has frequently been
the subject of comment in these Reports) in the lend-
ing methods of public authorities. According to the
balance-sheet statistics the accrual of such resources
in the quarter under report did reach nearly DM 400
million, against about DM 190 million in the previous
quarter and DM 244 million in the third quarter of
1958. But part of this resulted from the above-
mentioned conversion of “administered loans“ into
“loans on a trust basis“, and to that extent does not
represent an accrual to the banking system of resources
assignable solely to the period under report. If the
consequert increase in the monies and loans taken at
longer term is excluded, the increase in them amounted
to only a little over DM 200 million.

Security Markets

On the security markets in the period under report
the quotations for shares showed a sharp fall, which
for the time being put an end to the feverish rise that
we have repeatedly described as overdone, and to that
extent may doubtless be assessed as a sign of return
towards normal. Simultaneously however the bond
market became for a time even more distorted, so that
the attempt described in our July Report to counter a
new and steeper rise in interest rates through self-
restraint on the part of issuers had to be finally aban-
doned, the more so since the business trend was with
increasing force calling for a more restrictive credit
policy. The Bundesbank regretted this, but has on the
other hand always taken the view — especially for
instance in its Report for July — that only the actual
course of events will decide whether it would be
possible, through nursing of the bond market as re-
commended in the second and third quarters, to
remedy its weakness that has been apparent since the
spring, or whether for this purpose it might not after
all be right for the time being to allow the upward
interest rate tendencies to operate in the hope that
the market might then the more quickly regain its
strength.

As regards the actual course of the bond market
it 'soon became apparent that there was little founda-
tion for the slight recovery which occurred shortly
before our last economic report went to press, that is
in the second half of July, since it was already replaced
in August by fresh weakness. It is true that in
accordance with the agreement between the most im-
portant issuers nearly all the securities issued in August
were put on to the market bearing interest at 5 %o
nominal, and mostly at issue prices of 97 to 98, after



5!/2 %o issues had already gained much ground in the
previous month; but these securities were taken only
slowly and, so far as issues through banking syndicates
were concerned, were left in large amounts on the
hands of the underwriting banks. The placing of new
mortgage and communal bonds also became increasingly
difficult. The real estate credit institutions consequently
found themselves again obliged to allow larger bonuses,
more particularly since in view of their earlier promises
of Jarge amounts of mortgage loans, coupled with the
greater extent to which such loans were called by
borrowers, they now depended on sales of corre-
sponding amount. It is true that, in view of the agree-
ment reached in July that the net selling price of the
new 5 %o issues should not be allowed to drop below
951/4 to 95'/2, the increased bonuses were at first in
many cases given not openly but through linked trans-
actions, for example by tax-free securities being at the
same time sold at preferential prices to acquirers of

new bank bonds. The result of forcing sales in this
way was however that the new series promptly became
the subject of unofficial dealings between banks at
levels below the issue prices. Even the older bonds,
already introduced on to the stock exchange, did not
escape the downward movement in quotations. Whereas
at the outset only the public authorities’ 5 %0 and
51/2 %/ bonds showed price-falls, at first amounting
to fractions of a point, the falls afterwards spread to
normally taxed bonds carrying higher interest rates;
finally they even affected the tax-free securities which
had previously always been favoured, including exter-
nal bonds (which are also tax-free) and pre-currency-
reform issues.

How impermanent the placing of the new issues was
in the existing circumstances became especially clear
on the introduction to the stock exchange of the public
authorities’ large loans issued in the spring, since on
each such occasion the price-supporting agencies had

Placing of Securities

in millions of DM
Bonds of German issuers N
Fixed- Fixed-
Bonds of Loafns interest- i];nerest-
Period ) onds o of earing
Mortgage Communal | specialised | Industrial Pl‘:)l;l:c Other foreign sgz:gfiges Shares securities
bonds bonds credit bonds issues bonds issuers total and shares
institutions total
Gross placing
1958 1st Qtr. 430.4 709.5 32.1 501.8 331.1 — —_ 2,054.9 277.7 2,332.6
2nd Qtr. 262.8 448.7 157.7 525.5 708.2 . — — 2,102.9 299.7 2,402.6
3rd Qtr. 387.6 760.7 154.8 299.6 299.2 0.0 - 1,901.9 265.6 2,167.5
4th Qtr. 488.0 418.7 77.8 325.0 664.2 2.0 92.0 2,067.4 296.5 2,363.9
1959 15t Qtr. 838.0 806.8 194.5 283.8 640.2 0.0 124.6 2,887.9 279.3 3,167.2
2nd Qtr. 615.0 652.0 152.6 425.8 834.3 — 220.0 2,899.7 110.9 3,010.6
3rd Qtr. 756.4 408.7 299.8 127.8 462.4 0.0 — 2,055.1 552.0 2,607.1
July 1) 327.9 201.3 134.7 2.8 241.9 0.0 — 908.6 351.4 1,260.0
Aug. 217.4 100.5 55,7 125.0 210.0 ‘ — — 708.6 92.9 801.5
Sep. 211.1 106.9 109.4 — 10.5 \ — —_ 437.9 107.7 545.6
Redemption
1958 1st Qtr. 7.1 4.6 53,2 13.3 51.7 0.1 — 130.0 — 130.0
2nd Qtr, 1.7 4.8 0.1 5.9 113.5 0.1 —_ 126.1 —_ 126.1
3rd Qtr. 6.2 56.7 0.0 11.4 49.3 0.0 — 123.6 -— 123.6
4th Qtr. 45.3 34.3 40.3 71.4 45.3 0.2 — 236.8 —_ 236.8
1959 1st Qtr. 39.1 57.8 55.8 34.7 29.9 — - 217.3 — 217.3
and Qtr. 53.3 72.1 9.1 57.3 413.1 — — 604.9 - 604.9
3rd Qtr. 49.0 44.5 1.6 78.9 113.3 0.1 — 287.4 — 287.4
July 1) 34.7 0.6 0.1 33.1 113.1 0.1 —_ 181.7 — 181.7
Aug. 2.2 1.1 1.1 5.4 0.2 0.0 — 10.0 — 10.0
Sep. 12.1 42.8 0.4 40.4 0.0 — — 95.7 — 95.7
Net placing )
1958 15t Qtr. 473.3 704.9 — 21.1 4B8.5 279.4 — 0.1 — 1,924.9 277.7 || 2,202.6
and Qtr, 261.1 . 443.9 157.6 519.6 594.7 — 0.1 — 1,976.8 299.7 2,276.%
3rd Qur. 381.4 704.0 154.8 288.2 249.9 — 0.0 — 1,778.3 265.6 2,043.9
4th Qtr, 442.7 384.4 37.2 253.6 618.9 1.8 92.0 1,830.6 296.5 2,127.1
1959 1st Qtr. 798.9 749.0 138.7 249.1 610.3 0.0 124.6 2,670.6 279.3 2,949.9
2nd Qtr. 561.7 579.9 143.5 368.5 421.2 — 220.0 2,294.8 110.9 2,405.7
3rd Qtr. 707.4 364.2 298.2 48.9 349.1 — o1 — 1,767.7 §52,0 2,319.7
July 1) 293.2 200.7 134.6 — 30.3 128.8 — 0.1 — 726.9 351.4 1,078.3
Aug. 215.2 99.4 54.6 119.6 209.8 — 0.0 —_ 698.6 92.9 791.5
Sep. 199.0 64.1 109.0 — 40.4 10.5 — —_ 342.2 107.7 i 449.9
1) As from July 1959 including new business in the Saarland, — *) L e., gross placing less redemption; the minus sign indicates an excess of redemption over
the amount newly placed during the period under report,




to take up large amounts running into many millions
which were resold to them. Since in accordance with
the practice prevailing up till that time each intro-
duction to the stock exchange took place at the issue
price, many investors including banks used the oppor-
tunity to sell parts of their holdings at the favourable
price thus open to them, doing so either in order to
regain their liquidity at prices which were still rela-
tively high or with a view to using the proceeds for
acquiring bonds which had in the meantime been
newly issued, so that in this way they could again
enjoy attractive bonuses. Even underwriting banks did
not hesitate, at the first opportunity, to sell securities
from their syndicate holdings. In the end the offerings
became so great that the price-regulating agencies
could take only part of them, and had to mark quota-
tions down. Even the tradition that new bonds should
be introduced to the stock exchange for official dealings
at the issue price had to be breached, under the pressure
of circumstances, on the introduction of the Inter-
national Bank for Reconstruction and Development’s
loan; this loan was introduced at 98, that is 2 points
below the price at which it had been issued, but since
then the 98 level has been maintained. After it had
become clear in the light of such experiences that for
the present the market would hardly accept any fresh
issues on the existing terms, the real estate credit
institutions in September became the first issuers to
revert to securities of the 5 1/2 %o type; and in October
bonds of the 6 %/¢ type were also used to an increasing
extent. At that time quotations for 5 % normally
taxed mortgage bonds declined in unofficial dealings
to 90 net, or even lower; and the other securities were
also under increased downward pressure, which in most
cases caused prices to fall by several points. Thus for
instance the two tranches of the Federal Railways 5 %o
loan issued this year dropped to 92%/4 by comparison
with their issue price of 97%4.

One cause of this further deterioration in the market
that the latter had been burdened almost
throughout the third quarter with relatively large
issues, and that as already indicated the pressure
really to sell the issued securities was in many cases
quite considerable. Altogether in the third quarter
fixed-interest securities amounting to over DM 2.4
billion were newly issued. This was only about DM
580 million less than in the second quarter, when issues
had been exceptionally large, although it was not
nearly so much as in the corresponding quarter last
year — when however the bond market had been under
the influence of an exceptionally strong “fair wind“
or rising tendency. The real estate credit institutions

was
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had by far the largest share in these issues. These latter
amounted as already stated to a total of DM 2.4 bil-
lion, out of which mortgage and communal bonds
accounted for more than DM 1.5 billion, even though
the real estate credit institutions had again undertaken
in July to keep off the market so far as possible. The
figures for placings were also still considerable. The
total placings of fixed-interest securities reached in the
third quarter DM 2.06 billion against DM 2.9 billion
in the second, and DM 1.9 billion in the third quarter
of 1958. Of the total for the quarter under review, the
direct issues of public authorities and industry account-
ed for only DM 462 and 128 million respectively,
against DM 834 and 426 million in the second quarter
and DM 300 million for each group in the corre-
sponding quarter of last year. Mortgage and communal
bonds on the other hand absorbed about as much money
as in the second quarter of 1959 and in the third quar-
ter of 1958, namely DM 1.17 billion as compared with
DM 1.27 and 1.15 billion. As to individual categories
the sales of mortgage bonds predominated at DM 756
million, while those of communal bonds amounted to
DM 409 million. The mortgage bond sales were thus
greater by about DM 140 million than in the preceding
quarter.

MORTGAGE LOANS PROMISED AND MORTGAGE BONDS SOLD
BY REAL ESTATE CREDIT INSTITUTIONS

oM
billion

0.8

Mortgage loans
promised

Net placing of
mortgage bonds?)

0.6 -

0.4 -

DM

billion j
Mortgage Loans Promised .

24T e -
but not yet paid out
20 @®= Position at end of third quarter of the years indicated
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1)Gross placing after deduction of redemptions and repurchases.
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Such strong pressure by real estate credit institutions
to sell no doubt resulted from the great amount of
mortgage loans which these institutions had promised
since the middle of last year. In the first half of 1959
alone they had undertaken to grant altogether DM 1.4



billion of such loans as against DM 0.9 billion in the
corresponding period of 1958. Their borrowing of new
resources had not nearly kept pace with this. With only
slightly increased substitute cover the outstanding
promises of mortgage loans amounted on 30 June this
year to DM 2.3 billion as compared with DM 1.4 bil-
lion at the corresponding date last year. Consequently
by the end of the second quarter the institutions
already had to find funds to finance a very large
amount of promised loans. Nevertheless they gave
further promises in the third quarter of loans amount-
ing to about DM 740 million (that is not much less
than the DM 810 million promised in the second
quarter), so that it became all the more urgent that
the finding of funds to cover these lendings should
follow suit, and accordingly the sales of mortgage
bonds had to be forced even at the price of substantial
concessions on interest rate, issue price and bonuses.

No doubt the increase in the demand for mortgage
loans was in some measure a result of that in building
activity, or planned building, just as the rise in business
activity visibly enlarged the demand for capital in
other ways too. Here, of course, cause and effect inter-
act. If the credit institutions lending against real estate
had not been so ready to finance the incipient building
boom, that boom would certainly not have attained its
present proportions. But as was shown in detail in our
July Report the demand for capital also continued to
be encouraged by the fact that borrowers’ expectations
about interest rates did not improve, but rather for
the time being became even worse, in which connection
— as is emphasised in the Bundesbank President’s
speech reproduced in the first chapter of this Report —
purely sentimental judgments frequently carried more
weight than rational considerations taking due account
of the longer-term prospects. Accordingly premature
raising of capital, and even definite tendencies to hoard
it, further inflated the current demand for capital, and
so contributed substantially towards causing the mar-
ket to be burdened by relatively large issues at least
up till September.

This factor was the more important because, under
the influence of the changed expectations about interest
rates, the “wait-and-see” attitude among investors also
gained further ground. The above-described relatively
large increase in investments not entailing price-risk
clearly indicates this; but above all the fact that even
banks promptly parted with securities — including
even some from their own syndicate holdings — when
their prices began to fall shows how the last few
months’ weakening of the market was increased by
“wait-and-see” tendencies. At all events it was clearly
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shown not only in the phase of falling interest rates
between 1957 and the spring of this year, but also in
the succeeding phase, that in the Federal Republic the
market for fixed-interest securities is still much more
subject to speculative influences than it is in other
countries.

In these circumstances the raising of the Central
Bank discount rate on 22 October this year scarcely
placed any further burden on the market. It had already
been largely discounted in the previous movement of
prices; indeed it almost looks as though an incubus
has now been lifted from the market. The Bundesbank



had indeed definitely aimed at this effect; it was
partly, although of course not primarily, for that
reason that it took relatively drastic action on 22 Octo-
ber. There is now some hope that next spring economic
activity will follow a calmer course than there would
otherwise be reason to fear, and that it will be possible
for credit policy to take account of this.

Undoubtedly moreover the clarifying of the Federal
Government’s borrowing plans immediately after the
last Bank Rate increase contributed appreciably
towards alleviating the nervousness which had previ-
ously prevailed in the bond market. A higher rate of
interest on capital has now, as it were, been officially
sanctioned. It is true that on the unanimous proposal
of the Loan Syndicate the DM 300 million Federal loan
which is being offered for subscription between 5 and
11 November will carry interest at only 51/2 9/¢ nomi-
nal. But, as is shown in the chapter on Public Finances,
if allowance is made for the 8!/2 years average life and
for the issue price of 961/2 the effective yield is 6.12 %/o.
That is certainly a fair market rate, especially when
it is borne in mind that the debtor’s standing is above
all doubt. The fact that the Federal Government has
waived the right, otherwise usual in the case of long-
term loans, to call the loan before maturity or
to redeem at a faster rate ought also to be considered
in any assessment of the nominal interest rate. The
effect is that for the first time a really long-term
interest rate has been conceded on a long-term loan,
whereas otherwise the holders of such loans always had
to reckon that in the event of a major fall in the
general interest-rate level after some years they would
lose the perhaps relatively high rate of interest at
which they had taken the bonds. The Bundesbank wel-
comes this arrangement, made on its initiative, because
it hopes that this will help to produce greater steadi-
ness in the rate of interest on capital. In fact one reason
why that rate has up till now always been subject to
comparatively wide fluctuation in the Federal Republic,
unlike other comparable countries, is that the possi-
bility of coming down after relatively few years from
the originally conceded rate of interest has certainly
seduced many issuers into giving their loans at the
outset a fairly high interest rate, even where it was
already clear at the time of issue that such a rate would
hardly be in line with the market for the full agreed
life of the loan. The regrettable propensity in Germany
even in the case of temporary market tightness
promptly to raise interest rates instead of postponing
or restricting borrowing, has thus no doubt been much
encouraged by the clause — now happily eliminated in
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the case of the Federal loan — about premature calling
and accelerated redemption.

Apart from this it can be said that the basis has
now been by degrees created for a cooler assessment
of the Federal Government’s future demands on the
capital market. For the present financial year it can
be safely assumed that the borrowing requirement
will be much smaller than was originally feared
because, as is shown in the following chapter, as a
result of the favourable course of tax revenues and the
abstention from expenditure increases taking effect
in the present financial year the deficit to be met by
borrowing will fortunately be much smaller than
estimated. When it is further borne in mind that in
the near future the other public authorities will need
to borrow much less than say a year ago (details will
be found in the chapter on Public Finances in our July
Report), it becomes clear that until further notice the
size of the Federal borrowing plans should hardly entail
the risk of any excessive strain on the capital market.
True, it is much harder to assess the Federal Govern-
ment’s need for credit in the next few years. Subject
to all the reservations appropriate when drawing up the
relevant estimates, the Federal Finance Minister put
it for the 1960 financial year at a total of DM 3 bil-
lion, adding the remark that he would like to find a
substantial part of this amount on the capital market.
This announcement is certainly not to be taken lightly.
It would undoubtedly be a good thing if the effective
requirement fell short of the estimate, just as it has
done this year, because in times of boom it is desirable
that the largest possible part even of the Government's
“productive” expenditure — to which the Federal
Finance Minister incidentally proposes in any event
to confine his borrowing — should be covered by ordi-
nary receipts. If that principle is observed, however,
there is at present little need for special anxiety about
the Federal Government's desires as to borrowing in
the capital market, especially if other issuers’ demands
do not run wild but remain within the limits set by the
cyclical situation; this can in particular be expected
as regards the demands of the real estate credit institu-
tions, which this year have expanded credit with great
freedom.

It is of course not possible to forecast with certainty
whether the expectations about interest rates will
gradually change under the influence of these factors,
and so assist the restoring of a better balance in the
market. The rate of interest on capital has however
now again reached a level which on a longer view seems
hardly suited to an economy having the degree of
development, the capital-forming capacity and the



balance-of-payments position of Germany's. Even in
the spring, at the lowest point of its downward move-
ment so far, the Federal Republic’s interest rate on
capital was by no means low in comparison with other
countries’ at the level of about 5'/4%0 at which it
appears to have then stood. It is well known that even
in the spring the West German rate of interest on
capital was still far from attaining the lower rate in
the United States, let alone that in Switzerland. And
it still remained noticeably higher than that in, for
instance, the Netherlands. With the long-term interest
rate in the United Kingdom it was at best on the same
level, although that country was then still clearly
under the influence of the 1957 credit squeeze; it was
below the Belgian rate only slightly, if at all. Even in
Italy with its great need for development and its in
general probably smaller capital-forming power, and
in France which had only just emerged from a severe
financial and balance-of-payments crisis, the rate of
interest on- capital was higher than in the Federal
Republic by scarcely more than %4 %0 to 1 %o. At pres-

ent therefore the Federal Republic would again seem
to rank in the upper rather than in the lower or middle
part of the scale of capital interest rates for more
developed countries. Accordingly in the longer run
the rate of interest on capital may be expected to
decline again; and for such a declining tendency more
allowance should be made, in long-term investment
and the planning of capital expenditure, than has —
to the great detriment of steadier growth in the capital
market — been the case of late.

At the end of August, as already mentioned in this
chapter, there occurred in the market for shares a
downward movement which ended the previous boom
that had lasted more than two years, and which evi-
dently introduced a new phase in quotations. At nearly
525 the share price index calculated by the Federal
Statistical Office on the basis 31 December 1953 =
100 reached its peak in the last week of August. It then
dropped steeply to 478 by the middle of September,
rose again slightly by the end of that month to 485,
once more dropped fairly sharply in the next two weeks
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to 451, and — regardless of the Bank Rate increase,
which had obviously been discounted for some time on
the share market as well as elsewhere — did not firm
up again until the last ten days of October. The effect
of this revision of the level of quotations was that the
average calculated yield of all quoted shares rose from
2.15 %0 at the end of August to about 2.4 % at the
end of October. Thus it is like the level of quotations
in being nearly where it had been at the end of July
this year.

The immediate cause of the decline probably lay
in the setbacks which some leading foreign stock ex-
changes suffered in August, although in most such
cases the downward movement of quotations ceased
after a short time. Besides this however there was cer-
tainly a gradual cooling of the stock exchange public’s
attitude towards the fancy levels which a large pro-
portion of share prices had reached at the height of
the boom. In this connection the fall on the bond
market, like the related rise in the rate of interest
current in the country, was probably a factor just as
much as the quickly confirmed expectation that the
Bundesbank would certainly not leave uncountered
the tendencies to excess which were beginning to
appear in the business cycle.

Apart from these influences however the basic state

of the share market has also changed inasmuch as the
shortage of securities on offer, which had previously
to a large extent characterised the market, is clearly
becoming less marked. Recently in fact new issues of
shares have greatly increased. In the third quarter of
this year shares were placed to a par value of DM 552
million, against DM 111 million in the second quarter
and DM 266 million in the corresponding period of
last year. In terms of quoted value the placings of
newly issued shares in the third quarter actually
reached DM 700 million because in some cases, con-
trary to previous practice, which in view of the level of
quotations for old shares had for a long time no longer
been to companies’ advantage, subscription prices lying
well above par were fixed. Accordingly financing
through the share market has again attained consider-
able size after having receded completely into the back-
ground during the first half of the year. In October
also the placings of new shares, especially according to
the quoted value, would seem to have been consider-
able. The increase in the capital of a large chemical
industry enterprise, which increase was also effected at
a rate well above par, by itself required the provision
of altogether DM 264 million of capital, this being an
amount which had never before been attained by any
capital increase since the currency reform.

Public Finances

The feature of the public authorities’ cash position
in recent months was that — largely owing to the effect
of the good state of business — receipts in general rose
considerably, although in the case of the Federal
Government the increase in revenue was again ex-
ceeded by the great rise in expenditure. Consequently
the Federal budget showed large cash deficits, while the
other authorities’ position at least as a whole continued
for the time being to improve. In the case of the
Federal Government, it is true, non-recurring special
payments were an important factor in this connection.
As regards the current cash transactions, on the other
hand, there also the effect of the favourable course of
receipts was clearly apparent. There is therefore
ground for expecting that the Federal borrowing re-
quirements in the current financial year will be appre-
ciably smaller than originally supposed — a fact which
must be described as a notable stroke of luck not only
from the point of view of the entire economy but also
from that of the Federal budget, since it is highly
doubtful whether deficits of the size originally esti-
mated could have been covered by recourse to the
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credit markets. The relief which the growth of receipts
has afforded the Federal budget must accordingly not
in future be jeopardised by any corresponding increase
of expenditure, the more so since in the next few years
too it will be hard enough to reconcile expenditure and
receipts. It must indeed be constantly recalled that the
growing Federal borrowing requirements do not
necessarily accord with present business conditions,
even though they are mainly due to expenditure which
affects assets, and which has hitherto been financed out
of ordinary receipts. Hence a check to the growth of
expenditure is at present urgently needed for cyclical
as well as other reasons.

Revenues

The total tax revenues of the Federal Government
and Lénder amounted in the third quarter of the
calendar year to DM 12.18 billion against DM 11.34
billion in the preceding quarter. The increase was
partly seasonal, although other circumstances also
contributed substantially to it. By comparison with
1958 the tax revenues were greater by DM 1.4 bil-



TAX RECEIPTS OF FEDERAL GOVERNMENT AND LANDER
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lion. This brought their year-to-year growth-ratio
up to over 13 per cent, as against something more
than 12 per cent in the second and just under 9 per
cent in the first quarter of the calendar year. That is
the more remarkable because under the influence of
last year's tax reductions the yield of the Wages Tax
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had until recently been declining, while similarly in the
third quarter the receipts from the Corporation Tax —
the 1957 assessment for which had been practically
concluded in the summer — were not up to their level
of a year earlier. These special influences were how-
ever not only offset but outweighed by others of a
favourable character, especially by final payments for
1957 on the Assessed Income Tax. A further factor
was that this year, unlike last, the receipts from the
Turnover Tax have no longer been impaired by re-
imbursements due to amendments of tax law. Besides
this there was the influence of the great rise in business
activity, which affected not only the Turnover Tax but
in particular the receipts from Customs, from the
Mineral Qil Tax and from certain excise duties. In the
further course of the financial year too, a substantial
rise in revenues may be expected if general econom-
ic activity continues to show vigorous expansion,
although the rise will probably slow down because — in
consequence both of the trend in incomes and of the
reductions enacted for this year in the Assessed Income
Tax and Corporation Tax — the impending assessment
for 1958 may not produce a high return.

During the period under report the other authorities
also had large additional receipts. This primarily
applied to the local authorities, whose tax revenues are
largely determined by the Trade Tax, which has shown
very high yields for the same reasons as the Assessed
Income Tax. In the Equalisation of Burdens Fund also
the receipts were above the level of a year earlier,
although of late a certain tendency for the increase to
slow down has become apparent.

The Federal Budget

In the second quarter of the financial year (from
July to September) the Federal budget showed a large
cash deficit, which at about DM 1.1 billion exceeded
that of the previous quarter by DM 365 million. There
was appreciably greater deterioration still by com-
parison with the second quarter of the last financial
year, when there had been on the Federal budget a cash
surplus of over DM 50 million. The chief reason lies in
the heavy special expenditure which had to be effected
in July and September, namely that on introducing the
DM in the Saarland and on the payments into the
International Monetary Fund in connection with the
raising of the quota. As can be seen from the following
table, the total expended on these objects was DM
1,137 million, or something more than the total cash
deficit in the second quarter of the financial year. Thus
in that quarter the ordinary cash transactions showed
not only equilibrium but even a small surplus. In view



of the relatively large deficit which had arisen in the
financial year’s first quarter its entire first half never-
theless showed on the “general” budget a cash deficit
of DM 682 million, which is brought up to DM 1,819
million by the effect of the special charges mentioned.
Against this there had been in the first half of the past
financial year a surplus of nearly DM 70 million. Still
the result for the first six months of the current finan-
cial year was better than was to be expected according
to the budget, since this estimated the amount to be
met through borrowing and from cash reserves at about
DM 3.9 billion, or at roughly DM 5 billion including
the special charges. In October also the relatively
favourable trend continued. According to provisional
figures in that month, which is by no means one of
large tax revenues, cash receipts and cash expenditure
were approximately in balance.

An important fact in this connection was that for
the above-described reasons the Federal Government's
cash receipts, and primarily its tax revenues, were
greater than was assumed when the estimates were

drawn up. At DM 15,452 million in the first six months
of the financial year the Federal tax revenues were
above their level of a year earlier by DM 1.62 billion,
or nearly 12 per cent. Thus in the first half of the
financial year the additional receipts had already ex-
ceeded the amount of DM 1.56 billion estimated for
the entire financial year. As to the cash expenditure,
on the other hand, the rate of increase has hitherto
been less than estimated — even though in absolute
terms the rise has been very considerable and has ex-
ceeded that in cash receipts. Especially high rates of
growth were shown in debt service, because of the pre-
mature repayment to the United Kingdom, and by
capital expenditure because of the investment in roads
and housing; according to the partial data available,
however, defence expenditure has also been well above
its level for the comparable period of last year.

As can be seen from the table below, the total
deficit for the first half of the financial year was smaller
than the Federal Government’s foreign payments,
which mainly in consequence of the above-mentioned

Cash Position of the Federal Budget*)

in millions of DM
1958 1959 Compare:
Budget esti-
oeladi mates for the
April/Sep. April/June ly/Sep. Inc ucing: April/Sep. fiscal year
pril/vep pril/} JulylSep Sep. prtioer 1959/60
1. Total Cash Transactions
(1) Income 15,475 8,208 8,809 3,238 17,017 32,342
including:
Amounts not deriving from internal circulation 1) ( 231)% ( 21 ( 51) ( 8 (¢ 72)
(2) Outgo 15,408 8,935 9,901 3,309 18,836 37,378
including:
Foreign payments %) ( 1,338) ( 911) (1,844) ( 674) (2,755)
(3) Surplus (+) or deficit (—) + 67 — 727 — 1,092 — 71 — 1,819 — 5,036 7)
(a) on general cash transactions + 246 — 727 + 45 + 434 — 682 — 3,893
(b) due to reintegration of the Saarland — — — 637 — 5 — 637 — 663
(¢) due to payments to I.M.F. — 179 — — 500 - 500 — 500 — 4809
II. Financing
(1) out of cash resources ?) — 251 257 — 133 — 32 124 874 7)
(2) out of borrowings 179 536 1,230 125 1,766 4,162
(3) out of balance of clearing transactions with
Equalisation of Burdens Fund 4) 5 — 68 — 5 — 22 - 71 —
Total 67 727 1,092 71 1,819 5,036
I, Surplus (+) of “internal”
Cash Transactions?) + 1,113 + 278 + 582 4 595 + 860
*} For methods of delimitation cf. Table VI 1, Statistical Section. — 1) Amounts credited in Tespect of coinage, receipts from abroad, and transfer from other
public authorities' Central Bank accounts, — ?) External debt service, foreign exchange payments under the Israel Agreement, payments and advance payments
‘under the defence budget, contributions to international institutions, and payments under the Federal Restitution Law; payments in respect of individual
indemnification are disregarded since the Federal Government only makes DM repayments to the Linder and, moreover, the major part of all payments, also
of those to foreign beneficiaries, remains within the country. — ) Minus sign indicates an augmentation of cash resources (as from April 1959 due to re-
plenishment of the guarantee collateral account). — ) Resulting from the transfer of Equalisation of Burdens levies received on the account of the Federal
Chief Cash Office (Bundeshauptkasse). — ) Balance of in-payments and out-payments affecting internal circulation; changes on NATO accounts fed from
Federal resources have been taken into account. — %) Including DM 200 million of credit repayment by Import and Storage Agencies to the debit of their
Central Bank balances. — 7) According to the estimates, there remains a deficit of DM 5,666 million not covered by ordinary receipts. This amount was re-
duced by DM 630 million, tepresenting premature debt redemption in respect of U.S.A. (to be financed out of cash resources), because this transaction was
already effected in March 1959. — 8) The actual in-payments exceeded the budget estimate by DM 20 million.




special charges and of heavy expenditure on external
debt service reached about DM 23/4 billion in the first
half of the financial year, so that there was an appre-
ciable “internal” surplus. Here of course it must be
borne in mind that from the point of view of internal
economic activity the foreign expenditure is by no
means neutral] in its effects. On the one hand it cer-
tainly contributes to the export surplus, which is still
substantial although by now noticeably reduced in
comparison with a year before, and which undoubtedly
represents a quite important factor tending to expand
activity. Besides this some of the funds come back in
the form of the DM which other NATO powers spend
on the stationing of their forces in theFederal Republic.

As regards the further course of the Federal budget
in the current financial year it seems safe to expect, by
comparison with the estimates, considerable additional
receipts which will amount in the whole year to at
least DM 1 billion and possibly even to more. In the
light of this trend the Federal Finance Minister puts
the deficit on “general” budgetary purposes to be
financed by borrowing at less than DM 2 billion,
against more than DM 3 billion estimated, it even
being possible that certain expenditure items will not
be disbursed in cash until the next financial year. If
therefore no fresh expenditure is voted, and if the
appropriations are not used to a much greater extent
than hitherto, the borrowing requirements for the whole
current financial year may amount to still less than
DM 2 billion. This as already stated could be only a
ground for gratification because at present any major
Federal borrowing would not only encounter consider-
able difficulties, but would also be highly undesirable
from the point of view of the whole economy.

The total amount of the borrowings already effected
by the Federal Government from the end of March to
the end of October this year can be seen from the fol-
lowing table. It shows that so far during the current
financial year the Federal Government has borrowed
DM 2,031 million. Of this amount DM 660 million
represents the special credits for economic reintegra-
tion of the Saarland, and DM 519 million those for
payments into the International Monetary Fund and
the European Fund; these credits were made available
to the Federal Government by the Bundesbank within
a limit fixed for that purpose, and in practice represent
only offsetting items in the Federal budget. Thus by
the end of October the indebtedness for “general”
budget purposes rose by DM 852 million. While in ac-
cordance with the relevant financing plan the amounts
borrowed for the Saar were obtained in medium-term
form through the issue of DM 167.5 million of non-

The Federal Debt1)

in millions of DM

1959, end-of-month positions

Marchl June ’ July ‘ Aug. ‘ Sep. ' QOct.

A. Categories of Debt
I. Credits for general
budget purposes ‘
(1) Book credits of
Bundesbank —_ 536 611 689 574  60%)
(2) Treasury bills — — — 40 426 547
(3) Cash assistance of
Equalisation of
Burdens Fund —_ — 160 260 110 80

(4) Medium-term notes —_ — —_ — —_ 165
Total — 536 771 989 593 852
II. Special credit for the
reintegration of the
Saarland
(1) Non-interest-bearing
Treasury bonds — — 143 | 146 168 168
(2) Medium-term notes — — 167 | 167 | 168 | 168

(3) Lendings of Recon-

struction Loan
Corporation — — 325] 325 325‘ 325

Total

660%)|  660%)

HI. Special credit of Bundes-
bank for payments to

international organi-

662 ‘ 662 662 676 | 1,175

sations?) 1,181
Total I to III | 662 t 1,198 ‘ 2,068 | 2,303 ‘ 2,428 12,693
B. Distribution
I. Bundesbanks®)
incl. | special credit| 662 | 1,198 | 1,433 | 1,625 | 1,342 ‘ 1,321
excl. [ under A 111 — 536 771 949 167 | 140
II. Credit institutions — — . 643 913

ITl. Private parties and :
public authorities — — . 35| 173

1) Post-currency-reform indebtedness, except liability in respect of the
Pension Insurance Funds’ and the Unemployment Insurance Fund’s claims
on the Federal Debt Register, — %) International Monetary Fund, Inter-
national Bank for Reconstruction and Development, and European Fund. —
%) Including cash assistance of the Equalisation of Burdens Fund granted
out of deposits with the Bundesbank. — 4) The book credits shown for
the ends of September and October represent advances not yet settled in
respect of the Savings Guarantee Law in the Saarland; the necessary funds
were procured in connection with the special credits for the currency
change-over in the Saarland and were temporarily used for general budgetary
purposes; in the Bundesbank return they are netted against cash holdings. —
%) Details do not add to totals because of rounding.

interest-bearing Treasury bonds and DM 167.5 million
of medium-term notes (Kassenobligationen) and
through DM 325 million of direct lendings by the Re-
construction Loan Corporation, those for “general”
budget purposes were, well into October, all obtained
at short term. Apart from the Equalisation of Burdens
Fund’s cash assistance, which will be described below,
the Federal Government up till August this year re-
sorted solely to book credits from the Bundesbank. By
now all these advances have been fully repaid out of
the proceeds of issue of Treasury bills, the circulation
of which amounted at the end of October to DM 547
million. It is only in the last few days of October that
sales started of 41/2 %/o medium-term notes running for



three or four years, which at an issue price of 98'/2 and
971/4 offer a yield of 5.11 %o and 5.34 %o, respectively.
By the end of the month a total of DM 165 million
had been placed. If the above-mentioned estimate
putting the deficit for the entire financial year at about
DM 2 billion is correct, the borrowing requirements
still to be met in the current fiscal year would amount
to fully DM 1 billion net. Here however it must be
borne in mind that according to their maturities the
outstanding Treasury bills will have to be entirely re-
paid in the next few weeks or months, while the cash
assistance from the Equalisation of Burdens Fund is
also repayable within a short time. The Federal Finance
Minister correctly counts the funds needed for this
purpose as part of his borrowing requirement, which
accordingly falls short of the above-indicated deficit
on “general” budget transactions by the amount of the
already issued medium-term notes only.

He aims at obtaining this amount so far as possible
at long term, because he expects the need for borrow-
ing to be substantial in the next two years also, and in
these circumstances would like to be troubled as little
as possible by the need to prolong floating debts. His
object fully coincides with that of the Bundesbank,
which in existing monetary circumstances would of
course not like the Federal budget deficit to be financed
to any major extent through the issue of money market
paper, because that would in practice expand bank
credit and might even cause an increase in the banks’
liquid reserves. The Bundesbank has therefore agreed
with the Federal Finance Minister that borrowing at
longer term shall start as soon as possible. With this
object provision has in-the first place been made for
issuing DM 400 million of medium-term notes, DM
165 million of the total having already been issued as
mentioned above. In addition there will be issued on
5 November a DM 300 million bonded loan, which
will probably be followed by another at the begin-
ning of next year. According to the Federal-Loan
Syndicate’s proposal the first such loan will bear
interest at 51/2%0 and be issued at 96%/2. It will run
for twelve years, four years free of redemption being
followed by redemption in eight equal annual instal-
ments, starting at the end of the fifth year. The average
life will thus be 81/ years. In these circumstances the
loan shows an average yield of 6.12 %o, which may be
regarded as quite in line with the present state of the
capital market. A further fact of some importance for
subscribers is that the Federal Government has waived
the issuer’s right, otherwise usual in fixed-interest
securities, to call the loan or redeem it at a faster rate
after the end of five years. The subscriber thus receives
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a guarantee that interest at the original rate will
continue to be paid to him until his bonds mature — a
fact towhich considerable importance mustbe assigned,
since the longer-term trend in interest rates is probably
downward.

The fact that the banks belonging to the Federal-
Loan Syndicate not only declared their readiness to
take the loan, but also recommended that the amount of
DM 250 million originally contemplated by the Federal
Finance Minister should be increased to DM 300
million, shows that they do not fear that the loan will
place any undue burden on the capital market. Indeed
in view of the fact that even in the third quarter fixed-
interest securities were placed to a monthly average
extent of about DM 685 million despite the market’s



distortion in that period due to psychological causes,
and that under the influence of the latest measures of
credit policy the psychological state of the market has
improved, such fears would be hardly justified. It must
further be borne in mind that during recent years the
Federal Government has not resorted to the capital
market at all. The only bonded loan which it has
hitherto issued was that for DM 500 million in Decem-
ber 1952; this was found possible to be repaid, when
its five-year life terminated at the end of 1957, out of
the existing — much higher — cash holdings. Since then
the Federal Government has borrowed on the market
only at short and medium term, and did not do even
that until the present financial year, when it raised
about DM 1/2 billion up to the end of October (in-
cluding credits for the Saarland). So far, therefore, its
indebtedness is small by comparison with that of other
countries. This is certainly not intended to mean that
the Federal Government could now rapidly increase its
debt. That, as already stated, would be neither possible
nor monetarily desirable, and is certainly not intended
by the Federal Government. At the present time how-
ever, when the Federal Government too is starting to
borrow in the capital market, the fact that the Federal
debt is so far exceptionally small is undoubtedly
significant.

Equalisation of Burdens Fund

In the second quarter of the financial year (from
July to September) the Equalisation of Burdens Fund
again showed a cash deficit which, at DM 187 million,
exceeded that of DM 143 million in the previous
quarter. The expenditure however includes an amount
of DM 113 million which the Fund transferred to the
Federal Government at the beginning of July in part
repayment of the DM 300 million loan granted to it
in the spring of 1955; but for this additional burden
the Fund’s cash position would have been appreciably
better, while that of the Federal Government would of
course per contra have been even more unfavourable.
The deficit was covered in roughly equal parts out of
market resources and cash reserves. Consequently in
the quarter from July to September the Fund’s indebt-
edness rose by a further DM 94 million, as against
DM 238 million in the previous quarter. The decisive
factor was the taking of a DM 75 million unbonded
loan. With the inclusion of a further DM 25 million
such loan which was agreed in October, although its
countervalue was not fully received in that month, the
Fund has already used about DM 300 million of its
borrowing authorisation of DM 500 million for this
year. At around DM 350 million the outside funds
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Receipts and Expenditure
of the Equalisation of Burdens Fund

in millions of DM
Financial year
1958/59 1959/60
Budget
Total hl:ltf esti- hl:ff
mates
I.Ordinary Receipts?)
(1) Equalisation of Burdens levies 2,215 | 1,005 | 1,984 | 1,104
(a) Current levies 1,929 919 | 1,831 904
(b) Composition payments 286 86 153 200
(2) Grants from Federal Government
and Linder 1,108 616 | 1,219 564
(3) Other receipts %) 415 196 412 212
Total ordinary receipts (1 to 3) 3,738 | 1,817 | 3,615 | 1,880
II. Expenditure?
(1) Compensation payments 1,922 872 | 2,105 978
(a) Basic Compensation 288 115 450 211
(b) Household Equipment
Compensation 1,152 559 | 1,100 545
(c) Compensation paid to Savers 243 88 255 20
(d) Compensation Pensions 239 110 300 132
(2) Maintenance Assistance 840 441 870 425
(3) Integration Assistance 1,176 578 | 1,133 541
(a) Loans for residential building 761 388 742 352
(b) Loans for farming 114 55 100 46
(c) Loans for trade and industry 89 41 75 35
(d) Other assistance 4) 212 94 216 108
(4) Credit repayment to Federal
Government —_ — 150 150
(5) Other expenditure 5) 100 33 140 45
Total expenditure (1 to 5) 4,038 | 1,924 | 4,398 | 2,139
O, Deficit (I1lessID — 300 |~ 107 |- 783 |— 259
Transitory items %) + 48 |+ 4 - =7
IV.Cash Deficit — 252 |— 103 |-— 783 |— 330
V.Financing
(1) out of cash resources ?) — 126 16 280 |— 73
(2) by borrowing 438 92 503 332
(3) out of balance of clearing trans-
actions with Federal Government8) |— 60 |— 5 — 71
!) Excluding receipts from credit market resources. — 2) Chiefly interest
and redemption payments on previously granted loans, — %) Excluding ex-
penditure on redemption of credit market indebtedness and on price-support.
— 4 Principally educational assistance and payments out of hardship fund.
— 5) Interest and administrative costs. — ) Mainly resulting from time-lags
between actual cash receipts or expenditure and the respective book entries.
— 7) Minus sign indicates an augmentation of cash resources, — #) Resulting
from the passing-on of Equalisation of Burdens levies received on the account
of the Federal Chief Cash Office (Bundeshauptkasse).

accruing to it were even greater, since it proved possible
again to place part of the bonds from former issues
held by the Equalisation of Burdens Bank. The Fund’s
cash reserves, after having risen considerably in the
first quarter of the financial year — to DM 427 million
on 30 June — through borrowing, have since declined.
Since the chief drain on the Fund will not begin until
towards Christmas, however, these reserves have for the
present remained so large that from July onwards the
Fund was able at times to grant considerable cash
assistance to the Federal Government. The lending in
question reached its peak in August at DM 260 million.



Public Finances

in millions of DM

1957 1958 1959
ath Qur.| 1st Qtr, | 2nd Qtr.| 3rd Qtr.| 4th Qtr. | 15t Qtr. | 2nd Qtr.| 3rd Qtr. | June'®) July Aug. Sep.1t)
Deposits of Public Budgets
with the Bundesbank™)

Total 4,562 4,168 4,326 4,076 4,054 1,692 1,638 1,505 1,638 1,038 980 1,505
Federal Government') 3,637 3,189 3,355 3,440 3,487 404 148 281 148 200 249 281
Equalisation of Burdens Fund 288 140 171 74 0 267 427 229 427 48 162 229
NATO Powers*) 116 71 28 10 10 6 121 2 121 4 2 2
Lander 491 731 744 517 526 979 899 963 899 768 548 963
Local authorities and social insurance
institutions 30 37 28 35 31 36 43 30 43 18 19 30

Deposits of Public Authorities
with Credit Institutions*) %)

Total 10,737 | 10,924 | 10,967 | 11,420 | 11,995 | 12,138 | 12,318 | 12,782 | 12,318 | 12,124 | 12,811 | 12,782
Sight deposits 2,810 2,741 2,578 2,665 3,046 3,023 2,829 2,884 2,829 2,565 2,870 2,884
Time deposits . 6,216 6,383 6,495 6,823 6,835 6,846 6,947 7,213 6,947 7,005 7,308 7,213
Savings deposits 1,711 1,800 1,894 1,932 2,114 2,269 2,542 2,685 2,542 2,554 2,633 2,685

Indebtedness of Public
Budgets™)

Domestic credit-market indebtedness)

Total 10,736 | 11,744 | 12,204 | 12,791 | 13,485 | 14,171 | 15,372 15,372 : .
including:
Federal Government 391 483 609 662 662 662 1,198 2,428 1,198 2,068 2,303 2,428
Equalisation of Burdens Fund 592 526 631 618 685 964 1,202 1,296 1,202 1,220 1,231 1,296
Lander’) 3,255 3,713 3,631 3,864 4,190 4,358 4,614 s 4,614 . . .
Local authorities®) 6,450 6,940 7,280 7,600 7,900 8,140 8,300 8,300 . * s

Equalisation claims

Total 20,533 | 20,457 | 20,389 | 20,442 | 20,470 | 20,538 | 20,526 | 20,616 | 20,526 | 20,526 | 20,527 | 20,616
Federal Government 10,698 10,618 | 10,714 | 10,767 | 10,856 | 10,924 | 10,967 11,057 | 10,967 | 10,967 10,968 | 11,057
Lander 9,835 9,839 9,675 9,675 9,614 9,614 9,559 9,559 9,559 9,559 9,559 9,559

Covering claims

(Equalisation of Burdens Fund) . 2,326 . . . 2,283 . . . :
External indebtedness
Federal  Government 7,982 7,993 7,981 7,792 7,798 7,781 6,869 ee 6,869 . . .
Lander 183 181 180 180 179 166 . . v . : v
Indebtedness of Public
Enterprises®)
Federal Railways®) 3,933 4,275 4,563 4,760 5,234 5,452 5,520 5,515 5,520 5,477 5,486 5,515
Federal Postal Administration”) 2,627 2,830 3,102 3,198 3,448 3,608 3,762 3,820 3,762 3,813 3,808 3,820
Receipts from Taxes and Levies

Tax receipts of Federal Government and

Lénder
Total®) 10,641 | 10,312 | 10,120 | 10,761 | 11,688 | 11,214 | 11,341 | 12,176P)] 5,060 3,353 3,477 5,346P)

including:
Income Taxes®) 4,123 4,086 3,850 4,294 4,875 4,432 4,386 4,892 2,763 962 952 2,978
Turnover Tax 3,310 3,201 3,090 3,217 3,454 3,352 3,367 3,586 1,108 1,205 1,211 1,170
Excise and Customs Dutles 2,316 2,123 2,189 2,403 2,416 2,396 2,492 2,644 888 876 854 914
Equalisation of Burdens Levies 532 508 523 480 561 649 581 521 65 99 367 55
Local Taxes 1,834 1,705 1,716 1,789 2,096 2,027 2,082 o . .
Federal Budget

Cash receipts 7.900 7,663 7,626 7,850 8,250 7,888 8,208 8,809 3,082 2,906 2,665 3,238

Cash expenditure 8,221 8,218 7,612 7,797 8,172 | 11,059 8,935 9,901 3,198 3,734 2,858 3,309

Cash surplus (+) or deficit(—) — 321 |—s555 I+ 14 [+ 53 |+ 78 [-3,171 | —727 |—1,092 | —116 | — 828 |— 193 | — 71

Equalisation of Burdens Fund

Cash receipts®) 945 881 877 833 902 923 852 869 115 203 518 148

Cash expenditurel?) 1,112 950 951 862 1,124 850 995 1,056 333 431 307 318

Cash surplus () or deficit (—) — 167 | — 69 | ~— 74 | — 29 | — 222 + 73 | —143 |— 187 —218 | — 228 |+ 211 } — 170

Workers' and Employees’ Pension
Insurance Funds
Contribution receipts 2,702 2,623 2,584 2,813 2,868 2,778 2,865 3,014 1,026 1,024 995 995
Pension payments 2,801 2,944 3,013 3,092 3,107 3,251 3,262 3,292 1,094 1,098 1,096 1,098
Unemployment Insurance Fund
Contribution receipts 343 334 350 380 375 347 396 396 135 133 133 130
Benefit payments 159 633 207 125 170 581 138 77 38 30 24 23

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) Including the guarantee collateral account which in the Return of the Deutsche Bundesbank is shown under "Liabilities in
respect of foreign business“., — 2) In so far only as fed from Federal resources. — ?) Besides the deposits of the above-mentioned 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, — %) Post-currency-reform indebtedness; excluding own bonds in portfolio. — 5) Partly estimated. — ) Excluding indebtedness towards the Federal Govern-
ment, external indebtedness and payment arrears; including however loans taken from Linder, local authorities and social insurance institutions. — 7) Excluding
indebtedness towards public authorities, excluding external indebtedness, bonds in own portfolio and payment arrears. — 8 Contrary to the figures published in the
Federal Advertiser, excluding receipts from turnover equalisation tax, and customs duties, in respect of armament imports. — °) Wages tax, assessed income tax,
corporation tax and capital yield tax, — 19) Credits and debits to the account of the Federal Equalisation of Burdens Office kept with the Bundesbank, less transactions
involving changes in indebtedness. — 1) Months with comparable tax maturities. — P) Provisional,
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In September it varied between that level and DM 110
million; and after rising for a time to DM 180 million
in October, which like September is a month of small
receipts, it declined at the end of the month to DM
80 million. With the addition of DM 120 million of
balances held at the Bundesbank, therefore, the Fund
at the end of October still had DM 200 million of cash
reserves.

Because of advance composition payments the pro-
ceeds of the Equalisation of Burdens Levies have
hitherto been much better than originally expected. In
the first half of the financial year DM 200 million
accrued from this source, as against DM 153 million
estimated for the whole year. Even if one assumes that
in the further course of the financial year the excess
of receipts over estimates will decline because the
present trend of interest rates no longer encourages
advance payments so much as in the first months of this

year, the Fund’s present relatively large cash reserves

will enable it to meet without further market borrow-
ing the expenditure contemplated in its Economic Plan.

Linder and Local Authorities

During recent months the finances of the Lander and
local authorities were much favoured on the revenue
side. In the case of the Linder the tax revenues in the
July-September quarter were greater than a year pre-
viously by DM 520 million or 14 per cent; in that of
the local authorities, for which no figures are yet avail-
able, the quarter’s increase is hardly likely to have been
less than that of DM 323 million, or 21 per cent,
reached in the previous quarter. On the other hand
there was only a small increase in the current expend-
" iture, in which that on personnel is the determining
element, because the level of wages and salaries has
not risen and the number of persons employed is rising
only slowly. Evidently however the capital expenditure
has trended strongly upwards since the start of the
financial year in the case of both the Linder and the
local autherities. This applies especially to the latter,
which in the first quarter-of the financial year spent on
their own building projects and ‘procurements some
DM 1 billion, that is about 20 per cent more than in
the corresponding period of last year. According to the
available partial data the increase of capital expendi-
ture has also been considerable in the case of the Lin-
der. It related however mainly to their housing ex-
penditure, which is largely financed out of resources of
the central authorities (Federal Government and
Equalisation of Burdens Fund), and so imposes no cor-
responding burden on the Linder. The consequence
was that the Linder’s ordinary receipts, plus the funds

received for capital purposes from the central authori-
ties, were evidently greater in the July-September quar-
ter than their total expenditure. Some of the Linder
were accordingly able to enlarge their cash reserves,
and to redeem debt to a certain extent, although in
individual cases they borrowed further and drew on
reserves. On the whole however the reepayments and
additions to the cash holding predominated. The local
authorities’ indebtedness, on the other hand, con-
tinued to increase, although to a comparatively small
extent only. According to provisional figures their
borrowing, at an estimated DM 150 million, was about
the same as in the preceding quarter (DM 160 million).
Thus, in the second and third quarters together the
increase in their indebtedness was not even half so
great as in the same period a year ago, when it

“amounted to about DM 660 million. Not all the sums

borrowed by local authorities since the beginning of
the financial year, moreover, seem to have been used
to finance capital expenditure; the relatively large in-
crease in public savings deposits, the greater part of
which belongs to local authorities, in itself indicates a

“further rise in the amount of their reserves and their

borrowed funds not yet spent.

Pension Insurance Funds

In the course of this year to date the feature of the
Social Pension Insurance Funds’ finances has been a
further large decrease of the former surpluses. On the
Workers’ and Employees’ Insurance together (figures
for the Miners are not yet available) the surplus in the
first half of 1959 was only about DM 260 million
against more than DM 500 million in the comparable
period of 1958. The reason is that, mainly because
the existing pensions were adjusted to the previous
year’s general basis for determination with effect from
January this year, the expenditure grew by about DM
830 million or 12 per cent while the receipts increased
by only about DM 580 million or not quite 8 per cent.
Since moreover the partial data available for the third
quarter concerning the accrual of contributions and
the pension expenditure do not indicate any improve-
ment, the surplus may again be expected to be lower
for the whole current year after having amounted in
1958 to only about DM 0.9 billion as against some
DM 1.9 billion in 1957 and roughly DM 2.3 billion
in 1956.

The further course of the two major Pension Funds’
finances will be mainly determined by whether and to
what extent the legislature adjusts the pensions exist-
ing before 1 January 1959 to the 1959 change in the
general basis for determination. The full 5.94 per cent



adjustment recommended by the majority of the Social
Advisory Council (Sozialbeirat)l) and by the Federal
Government will, according to the forecasts in this
year’s Social Report by the Federal Government, cause
a further decline in the surplus on the Workers’ and
Employees’ Insurance. For these two Funds together
the resulting costs are estimated to total DM 670 mil-
lion, and DM 770 million if the Miners’ Fund is in-
cluded. There will thus be further considerable con-
traction of the margin which remains in the course of
the present phase (running to the end of 1966) on the
basis of existing contribution rates and if the move-

SURPLUSES OF THE WORKERS'AND EMPLOYEES'
PENSION INSURANCE FUNDS
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ment in wages and salaries is normal, so that according
to the available evidence there will remain only limit-
ed possibilities of further adjustments up till 1966
without corresponding increases of contributions,
unless the Pension Insurance Funds are to be forced
to draw on their cover fund — which would conflict
with the legal provisions. On this subject the Federal
Government has said in its Social Report for this year
that, on the assumption that contribution rates remain
constant and that wages and salaries rise by 4 %o,
apart from the upward adjustment now under dis-
cussion the existing pensions in Workers’ Insurance
can be adjusted only twice more and those in
Employees’ Insurance only once more. Here the assump-

" 1y The Social Advisory Council’s member nominated on the proposal of the
Deutsche Bundesbank, namely the member of the latter's Directorate Dr. E. Wolf,

* has stated his differing view in an article entitled "The Problems of Pension

Adjustment” which appeared in the “Volkswirt” No. 43 for 24 October 1959.
In view of the uncertainty about the future financial developments of the Social
Pension Insurance Funds the Central Bank Council, in a letter to the Federal
Government, has also expressed its objections to the contemplated further one-
sided increase of the pension expenditure.
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tion has already been made that in accordance with
Article 90 of the Federal Law on War Victims' Pen-
sions the Federal Government will reimburse DM 1.9
billion of the insurance institutions’ expenditure. It
may be mentioned in passing that the basis of this
forecast is uncertain because the actuarial estimates
of receipts and expenditure are not yet available, and
therefore it is impossible to rule out the possibility that
the pension expenditure will rise in the course of the
next few years even more than the Federal Govern-
ment’s Social Report assumed.

Public Indebtedness

In conclusion we continue the overall survey, which
we published in our last quarterly reports on the eco-
nomic situation, about the trend in public indebtedness.
The relevant figures are contained in the following
table. They show that in the third quarter the indebt-
edness of the public budgets comprising the terri-
torial authorities and Equalisation of Burdens Fund
rose by about DM 950 million to a total of DM 15.6
billion (see item I 1 in the table) if the special credits,
which were granted to the Federal Government for its
payments to international organisations and which in-
creased in September this year by about half a billion
DM, are left out of account. While the increase in
indebtedness was thus less than in the preceding
quarter, it was considerably more than in any quarter
of the 1958/59 financial year. Qut of the third quarter’s
addition to the indebtedness some DM 700 million or
about three quarters related to the Federal Govern:
ment, and about DM 250 million to the other authori-
ties, whereas in the previous quarter, when the Federal
Government still had no need to borrow, the other
authorities’ debt increased by about DM 2.3 billion.
On an overall view of the position, therefore, the last
few months’ movement in the Federal indebtedness
largely offset the decrease in the other authorities’
demand for credit.

The Federal Government’s major enterprises, the
Federal Railways and the Federal Postal Adwministra-
tion, also borrowed only small amounts in the credit
markets during recent months. The Railways’ indebt-
edness remained practically unchanged in the past
quarter, after having already risen only slightly in the
first quarter of the financial year, since the large new
borrowings had against them the redemption of the
DM 500 million 1949 Ioan. It is true that the Postal
Administration’s indebtedness continued to rise, but
the increase was much smaller than in the past year.
In the case of both the Railways and the Postal Ad-
ministration, moreover, the comparatively favourable



Public Indebteduess*)

in millions of DM
End-of-month position
1957 1958 1959
March March June Sep. Dec, March June Sep.
LBorrowers i
(1) Public budgets in the narrower sense,
total 4 : 9,019 11,179 11,542 12,082 12,775 13,462 14,652 15,605
(a) Federal Government '
(1) Special credit for payments to
international instititions 1)
(not included in total amount) ( 3%1) { 483) ( 609) ( 662) ( 662) ( 662) { 662) (1,175)
(2) Other indebtedness 402 — —_ —_ - —_ 536 1,2531)
(b) Equalisation of Burdens Fund 658 526 631 618 . . 685 964 1,202 1,296
(¢) Lander 2,589 3,713 3,631 3,864 4,190 4,358 4,614 4.6063)
(d) Local authorities 5 370 6,940 7,280 7,600 7,900 8,140 8,300 3,450%)
(2) Federal Railways and . -
Federal Postal Administration, 7 ) :
total 5,643 7,105 7,665 7,958 8,682 9,060 | 9,282 9,335
(a) Federal Railways 3,365 4,275 4,563 4,760 5,234 5,452 5,520 5,515
(b) Federal Postal Administration 2,278 2,830 3,102 3,198 3,448 3,608 3,762 3,820
Total (1 + 2) 14,662 18,284 ’ 19,207 20,040 21,457 22,522 23,934 24,940P°)
II. Categories of Debt ‘ ‘
{1)-Book credits of Bundesbank
(a) Taken under general credit ceilings 25 46 52 30 87 4 552 61
(b) Special credit to Federal Government 1)
(not included in total amount) ( 391) ( 483) ( 609) ( 662) ( 662) ( 662) ( 662) (1,175)
(2) Direct lendings of credit institutions ) 6,837 9,062 9,606 10,178 . 10,865 11,593 11,725 12,5359)
(3) Money-market paper 3) 2,049 2,621 2,353 2,321 2,208 1,879 2,013 2,248
(4) Loans, interest-bearing Treasury bonds ,
and medjum-term notes 4) 2,570 2,815 3,403 3,690 4,318 4,974 5,423 5,729
(5) All other debt ) 3,181 3,740 3,793 3,821 3,979 4,072 4,221 4,367
including: Cash assistance granted to Federal
Government by Equalisation j
of Burdens Fund - (=) (=) (-) (=) | (=) (=) (—) ( 110
]
Total (1 to 5) 14,662 18,284 19,207 20,040 21,457 22,522 ‘ 23,934 ‘ 24,940P%)
OI. Distribution
(1) Bundesbank®) (except special credits) 177 168 175 128 207 4 748 191
including : Cash assistance by Equalisation
of Burdens Fund (=) (—) (=) (=) (—) (=) (=) ( 110)
(2) Credit institutions 7) 9,219 12,430 13,069 13,822 15,033 15,642 15,883 17,400
(3) Banking system, total (1 + 2) 9,396 12,598 13,244 13,950 15,240 15,646 16,631 17,591
(4) Non-banks ) - , - 4,978 5,363 5,531 5,649 5,774 6,100 6,284 6,309
(5) Residue for which distribution is not known ?) )
Unclassifiable residue - B 288 323 432 441 443 776 1,019 1,040
- 5
Total (3 to 5) 14,662 18,284 ‘ 19,207 } 20,040 l 21,457 22,522 ‘ 23,934 ; 24,940P¢

*) The data relate to post-currency-reform indebtedness inside the country and do not take account of mutual indebtedness between the authorities mentioned,
except for the Equalisation Fund's cash assistance to the Federal Government (cf. footnote %)) and the loans granted to the Federal Railways by Lander, local
authorities and social insurance funds. — 1) International Monetary Fund, International Bank for Reconstruction and Development and European Fund. — ?) Except
lendings by the Equalisation of Burdens Bank to the Equalisation of Burdens Fund resulting from the passing-on of loans granted under Art. 7 (f), Income Tax
Law, and of the proceeds of bonded loans and medium-term notes issued by that Bank (comprised in items II 5 and 4 respectively); also excluding loans granted
to local authorities out of public funds (amount estimated and eliminated), ~— 3) Treasury bills, non-interest-bearing Treasury bonds, tax credit certificates and
-trade bills of the Federal Railways; excluding paper deriving from the conversion of equalisation claims. — ¢) Less bonds in the issuers’ own portfolios. —
%) Chiefly loans of private institutional investors and, in the case of the Federal Railways, also of Linder, local authorities and social insurance funds, even
where security has been provided by surrendering instr ts of indebted — 8) Book credits and Bundesbank’s holdings of money-market paper and bonded
loans, as well as cash assistance granted to the Federal Government by the Equalisation of Burdens Fund out of the Fund’s credit balances with the Bundes-
bank (and still counted by the Fund among its cash resources). — ?) Direct lendings and holdings of money-market paper and securities, — 8) Public authorities
and private parties (ascertained as difference). — ) Equalisation of Burdens Bank’s bonded Ioans and medium-term notes the placing of which is not statistically
ascertained. — ) Including credits granted for the currency change-over in the Saarland. — e) Estimated, — pe) Partly estimated,
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course of receipts and the smallness of the rise in costs
of personnel are an important factor. Against the con-
sequent improvement on the operating account there

was no correspondingly large rise in capital expendi-

ture, so that the borrowing remained comparatively
small. At only a little over DM 50 million in the third
quarter it was however evidently smaller than the addi-
tional financing required, because it was still possible
to Finance part of the capital expenditure by using
certain funds which had been obtained in the first
months of the year. The two enterprises’ indebtedness
must therefore be expected to increase somewhat faster
in the coming period — which is already confirmed by
the partial data available for October.

Among the categories of debt during the past quarter,
just as in previous years, decisive importance attached
to credit institutions’ mainly medium and long-term
direct lendings to public authorities. At about DM
800 million, or roughly 80 per cent of the total addi-
tion to indebtedness, the banks’ direct lending was
greater than ever before; this was because during the
past quarter not only the “traditional” borrowers
(namely the local authorities, some Linder, the
Federal Railways and Postal Administration), but
also the Federal Government (borrowing from the
Reconstruction Loan Corporation for the reincor-
porating of the Saar) and the Equalisation of Burdens
Fund incurred debt at the banks. On the other
hand the circulation of public authorities” bonds and
medium-term notes showed a net rise of only about
DM 300 million in the July-September quarter, against
roughly DM 450 million in the previous quarter and
nearly DM 2.2 billion in the whole 1958/59 financial
year. Even so the funds accruing from capital market

issues and longer-term bank lendings were greater than
the total addition to indebtedness, the consequence
being that it proved possible somewhat to reduce the
“floating debts. The reduction related exclusively to
the Bundesbank’s advances, which at the end of June,
because of the lending to the Federal Government, had
reached a level not attained for years; on the other
hand the circulation of money-market paper rose by
DM 235 million between the end of June and the end
of September, and by even more in October, after
having considerably declined in the preceding quarter
of the financial year.

The greater part of such paper as well as a substan-
tial proportion of the bonds and medium-term notes
was taken by credit institiutions, whose total lendings
to public authorities in the form of direct loans and
acquisition of securities increased in the past quarter
by about DM 1.5 billion. If one deducts from this the
amount of the decrease in the said authorities’ in-
debtedness to the Bumdesbank, one finds that out of
the total addition the bauking system provided DM
960 million, or say 95 per cent; in proportion to the
total this was more than in any previous quarter. Even
in the past however the banks were the most important
creditors of the public authorities, as shown by the
fact that at the end of September this year about
70 per cent of the total indebtedness arising since the
currency reform had demonstrably been placed in the
banking system. Actually the proportion was probably
somewhat greater still because the debt which was in-

“curred by the Equalisation of Burdens Fund in the form

of bank bonds (see item 111, 5 in the table), the placing
of which is not statistically recorded, was also taken
in considerable part by credit institutions.

Production and Markets™)

The general course of the business cycle was marked
in recent months by a further increase of demand,
which in some cases appreciably exceeded the potential
supply, and consequently added to the tensions already
described three months ago in these columns. On the
average of the third quarter the orders reaching in-
dustry were for instance greater by 29 per cent in
volume than in the corresponding period of last year,
whereas production was above its level of a year earlier
by only 7 per cent. In the building trade and in the
non-industrial spheres also the growth of demand in
many cases by far exceeded that of supplies. With this

*) All the data contained in this chapter relate, unless otherwise indicated,
to the Federal Republic excluding the Saarland and West Berlin. :

tendency to excess demand there began a change in the
price-trend which had already been apparent during the
summer in that price-reductions became increasingly
rare, but which since then has been further reflected in
certain price-rises, although fortunately these are not
yet widespread. Hand in hand with this process the
strain in the labour market has increased; enticement
of workers through wage concessions has become more
frequent, and there is a greater danger that in the
collective negotiations which are likely to begin on a
fairly wide front in the next few months there may
also be concessions of official wage increases which go
beyond the overall growth of the economy’s pro-
ductivity, and hence might quicken the upsurge of



prices. The chief forces which impel these movements,
and which will be more fully described in succeeding
pages, are the growth and spread of the investment
boom, the persistent tendencies to stockpiling and the
continued increase in orders coming in from abroad.
On the other hand, only isolated impulses originating
from private consumption have affected the cyclical
trend in recent months; this is a state of affairs which
could of course quickly alter if the wage increases — in
general still moderate during the first three quarters —
became a new and strong wave, or if the propensity to
save weakened under the influence of a stronger rise
in prices.

Growth and Spread of the Investment Boom

First, as regards investment activity, attention may
be drawn to the results of the investment survey by the
Ifo Institute for Economic Research. At the middle of
1959, according to the provisional results then avail-
able, an increase of capital expenditure in industry by
4 to 5 per cent was to be expected for this year. Ac-
cording to the recently published latest results of the
same survey, however, the increase will be at least
8 per cent.

An important factor in this trend continues to be
building activity. According to the figures now avail-
able the capital expenditure on building in the first
half of this year was greater by about 20 per cent than
a year before. This great increase, it is true, was largely
due to the fact that this year the weather permitted a
comparatively early start of outdoor work; but in ad-
dition in the second quarter alone the year-to-year
growth-ratio was comparatively high. In the third
quarter building activity was again pressed forward so
far as possible, although this gave rise to growing diffi-
culties, so that in spite of large orders the output of
the building industry proper, for instance, was greater
by only some 6 per cent than in the corresponding
period of 1958, Any greater rise in output was above
all impeded by the labour shortage, which could not be
greatly eased even by energetic efforts to obtain the
services of people employed in other branches of
activity and to bring in foreign workers. At 1,380,000
at the end of September the number of persons
employed in the building industry proper was greater
than a year previously by only 13,000, or not quite
1 per cent. Expansion of the volume of work through
lengthening of weekly working time was also possible
only to a much smaller extent than in earlier years;
and since the reduction of the collectively agreed
working hours from 45 to 44 per week at the beginning
of October it is likely to have become, if anything,

even more difficult. Consequently such growth of pro-
duction as was achieved in recent months by com-
parison with 1958 resulted almost solely from the ad-
vance in productivity, which may be estimated at
roughly 5 per cent for the building industry proper but
is likely to have been appreciably lower in the finishing
trades, these being less open to rationalisation. ‘

While therefore the margin of productive capacity
available in the building trade widened only slightly
in recent months, the demand for building services
grew as much as ever. In the sphere of public and
publicly assisted building, too, the expansive tendencies

THE PART TAKEN BY THE PUBLIC AUTHORITIES
IN BUILDING
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have as yet hardly slackened. To judge by the move-
ment to date the expenditure of the public authorities
(including the Federal Railways and Postal Administra-
tion) on their own building projects, and on the
promotion of housing, will amount to something over
DM 13 billion this year as against DM 11 billion last
year; this means that in 1959 some 43 per cent of all
-the building done may be financed by public authori-
ties as compared with something over 40 per cent in
1958, 39 per cent in 1957 and 1956, and 37 per cent
in 1955. The most significant increase here in terms of
amount was that in expenditure on the public authori-
ties’ own building projects; such expenditure in 1959
is likely at DM 9.5 billion to be greater than last year
by nearly 30 per cent. Governmental promotion of
housing operates in the same direction. At about DM
1.8 billion in the first eight months the Linder’s out-
payment of housing monies, which include the funds
originating from the Federal budget because these
nearly all pass through the budgets of the Lander, was
greater by some 9 per cent than in the corresponding
period a year before. This rise is the more noteworthy
because financing purely through loans was replaced in
growing measure by subsidies towards interest and re-
demption, and by so-called mixed financing in the
sense of loans plus subsidies, so that now more projects
than before are assisted with the same amount of public
monies. It is due to this increased direct and indirect
financial assistance, as well as to a number of other

factors such in particular as the pressing forward of

house-building for Soviet zone refugees, that the
number of dwellings completed this year in the cate-
gory of publicly assisted housing will beat all previous
records; it is now put for the Federal Republic includ-
ing West Berlin at 320,000, which with the prospective
total output at not quite 600,000 dwellings would
represent a proportion of say 53 per cent against 50
per cent in 1958,

In recent months the view that such a process is
inconsistent with “anti-cyclical” action by the public
authorities, and should therefore be checked so far as
possible despite all the difficulties of doing so, has
gained a good deal of ground. In a discussion to which
the Federal Minister for Economic Affairs recently
invited representatives of all the public authorities
giving building orders it was recognised on all sides
that well-considered timing and geographical distribu-
tion of public and publicly assisted building orders so
as to avoid any excessive massing of large projects
formed an essential pre-condition for more balanced
building activity in the 1960 season. To ensure this
result it was in particular proposed that local and

regional committees for coordinating public authori-
ties' orders should be set up, that the handling of
finance should be more flexible, and that part of the
budgetary funds should be earmarked for work in the -
winter months. Some building authorities in the Lin-
der have already given instructions to that effect.
Major results from these measures can however be ex-
pected at most in the longer run because building
projects once started can only with difficulty be
stopped, or spread out in point of time, while in many
cases substantial sums derived from earlier allocations
of public funds for building are still available for the
immediate future. At all events the amount of planned
building even in the officially influenced category
remained of late at a level well above the building
trade’s capacity. Thus in July and August, the last two
months for which data were to hand when this Report
was prepared, building authorities granted permits for
official projects entailing estimated expenditure of DM
514 million. By comparison with the corresponding
period of last year that represents an increase of 25 per
cent, whereas in the first half-year the year-to-year
rate of growth had been 9 per cent. On the other hand
it is true that as measured by estimated expenditure the
permits newly granted for house-building were greater
than a year earlier by only 13 per cent, against 21 per
cent in the first half-year; but even a 13 per cent rise
undoubtedly exceeds what the building trade could
handle without increasing the already existing strains.
It is unfortunately impossible to determine with cer-
tainty what part is played here by publicly assisted
housing; probably however its share of the total
remains important.

Besides this the demand for building services on the
part of trade and industry too has been increasing con-
siderably for some time. Up till the spring the level
of commercial and industrial building activity had been
largely stationary, because up till then industry in
particular had been giving little thought to expansion
projects. Since then however industrial production has
in many cases reached or approached the limits of
capacity, so that projects for expansion and therefore
for building are now more often contemplated. In
terms of the estimated expenditure the amount of
permits granted for commercial and industrial building
in July and August was therefore greater, by 14 and
30 per cent respectively, than in the corresponding pe-
riods of last year. Thus to the expansion of building for
housing purposes and for public account there has re-
cently been added a substantial increase in that for trade
and industry; and this is tending all the more to add to
the strains on the building market because a great part
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of the commercial and industrial building consists of
large projects, which experience shows to generate
particularly keen competition with the smaller ones.

Of late however the exhaustion of productive capac-
ities has also strengthened the demand for equipment
goods, this having been hitherto determined mainly
by needs for rationalisation. Thus in the third quarter
the capital goods industries received home-market
orders greater by 23 per cent than a year before. This
increase differs from that of earlier years in being
mainly due to orders for capital goods in the proper
sense, whereas demand for the durable consumer goods
also produced in such industries seems on the whole to
be somewhat quieter. Thus for instance in mechanical
engineering, where practically no consumer goods are
produced, the orders received in the third quarter were
on the average greater by 28 per cent than in the
corresponding months of last year. During the same
period the precision instruments and optical goods in-
dustry showed, in home-market orders, an increase
which was greater still at 30 per cent. On the basis of
detailed figures for production in earlier months it
may be taken that it was primarily the demand for
those capital goods which are required for automation
of productive processes, such in particular as measuring
and regulating devices, that showed a particularly large
increase. Finally the brisk inflow of orders to the
vehicle building industry would seem to be due in great
part, namely so far as it represents demand for auto-
mobile trucks, to faster growth of investment by trade
and industry.

Additions to Stocks

The additions to stocks, which at the beginning of
this year — as shown in our last reports on the eco-
nomic situation —were an especially important impeller
of the upswing, have also in general continued during
the last few months. In some measure, it is true, they
still represent a reaction to the running down of stocks
which took place in 1958 and in some cases also during
the, early months of 1959. This tendency however has
evidently been strengthened in recent months by ad-
ditional influences, such as the rise in stock require-
ments due to growth of total turnovers and production,
as well as — not least — precautionary arrangements in
view of possible subsequent delivery difficulties and
price rises.

Apart from the steel sector, where since the spring
production has risen much more than ultimate con-
sumption until it has now regained its level for the
fourth quarter of 1957 and has gradually begun to
stimulate even the sale of coal and coke, the stock
cycle continues to produce visible effect mainly in the
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consumer goods industries. It is true that with seasonal
fluctuations eliminated the orders reaching the consum-
er goods industries from the home market in the late
summer were no longer quite so large as in the pre-
ceding months. In the third quarter however they were
greater by 30 per cent than those for the corresponding
months of the previous year, when, it is true, sales had
been very dull. Contrary to what is usual at the season
therefore the volume of orders still remained greater
than that of current deliveries, even though production
in August was above its level of a year earlier by
10 per cent — a growth-ratio which moreover declined
only to 8 per cent in September.

These movements of course continue to present a
certain contrast to ultimate sales, which it is true have
so far shown relatively steady growth, but yet on the
whole have grown much less than either the orders
reaching industry or production. Thus for instance the
retail sales in the third quarter were greater than in the
corresponding period of last year by just under 4 per
cent only in value, and by no more than 3 per cent in
terms of quantity. The relative smallness of this rise
is commonly explained by the fact that, while savings
activity remains high, the rise in mass incomes con-
tinues for the present to be smaller than the growth
in the total national product; and no doubt these
factors are of very great importance — hitherto indeed
of actually decisive importance — for the checking of
the upswing. As must be constantly emphasised how-
ever it has to be borne in mind on any assessment of
retail turnovers that they represent only one part of
total private consumption, and that other indicators
of consumption such as the amount of travel and the
demand for personal services point to a substantially
different trend. Travel in particular this summer attained
a size which far exceeded all previous records, and
contributed materially to the strains which have for
instance arisen on the market for service-rendering
workers. No doubt the growth of retail turnovers was
also impaired in the late summer and early autumn
months by the unusually warm weather; sales of
clothing and textiles in particular suffered visibly from
the reduction in demand caused by weather conditions.
Probably however this does not represent a permanent
loss; it may instead be assumed that a large part
of the purchases not effected in recent months will be
effected later, unless the weather in the winter should
again be abnormal. Doubtless moreover the rise of mass
incomes has already been much quickened in recent
weeks by the effect of “sub rosa” wage and salary
increases; and the impending upward adjustment of
social insurance pensions, together with a possibly even



greater rise in wages and salaries on the basis of the  giving large orders even in the winter months, and
fresh collective bargaining to be expected in the near  causing the downward stock-cycle reaction which is
future for a high proportion of employed persons, might  possible in the foreseeable future to remain within
easily contribute towards causing traders to continue  relatively narrow limits or not to take place at all.
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But another fact significantly affecting the further
course of business activity is that the tendency to build
up stocks is now by degrees beginning to spread to pro-
ducers. Previously this year industry had largely
reduced its own stocks in order to be able to meet the
keen demand from subsequent processors and traders.
Consequently the stocks held in some industries have
by now become smaller than normal. According to the
market survey by the Munich Ifo Institute, in Septem-
ber this year only 6 per cent of the firms questioned
described their stocks of finished goods as too large,
while 23 per cent described them as too small. Hence
a part of industry now aims at building up its stocks,
so that it is not only because of relatively large order
backlogs (and the possibly somewhat greater growth of
ultimate sales) but also because of producers’ own
stockpiling arrangements that activity may be expected
to remain relatively high, during the next few months,
in those industries which are sensitive to the stock
position.

Foreign Demand

A further expansive factor to be mentioned is foreign
demand. Exports grew further in the third quarter
despite the seasonal reduction of industrial output in
July and August, and the consequently diminished
ability to export; during that period they exceeded
those in the corresponding period of last year by 10 per
cent in value and 13 per cent in volume. At the same
time the amount of orders coming from abroad in-
creased further. On the average of the months from
July to September, just as it had been in the second
quarter, the inflow of export orders to industry was
greater by 29 per cent in value and 31 per cent in
volume than in the corresponding period a year before.
Its proportion to sales in the same period was 109 per
cent, as against averages of 111 per cent for the second
quarter, and 91 per cent for the third quarter of 1958.
In the first nine months of this year it has therefore
exceeded current sales by 11 per cent. Seasonal factors
are at work here; but in the main, just as in connection
with the growth of domestic demand, it is to cyclical
factors that this renewed accumulation of order back-
logs is due.

Particular attention is merited by the fresh rise in
investment activity abroad. At a]l events the capital
goods industries show the largest increase in export
orders, Thus in mechanical engineering in particular a
real export boom has started, with the year-to-year
growth-ratios for incoming foreign orders averaging
29 per cent in the second quarter, 23 per cent in ]uly,
47 per cent in August, and according to provisional
figures 49 per cent in September. It is true that in

mechanical engineering this has so far been reflected
neither in any notable increase of export sales nor in a
perceptible growth of output because in that industry,
owing-to the length of the period technically required
for production, the time-lag between ordering and de-
livery is especially long. No doubt however in the
course of the next few months the effects of the steep
rise which has been proceeding in export orders for
six months will also be reflected in output and exports.
In other industries also, however, the growing pro-
pensity of foreigners to invest has made itself felt in a
greater inflow of export orders. This has been especially
so in the precision instruments and optical goods in-
dustry, where the export orders booked in the third
quarter were greater by 29 per cent than in the
corresponding months of last year, as well as in
vehicle building, and (although temporarily to a lesser
extent) in electrical engineering. A still further fact
characteristic of the increase in export business is that
also in the basic and consumer goods industries pro-
ducing largely for export foreign orders are again much
greater than a year ago; in the consumer goods indus-
-tries for instance their amount in the third quarter was
above that for the corresponding period a year earlier
by 24 per cent. ‘
The Supply Side

So far however this vigorous rise in demand has had
against it a notable elasticity of supply. Industrial pro-
duction-in particular has continued to show consider-
able growth in recent months as measured by the
labour shortage. The index of industrial production
was above that of a year eatlier by 7.4 per cent in Sep-
tember this year, and by 6.9 per cent on the average
for the whole third quarter. Since the number of man-
hours worked during that quarter in industry (includ-
ing building) was not greater than a year earlier, but if
anything somewhat less, the rise in output resulted
exclusively from the advance in productivity; this was
due in great part to the rationalisation investments
previously effected, but would no doubt not have gone
so far unless unused production capacities had been
available. As we have already pointed out in another
connection however the elasticity of supply was also
increased by two further factors, one being the above-
mentioned reduction in stocks of finished goods held .
by producers and the other a large increase in imports,
which for the first time in a considerable period has
exceeded that in exports. In particular the rise in im-
ports of finished goods shows that traders have made
efforts to alleviate shortages in the home market by
buying abroad. In the third quarter of this year total
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Production, Turnover and Employment

1958 1959 Change
AN .- 3rd Qtr.
3rd Quarter 3rd Quarter 1959 as
- 1st Qur. | 2nd Qtr. Total including: 4th Qur. | 15t Qers | 2nd Qer. Total P) including: 3rd Qur,
g ’ mo’l mo'l mo’l mo’l mo'l 1958inp.c.
r:w‘r’gley X{I‘:gley awgey Aug. Sep. avgey avgey avgey avgey Aug.P} Sep.P) ?)
Index of Industrial Production
(per working day, 1936 = 100) *)
Total 221 234 227 219 238 248 228 249 242 237 255 + 6.9
Building 119 232 234 232 237 226 156 257 249 246 255 + 6.3
Basic materials and producers’ goods 198 214 211 207 215 215 239 | 239 241 237 248 + 13.9
Capital goods 293 313 293 277 315 325 307 332 311 302 336 + 6.2
including:
Machine building 271 201 262 250 275 285 265 294 270 260 277 + 2.8
Vehicle building 528 561 510 471 475 575 593 648 - 583 555 690 + 14.1
Consumer goods 208 206 201 190 218 222 204 218 214 208 | 236 + 67
including: !
Textiles . 196 185 183 169 195 195 184 192 190 184 209 | + 38
Hard Coal Mining (°000 tons) '
Output per working day 448.5 459.6 418.7 405.2 424.4 437.7 435.4 423.5 383.0 374.0 | 395.5 | — 8.5
Pithead stocks (hard coal and coke) 1) 3,829 7,425 10,359 9,451 10,359 13,065 15,107 16,432 16,900 16,791 16,900 + 63.1
Hard coal imports (excluding coke) 1,464 1,251 1,471 1,373 1,490 1,228 1,178 733 506 472 475 — 65.6
Iron and Steel Industry ("000 tons) ! .
Output of pig iron per calendar day 50.8 44.6 44.2 44,1 43.4 43,2 43.4 48.9 53,2 52.6 ° s5.1 | + 204
Output of raw steel per working day 82.4 78.8 70.5 71.9 68.6 71.5 73.4 86.6 86.6 85.0 | 89.0 | + 22.8
Finished rolling mill products ) i
Deliveries 1,355 1,230 1,296 1,259 1,320 1,155 1,144 1,341 1,404 1,477 1,341 + 9.0
New orders booked 1,162 1,165 1,093 1,045 1,030 1,136 1,214 1,641 1,753 1,625 1,743 + 60.4
Orders on hand %) 4,551 4,115 3,344 3,689 3,344 3,162 3,149 3,901 3,868 4,440 3,868 — 11.9
“New Orders booked in Industries
(Values, per calendar month
in per cent of 1954 turnover)
Total 136 141 141 128 143 149 147 175 179 161 192 + 27.0
Basic materials 129 137 142 130 138 138 137 167 180 165 176 + 26.2
Capital goods 161 158 163 151 167 172 180 190 205 185 227 | + 255
including:
Machine building 170 151 148 142 148 161 167 184 194 189 195 + 311
Vehicle building 181 178 173 157 186 198 240 238 229 203 270 + 32,6
Consumer goods 111 124 109 92 120 133 116 164 141 120 167 4+ 29.4
including:
Textiles 106 104 94 78 104 110 108 156 138 117 169 + 47.7
Building
Hours worked (millions) %)
Total 117.8 212.3 2351 228.9 234.3 214.6 141.6 229.9 237.5 230.3 240.2 + 1.0
Residential building 50.1 100.9 110.9 107.5 110.7 100.4 63.5 109.2 (R 104.3 s e
Buildings for public and transport
purposes 34.5 63.2 72.9 71.4 73.6 68.8 44.3 73.1 " 75.5 o .
Buildings for trade and industry 31.4 40.0 42.8 41.9 42.2 39.6 31.1 39.5 .. 42.7 . .
Planned building expenditure for approved
buildings (millions of DM)
Total 1,208.7 1,607.3 1,827.0 1,821.0 1,924.3 1,670.8 | 13353 | 1,952.8 .. 2,151.6 . ..
Dwelling houses 746.6 | 1,053.9 | 121600 | 1,218.2 | 1,274.4 | 1,064.8 976.5 | 1,296.5 cen 1,391.6 . ces
Other buildings 462.2 553.4 611.0 602.8 649.9 606.0 458.8 657.3 . 760.0 .
Housing mortgage loans by institutional
investors (millions of DM) 4)
Amounts promised per month 461.9 507.1 551.5 449.4 528.5 582.0 662.4 796.7 775.0 634.6 734.8 | + 38.3
Qut-payments per month 290.4 340.4 428.3 419.8 460.7 517.9 415.3 498.7 643.0 629.3 647.7 + 48.8
Retail Turnover (1954 = 100)
Values
Total 126 134 131 127 125 167 130 138 136 131 132 + 3.8
of which:
Food, beverages and tobacco 126 133 131 132 127 149 131 137 139 139 135 + 6.1
Clothing, linen, underwear, footwear 118 129 115 104 102 181 121 130 116 102 106 + 0.9
Household equipment and furniture 130 136 150 146 153 198 137 147 159 157 160 + 6.0
Other 133 141 143 138 139 171 139 149 147 140 147 + 23
Labour Market (thousands) %)
Unemployed 1)
Total 1,113.9 406.7 333.0 338.0 333.0 937.5 593.1 259.3 187.2 196.3 187.2 | — 43.8
Men 838.1 208.2 164.8 170.0 164.8 671.6 376.0 138.6 102.1 107.1 102.1 — 38.0
Women 275.8 198.5 168.2 168.0 168.2 265.9 217.1 170.2 85.1 89.2 85.1 | — 49.4
Employed wage and salary earners 5) 19,768.1 | 19,948.4 | 20,034.6 20,034.6 | '18,760.3 | 20,031.6 | 20,198.7 | 20,322.5 . 20,3225 | + 1.4
For data for previous months and for explanatory remarks see Tables under VIII {Production and Markets) in the Statistical Section of this Report. — 1) Position as at end of
month or quarter. — %) Excluding all semi-finished goods, broad strip and steel tubes, including products for further processing; as from January 1953, including semi-finished
goods for tube works, — %) Building industry proper, total. — ¢) Not including life assurance companies. — 5) Position at end of quarter, — ® Including Saarland. — P} Pro-
visional. — *) Original basis: 1950 = 100. — Details may not add to totals because of rounding.
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imports were greater than in the corresponding period
of last year by 16 per cent, and imports of finished
goods alone by 21 per cent.

In future however it will hardly be safe to rely on
such great elasticity in the supply of goods, since at
least a part of the reserves mentioned above has by
now been subjected to very heavy demands, if not in-
deed exhausted. This latter applies especially to pro-
ducers’ stocks of finished goods, which in many cases
have (as already stated) fallen to a relatively low level,
and hence can hardly be reduced much more. Besides
this however the reserve of productive power, consist-
ing of capacities not fully used, is becoming less and
less - important. Probably in many industries the
optimum degree of employment of capacities will be
not only reached but actually exceeded during the
autumn months. This means that advances in pro-
ductivity will generally be possible in future only in
so far as installations and the production process are
improved.

But the greatest difficulties in connection with any
further improvements of productivity arise from the
“shortage of labour?). The number of persons registered
at the labour exchanges as unemployed fell in the
summer months to an unusually low level. At the end
of September it was 187,000, whereas in earlier years
it had never dropped below 330,000. The unemploy-
ment ratio in the sense of the ratio of the unemployed
to the total of employed and unemployed wage and
salary earners was only 0.9 per cent at the end of Sep-
tember; thereby it had reached a level which is ap-
preciably below that in all other comparable industrial
countries, and definitely indicates over-full employ-
ment. The same impression is given by the number of
jobs vacant; at 350,000 at the end of September this
was nearly twice as great as that of the registered un-
employed. The number of persons employed can ac-
cordingly be raised only to the extent of the net ad-
dition to the labour force. Because the numbers of
young people leaving school each year are low, how-
ever, and because of the decreased immigration from
Eastern Germany, that addition is at present much
smaller than in earlier years. This autumn already, at
20.3 million the total labour force was greater than a
year earlier by only just on 300,000 or 1.4 per cent
and, unless the position is changed by unexpected
further immigration, the increase in the next twelve
months will hardly be any greater. To this there is
added further contraction of the labour potential
th