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The economic scene
in the winter of 1970/71

Survey
Business activity

In recent months the tension apparent in business
activity in the Federal Republic of Germany has again
tended to abate, although in the overall economic pic-
ture lights and shadows — hopes of a lessening of in-
flationary tendencies and fears of a slowdown in eco-
nomic activity — are juxtaposed. A positive aspect of the
latest development is that the excessive volume of
orders on hand by comparison with the production
potential continued to decline, albeit only to a small
extent; that delivery dates shortened somewhat; and
that the extremely intensive use of productive resources
gave way to a degree of utilisation that was slightly
more favourable from the cost angle. During the past
few months it has been rather more apparent than it was
up to the autumn that the excess demand for labour has
diminished somewhat. The number of vacancies has
declined noticeably, even though it is still quite high. The
number of unemployed, however, seasonally adjusted,
remained at a low level. While in fact some enterprises
temporarily resorted to shorter working hours in a
greater measure than formerly, this frequently seems to
have been due to special problems in specific industrial
fields. It may be assumed that any generalisation of this
development is just as impracticable as, conversely,
generalisation of the fact that one big industrial enter-
prise with a staff larger than the total number of
employees reported as being on short-time working pro-
poses to introduce special shifts in order to cope more
effectively with the volume of orders on hand.

On the side of demand the gradual cyclical relaxation
had its roots in a slight reduction in domestic orders
apparent ever since last spring; however, it is a remark-
able fact that in the last two months of 1970 this re-
duction failed to persist. For one thing, it looks as if the
downward trend in the stock cycle which occurred in the
case of steel and other raw materials as well as at the
retail stage is beginning to come to a halt. For another,
it is interesting to note that orders received by the
capital goods industries during the last two months of
1970 rose appreciably, in contrast to the fall recorded
between the spring and the autumn of 1970. it remains
to be seen whether this recent revival of capital goods
orders represents more than a temporary interruption of
the decline observed earlier — an interruption which
might, among other things, have been brought on by tax
considerations (the lowering of the investment tax as
from January 1971, and the readmission of diminishing
balance depreciation allowances, which will presumably
be of importance only in the future). In view of the steep
cost increases, the resultant narrowing of profit margins,
and the investment plans of enterprises so far divulged,
a fresh reversal of the trend would come as a surprise;
at all events, these latest fluctuations in the placing of
orders once again show that the business cycle is at
present in an uncertain situation. However that may be,
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it is interesting to note that important enterprises now
seem to be judging economic conditions somewhat
more optimistically than a short while ago. Order books
continue to be full, and many enterprises can indeed
count on a noticeable increase in their sales in future.
This applies especially to those branches of goods pro-
duction and the services sector whose products or
services are required by private consumers and govern-
ment agencies, since private and government consump-
tion expenditure is rising strongly. What is rather less
certain is how much in the way of profit can be expected
from such business.

During the second half of 1970 enterprises were able
to pass on only part of the cost increases in prices,
which meant that enterprises’ profits diminished, as will
be shown in greater detail in the following article on the
sources and uses of income in the second half of 1970.
No major change in the situation has taken place recent-
ly, seeing that wage costs went up considerably at the
beginning of the current year as well and that price
increases — although extremely high when regarded by
themselves — presumably did not offset this rise in full.
Important decisions with respect to the further course of
business activity will accordingly be taken in the coming
negotiations on wage rates. Should they result in con-
tinued very large wage rises in the future, the risk of a
renewed squeeze on profits and a resultant major re-
duction in private capital investment will grow. However,
these risks depend not only on the course of the
domestic economy but also to a very great extent on the
further development of world economic activity. The
majority of people are expecting business activity in most
industrial countries to take a rather calmer course in
1971 than in 1970. The slight decline recorded in recent
months in incoming export orders for industry, as well
as the continuing vigorous increase in imports, already
indicate that international competition has become
somewhat stiffer for German enterprises and is curbing
the passing on of costs both on the world market and
to some extent also on the domestic market. It is of
course true that the general rise in prices is proceeding
apace in other countries too, even though the producer
or wholesale prices, which are particularly sensitive to
economic conditions, have for quite some time been
increasing rather less in the principal industrial coun-
tries than in Germany, while particularly the accelera-
tion in the rise of producer prices in Germany during
recent months has been out of line with movements on
the international plane. On the other hand, should it
prove possible in the near future to restrain the cost
increases in Germany to a noticeable extent, enterprises
would stand quite a good chance of finally, by further
rationalisation and better utilisation of labour, stopping
the downward trend in profits, thus avoiding a major
cut-back in capital investment forced upon them by
shortage of capital and reserves. By formulating the
“orientation data” for 1971, on which the Annual Eco-



Wholesale prices of industrial products
in selected countries

Percentage change on year

1970
Country 1969 2nd gtr.| 3rd gtr. | Oct. Nov.
United States + 34| + 38| + 38| + 4.0 +3.6
EEC countries
Belgium + 411 + 60| + 52| + 49 +4.8
France 1 + 94| + 87| 4+ 56| + 34 +2.7
Italy + 35| +89{ 4+ 74| + 70 +6.
Netherlands 2 + 45 + 49| + 47| + 55 .-
EFTA countries
Austria + 24| + 56| + 577 + 5.1 +4.7
Sweden + 61| + 84| + 72| + 59 +4.7
Switzerland + 30| + 58| + 44| + 3.0 +2.5
United Kingdom 3 + 39| +62| +70| + 74 +7.6
Japan 3 + 19| + 53| + 4.2 + 3.3 +2.6
Selected countries,
total 4 + 42| 4+ 59| + 53] + 4.9 pe+45
Compare:
Federal Republic of
Germany (producer prices
of industrial goods) + 22| + 64 + 61| + 5.0 +5.0

1 Semi-finished goods only; new original index 1962 = 100. — 2 Finished
goods only; effects of value-added tax eliminated. — 3 Products of
manufacturing industries only. — 4 Weighted with respective share of
these countries’ exports in world exports during the period 1963 to

1969. — pe Partly estimated.

nomic Report is based, the Federal Government has
emphasised that wage increases should immediately be
reduced so as to conform to the rates given there, and
at the same time has made it abundantly clear that in the
out-going stages of a boom the movement of wages can
entail considerable risks for the stability of prices and
jobs if it remains orientated towards the conditions
during the expired boom rather than the new cyclical
problems which are beginning to emerge.

The course of monetary policy

Since the reductions effected in the discount and
lombard rates in November and December 1970 (see
Monthly Report for December 1970, pages 5 and 6) the
Deutsche Bundesbank has not taken any further deci-
sions in the field of monetary policy. Since then the
credit markets have basically been determined by market
tendencies, although the rise in the minimum reserve
requirement brought on by the general growth, several
open market operations on the part of the Deutsche
Bundesbank, and the fiscal policy expressed in the
immobilisation of the funds skimmed off by the “anti-
cyclical surcharge” all tended to reduce liquidity. Since
at the same time the liquidity inflows from abroad were
no longer as high as in earlier months, the banks’ aggre-
gate free liquid reserves at the end of January 1971
were little above the total at the end of October 1970.
Nevertheless, the banks as a body were considerably
more liquid than in the preceding spring and summer
months; they were also in a position to expand their
lending business in a quite exceptional manner, with
interest rates tending to fall slightly. It was typical of the

trend of interest rates that in December and early Jan-
uary the average yield on a range of selected bonds
eased by almost 1 percentage point to 7.7 %; since that
time it has been stable at roughly that level. The borrow-
ing rates charged by banks in Germany are also at
present, depending upon the type of loan, up to as much
as 1'/2% below the highest level of last year. This inter-
est rate reduction is largely due to the tendency in other
countries for interest rates to diminish — a tendency
which has been transmitted to Germany by very high
short-term capital imports.

The reductions in the discount and lombard rates fixed
by the Deutsche Bundesbank have contributed towards
accelerating the lowering of interest rates within Ger-
many while at the same time lessening the demand for
foreign money. As already indicated, if the months of
December 1970 and January 1971 are taken together,
short-term money imports into Germany have declined
of late, even though they have not come to a complete
stop because there is still an interest rate differential.
However, since in certain important industrial countries
the national interest rate levels are now higher than in
Germany, the dollar flow transferred via the Euro-dollar
market is now being distributed more effectively among
several countries, whereas in 1970 — as explained in
greater detail in the following survey of the balance of
payments during that year — the bulk of the unusually
large dollar efflux from the United States had flowed
into Germany. A further point is that recently the United
States has been seeking to reduce the supply of dollars
by means of specific transactions on the Euro-money
market itself.

As set forth in these Reports on earlier occasions, the
Deutsche Bundesbank was also enabled on cyclical
grounds to lower the discount rate in November and
December and thereby to promote the reduction of inter-
est rates. It was not judged practicable, however, to
support the tendencies towards lower interest rates to a
greater extent, since in view of the consistently high
expectations of inflation a major reduction in the nominal
interest rate might immediately rekindle the demand that
is dependent upon interest rates, so that a desirable
normalisation on the domestic markets might again be
jeopardised. It must also be borne in mind that investors
should obtain a nominal interest rate distinctly in excess
of the rate of price increases, to make sure that saving
does not slacken. Finally, monetary policy had to con-
sider that even under the existing degree of restriction
bank loans and funds held by the business community
tended to increase in a very marked way. A growth of
notes and coin in circulation and sight deposits at the
rate of 9% and a rise in the “money supply” (including
time deposits for up to 89 days) of 20%, as recorded at
end-1970 in relation to end-1969, far exceeds the ex-
pansion in money supply that can be countenanced on
a longer view. These figures show, moreover, that quite



Bank liguidity

Liquid reserves 1

DM
billion

35

30 VA\ Liquid reserves -

25 ~
2\ /

2 \/\// N %

15 w 12

\
\

Liquidity ratio 2} 10
/\

Neca, .
.-

1

|
1970

T D

1969

TR T B

197
T T N WU U S '

Determinants of bank liquidity 3

DM T T DM
billion | | billion
+20 ; |_Foreign exchange movements -+ 20

I | /‘r"
+ 15 | " +15
1
l /
I
+10 |— 3 ' +10
1
] /
+ 8§ ! t + 5
! i
|
Y = } 0
.
— 5 i Co + i - 5
| p N T_.~§Monetary policy factors 5)
I —
-10 } ] —— _
! i - 10
|
—15 L J Il J ,A,85,0,N D 'Jpe)l F ~15
1970 1971
1) At end of month.— 2) Liquid reserves in % of total deposits.-
3) Average changes,cumulative from June 1970. - 4) Mainly
circulation of notes and coin, and public authority cash trans-
actions.— 5) Mainly required minimum reserve.- pe} Partly
estimated. 8Bk

generally there can be no question of any lack of liquidity
in the overall economy. The total liquid funds of enter-
prises in the form of sight and time deposits at end-1970
amounted to approximately DM 85 billion, at which rate
they were almost twice as high as at the end of 1965,
the peak year in the last economic cycle. Any more
pronounced relaxation of monetary policy would not only
have accentuated the effect on the interest rate level
outlined above but would aiso intensify the tendency for
the money supply to expand still more — and this would
occur even if, as a result of relaxation measures, money
inflows from abroad were to diminish or disappear. A

further marked relaxation of the restrictive course, such
as is frequently called for with the argument that foreign
funds would thus simply be replaced by domestic funds,
could never be confined to a mere substitution of domes-
tic liquidity for foreign liquidity, but would boost the
credit potential of the banking system even more than
hitherto. So far, after all, it has at least in part been
possible to curb the liquidity inflow from foreign coun-
tries and thus to neutralise in some measure the secon-
dary effect of the liquidity inflow, namely a still more pro-
nounced domestic credit expansion. It is true that in the
initial stage the various banking groups are not quite
uniformly affected by the liquidity inflows from abroad,
but for one thing the money market brings about an
equalisation of liquidity, while for another the liquidity
inflows from abroad immediately become distributed
over the whole banking system through the transactions
of non-banks. The fact that the liquidity of individual
banks or entire groups of banks has nevertheless devel-
oped in divergent ways in the course of the past year
finds its explanation not so much in the movement of
deposits as in the differing degree of credit expansion
of the various banks and banking groups (see the table
opposite).

In connection with the increase in the liquidity of the
banking system (which was in fact somewhat limited),
the radical change of interest rate expectations, and a
considerable growth in private saving, security markets
in Germany have in the past two months become very
much more productive. The reversal in the interest rate
tendencies clearly had the effect of winning over for
investment in securities such funds as had previously
been held in more liquid form. It is, however, difficult to
foresee whether and to what extent this process will
continue. At the same time, the demand for capital on
the securities market has increased considerably. In the
section on “Public finance” it is explained that already
at this stage of the budget plans for 1971 a substantial
increase in the credit requirements of all central, regional
and local authorities must be expected, in which context
it has so far perhaps not always been possible to give
sufficient consideration to the actual risks when assess-
ing receipts and expenditure. On adding up such credit
requirements as can be foreseen today, it is found that
in 1971 the central, regicnal and local authorities will
have net credit needs of approximately DM 125 billion,
compared with DM 7.5 billion in 1970; in addition, the
Federal Railways and Post Office together will require
net loans totalling quite DM 7 billion, as against DM 5 bil-
lion last year. Only part of this credit demand will be
financed on the bond market by direct issues and by
issuing communal bonds, whose equivalent will accrue
in the form of loans to all types of central, regional and
local authorities, since the public authorities’ budgets
regularly receive considerable amounts from the remain-
ing sources of finance as well. In any case the budget
situation and the special financial tension affecting the



Expansion of volume of business and lending
by banking groups in 1970

Percentage change on end-1969 figure 1

Lending to
Volume domestic
non-
Banking group business | banks 2
Commercial banks + 14.9 + 1.7
Big banks + 13.0 + 6.8
Regional banks and other commercial banks + 16.2 + 15.4
Private bankers + 16.1 + 16.8
Central giro institutions + 14.0 + 18.2
Savings banks + 12.0 + 1.2
Central institutions of credit cooperatives + 12.3 - 1.8
Credit cooperatives + 18.0 + 155
Mortgage banks + 6.2 + 5.4
Instalment sales financing institutions + 21.4 + 219
Banks with special functions + 8.0 + 9.9
Postal giro and postal savings bank offices + 14.1 + 28
All banks + 12.4 + 111

1 Statistically adjusted. — 2 Including securities.

Federal Post Office and the Federal Railways will remain
a heavy burden on the bond market. In addition, the
demand for credit for private purposes, especially for
housing construction (which so far is showing no signs
of slackening), will also have to be satisfied, and finally
foreign countries have recently been resorting more
heavily again to the German bond market. Even though
German interest rates for long-term funds remain
in many instances higher than in other countries, Ger-
many still holds its own as an important place of issue,
for no other country has opened its frontiers to inter-
national capital transactions in such a liberal way. It
would therefore seem that, for the time being, the
demand for capital will keep any further reduction in
interest rates within very narrow limits. As long as eco-
nomic activity does not visibly slacken any further, so
that the hope of a gradual levelling off of the sharp up-
surge in prices and costs does not turn into a certainty,
the interest rate level as it stands today must be regarded
as commensurate to the economic situation. For the time
being there is thus no reason to allow any further re-
duction in interest rates abroad to take a hold on the
domestic system in unrestrained form. On the other
hand, monetary policy possesses sufficient instruments
enabling it, once the economic situation has reverted
to normal, to relax the credit markets with corresponding
rapidity.
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Money and credit
Monetary analysis

Monetary expansion accelerated again in the fourth
quarter of 1970, thus continuing the previous trend, which
had been interrupted in the third quarter. The main
reason for this was that the increase in liquidity at the
banks due to foreign trade and payments enabled them
to meet the buik of the heavy demand for credit on the
home market. But at the same time trade and industry
again took a large volume of loans from foreign coun-
tries. At any rate, this applies to the fourth quarter as
a whole, though in December — as usual at that season —
the flow of foreign payments was temporarily reversed.
There had of course been a still greater expansion in
bank lending in the fourth quarter of 1969 than in the
last quarter of 1970, but the recent trend in bank lending
is not comparable with the movement at that time; after
the revaluation of the Deutsche Mark the loans extended
by German banks to trade and industry mainly took the
place of the foreign funds which were being withdrawn
from Germany, whereas in the period under review
foreign funds were flowing into the country. The full
extent of the forces of monetary expansion in the last
quarter of 1970 cannot therefore be appreciated unless
domestic credit expansion and the change in the net
external claims of the banks and the Bundesbank, which
together reflect the movement of money between do-
mestic non-banks and foreign countries, are added. The
combined expansive effect of both factors in the fourth
quarter of 1970 came to over DM 23 billion, the highest
figure ever to have been recorded in any one quarter.
In the corresponding quarters of 1968 and 1967 both
components together amounted to DM 15 billion and
DM 14 billion respectively, and in the fourth quarter of
1969 — under the special conditions then prevailing —
to only DM 6.6 billion (see adjoining chart). On the other
hand, these strongly expansive factors in the last quar-
ter of 1970 were accompanied by a relatively large for-
mation of monetary capital at the banks; but this is
almost entirely attributable to the crediting of interest
to savings accounts at the year's end, which of course
represents “genuine” formation of capital, but distorts
the picture inasmuch as it occurs only once a year — in
December. The overall figures for monetary factors in
the fourth quarter of 1970 show a sharp expansion, far
in excess of the desirable amount, in the money supply.

Lending by the banks reporting for statistical purposes
and the Bundesbank (including loans granted in the
form of security purchases) to domestic non-banks in
the fourth quarter of 1970 went up by DM 20.3 billion.
This was considerably more than in the last three months
of 1967 and 1968 (DM 14.5 billion and DM 13.2 billion
respectively), although the extremely large credit ex-
pansion of the fourth quarter of 1969 (DM 24.1 billion),
which was due to the special factors already mentioned,
was not equalled. Both the private sector and the public
authorities resorted to an increasing extent to credit

Lending to domestic non—-banks
and net external assets of the
banking system™

Changes during fourth quarter

DM
billion
Total
+ 20
+ 10
0 DM
Lending to bilion
domestic non ~-banks
+ 20
+ 10
DM 0
billion
+ 5 Net external assets =
1] ooy Eﬂ]ﬂﬂl I]]]]]Im__
—10
— 20
1967 1968 1969 1970
* Banks and Bundesbank. BBk

from domestic banks. Thus, lending by the banking
system to domestic enterprises and individuals (including
the Federal Railways and Post Office) went up in the
last quarter by almost DM 15 billion, as against DM 11
billion and DM 8 billion in the last quarter of 1968 and
1967 respectively. At the same time short-term lending
to the private sector rose by DM 3.8 billion, in com-
parison with DM 2.7 billion in the same period of 1968
and DM 1.7 billion in that of 1967. (Comparison with
1969 would be less informative in this particular case
than in the case of other lending categories, as the efflux
of foreign money immediately after revaluation was
initially made good above all by short-term bank iending).
Lending for periods of between more than one year
and less than four years to enterprises and individuals
went up in the last quarter of 1970 by DM 3.1 billion,
as against DM 0.4 billion in the fourth quarter of 1968, but
DM 2.9 billion in the same quarter of 1969. Borrowing
at long term, on the other hand, would seem to have
remained subject to the moderating influence of the high
level of interest rates. Just as in the first three quar-



ters of 1970, the banks’ long-term direct lending to the
private sector in the last quarter of 1970 increased some-
what less, at DM 7.5 billion, than in the preceding year
(DM 7.8 billion). This also applies to out-payments of
mortgage loans for housebuilding purposes by the
savings banks and mortgage banks. The building and
loan associations, on the other hand, whose business
is largely shut off from the market by the special
nature of their contracts and by government measures to
assist housebuilding, so that it flourishes particularly in
times of general credit restriction and rising credit costs,
actually increased their out-payments, large though they
already were. Just recently, however, the savings banks
and the mortgage banks have again been promising
more mortgage loans than a year previously.

Expansion in the volume of bank loans taken up by do-
mestic public authorities has also been very great. In
the fourth quarter of 1970 public authorities raised funds
at banks and the Bundesbank totalling over DM 5 billion
on balance, compared with about DM 2 billion in the
last quarters of 1969 and 1968. This expansion of lending,
far in excess of the amount usual in the fourth quarter,
is an indication of the deterioration of the public author-
ities’ cash position, arising principally from the receipts
side. In the fourth quarter public authorities took DM 2.1
billion of long-term direct loans on balance at banks
other than the Bundesbank, their medium-term borrowing
went up by just on DM 1 billion, and their short-term
borrowing by about DM 400 million. In the last quarter
of 1969 short-term borrowing had fallen by DM 2.6 billion,
mainly as a result of redemptions of money market paper
(in the other forms of borrowing the differences as
against 1969 were not so marked). Public authorities’ in-
debtedness to the Bundesbank rose by DM 2.1 billion in
the last three months of 1970, compared with DM 2.3
billion a year before and about DM 0.8 billion in the
fourth quarter of 1968, these being principally book cred-
its to the Federal Government. At the same time, of
course, substantial funds arising from the anticyclical
surcharge on the income and corporation taxes were
immobilised at the Bundesbank.

For the first time since the beginning of the year, ex-
pansive monetary effects were exerted in the fourth quar-
ter of 1970 by the banks’ security purchases too. The
banks' holdings of domestic and foreign securities in-
creased by almost DM 1.7 billion (after adjustment for
the writing down of bonds owing to price falls in 1970
amounting to about DM 240 million), as against DM 450
million and DM 130 million in the two preceding quar-
ters; in the fourth quarter of 1969, however, there had
been a rise of as much as DM 2.6 billion. As usual, the
banks mainly bought bank bonds (DM 1.4 billion), the
purchase of which does not directly affect domestic cred-
it expansion, but only increases interbank indebted-
ness; in addition, they bought domestic shares (DM
450 million) and public authority bonds (DM 60 million).

Money supply and its determinants

Milllons of Deutsche Mark (Increase: + or decrease: —)

4th quarter
Item 1969 1970 p
|. Bank advances to domestic non-banks,

total +-24,097 +20,251

1. Deutsche Bundesbank + 2,467 + 2,093

2. Other banks +21,630 +18,158

to enterprises and Individuals +22,095 +14,997

Short-term advances +11,109 + 3,762

Medium and long-term advances +10,726 +10,562
Holdings of securities issued

by German enterprises + 260 + 673

to public authorities — 465 + 3,161

Short-term advances — 2,597 + 412

Medium and long-term advances 1 + 2,111 + 2,933

Holdings of securities issued
by German public authorities + 21 — 184

I1. Net external assets of banks

and Bundesbank —17,467 + 3,144
Ill. Monetary capital formation with banks
from domestic sources, total 2 + 6,255 +14,450
of which:
Savings deposits and savings bonds + 8,538 +12,977
Time deposits 3 -— 3,613 — 1,864
Bank bonds outstanding
(excluding bank holdings) + 924 + 2,913
IV. Central bank deposits of domestic
public authorities — 3,480 — 733
V. Other influences 4 + 7,646 + 6,532
VI. Note and coin circulation and
liabilities with maturities of
tess than 3 months = money supply
(1 plus Ii plus V less lli less 1V} +11,501 +16,270
Note and coin circulation § + 823 + 1,291
Sight deposits + 4,325 + 7,789
Time deposits of domestic non-banks
with maturities of less than 3 months + 6,353 + 7,190

1 Including equalisation and covering claims. — 2 Apart from the items
mentioned, including capltal and reserves of Deutsche Bundesbank and
other banks. — 3 With maturities of 3 months and over; including loans
on a trust basis. — 4 Balance of the other items in the consolidated
balance sheet of the banking system. — § Excluding banks’ cash
holdings, but including DM notes and coin held abroad. — p Provisional.

On the other hand, there was a further decline — as
in the preceding quarters — in the banks’ holdings of
foreign securities, namely of DM 240 million.

The influx of funds from abroad to domestic non-banks
continued in October and November, whereas in De-
cember — as usual in that month — there was an efflux
of foreign money (with, however, an immediate return
flow in January). The reason for these transactions, which
are often only of an accounting nature, is partly that
enterprises endeavour to keep their short-term external
indebtedness as low as possible on the balance sheet
date at the end of the year, but more especially that
foreign investors are obliged to repatriate their lendings
at the end of the year by reason of specific domestic
balance of payments regulations. The net external
claims of the banks and the Bundesbank, the rise in
which reflects the overall influx of funds to domestic non-
banks from abroad, went up in the whole of the fourth
quarter by DM 3.1 billion, as against DM 5.7 billion and
DM 4.3 billion in the two preceding quarters. In the last
quarter of 1969 — immediately following the revaluation
of the Deutsche Mark — domestic non-banks had, on

1
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the other hand, to repay DM 17.5 billion net. The recent
rise in the banking system’s net external claims was due,
as since last summer, not only to surpluses on services
account, but especially to borrowing abroad by trade
and industry. It is quite clear that at the same time a
decisive role was played by the international interest
rate differential. The banks, too, on balance borrowed
funds abroad in the fourth quarter; their overali
net external position, i.e. the balance of their external
claims and liabilities, deteriorated by DM 4.5 billion. The
large net infiux of foreign exchange to the Bundesbank
(DM 7.6 billion) in the fourth quarter was thus attributable
not only to non-banks’ net sales of foreign exchange, but
to the banks’' own exiernal transactions as well (see
the section on the balance of payments).

The exceptionally strong expansive influences in the
fourth quarter of 1970 were accompanied by a formation
of monetary capital at the banks from domestic sources,
which — taken on its own — was relatively large. Savings
deposits and funds immobilised at banks for three
months and more (including the banks' capital and re-
serves) went up by a total of just on DM 14.5 billion.
This was over twice as much as in the last quarter of
1969 (DM 6.3 billion), when enterprises had to resort to
time deposits with periods to maturity of one year in
order to replace the effluxes of money to foreign coun-
tries, but hardly more than in the same period of 1968
(DM 14.4 billion). The amount of interest included in the
“formation of monetary capital” in the fourth quarter (but,
as mentioned, not apportioned correctly according to
period) was, however, substantially greater in 1970 than
in former years; on savings accounts alone it totalled
DM 9.8 billion, as against DM 7.0 billion in 1969 and
DM 5.8 billion in 1968. But even without interest credited,
DM 2.8 billion net was paid in to savings accounts in
the fourth quarter of 1970, compared with only DM 1.2
billion in the last quarter of 1969, but DM 2.9 billion in
1968. Savings deposits attracting bonuses forged further
ahead; DM 1.9 billion, or two thirds, of the total excess
of in-payments fell to the share of bonus-carrying sav-
ings accounts. This indicates that the benefits of the
government’s savings promotion schemes, and almost
certainly those of the third Law on the Creation of
Personal Assets (the so-called “DM 624 Law”), are being
taken advantage of by an increasing number of people
saving on accounts.

Whilst only about the same amount of savings bonds
could be sold as a year previously, sales of bank bonds
to non-banks reached a new record level in the last
quarter of 1970, at DM 2.8 billion; in the preceding quar-
ter it had been DM 2.4 billion and in the corresponding
period of 1969 only DM 0.9 billion. Private and insti-
tutional investors obviously made use of the period of
high rates of interest to place their money at longer
term. At DM 1.3 billion in the last quarter of 1970, time
deposits immaobilised at the banks for four years and

over did not, on the other hand, go up quite as steeply
as hitherto. Time deposits with maturities of three
months to less than four years continued to decrease, as
has been the case practically ever since the revaluation
of the Deutsche Mark in the autumn of 1969; in the
period preceding that they grew substantially. In the
last quarter of 1970 the total time deposits with these
maturities both of individuals and of public authorities
went down by DM 3.2 billion altogether. In the autumn
of 1969 such deposits diminished much more sharply
(namely by as much as DM 5.2 billion) — particularly
the deposits of enterprises, owing to the repayment of
money from abroad. There are probably several reasons
for the decline of these deposits. On the one hand,
enterprises and public authorities have apparently fallen
back to a greater extent on their financial reserves,
and on the other, a shift to shorter-term deposits may
have taken place, since funds at relatively short term
bore higher rates of interest than those at longer term.

Time deposits with maturities of one to less than three
months, which on account of their high degree of liquid-
ity are in any case regarded as “near-money” and are
therefore counted as money supply, in the fourth quar-
ter of 1970 showed the largest increase ever recorded
in any one quarter (+ DM 7.2 billion). The major part
of this money (DM 5.4 billion) came from enterprises
and individuals, who at present obviously do not wish
to immobilise their funds for any longer periods. But
the circulation of notes and coin and time deposits
— the two other components of money supply — also
went up steeply in the last quarter of 1970; together they
increased by DM 9.1 billion, which was almost twice as
much as in the last quarter of 1969 (DM 5.1 billion). At
the end of 1970 the circulation of notes and coin and
sight deposits was 8.8 % up on the end of 1969, whereas
in 1969 and 1968 their rise had been only 6.4 % and 6.3 %
respectively. The total money holdings of domestic non-
banks (notes and coin, sight deposits and time deposits
with maturities of under three months) went up by no
less than DM 16.3 billion in the fourth quarter of 1970,
or almost half as much again as in the same period of
1969. At the end of 1970 they were 19.6% higher than
at the end of 1969. In 1969 total money holdings rose by
only 10.9%, and in 1968 by only 7.5 %. Money supply thus
increased exceptionally steeply in the course of last year,
far more, certainly, than would appear necessary or
permissible when the economy’s potentialities for real
growth and the non-inflationary expansion of aggregate
dermand are taken into consideration.

Bank liquidity

Bank liquidity, too, has increased since the late autumn
under the impact of the influx of funds from abroad. The
Bundesbank tried only to contain the increase in liquid-
ity arising from foreign trade and payments, not to
arrest it completely, firstly because symptoms of an



easing in the cyclical tension were after all becoming
rather more pronounced, and secondly because a
greater interest rate differential as against foreign coun-
tries might have provoked still greater influxes from
abroad. in the last three months (November to January)
only just over half of the increase in liquidity (nearly
DM 7 billion) resulting from the inflows of foreign ex-
change has been offset by monetary policy influences.
At the end of January the banks had an estimated DM 25
billion of free liquid reserves! at their disposal, compared
with DM 24.2 billion at the end of October 1970, but a
low of about DM 15 billion at the end of March 1970. As
explained in detail in the section entitled “Monetary
analysis”, in contrast to the position in the first six
months of the year bank lending seems hardly to have
been curbed by shortage of liquidity. The banks’ present
liquidity position must therefore be regarded as more or
less “normal”; any still greater relaxation in liquidity
would undoubtedly be instrumental in speeding up a
monetary expansion which is already proceeding at a
brisk pace. Parallel to the gradual easing of liquidity and
to the downward movement of interest rates abroad, the
Bundesbank reduced its interest rates by stages. With
effect from November 18 and December 3, 1970 the dis-
count rate, which had stood at 7% since July 16, 1970,
was lowered in stages of /2% each to the present rate
of 6%, and the lombard rate was reduced from 9% to
8%, and then finally to 7 /2 %.

The situation on the German money market, which in the
last few months — one or two days excepted — was
continuously under great pressure, was in apparent con-
tradiction to these tendencies. Although the rate for day-
to-day money went down with the Bundesbank’s inierest
rates, it was almost always above the lombard rate — at
times by as much as half a percentage point. The aver-
age rate for day-to-day money in January was 7.6 %, as
against almost the same figure (7.5 %) in December and
8.4% in November. If influxes of liquidity to the banks
did nothing to ease the state of the market for day-to-day
money, this was partly because the banks, expecting
Bundesbank interest rates to be lowered, purchased sub-
stantial amounts of longer-term money market paper
from the Bundesbank. Furthermore, in the hope of the
discount and lombard rates being reduced, the banks
made fewer provisions than usual in the first half of the
month for the fulfilment of their minimum reserve obliga-
tions. On the daily average for the month of January 1971
the interest rates for 30 days’ and three months’ money
were, at about 7 /2% p.a., approximately 1 /2% and 2%
lower, respectively, than in October 1970.

On the international money markets the tendency dis-
cernible since the summer months for interest rates to
fall has continued, with some fluctuations, almost up to
the present. Since mid-January interest rates on the
Euro-markets have been showing a slight upward trend
again at times. At the moment the interest rate level on

1 l.e. central bank balances, banks' holdings of domestic money market
paper, monsy market investment abroad, unused rediscount quotas less
minimum reserve requirements and liabilities of the banks towards the
Bundesbank for lombard loans (advances against securities).
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the German money market is 1/2% to 2% gross above
the corresponding rates on the Euro-doliar market. Com-
pared with the beginning of November, the gross differ-
ential in the 30 days’ and three months’ loan sector has
not changed much. Whereas at that time, however, the
cost of forward cover was of scarcely any importance, it
has on occasion been playing a greater part again since
mid-December. But even taking the rise in the cost of for-
ward cover into consideration, there is still a net interest
rate differential as against foreign countries of the order
of 3/s to 1%, although this is of course less than at the
beginning of November (about 1'2%). The interest dif-
ferential (which may be greater if the exchange risk
always present within the prescribed margin of fiuctua-
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Bank liquidity
Changes durlng perlod, calculated from monthly averages,
billions of Deutsche Mark
1970/71
Nov. to
Item Nov. Dec. Jan.pe | Jan.pe
I. Market factors
1. Note and coln circulation
(increase: —) — 03| —19( + 18] — 04
2. Net balances of non-banks with
Bundesbank (increase: —) + 18 — 03| — 03! + 1.2
of which:
Federal and L&nder Govern-
ments, Equalisation of
Burdens Fund + 18| + 03| — 07| + 14
3. Public authorities’ money market
indebtedness to banks and
Bundesbank (increase: +) ~— 01 +01] —01] — 0.1
4. Net foreign exchange holdings 1
(increase: +) + 3.2} + 35| + 00| + 67
5. Other factors — 02 + 03| — 06| —05
Total + 44| + 17| + 08| + 6.9
Il. Monetary policy factors
1. Minimum reserve required of
banks 2 (increase: —} — 09| — 06| —11| — 26
2. Open market transactions with
domestic non-banks 3
(purchases by Bundesbank: +) — 06} — 04} — 04| — 14
3. Reduction of rediscount quotas — — _ —_
Total — 15| —1.0| — 15| — 40
ill. Rise (+) or decline (—)
in bank liquidity, total
(1 plus Il) = change in
free liquid reserves + 29| + 07| —0.7| + 29
1. Excess balances 4 + 06| + 00| — 04| + 02
2. Domestic money market paper + 10| + 05| + 07 + 2.2
3. Money market investment
abroad — 01| + 04| + 02| + 05
4. Unused rediscount quotas + 16| + 11| —10| + 1.7
5. Advances on securities
(lombard loans) (utilisation: —) — 02| —13| — 02} —17
IV. Banks' free liquid reserves
at end of period
in billions of Deutsche Mark 28.3 5.5 24.8
in % of total deposits 9.1 7.8 7.7
1 Net monetary reserves of Bundesbank and other banks’ short-term
money market invesiment abroad. — 2 Excluding Federal Post Office. —
3 Including Federal Post Office. — 4 Difference between minimum
reserve requirement and banks' total central bank balances on the
average of the four bank week return dates. — pe Partly estimated.

tion is not covered by forward transactions) was the
main reason for trade and industry, especially, borrowing
abroad. Direct acquisition of funds abroad in general
has little attraction for the banks from the point of view
of profitability, on account of the reserve on the growth
of their external liabilities still being in force (see below).

As mentioned initially, the market-induced inflows of
liquidity to the banking sysiem were primarily due to the
surplus on external payments. Judging by the growth in
the Bundesbank’s gold and foreign exchange reserves
and the banks’ short-term claims arising from money
exports, the influx of foreign exchange from November
1970 to January 1971 amounted to about DM 6.75 billion
(see the above table). But at the same time bank
liquidity was enhanced by the cash transactions of the
central and regional authorities, as the Federal and Lan-

der Governments substantially reduced their balances
at the Bundesbank (except for those tied up in the form
of anticyclical reserves and the anticyclical surcharge on
the income taxes), which had previously risen sharply.
Furthermore, in the last two months of 1970, particularly
because of the heavy final payments to be made towards
the end of the year, the Federal Government took up
book credit at the Bundesbank (DM 1.9 billion at the end
of December), but had reduced it perceptibly again by
the end of January (to DM 0.9 billion). The Lander
Governments, on the other hand, built up their Bundes-
bank balances slightly. Altogether, public authorities’
cash transactions from November to January brought
some DM 1.25 billion of liquidity to the banks. By con-
trast, the expansion in the circulation of notes and coin
— particularly substantial on the average for Decem-
ber — constricted bank liquidity (by about DM 0.5 billion).
On balance, the banks’ liquidity position improved by
DM 6.9 billion between November 1970 and January 1971
owing to market factors.

Among the monetary policy factors, which — as men-
tioned — absorbed quite half of these liquidity inflows,
particular importance attaches to the fact that in the
period from November 1970 to January 1971 the minimum
reserve requirement went up by over DM 2.5 billion (to
DM 26.75 billion). The increase in required reserves was
for the most part due to the rise in the banks’ reserve-
carrying liabilities, which was pronounced for seasonal
reasons (such as the large amounts of interest credited
at the year’s end); the abolition of the minimum reserve
on the growth of domestic liabilities (with effect from
December 1, 1970), and the raising of the minimum re-
serve ratios on holdings of reserve-carrying liabilities
(by 15% of the former ratios) by which this was compen-
sated, approximately cancelled each other out in their
effect on the minimum reserve requirement. The growth
reserve was retained — at the reduced ratio of 30% —
for external liabilities, the datum for the reserve-carrying
growth being the average volume of external liabilities in
the period from October 16 to November 15, 1970. There
was a tendency for bank liquidity also to be narrowed
by the fact that the Bundesbank sold money market
paper — mostly mobilisation paper, and, as the scope for
selling mobilisation paper was exhausted by mid-Janu-
ary, for the first time liquidity paper? — to non-banks. The
total reduction in liquidity caused by open market policy
from November to January was just on DM 1.5 billion.

The residual increment of liquidity (totalling DM 2.9 bil-
lion) was used by the banks mainly to increase their
holdings of domestic money market paper in the period
under review — by DM 2.2 billion. The reason for this, of
course, was probably not only the prevailing relative
levels of interest, but also expectations of interest yields.
In addition, the banks have substantially reduced their
rediscount liabilities in the last three months, and so
their unused rediscount quotas have risen considerably.

2 In order to give the Bundesbank greater latitude for open market opera-
tions than was possible by mobilisation of its Equalisation Claims under
Article 42 of the Bundesbank Law, the provision contained in Article 42a
was added to the Bundesbank Law in 1967 by means of the Stability and
Growth Law. Pursuant to this provision, the Federal Government is obliged
to sell to the Bundesbank on demand liquidity paper, i. e. Treasury bills or
discountable Treasury bonds, in denominations and on terms of the



Furthermore, the rediscount margin has been widened
by the fact that the Bundesbank granted the banks larger
rediscount quotas (+ DM 0.75 billion) in view of the in-
crease in their capital and reserves. Altogether, then, the
banks had at their disposal in January a rediscount
margin which was DM 1.7 billion greater than in October,
but on the other hand their indebtedness to the Bundes-
bank from lombard loans (advances against securities)
was at the same time an average of DM 1.7 billion higher
in January than three months previously. Because of the
expected further lowering of domestic interest rates the
banks obviously preferred lombard loans, repayable at
any time, to the rediscounting of bills, most of which have
a fairly long period to maturity. It is interesting to note
that in spite of the existing interest rate differential the
banks’ overall investment in foreign money markets3
did not decrease, but rather went up by about DM 0.5
billion.

Bank interest rates

The reaction of bank interest rates to the two reductions
of the discount rate in November and December differed
in degree. According to the interest rate surveys carried
out by the Bundesbank at a number of selected banks in
November, immediately before the discount rate was
lowered, and in January, the interest rates for discount
credits and for time deposits declined by roughly the
amount of the change; on an average the rates for cur-
rent account credits went down by about /3% and those
for mortgage loans by only some %i%.4 The interest
rates on savings deposits, however, with a few exceptions
remained unchanged. Specifically, interest for current
account credits of less than DM 1 million was charged at
the average rate of 10.7 % in January, as against 11.4%
before the discount rate was lowered in November. Bills
eligible at the Bundesbank (from DM 5,000 to less than
DM 20,000) were discounted for the banks' customers at
an average rate of 814 %, compared with 91 % two
months previously; there was, however, a very large
spread among the rates in discounting transactions,
namely from 7 to 912:%, and even these figures fail to
take account of the extreme rates. The downward pro-
gress of interest rates on mortgage loans was obviously
restrained by the fact that the banks left their rates on
savings deposits unchanged. First mortgage loans for
housing purposes were granted at an effective rate of
8.6% in January, as against 8.8% in November, though
there were quite pronounced variations among the terms
offered by individual institutions.

On the deposits side, the interest rate for three-month
loans of under DM 1 million was lowered on average
from 7.5% in November to 6.6 % in January; individual
instances of rates between 6 and 7 '+ % were reported.
The average rate for loans in excess of DM 1 million was
over '/2 % higher. For savings deposits with legal periods
of notice rates of 5% predominated, as hitherto, and

latter’'s choosing up to a maximum amount of DM 8 billion. The face
amount of the liquidity paper issued is entered by the Bundesbank in a
special account. The balance in this account may be used only for
redeeming liquidity paper on maturity or when repurchased by the Bun-
desbank prior to maturity.

3 Short-term claims of the banks on foreign banks (excluding foreign
exchange claims due at sight), foreign Treasury bills, discountable
Treasury bonds and foreign bills purchased as monetary investments.

6'/2% was paid for twelve-month deposits. Savings de-
posits with agreed periods of notice of four years and
over brought 7 to 7 /2 %, as in November.

Security markets

There was a general easing of German security markets
in December and January. Especially at the year's end
there was a rapid rise in prices on the bond market, so
that within two weeks the rate of interest on capital went
down by about half a percentage point to 73/ %. Issuers
immediately adapted themselves to the falling interest
trend. After the Federal Government had floated another
bonded loan at the beginning of December with a nomi-
nal interest rate of 8.5%, the Federal Railways entered
the market on January 7 with an 8% bond issue of DM
300 million (yield 8.11 %), and on January 19 the Federal
Government was able to issue a DM 550 million bonded
loan with a nominal rate of interest of only 72 % (yield
7.64%%). Conditions of issue were thus again the same as
those of almost a year earlier.

This movement on the bond market was primarily due to
the fact that the strong tendencies shown abroad for
interest rates to fall were expected to spread to the home
markets, and that money attracted from abroad by the
level of interest rates was perceptibly augmenting the
liquidity of the German banking system. In conformity
with the easing of the liquidity situation, the Bundesbank
twice lowered the discount and lombard rates — in No-
vember and December. Under these circumstances, as
in similar situations in the past, the banks’ readiness to
purchase securities increased, but it was mainly other
institutional and private investors who bought large
amounts of securities, because their relatively high inter-
est yield is assured over a long period, whereas interest
rates on deposits at banks were already declining, or
were expected to do so fairly soon. Finally, the supply
of capital during the period under review was quite large
for seasonal reasons. Non-recurring receipts, such as
Christmas bonuses, end-of-year remuneration and similar
payments, and interest credited on the main interest
date, were available at least in part as funds for invest-
ment. Above all, security purchases at the expense of
savings and time deposits seem to have been of im-
portance.

The fact that the decline in interest rates did not con-
tinue in the further course of January — the average vield
calculated by us daily for a selection of bonds dealt in
relatively often amounted to 7.8% at the beginning of
February, as against 7.7 % on January 15 — is due firstly
to issuers having had quite heavy recourse to the market
in the last few weeks. Secondly, expectations of a rapid
continuation of the lowering of interest rates were also
damped by the fact that the liquidity of the banking sys-
tem — partly under the influence of the Bundesbank’s
open market policy — did not increase quite as strongly

4 Calculated on the basis of unweighted averages after adjustment for
extreme interest rates.
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as before, and that monetary policy in general was not
relaxed any further in view of existing cyclical tensions.

Sales and purchases of bonds

Net sales of domestic fixed interest securities (calculated
at market prices), plus net purchases of foreign bonds
by residents reached a figure of DM 5.4 billion in the
fourth quarter of 1970, which was almost DM 1 billion
more than in the preceding quarter and over DM 1.4 bil-
lion more than in the corresponding period of 1969.
Funds raised on the bond market increased from month
to month, the figure for October being DM 1.25 billion,
for November over DM 1.5 billion and for December

DM 2.6 billion. This acceleration was in strong contrast
to the fourth quarter of 1969, when — after the floating of
the Deutsche Mark and subsequent revaluation — the
receptivity of the market decreased from month to
month.

It was almost exclusively sales of domestic bonds which
went up in the past quarter, whereas purchases of
foreign bonds by domestic investors were only slightly
greater than in the preceding periods (DM 250 million,
as against DM 220 million and DM 210 million in the
third and second quarters of 1970 respectively). This was
remarkable inasmuch as the amount of foreign bonds on
offer in the last quarter again increased. In that period
German syndicate banks took a total of DM 920 million
of foreign bonds (Deutsche Mark and foreign currency
bonds) for resale. Net purchases of foreign bonds by
residents in the fourth quarter of 1970, as in the third,
were equal to only a good quarter of the foreign bonds
issued in Germany through German syndicate banks,
compared with almost 45% in the second quarter. The
reason for the flagging interest of German investors in
foreign bonds may be partly the fact that the terms of
some recent issues were less favourable than those of
bonds issued by first-class domestic borrowers. Further-
more, the difficulties encountered by certain issuers of
bonds denominated in foreign currencies may have
caused investors to show greater restraint.

Fixed interest securities of German issuers with a market
value of just on DM 5.2 billion net were placed on the
German bond market in the fourth quarter of 1970; this
was about DM 900 million more than in the preceding
quarter. Approximately half of this figure (DM 2.5 billion)
was accounted for by communal bonds, net sales of
which increased considerably by comparison with the
previous quarter (DM 2.1 billion) and the same quarter
of 1969 (DM 1.5 billion). The great expansion in the
issuing of communal bonds is only partly a refiection of
local authorities’ growing indebtedness; in substantial
measure, as has been observed on several occasions in
these Reports, it was due to the fact that for some little
time the Federal Government, its special funds and the
Lander Governments have changed to meeting part of
their greatly increased credit needs by borrowing at
bond-issuing banks instead of by making issues of their
own. As a result, not much light is shed on the recourse
of public authorities to the capital market by the fact
that in the last quarter the amount raised by public
authorities’ own bonds went down; after deduction of
repayments it came to about DM 900 million, as against
some DM 1.2 billion in the preceding quarter. If net sales
of communal bonds® and public authorities’ bonds are
added together, it is seen that their recourse to the
bond market totalled DM 3.4 billion in the last quarter,
and thus about as much as in the previous quarter, but
substantially more than in the fourth quarter of 1969
(just on DM 1.4 bitlion). Sales of mortgage bonds have

5 To a small extent proceeds from the sale of communal bonds also serve
to finance loans to individuals guaranteed by local authorities.



also gone up just recently, from DM 430 million in the
third quarter to DM 690 million in the fourth, thus exceed-
ing the figure for the last quarter of 1969 by about DM
100 million. As mentioned elsewhere, the mortgage banks
have again given more assurances of mortgage loans for
housebuilding purposes.

The total of other bank bonds (apart from mortgage and
communal bonds) sold in the fourth quarter of 1970 was
about DM 980 million net, as against DM 650 million in
the preceding quarter and DM 600 million in the corre-
sponding quarter of 1969. About half of this amount was
accounted for by bonds of specialised banks and the
remainder by “other” bank bonds. The latter were mostly
bonds with relatively short periods to maturity issued
by central giro institutions and Landesbanken, the pro-
ceeds of which are intended for loans to trade and in-
dustry. Issues do occur, however, which by virtue of their
periods to maturity and other conditions can be regarded
as having the character of long-term loans.

Industry raised relatively little capital on the bond market
(only DM 70 million net) in the last quarter by issues of
industrial bonds. 1t was, however, noteworthy that in
November, for the first time for some considerable while,
a normal industrial loan — i.e. a loan without conversion
or option rights — was issued and placed. Two depart-
ment stores have announced two further industrial bond
issues for February; it remains to be seen whether
greater use will again be made in future of this means of
raising funds.

Domestic non-banks predominated on the purchasing
side of the bond market in the fourth quarter of 1970. In
the last quarter they bought over DM 3.7 billion of do-
mestic and foreign fixed interest securities on balance,
and thus almost as much as in the third quarter of 1970,
when their purchases — at DM 4.0 billion — were espe-
cially large. In the fourth quarter of 1969, on the other
hand, they purchased only DM 2.5 billion of fixed interest
securities. Among domestic non-banks it was again in-
dividuals who were the main buyers of securities, their
purchases being estimated at DM 3.0 billion net, as in
the preceding quarter, compared with only about DM
1.5 billion in the corresponding period of 1969. There
was probably also a small increase in purchases by pri-
vate insurance enterprises, which in the last quarter of
the year always have a greater need of outlets for the
employment of funds; towards the end of last year, at
least, this may well have led to larger purchases on the
bond market, on account of the changed prospects for
interest rates. New business by bond-based investment
funds, however, has not yet regained the level of last
year.

In the fourth quarter of 1970 the banks probably acquired
bonds totalling about DM 1.3 billion, or substantially
more than in the preceding quarter (DM 430 million). The
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change in holdings shown in the monthly balance sheet
statistics was lower (hardly DM 1.1 billion), however,
because it was necessary to write down portfolios on
quite a considerable scale in 1970 on account of the
declining bond prices; this was done to the tune of
about DM 240 million in December. In the fourth quarter
of 1970 there was again a decrease in Bundesbank hold-
ings of bonds, by about DM 240 million, following some
DM 110 million in the third quarter and DM 80 million in
the fourth quarter of 1969. The bonds involved were prin-
cipally maturing medium-term notes of public authori-
ties, which had previously been taken up by banks under
the “money market regulating arrangements” (i.e. during
the last eighteen months of their life). Sales of long-
term public authority bonds from Bundesbank holdings,
on the other hand, were of minor importance only.

Foreign investors bought on balance DM 600 million of
German fixed interest securities in the last quarter of
1970, and thus about three times as much as in the pre-
ceding quarter. In the fourth quarter of 1969, on the
other hand, they had reduced their German bond hold-
ings by DM 550 million on balance. More than two thirds
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of their net purchases were effected in the month of
October, however; in the two following months, espe-
cially November, purchases were much smaller. The
particularly heavy net purchases of German bonds by
non-residents in October may to some extent have been
due to special transactions by German banks to obtain
funds that were not subject to minimum reserves. But
expectations of price rises would also seem to have
encouraged non-residents to buy more heavily on the
German bond market.

Share market

Prices on the share market showed a sharp upward
trend after the turn of the year. The share index of the
Federal Statistical Office (December 31, 1965 = 100)
underwent a boom-like rise in the second week in Janu-
ary to 127 on January 15, after having fallen during the
past year — with some fluctuations — from a peak of 156
on January 5, 1970 to 119 at the year’s end, thereby for-
feiting almost a quarter of its original position. After that,
the price rise slowed down. At the end of January the
index stood at 133, thus having climbed by about 11 %
within a month to a level last attained at the beginning of
May 1970. The various industries contributed to this re-
covery in very different degrees. The shares of commer-
cial banks and department stores showed the steepest
rise, their index figure having gone up by almost 18 %
since the beginning of the year. Above-average price
increases were also recorded by hard coal mining shares
(+ 169%), steel shares and 1.G. Farben successors’
shares (15% and 13 % respectively). Road vehicle manu-
facturers’ shares, on the other hand, contributed com-
paratively little to the recovery, their index figure rising
by 6 %o.

The improvement in tone on the share market in this
period was probably bound up with the lowering of inter-
est rates on the bond market and the general expecta-
tion of a further reduction in rates. Earlier experience
has shown that share prices frequently react very quickly
to actual or expected changes in the rates of interest on
capital and time deposits. At the same time, it may
have been significant that certain institutional investors,
especially investment companies and non-residents, de-
cided to buy shares in the belief that the rising prices on
Wall Street would affect the German market. The present
profits position of German companies, or even an im-
minent change in the profits situation, can so far hardly
have had any great influence on the upward movement
of share prices, as all the data concerning the cost and
earnings ratios of enterprises point, if anything, to a
further deterioration in the profits position (see the sec-
tion of this Report covering general economic condi-
tions); speculative considerations often extend beyond
the immediate future, however.

Share sales have increased again in the last few months.
Including net foreign share purchases by residents they
reached almost DM 1.9 billion in the fourth quarter of
1970, thus exceeding the figure for the previous quarter
by DM 200 million, but failing by DM 350 million to attain
the level of the corresponding period of the preceding
year. In contrast to 1969, when the bulk of share pur-
chases were of foreign paper, and then principally of in-
vestment fund units, purchases of domestic shares pre-
dominated last year. In the final quarter they totalled
about DM 1.2 billion, against DM 950 million in the pre-
ceding quarter, and DM 840 million in the fourth quarter
of 1969. Net purchases of foreign shares (including trade
investments), on the other hand, amounted to about DM
700 million — as in the preceding quarter — compared
with almost DM 1.4 billion, i.e. twice as much, the year
before. Specifically, DM 410 million of the amount men-
tioned for the fourth quarter of 1970 was spent on acquir-
ing trade investments and DM 315 million on portfolio
purchases. As for quite some time, foreign investment
fund units were on balance returned by residents — to
the extent of about DM 30 million, compared with rather
more than DM 50 million and DM 110 million in the two
preceding quarters. German investment funds, on the
other hand, were able to increase their sales of units,
though sales still remained far below the figures for 1969.
In the past quarter they totalled DM 350 million, against
DM 320 million in the quarter before, but almost DM 700
million in the fourth quarter of 1969. Of the overall sum,
DM 175 million, or one half, was accounted for by share-
based funds, DM 100 million by bond funds and DM 75
million by real estate funds, which for the first time con-
stituted a sizable proportion of the total sales figure.



Public finance
Central, regional and local authorities
Overall trends

The tendency apparent ever since the second quarter
of 1970 for the cash position of the central, regional
and local authorities to deteriorate persisted in
the period under review on account of the relatively
sluggish rise of tax revenue, despite the measures of
anticyclical fiscal policy taken last year. Judging from
the change in the cash balance, the central, regional and
local authorities continued to exert an expansionary
effect on economic conditions in the fourth quarter.
During that period the Federal Government, the Equali-
sation of Burdens Fund, the ERP special fund and the
Lander Governments together had a cash deficit of DM
7.1 billion — over DM 3 billion more than in the last three
months of 1969. This was, however, accompanied by
receipts of DM 1.5 billion from the anticyclical surcharge,
which constricted private incomes and bank liquidity;
these receipts, which are immediately deposited with the
Bundesbank, do not affect the cash figures of the indi-
vidual government authorities. Even if the receipts from
the anticyclical surcharge are combined with the cash
figures of the above-named authorities, the deficit of the
central and regional authorities still works out DM 1.75
billion larger than in the fourth quarter of 1969. What is
more, the local authorities too finished up the period
under review in a far less healthy position than in the
last quarter of 1969, when they collected unusually large
advance payments of trade tax in view of the tax
redistribution which was then imminent.

The main reason why the cash deficits of the central,
regional and local authorities rose so strongly between
October and December is that, as noted, tax revenue
{always reckoned exclusive of receipts from the anticy-
clical surcharge) increased more slowly than in the pre-
ceding quarters. Federal and Lander tax revenue, which in
the third quarter had gone up on the year by just under
9%, now rose by only 6%. The trends characteristic of
the first nine months of the year — the decline in the
yield of the assessed taxes on the one hand and a sharp
increase in that of the wage taxes on the other — were
maintained. There was a particularly steep fall (38%) in
revenue from corporation tax. In the course of last year
the decline in the amount raised by this tax became pro-
gressively faster; in the first quarter of 1970 the yield
lay a mere 5% below that of the previous year. In part
this was because many enterprises arranged for their
current advance payments to be reduced on account of
the recent worsening in the earnings position. A further
important factor was that in earlier years final payments
were small since the advance payments had already
largely been brought into line with the sharp rises in
profits of the years before. The revenue from assessed
income tax, which is not levied solely on trading profits
but also on income from self-employment and property

Tax revenue of
Federal and Lander Governments
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income (that is to say, types of income that are far less
exposed to cyclical influences), declined at a slower
pace; in the fourth quarter it was only 2% down on the
year, a smaller percentage than in the three previous
quarters. Revenue from wage tax, unlike that from the
assessed taxes, continued to rise strongly, aithough at
22°% the growth was little more than half as large as in
the third quarter (+ 42%). It was no doubt of signif-
icance that wage tax revenue shot up in the last few
months of 1969 owing to the steep rise in wages and
salaries that was already in progress at that time. Re-
ceipts from the turnover taxes grew by 8%, and thus by
roughly as much as in the two preceding quarters; in
percentage terms, however, their growth remained below
that of private consumption. One reason for this was
that the compensatory arrangements for farmers made
in the wake of the Deutsche Mark revaluation operate
partly at the expense of the yield from this tax, and
another that in the fourth quarter of 1969 this revenue
included receipts arising from the Law on Safeguards.
Revenue from customs duties and excise taxes went up
by only about 3%. No figures are available yet on re-
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ceipts from trade tax, which, even after the fiscal reform,
still remains the local authorities’ main source of tax
revenue, but the yield is likely to have been much lower
than in the last three months of 1969, when it was ex-
ceptionally high because of the advance payments
already mentioned.

Federal and Lander expenditure rose by about 9% in
the fourth quarter, and thus considerably faster than
revenue: it did not, however, increase as rapidly as in
the preceding quarters. The growth of Federal spending
was distinctly below this figure, while that of Lander
expenditure was appreciably above it. Capital expend-
iture, in particular, increased at an above-average rate
among the Lander Governments.

To finance their cash deficits the central and regional
authorities (Federal Government, Equalisation of Bur-
dens Fund, ERP special fund, and Lander Governments)
partly resorted to borrowing and partly drew on their
cash reserves. Their freely usable balances at the Bun-
desbank fell by DM 2.5 billion in the fourth quarter. At
the same time, however, deposits on special accounts at
the Bundesbank increased: the deposits resulting from
the anticyclical surcharge grew by DM 1.5 billion, and
the Federal Government temporarily lodged the pro-
ceeds of the first tranche of the “education loan” (DM
260 million) in a specially opened new account. The
debt of the central and regional authorities, which hardly
changed at all in the last quarter of 1969, increased very
strongly (by DM 4.4 billion) between October and De-
cember. The local authorities seem to have enlarged
their debt by over DM 1.25 billion, and thus on a similar
scale to the year before.

The central, regional and local authorities’ borrowing
mainly consisted of two types of debt. Long-term direct
lending by banks went up by DM 3.2 billion in the fourth
quarter. In addition, there was a rise in the book credit
granted by the Bundesbank; at DM 2.3 billion it grew
rather more than in most past years. Together with the
running down of cash holdings at the Bundesbank, this
resulted in a fairly considerable increase in the liquidity
of the banking system.

In 1971 it is probable that the finances of the central,
regional and local authorities will continue to have a
strongly expansionary effect. Judging from present
budget plans, in 1971 the cash deficits will be substan-
tially larger than last year, when according to prelimi-
nary estimates they totalled over DM 4 billion (after
allowing for the anticyclical surcharge), compared with
surpluses of some DM 2 billion in 1969. Expenditure will
increase considerably more than the Federal Govern-
ment expects the nominal gross national product to do
(7 /2 to 81/2%), and very probably somewhat more than
the Fiscal Planning Council considered to be justifiable
(a rise of 129%) in its recommendation of July 1970,

Indebtedness of central, reglonal
and local authorities *

Blilions of Deutsche Mark (Increase: +, decrease: —)

1969 1970 e

of which of which
Category of debt Total 4th gtr. | Total 4th qtr.
Book credits of Bundesbank + 0.63 + 1.97 + 0.36 + 2.32
Money market paper 1 — 6.39] —205{ —066| - 0.02
Medium-term notes — 0.39 — 0.56 — 041 + 0.08
Bonds + 0.19 4+ 0.56 + 1.21 + 0.36
Bank advances + 7.52 + 1.97 + 6.94 + 3.16
Other debt 1 —1.29 — 0.57 — 0.36 — 0.15
Total + 0.27 + 1.33 + 7.09 + 5.75

* Including Equalisation of Burdens Fund and ERP special fund. —
1 For further analysis see Table VII, 6 in the Statistical section of this
Report. — e Partly estimated. — Discrepancies in the totals are due to
rounding.

which still stands today. The crucial factor here is that
the guideline laid down in mid-1970 for the growth of
expenditure will probably not be observed, particularly
by the Lénder Governments, which are affected most by
the disproportionately large increase in labour costs; the
Lander Governments are now anticipating a rise
of 15% and more in their spending on personnel. If
only for this reason, the Lander Governments’ original
expenditure plans for 1971, which largely took account
of the July 1970 recommendations of the Fiscal Planning
Council, are likely to be revised upwards. The Federal
Government, by contrast, does not intend to exceed the
total expenditure envisaged in the draft budget for 1971.
No overall picture of the local authorities’ budget plans
is available, but, seeing that their labour costs are also
rising steeply and construction costs continue to mount,
their spending is likely to increase at least at a similar
rate to that of the central and regional authorities.

On the other hand, it seems probable that receipts, too,
will develop along less favourable lines than was as-
sumed in the draft budgets. The latest tax estimates for
1971 suggest that Federal and Lander revenue will be
over DM 1 billion lower than estimated in the draft
budgets, which means that the shortfall is now expected
to be slightly larger than anticipated in December, owing
to the further deterioration of the basic position. As far
as can be seen at the moment, aggregate receipts will
be roughly 9 to 10% higher, but will not grow as fast as
expenditure (at least 13%). The cash deficits of the cen-
tral, regional and local authorities will therefore increase
considerably, which at the same time will result in a
much larger borrowing requirement than last year and
correspondingly greater recourse to the domestic credit
markets. Particularly if expenditure were in fact to rise
far more than originally planned and if domestic eco-
nomic tensions failed to relax as rapidly as is widely
assumed at present — although on the basis of as yet
not fully proven hypotheses — there is a real danger that
in 1971 the public authorities will have a more ex-
pansionary effect than the economic situation warrants.



Federal finance

The Federal Government's cash figures in the /ast
quarter of 1970 were again less favourable than a year
before, thus continuing the trend evident in the first nine
months of the year. The customary seasonal cash deficit
between October and December, at DM 3.3 billion, was
over DM 0.7 billion larger than in the fourth quarter of
1969. In 1970 as a whole the Federal Government thus
had a cash deficit of slightly under DM 0.6 billion,' after
recording a cash surplus (of DM 1.7 billion) a year pre-
viously, for the first time since the mid-fifties; the swing
in the cash balance, which is indicative of the expan-
sionary forces proceeding from the Federal finances,
accordingly came to DM 2.2 billion. The cash deficit in
the last three months of 1970 would have been larger
still had not the Federal Government perceptibly curbed
its spending. Cash expenditure in the fourth quarter was
only 6% up on the same quarter of 1969, even though
the Federal Government resumed the practice of paying
the wage earners’ statutory pension fund three monthly
instalments of grants, compared with two a year earlier;
in the second and third quarters, by contrast, it went up
by 12% and 7% respectively. On the other hand, cash
receipts increased even more slowly; in the fourth quar-
ter they were only a good 4% up on the year — a lower
figure than in the first nine months of 1970. In the case
of the Federal Government, just as with the other author-
ities, this was principally because the growth of tax rev-
enue decreased further; in the fourth quarter it came to
only 5%, although an additional instalment of the share
of the trade tax was received during this period.

Just on DM 2.2 billion of the fourth quarter’s cash deficit
had to be financed by borrowing, since the Federal
Government had a freely usable cash holding of only just
over DM 1 billion at the end of September. However, at
over DM 2.4 billion, borrowing rose rather more than
required to meet the cash deficit, and the cash holding
fell by only DM 0.8 billion. A significant factor here was
that the Federal Government temporarily lodged with the
Bundesbank the proceeds of the tranche of the “educa-
tion loan” that was issued in December, amounting to
DM 260 million. The Federal Government’s holding of not
freely disposable cash, together with the anticyclical
reserve (DM 1.5 billion), totalled almost DM 1.8 billion at
the end of the year. The main cause of the increase in
Federal debt in the fourth quarter was that the Federal
Government took up DM 1.9 billion of Bundesbank book
credit at the end of the year, whereas three months pre-
viously it had not yet needed to resort to it; at the end
of 1969 the cash advances had been at an approximately
equal level (DM 1.8 billion). Apart from this, virtually the
only liabilities to show a rise were those in respect of
loans against borrower’s notes (by over DM 0.4 billion);
the volume of the other types of debt in each case
changed little.

1 In budget terms, however, the Federal Government will not show a
deficit for 1970 but in all probability a fairly substantial surplus. The
divergence is largely explained by the fact that sizable payments to the
European Communities were entered in the budget in 1969 but were not
paid out in cash terms until 1970.

Federal finance on a cash basis*
Milllons of Deutsche Mark
Total 4th quarter
item 19869 1970 1969 1970
Cash transactions
1. Receipts 82,426 86,472 23,321 24,340
2. Outgoings 80,922 87,009 26,063 27,642
3. Balance of receipts and
outgoings + 1,504 — 537| — 2,742 — 3,302
4. Special transactions 1 — 175 24| — 178 13
5. Cash surplus (+) or
deficit (—) + 1678 — 561 — 2564] — 3315
Financing
1. Increase (+) or decrease
(—) in cash resources 2 —  13{ + 1,742} — 2,188 — 797
2. Increase (+) or decrease
(—) in indebtedness, total ~ 1,833 | + 1961 + 276; + 2,436
{a) Book credits of Bundes-
bank + 446 + 125] + 1,790 + 1,915
(b} Special credits and
claims of Bundesbank — 62| — 33 —_ -
(¢} Treasury bills — 150 —_ - —
(d} Discountable Treasury
bonds — 5057 — 660 — 1860 — 24
(e} Medium-term notes — 78] — 262| — 498| + 78
(f) Federal savings bonds + 280 + 29%| + 84| + 32
(g) Bonds + 134 + 621 + 5824 + 77
(h) Bank advances + 4432 + 1,947 4+ 833{( 4+ 384
(i} Government inscribed
stock — 668) — 204 — 293|] — 83
(k) Loans of domestic
non-banks + 3815 + 614 + | + 55
(1) Other debt — 525| — 180| — 395] + 3
3. Amounts credited in respect
of coinage 161 376 63 115
4. Balance of clearing trans-
actions with Equalisation
of Burdens Fund 3 + 19 + 34| — 38 + 33
5. Total (1 less 2 less 3
plus 4) + 1,678 — 561 — 2,564 | — 3,315
Memorandum Items:
Increase or decrease
on previous year in %
1. Receipts + 168 + 49| + 176 + 4.4
2. Outgoings + 80| + 75 + 138| + 641
* The cash transactions recorded in this table concern payments into
and out of the accounts kept with the Deutsche Bundesbank by the
Federal Government (excluding special funds). Cash receipts and out-
goings deviate from the results of the Federal Government's financial
statistics primarily because they are recorded not at the time they are
entered in the budgetary accounts but at the time of the actual receipt
or outpayment. — 1 See footnote 2 to Table VII, 8 in the Statistical
section. — 2 Deposits with Bundesbank, and other balances. — 3 Re-
sulting from the transmission of Equalisation of Burdens levies received
on the account of the Federal Chief Cash Office (Bundeshauptkasse). —
Discrepancies in the totals are due to rounding.

in 1971 the Federal Government will have a much larger
cash deficit than last year, so that, measured by the cash
balance, fiscal policy will have an expansionary effect
on aggregate demand and incomes. Although the de-
liberations on the Federal budget for the current year in
the Lower House of the Federal Parliament have not yet
been completed, it is becoming apparent that the deficit
of DM 2.9 billion provided for in the Government’s draft
will probably turn out to be about DM 1 billion larger in
the final budget, since the growth of tax revenue is likely
to be smaller than anticipated. It seems that the volume
of expenditure envisaged in the draft will hardly be ex-
ceeded. The present estimates of expenditure for 1971
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are 122 % higher than the estimated available expend-
iture for the previous year (i.e. the sum remaining after
deduction of the blocked amounts, which totalled DM 440
million). Since, however, spending fell short of the avail-
able estimate, in relation to actual expenditure the in-
crease rate is distinctly higher. Additional expenditure
commitments which have come about in the meantime
could largely be accommodated within the overall esti-
mates of the draft. The sums earmarked for labour costs,
for instance, had been put too low in the light of the
structural improvements for unestablished employees
negotiated last autumn and the general increase in
wages and salaries on January 1 this year. But on the
expenditure side there are still substantial risks which
might lead to the budget volume being exceeded, for
example with regard to the foreign exchange offset
agreements, which have to be renegotiated. Spending
would grow even faster if the Federal Government were
to provide funds for additional measures in the university
and educational fields; the 1970 Budget Law already
empowered it to borrow up to DM 1 billion for this
purpose.

The uncertainties on the receipts side of the Federal
budget are no less large. As long ago as December the
responsible working party estimated that Federal tax
revenue in 1971 would probably be some DM 1 billion
lower than envisaged in the draft budget. Furthermore,
it is now clear that tax revenue in 1970 was just under
DM 0.5 billion lower than the figure that served as a start-
ing point for the 1971 estimate, so that the latest official
tax estimate for 1971 suggests that DM 91.5 billion is all
that can be expected (even so, this is equivalent to a
growth of over 9% on 1970); in view of the difficulty of
predicting the further course of profits, this estimate,
too, naturally involves certain risks. Receipts will thus be
appreciably lower than envisaged in the draft budget, in
which tax revenue was estimated at DM 92.7 billion. Even
if the 1971 expenditure estimates were not exceeded, the
1971 cash deficit would probably rise to about DM 4 bil-
lion, entailing an increase in the net borrowing require-
ment from DM 2.7 billion in the draft budget to just on
DM 4 billion. Spending in excess of the volume planned
would expand the borrowing requirement accordingly.

Lander finance

The cash deficit of the Lédnder Governments in the last
quarter of 1970 was unusually large, at DM 3.7 billion. The
deficit is exaggerated, however, since two quarterly in-
stalments of the local authorities’ share of the taxes on
income were passed on to the municipalities between
October and December, while only one quarterly instal-
ment was transferred to the Lander Governments. But
even if this technical factor is disregarded (it is the
counterpart of the extra receipts obtained in the first
quarter of 1970), Lander expenditure outstripped revenue
by substantially more than in the same period of last

year. Over 1970 as a whole the Lander budgets showed
a deficit of over DM 2 billion. Compared with the surplus
of DM 1.4 billion in 1969, this represents an expansionary
swing of over DM 3.5 billion.

The principal reason why the cash deficit increased in
the last quarter was that the Lander Governments
stepped up their spending exceptionally fast. Funds
seem to have been expended at a hardly slower pace
than in the third quarter, when spending went up by no
less than 16 % on the same period of the previous year.
Especially fixed investment appears to have grown more
strongly in the period under review than in the first nine
months, when the rise already came to roughly one third.
As a result it is probable that the budget estimates for
fixed investment were perceptibly exceeded over the
year as a whole, mainly owing to the immense increases
in costs, despite the blocking of expenditure on cyclical
grounds. As in the case of the Federal Government, this
less favourable financial trend also owed something to
the fact that cash receipts went up relatively little. Rev-
enue from taxes was only about 8% up on the year, even
though the Lander Governments received two quarterly
payments of their share of the trade tax from the local
authorities. The Linder Governments’ other receipts,
taken as a whole, seem to have increased hardly more
than their tax revenue.

The Linder Governments were able to meet the above-
mentioned large cash deficit (DM 3.7 billion) only by a
sharp reduction of their cash holdings and extremely
high net borrowing. On balance they incurred DM 2.0 bil-
lion of new indebtedness (during the first nine months
of 1970 their debt had remained virtually unchanged).
The dominant role was played by bank credit, at DM 1.5
billion, besides which two Lander issued bonds worth a
total of DM 275 million. The volume of Bundesbank book
credit had also increased by DM 0.3 billion by the end of
the year. Cash holdings at the Bundesbank fell in the
last quarter by DM 1.4 billion to DM 2.5 billion, so that
these cash balances went up by only DM 0.1 billion over
the year as a whole. Since DM 1 billion was immobilised
as an anticyclical reserve, the freely usable cash bal-
ances declined by almost the same amount.

The present state of budget planning for 1971 does not
permit a full survey to be made, since amendments are
to be expected during the budget debates and no drafts
are as yet available from two Lénder Governments.
Already in their drafts the Lénder Governments are
counting on a further marked deterioration of the finan-
cial trend in the current year, and the final budgets will
probably present a slightly less favourable picture still.
The nine drafts now on hand show a deficit of DM 3 bil-
lion, compared with DM 2 billion in the corresponding
plans for 1970. The Lander Governments expect total
receipts to be over 10% up on the estimated figures for
1970 (excluding the supplementary budgets). Tax rev-



Federal and Lander finance
Cash surpluses or deficits and their financing
cumulative from beginning of year
Federal Government
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enue is to rise by 10%2% (i.e. by over DM 5 billion), if
anything rather too optimistic a forecast. The estimate
for Federal grants — 1112% above the planned figures
for 1970 — appears fairly realistic. Risks on the expend-
iture side are even greater. According to the drafts
available, Lander cash expenditure in 1971 is to be
11 /2 % higher than last year's estimate, which, however,
is likely to have been surpassed by actual expenditure
despite the blocks imposed. Expenditure on personnel,
at least, although put 14 % higher than the 1970 estimate
(which was presumably too low), appears to have been
underestimated. The general and structural improve-
ments in pay that come into force in 1971 or are for the
first time in effect over a full year are likely in them-
selves to amount to a good 13%. On top of this, there
are increases in the number of posts, which are a partic-
ularly significant item for the L&nder Governments,
above all because of the heavy demand for staff in all
fields of education. For these reasons it is probable that
the estimates for spending on personnel will be raised

appreciably in the final budgets. Grants to local author-
ities — the second largest item of expenditure — are to
increase by 9%, compared with the 1970 estimates. If
the funds which were not expended in 1970 owing to the
blocks on spending are to be paid in arrears this year,
there might also be exira expenditure in this area too.
The estimates for fixed investment were raised by a
fifth over last year’s figures; but since actual expenditure
in 1970 was far above the estimate, the rise in 1971 may
be smaller in relation to actual spending. Investment
grants to third parties are also planned to grow at an
above-average rate (by 18%). Only in the case of loans
granted is there, as in previous years, to be a decrease
in absolute terms.

If allowance is made for all these risks on the expend-
iture and receipts sides, as far as can be seen at the
moment the cash deficits of the Lander Governments are
likely to turn out larger than envisaged in the draft
budgets; in other words, they may exceed DM 4 billion.
To fill this gap the Lénder Governments will largely have
to resort to borrowing, since, with one exception, they
have no more freely usable cash reserves to run down,
in contrast to the position in 1970. In 1971, as in 1970,
the borrowing requirement is likely to be concentrated
in the final quarter since in the interim the L&nder
Governments will again be able to draw on liquid re-
sources from the local authorities’ share of the taxes on
income.

Social security funds
Statutory pension funds

The finances of the wage earners’ and salary earners’
statutory pension funds continued on their favourable
course in the fourth quarter. Taken together, the two
funds recorded a cash surplus of roughly DM 1.2 bil-
lion, just as in the third quarter, according to the in-
complete data available, whereas in the last two quarters
of 1969 receipts had been only little in excess of outlays.

The main reason for this was that receipts from contri-
butions continued to rise very steeply. Between October
and December contribution receipts, at DM 11.5 billion,
were 24 % up on the very high figure for the comparable
period of 1969, as against 26 % in the third quarter of
this year and 27 % in the second. Federal grants, at DM
1.9 billion, were DM 0.6 billion higher than a year
before, since the wage earners’ pension fund again re-
ceived the grants due to it on a pro rata basis in 1970 (in
the spring of 1969 one monthly instalment was paid in
addition, and thus was lacking at the end of the year).

Although outlays rose rather faster during the period
under review than in the preceding quarters, they were
very far from increasing at the same rate as receipts.
Pension payments, which account for some four fifths of
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all outlays, grew by 10% to DM 9.9 billion, after a rise of
only 8% in the first nine months of 1970. The pensions
paid out in December for January 1971 were already
affected by the increase of 5.5% which current pensions
underwent to bring them into line with the movement of
the general basis of assessment. Outlays on the health
insurance of pensioners went up exceptionally swiftly in
the period under review since, pursuant to an order
issued in October, pension funds had to pay substantial
sums to the health insurance institutions (some DM 0.4
billion) for 1968.

In 1970 as a whole the statutory pension funds had
surpluses of over DM 3 billion. Following the small deficit
of the preceding year (DM 0.6 billion), this meant a swing
of DM 3.75 billion in the financial balance, which exerted
a contractionary influence on the course of demand and
incomes. Although the wage earners’ fund played a
rather greater part than the salary earners’ fund in this
improvement in the cash figures, this does not mean
that the differences that have long existed in the financial
positions of the two funds have greatly diminished. The
surplus of the salary earners’ fund rose by over DM 1.5
billion to almost DM 2.5 billion, while the wage earners’
fund made a surplus of only just on DM 0.75 billion —
compared, however, with a deficit of DM 1.5 billion in
1969. Naturally, these surpluses must be seen against
the background of the impending “pensions bulge” and
of the fact that they were achieved at the peak of the
greatest boom since the war.

Since the pension adjustments depend on the move-
ment of wages in earlier years, so that the wave of wage
rises in 1970 has no bearing on them, outlays on pen-
sions in 1971 will remain smaller than receipts; as in the
previous year they will probably rise by only about 8 %.
Whether even larger surpluses are recorded in 1971 than
in the year just ended will mainly depend on whether
and to what extent pay increases, and thus the growth of
receipts from contributions, slow down. The fact that the
surpluses recorded in 1970 and expected in 1971 merely
reflect the function of the pension funds as a buili-in
stabiliser, and thus are entirely due to economic condi-
tions and do not necessarily imply a fundamental im-
provement in the financial position in the long term, was
explained in detail in this commentary in the Monthly
Report for November.

Federal Labour Office

The Federal Labour Office finished up the fourth quarter
with a cash surplus of DM 128 million; this was DM 121
million lower than a year before and DM 223 million less
than in the third quarter of 1970, only part of this decline
being attributable to seasonal factors. As a result the
surpluses achieved in the second half of the year (some
DM 0.5 billion) were not sufficient to make up for the
large deficits recorded in the first half, which were mainly
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due to substantial payments of bad weather allowances.
For 1970 as a whole the Federal Labour Office therefore
had a cash deficit of DM 333 million, compared with a
surplus of DM 110 million in 1969.

The cause of the deterioration in the Labour Office's
financial position in the fourth quarter, as against the
previous year, was that outlays increased over twice as
fast as receipts, despite the very low level of unemploy-
ment. The reason for this was that expenditure on pro-
motional measures of all kinds continued to go up ex-
ceptionally strongly; in the fourth quarter it came to DM
424 million, thus being over twice as high as a year pre-
viously. This makes it increasingly plain that more and
more use is being made of the assistance for vocational
training and further education which the Labour Office
is obliged to render under the Work Promotion Law. In
this field the Labour Office faces a steadily growing bur-
den of expenditure; over the whole of 1970 outlays on



promotional measures rose to twice the level of the pre-
ceding year, namely to DM 1 billion. Spending on un-
employment benefits, short-time working allowances,
bad weather allowances and follow-up unemployment
relief, on the other hand, hardly changed at all in the
fourth quarter (DM 149 million), compared with the same
period of 1969.

The Labour Office’s receipts between October and
December continued to rise relatively steeply (by 17 %),
although not quite as fast as before. Contributions — by
far the most important type of revenue — increased by
25%, as in the second and third quarters. These high
rates of growth in relation to the previous year were still
affected by the fact that from January 1970 the limit for
computing contributions was raised from DM 1,300 to
DM 1,800 per month, that is, it was brought into line with
that of the statutory pension funds.

In 1971 as well deficits cannot be ruled out for the
Labour Office. Since any slackening in the growth of
wages and salaries will have a corresponding effect on
contributions, and since no regulations will come into
force that improve the receipts position (except for the
raising of the income limit for computing contributions
from DM 1,800 to DM 1,900 per month, as in the case of
the pension funds), receipts from contributions will prob-
ably rise less rapidly in 1971 than in 1970 (+ 24%). By
contrast, expenditure on the various measures of oc-
cupational promotion will go on climbing, and as the
strains on the labour market relax spending on un-
employment benefits and short-time working allowances
will assume greater importance. Despite a continued
high level of employment in the economy as a whole, it
seems possible for the receipts and expenditure of the
Federal Labour Office to be roughly in balance only if the
winter is nowhere near so severe as it was last year, so
that the demand for bad weather allowances is corre-
spondingly lower.
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General economic conditions
Demand

The growth of aggregate demand, which crucially affects
the course of economic activity, did not slacken any
further in the last months of 1970, in contrast to what
happened in the spring and summer, but rather picked
up somewhat under the influence of rapidly expanding
consumer demand. Thus in the fourth quarter of 1970
total sales of goods at home and abroad, seasonally
adjusted, increased by 3%:% on the previous quarter,
as indicated by provisional figures from the National
Accounts; in the third quarter the increase was a mere
11/2%. Orders received by industry also showed a
distinct shift of emphasis at the end of 1970. Adjusted
for seasonal variations, they went up again in November
and December, after having tended towards a slight
decline ever since the spring of last year. Remarkably
enough, the greater demand for industrial products came
from the home market and also affected capital goods
producers, whose incoming orders had shown partic-
ularly clear signs of flagging in the past. Admittedly,
the greater value of orders was partly due to sales
prices in industry having been raised substantially in
recent months. However, in terms of volume, too, orders
reaching industry during the period under review no
longer decreased but, if anything, rose slightly. The
shortening already under way in the production period
assured by orders on hand was not brought to a stop
thereby, but it was definitely slowed down. Order back-
logs continue to be large and ensure a high degree of
capacity utilisation.

Demand for capital goods

Enterprises’ investment activity increased further in the
fourth quarter. Their expenditure on machinery and
equipment during that period exceeded the corre-
sponding figure for 1969 by 182 % in terms of value and
119% in terms of volume. Investment planning by trade
and industry, which had been contracting since the
spring of 1970, likewise expanded in the last months of
the year. In November and December seasonally ad-
justed orders received by the domestic capital goods
industries were clearly on the increase. True, during
this period prices of capital goods went up sharply, but
even after elimination of such price rises the growth of
domestic orders was considerable. In addition, German
trade and industry seems increasingly to be ordering
capital goods abroad, so that domestic business does
not fully reflect the total volume of orders for capital
goods. It appears that towards the end of the year
investors stepped up their ordering in view of the fact
that from January 1, 1971 deliveries are subject to a
lower invesiment tax on plant (2 percentage points lower,
in fact). In some cases the placing of orders might have
been speeded up somewhat because, in the light of
last year’s experience, a further strong increase in
capital goods prices was feared for the beginning of

1971. At any rate, as far as can be concluded from the
indicators available, there is at present no unequivocal
sign of a declining propensity to invest. The backlog of
unfilled capital goods orders with producers, though
still fairly large, has diminished slightly of late; but
according to the IFO Institute’s survey of business
opinion the period of production assured by orders on
hand in the capital goods industries in December 1970
amounted to 5.2 months, compared with 5.5 months in
September. At this level the backlog of orders was still
far above the peak of the previous cycle (4.4 months
in June 1965).

The further trend of capital expenditure cannot be
assessed clearly. A favourable effect on the placing of
orders may be exerted — as mentioned above — by the
lowering of investment tax at the beginning of 1971 and
the readmission of diminishing balance depreciation
allowances at the end of January 1971 — two factors
which had at times curbed ordering to some extent in
the past months. Many enterprises apparently consider
the sales outlook to be by no means unfavourable,
especially where consumer goods or certain primary
products are concerned, stocks of which have now been
appreciably reduced. On the other hand, the prospects
for profits have further deteriorated in recent months
owing to the trend of costs. The scope for offsetting
wage rises by increasing productivity or passing on
higher costs in prices is smaller than it used to be. A
symptom of the further narrowing of profit margins is the
fact that wage costs per unit of turnover in industry ran
9% higher in October and November 1970 (no more
recent data are available) than a year before, as against
7 /2 % in the third quarter of the year. Profit expectations
cannot improve until wage cost rises slacken to the
point where they are equal to or smaller than the margin
for price increases. In this connection it is of importance
that — seen from an international angle — recent price
rises have been rather lower and will probably continue
to slow down during 1971. Should it prove impossibie to
bring cost expansion down to a much more moderate
level than hitherto, a serious cut-back of investment
activity would have to be feared, though it should be
emphasised that there is no clear evidence of this
in the data available at present.

The investment intentions of public authorities are un-
likely to have been restricted for anticyclical reasons
during the period under review, although a certain re-
straint in the placing of orders is unmistakable. At ali
events, the total of public construction projects (which
account for almost all of the capital expenditure of the
central, regional and local authorities) planned in the
final months of last year was hardly greater than in the
third quarter. Specifically, there were of course divergent
trends in the demand for building and civil engineering
work. Thus, measured by estimated construction costs,
seasonally adjusted permits granted for public buildings
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in October/November {December figures are not yet
available) were slightly above the average for the third
quarter, and distinctly exceeded the corresponding level
of 1969. Conversely, public authorities’ civil engineering
orders, seasonally adjusted, were smaller in the fourth
quarter than the average for the preceding three months,

and fell 16% below the corresponding 1969 figure. A
certain restraint in the placing of new orders may have
been caused by the fact that budget appropriations were
soon exhausted owing to the marked increase in con-
struction prices in 1970. Moreover, growing uncertainty
over the further course of tax revenue probably curbed
public authorities’ demand for construction work. On
the other hand, credit has become more abundant and
less expensive, and at least the Federal and L&nder
budgets provide for briskly expanding capital expend-
iture in 1971 on the basis of greater indebtedness; this
tendency is not so clearly recognisable in the case of
the local authorities. On a longer-term view, however,
a temporary restriction of public building activity would
undoubtedly benefit the central, regional and local
authorities, as otherwise no early end could be expected
to the extreme price rises in construction, which largely
render systematic financial planning impossible.

Newly granted permits for residential buildings, season-
ally adjusted, have been reduced in recent months,
after they had been stepped up strongly in the third
quarter of 1970. Measured by estimated construction
costs, permits for dwelling houses in October/November
were 15% up on the year. If the price increases over
the year are taken into account, this means that in terms
of volume the planning of new buildings in the housing
sector has lately been at least on the same scale as a
year earlier. The fact that interest rates for long-term
credit had gone down in the meantime could not have
had an eifect in those months. It is obvious from the
mortgage loans promised by morigage banks that in
November and December 1970 demand for housing mort-
gages was on the increase again. In addition, the finan-
cial capacity of building and loan associations is greater
than ever owing to the extremely strong growth of in-
payments. Additional incentives may also come from
government housing promotion, which is to be greatly
expanded in 1971. It is now evident that in 1970 as a
whole demand for residential buildings was again larger
thanthe capacities ofthebuildingindustry. Thisistheonly
way to explain the fact that the “carry-over” of building
projects (meaning the number of dwellings authorised
but not yet started, or started but not yet completed)
amounted to over 800,000 dwellings at the end of 1970
according to preliminary estimates, thus running about
50,000 higher than at the end of 1969. The rising building
prices (1970: + 159%) also clearly reflect the dis-
equilibrium on the housing market.

Foreign demand

Exports have continued to expand in recent months, if
only because of the large order backlogs, whereas new
export orders received by German industries, season-
ally adjusted, declined during the last quarter of 1970.
Export orders were still 4% up on the fourth quarter
of 1969, but at that time — immediately after the reval-
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uation of the Deutsche Mark — they had been extremely
small. The latest flagging in the inflow of orders from
abroad is certainly associated with the fact that eco-
nomic growth in the principal countries buying German
goods, despite deviations in individual cases, has con-
siderably slackened since mid-1970. Influenced by the
slowdown in production in the United States and
Canada, the aggregate industrial output of Germany's
ten principal trading partners, seasonally adjusted, re-
mained almost unchanged. There was the further fact
that particularly in the last months of the year German
exporters raised markedly the prices of certain com-
modities. If the effect of the revaluation is included, the
prices of German goods abroad were 13% to 14%
higher in the fourth quarter of 1970 than in September
1969, the last month prior to revaluation. The prices of
capital goods rose by as much as 17% to 18%.
Especially in this field the total of export contracts has
diminished perceptibly in recent months. Nevertheless,
order stocks were still running high at the end of the
year — probably no lower than before revaluation. A
further reduction of these backlogs would undoubtedly
contribute towards normalisation in the export industries.
The shortening of delivery dates would strengthen the
competitive position, which, despite the excessive in-
crease in costs last year, could presumably be safe-
guarded from the price angle only if the cost spiral at
home showed signs of sustained weakening in the near
future.

Consumer demand

In the fourth quarter of 1970 demand for consumer goods
not only remained unaffected by the signs of calming
evident in some fields, but indeed increased at a faster
pace. Government expenditure on consumption showed
particularly strong expansion during that period. Accord-
ing to the evidence thus far available, it seems to have
grown, on a seasonally adjusted basis, by no less than
7% (against only about 1% in the third quarter). Apart
from structural wage and salary increases, larger civil
and military purchases and social security funds’ pay-
ments in kind led to additional expenses; the corre-
sponding level of 1969 is likely to have been surpassed
by 10Y/2 %.

An even greater impact on aggregate demand
was exerted by the accelerated growth of private ex-
penditure on consumption in the last quarter of 1970.
When adjusted for seasonal influences, it exceeded the
figure for the preceding quarter by about 3'/2% (com-
pared with 1%29% in the third quarter), and that for the
last quarter of 1969 by about 11%2%. There was still
very keen interest in buying durable consumer goods.
In some cases the turnover of specialist retailers in the
fourth quarter was 14% and more up on the year,
whereas retail shops selling food, drink and tobacco,
clothing, and footwear, that is to say, mainly non-durable

consumer goods, reported annual growth rates of only
10% to 12°%. Moreover, expenditure on rents and — in
line with the growing predilection for winter holidays —
on travel in Germany and abroad rose perceptibly
towards the end of the year.

The renewed expansion in consumption was above all
due to the persistent uptrend in wages. In the fourth
quarter of 1970 total gross wages and salaries, season-
ally adjusted, exceeded the level of the preceding three-
month period by no less than 5%, thus being roughly
16 % up on the year. Deductions from wages and salaries
increased even faster (26%) on a year-to-year com-
parison; apart from the progressive nature of the in-
come tax scale, there was the additional factor that
part of the wage and salary income was withheld as an
anticyclical surcharge on income tax and immobilised
on a special account with the Bundesbank. Nevertheless,
net income from wages and salaries grew substantially
in the fourth quarter, being in fact 13'2% up on the
year. By contrast, government income transfers to house-
holds in the shape of pensions and benefit payments
rose relatively little. In the fourth quarter of 1970 they
surpassed their corresponding 1969 level by a mere
51/:%; it was above all cash payments of the social
security funds that increased comparatively slowly — in
keeping with the system of flexible pensions, which
always lag behind the movement of wage and salary
incomes.

It may be taken from preliminary estimates that house-
holds' other receipts — chiefly withdrawals from entre-
preneurial income and property income — grew ma-
terially in the last months of the year. This was mainly
due to the extremely large amounts of interest cred-
ited, which of course were principally added to private
savings and not to consumption, if only because they
are not available, as a rule, before the end of the year.

It may be assumed that saving in the fourth quarter of
1970 was nearly one third higher on the year, not |east
as a result of the crediting of interest; thus the saving
ratic amounted to about 17%:2% of households’
disposable income. But even if the amount of interest
credited is disregarded, current saving by households
in the last quarter of 1970 was notably greater than a
year earlier. One of the reasons for the revival of private
saving was undoubtedly the sizable income rises, which
in some cases involved back payments; at any rate, it
conforms to previous experience that more or less un-
expected large-scale income rises initially result in in-
creased saving. Another significant factor seems to have
been that many private recipients of income increasingly
made use of government savings promotion schemes, so
as to escape as far as possible the growing tax burden;
they did so all the more readily as the scope of this
promotion was extended by the 3rd Law on the Cre-
ation of Personal Assets, and persons with an income



in excess of a certain sum could take advantage of
this Law only up to the end of 1970. The statistics show
clearly that private savers employed additional funds
chiefly on bonus-carrying savings accounts with banks
and in the form of savings deposits with building and
loan associations. Finally, it may be assumed that sub-
stantially more securities were acquired by private
savers in the fourth quarter of 1970 than a year before;
this was, of course, due rather to interest or price con-
siderations than to government promotion measures,
which so far have been utilised relatively little in con-
nection with this form of saving.

Wages

In the last quarter of 1970 large sections of the economy
were affected by a new wage round which, as regards
the size of the pay increases involved, outstripped the
wage movement of the autumn of 1969, which in itself had
been considered a “wage explosion”. First of all, there
were the agreements for the roughly 4 million employees
in the metal industry, whose pay rates were raised by
fully 20% on average. It was the intention of both em-
ployers and employed that only part of this — about
11% — should affect costs, while the remainder of the
increase was merely meant to safeguard components of
actual earnings that were already being paid. With the
inclusion of the payments to be made from July 1, 1970
for the creation of personal assets, pay rates in the
metal industry in the fourth quarter of 1970 were up on
the year by no less than 24 %. The overall level of agreed
earnings thus soared anew in that quarter, being 14 %
above the corresponding level of 1969; even if the part
of the increase that does not affect costs is left out of
account, there remains a growth of 12%. It is not yet
possible to foresee whether and to what extent the
“zero effect on costs” of part of the increase agreed
to by management and labour will be realised in
practice. There are signs that in the case of the chemical
industry, which first introduced such a split settlement
in 1970, and the metal industry actual earnings did not
rise quite as markedly, at least for a time, as pay rates
inclusive of the increases “not affecting costs”. In the
economy as a whole this is reflected in the fact that
on a year-to-year comparison actual earnings rose by
just on 15% in the fourth quarter, and thus hardly more
steeply than pay rates (14%). The wage drift, i. e. the
gap between increases in earnings and increases in
pay rates, narrowed during the period under review to
less than 1 percentage point, after having amounted to
32 percentage points in the third quarter. Of course, the
increase in earnings exceeded advances in productivity
by more than ever; this is confirmed by the fact that the
wage costburden on production grew by 11 % in the fourth
quarter of 1970, as compared with the same period of
1969. In industry alone, unit labour costs on the average
of the months October and November were as much as
about 16 % up on the year.

Wage costs in industry
excluding construction

quarterly, seasonally adjusted
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So far no indications of a slackening in the wage move-
ment have become apparent. Although management and
labour are tending to keep flat-rate increases relatively
low in new settlements, they frequently conclude supple-
mentary agreements providing for extensive additional
benefits (structural improvements, payments to create
personal assets, holiday allowances, etc.). In the case
of the public service, for instance, with effect from
January 1, 1871 an across-the-board pay rise of only
7% was agreed upon for the roughly 2.5 million em-
ployees. At the same time a monthly extra payment of
DM 27 was approved, together with the extension of
payments for the creation of personal assets to those
earning more than DM 1,000 a month. In addition, on
account of earlier agreements working hours in the
public service were shortened by about 22 % with ef-
fect from January 1, 1971 without loss of pay, and the
Christmas bonus for the end of 1971 wili be raised, like-
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Pay rates and actual earnings
in the economy as a whole

Percentage Increase on previous year

Wage and salary rates Actuat
earnings
(wages and
salaries per
on an hourly | on a monthly| employed Wage
Period basis basis person) drift 1
1968 4.0 3.9 6.1 2.1
1969 p 7.0 6.4 9.2 26
1970 p 12.4 11.9 14.9 2.7
1969 p 1st qtr. 5.9 5.5 6.8 1.2
2nd qtr. 6.3 5.9 9.0 2.9
3rd qtr. 6.3 5.8 7.9 2.0
4th qtr. 9.3 8.5 12.5 3.7
1970 p 1st qtr. 1.7 1.2 145 3.0
2nd gtr. 11.6 10.9 14.9 3.6
3rd qtr. 121 11.5 15.5 3.6
4th qgtr. 14.2 13.8 145 0.6

1 Relative gap between increase in actual earnings and that in pay rates
{on a monthly basis). —~ p Provisional figures.

wise on the basis of former arrangements. Finally, the
“structural improvements” in the pay scale which are at
present under discussion also aim at a further increase
in average earnings. As mentioned in another section
(page 23), therefore, the increases in expenditure on
personnel, estimated at 14% in some of the draft budg-
ets for 1971 (with a growth of about 2% in the numbers
employed), have probably been put too low. In other
fields (footwear industry, aviation) the latest wage settle-
ments even exceed the increases conceded in the public
service. In these circumstances the overall level of pay
rates in the first quarter of 1971 may be assumed to be
running about 12% to 13% above last year's figure.
Thus there are still no signs that wage rate policies will
soon settle down on a less expansionary course — a
development that is indispensable in the general interest.

Production and labour market

Domestic production expanded but little in the last
months of 1970, just as in the third quarter of that year.
The deceleration of growth was greatly influenced by
the fact that industrial production stagnated on cyclical
grounds during the period under review, after having
declined slightly in the preceding quarter. Between
October and December Jndustrial production (ex-
cluding construction) was only 1'2% up on the year,
and even this was solely due to the cyclical rise in the
first half of 1970. The fact that industrial production has
ceased growing, seasonally adjusted, may partly be a
result of domestic consumers and investors increasingly
resorting to imported goods. At any rate, imports of
finished goods — as described in detail in the following
section on the balance of payments — continued to rise
strongly in the fourth quarter. Thus, apart from some
isolated cases, the stagnation of industrial production
cannot be explained by lack of demand. It was signif-
icant, rather, that many enterprises were endeavouring
to cut down their supplementary costs (by reducing

the volume of extra shifts and overtime working) and
to ease the excessive strains on their resources. Al-
though utilisation of capacities in manufacturing fell
somewhat, it was probably hardly lower at the end
of 1970 than at the peak of the previous cycle. At all
events, according to the IFO Institute’s survey of busi-
ness opinion, last October it still stood at 90% of the
optimum level (against 89% in October 1964 and Oc-
tober 1965). Construction output has continued to ex-
pand in recent months, in the fourth quarter of 1970 ex-
ceeding the figure for the year before by 12'29%.
Weather conditions, which were particularly favourable
in comparison with 1969, undoubtedly contributed much
to this result.

Production outside industry showed further cyclical
growth in the fourth quarter, since the distributive trades
and services were once again able to step up their value
added, owing to brisk consumer demand. Supplies of
farm produce were also fairly ample in the period under
review. Thus, meat supplies from commercial
slaughtering, in particular, increased appreciably in the
fourth quarter over the corresponding 1969 level (+ 5 %),
for cyclical reasons. In addition, vegetables, including
potatoes, were offered in larger quantities than a year
earlier.

The signs of relaxation in the labour market have per-
sisted in recent months, although the excessive demand
for labour has not yet shown any sustained decline. At
621,000 the number of vacancies registered with labour
exchanges at the end of January 1971 was about 100,000
down on the year, but it was still several times higher
than the number of unemployed. In recent months the
latter figure has increased only slightly more than usual
for the season; at end-January it amounted to 286,000,
which, after seasonal adjustment, would correspond to
a figure of 164,000, or 0.8% of the labour force. Short-
time working, however, has gained in significance of
late. The number of persons working less than five sixths
of the hours usually worked in the firms concerned
stood at 64,000 in mid-January, according to official data,
against 4,000 in October 1970. Short-time working was
most frequently introduced in the electrical engineering
industry. Here, the temporary reduction in working hours
seems to have been due less to a decline in demand
than to an overestimate of short-term sales prospects
for specific products (television sets, etc.).

Despite these tendencies towards relaxation, the num-
ber of persons employed in the overall economy in-
creased slightly, in the fourth quarter of 1970 running
1.4%, above the corresponding level of 1969. As before,
additions to the labour force were recruited solely
from abroad. At the end of January 1971 1.96 million for-
eigners were employed in the Federal Republic of Ger-
many, or roughly 390,000 more than tweive months
before. In line with the longer-term demographic trend,
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the number of German employees has fallen slightly of
late.

Prices

Until recently the upward price tendencies in the Federal
Republic of Germany remained consistently strong. Even
industrial producer prices, which respond very quickly
to cyclical changes, climbed at an accelerated pace; in
the fourth quarter of 1970 alone they went up by 1.5%,
following a rise of 0.6% between July and September.
In December producer prices were 5.1 % up on the year;
although this growth rate was smaller than in the sum-
mer, it substantially exceeded the peaks of former price
cycles (e.g- 29% in July 1965 and 1.9% in February
1961). In the last two years producer prices of industrial
products thus rose to the same extent (by a total of

10%) as in the preceding twelve years together (1957 to
1968). Between October and December 1970 price in-
creases were particularly large in the case of capital
goods (4.5%); here price rises for steel construction
and mechanical engineering products (5.2% and 5.3%
respectively and for commercial vehicles carried partic-
ular weight; they occurred after the massive wage
increases in the metal industry. Consequently, the annual
growth rate widened to 10 %. Industrial consumer goods,
too, again went up perceptibly in price (+ 0.9%) in the
September/December period. This applies above all to
passenger cars, metal goods and electrical engineering
products. In comparison with the end of 1969 price rises
amounted to 5.4%. On the other hand, the prices of
products of the basic and producer goods industries
were not raised nearly as much in the fourth quarter
(+ 0.4%), owing in part to a marked decrease in
the world market prices of raw materials. In the iron-
producing industry, where higher wage rates had
also been agreed, there were major upward price re-
visions towards the end of last year, but they were
hardly of a greater size than the price falls in the early
autumn,

In the construction market the slight flagging in the up-
trend of prices observed during the summer did not
continue. The overall level of construction prices rose
at the same rate between August and November as
in the preceding three-month period (+ 1.4% in each
case). The annual growth rate continued to decrease
slightly (14 %), but it must be borne in mind that in the
late autumn of 1969 construction prices had been raised
as a result of wage increases in the building and civil
engineering industry, whereas in the period under re-
view there was no such occasion for price revisions.
In view of the already foreseeable cost increases (col-
lectively agreed rise of payments to create personal
assets, employers’ contributions to salary earners’ health
insurance) and the wage increase in the construction
industry that is to be expected in the spring of 1971, the
prospects that there might soon be a calming down of
construction prices are by no means favourable.

Agricultural prices again constitute an exception to the
general trend. After elimination of recurring fluctuations,
producer prices of agricultural produce dropped by 6%
between October and December, thus being 1212%
below the figure for December 1969, the last month be-
fore the revaluation of the Deutsche Mark came to bear
on the entire agricultural sector. Contrary to the seasonal
tendency, animal products went down 4% in the fourth
quarter, the main reason being that, owing to the stock
cycle, the prices of fat pigs fell unusually fast under
the heavy pressure of supplies; at the end of December
1970 they reached their lowest December point since
the currency reform. Compared with December 1969
the decline came to roughly 23%. At the same time
vegetable products likewise became cheaper than usual
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for the season, since home-grown vegetables were
plentiful and potato prices were depressed. With prices
for plant and equipment steadily rising — and a similar
price increase for goods needed to keep up the standard
of living — the course of incomes in agriculture shows a
striking divergence from that of the rest of the popu-
lation, despite increased subsidies.

The upward movement in consumer prices continued
undiminished in the fourth quarter of 1970. The cost of
living index for all households, seasonally adjusted, rose
by 0.9% between September and December, against
0.8% in the preceding three-month period; the com-
parable level of 1969 was latterly surpassed by 4%. The
upsurge of prices was, in fact, somewhat checked by
foodstuffs, which, at the consumer stage, tended to fall
in price; in December they were only 1% more ex-
pensive than a year earlier. Outside the food sector,
however, prices soared more than before (seasonally

adjusted + 1.3%). At 5% the annual growth rate of the
index excluding food was greater at the end of 1970
than in September (+ 4.8%). In January 1971 prices at
the consumer stage increased by leaps and bounds. The
cost of living index for all households jumped by 1.0%
in that month alone, and after elimination of seasonal
fluctuations by 0.5%. That the annual growth rate fell
to 3.8% is solely due to the fact that at the begin-
ning of 1970 there had been an even stronger upturn of
prices. The price rise at the beginning of this year was
especially pronounced in the case of services (1.3%),
the raising of car third party liability insurance pre-
miums weighing particularly heavily. Further marked
price increases are to be expected in the near future
owing to the raising of transport rates for passenger
traffic by the Federal Railways and to the increase in
postal charges envisaged by the Federal Post Office.
Rents, too, again rose sharply in January, so that the
cost of accommodation has gone up by 5% since early
1970. There were also substantial price increases for
industrial consumer goods (up 1.0% on December),
particularly clothing and footwear. The year-to-year rise
in prices in January was, in effect, just as large as in
September 1970 (+ 4.5%). In view of the very expansive
course of consumer demand, prices can hardly be ex-
pected to settle down in this field in the near future.



Balance of payments

In recent months the balance of payments has shown the
seasonal fluctuations customary around the turn of the
year not only in short-term capital movements but in cur-
rent transactions as well. Under the impact of these
seasonal factors the Bundesbank's monetary reserves,
which rose by DM 7.8 biilion in October and November
1970, fell by DM 0.2 billion in December. In January they
went up again by DM 1.0 billion, and an allocation of
special drawing rights at the beginning of the new year
resulted in a further increase of DM 0.6 billion. Remark-
ably enough, the Bundesbank’s monetary reserves did
not rise as much in these last two months as they did in
the autumn of 1970. For one thing, the banks did not sell
to the Bundesbank all the foreign exchange that they
received on balance during this period, but used some
of it to repay short-term external liabilities, thus “im-
proving” their external position. For another, non-finan-
cial enterprises do not appear to have incurred so much
short-term foreign debt of late. As far as can be seen at
the moment, the foreign loans, which, as usual, were
reduced at the end of the year, were immediately taken
up again by enterprises in the new year; but this new
borrowing does not seem to have been very greatly in
excess of the December repayments. As a result, the net
short-term capital imports of enterprises in December
and January together were substantially lower than in,
say, November, when they totalled some DM 4.5 biltion
(inclusive of the inflows recorded as the “balancing
item”). It cannot yet be said how permanent this slacken-
ing trend in enterprises’ money imports is likely to prove;
it appears to owe something both to the lowering of the
Bundesbank’s discount rate in two steps from 7% to
6% (and of the lombard rate from 9% to 712%) and to
the fact that the decline — sharp at times — in interest
rates on the Euro-money market has lately come to a
standstill and, indeed, on occasion given way to a slight
rise. This is a result of sustained restrictive monetary
policies in the major European countries and of the
“mopping up” of dollars by sales of U.S. Export-Import
Bank bonds to branches of U.S. banks abroad.! In all
probability, however, the terms of payment, which shifted
substantially in favour of Germany in 1970 and formed
the main source of enterprises’ money imports, will in
the nature of things not continue to move in this direction
for an indefinite period and to an indefinite extent.
Finally, it might also gradually become rather more dif-
ficult to raise further financial loans, which in 1970
reached the total of some DM 6.5 billion (net), despite the
repayments in December; this could be either because
foreign restrictions on the export of capital stand in the
way of protracted lending to German enterprises, or be-
cause the internal capacity of foreign creditor banks for
lending of this type is gradually nearing exhaustion.

Current account

Towards the end of 1970 Germany’s surpluses in current
transactions (including transfer payments) with the rest

1 The first tranche of US$ 1 billion, which by all accounts was heavily
over-subscribed, is to be followed by further issues.
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of the world increased sharply, in keeping with the sea-
sonal trend; in the fourth quarter they amounted to DM
2 billion, whereas in the third quarter the surpiuses on
foreign trade had been cancelled out by deficits on serv-
ices and transfer payments. It was above all the trade
surplus that showed a seasonal rise, although it did in
fact decline if adjustment is made for purely seasonal
fluctuations. On the other hand, the deficit on services
account diminished owing to seasonal factors — prima-
rily the comparatively low expenditure on foreign travel
in the autumn months. If all seasonal variations are elimi-
nated from current transactions, the result for the last
quarier of 1970 is a surplus on current account of only
DM 0.5 billion; expressed as an annual rate this would
be DM 2 billion, and thus less than the surplus actually
achieved in 1970 as a whole (DM 2.7 billion). In other
words, Germany’s surpluses in current transactions with
the rest of the world continue to show a downward trend,
though no longer so steeply downward as is suggested
by a comparison of the annual figure for 1970 (DM 2.7
billion, as noted) with that for 1969 (DM 6.2 billion).
Belated effects of the Deutsche Mark revaluation, persist-
ent economic strains on important domestic markets,
and the cost-induced deterioration in the international
competitiveness of the German economy all left their
mark here.
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Regional breakdown of foreign trade *
4th quarter
1970 1969 1970 1969
Group of countries/country Millions of Deutsche Mark
Total exports 125,297 | 113,557 | 34,552 30,900
Total imports 109,616 97,973 | 29,465 25,990
Balance +15,681 | +15,584 | + 5,087 [ + 4,910
EEC member countries Exports 50,301 45177 13,848 12,060
Imports | 48,442 42,431 | 12,995| 11,153
Balance |+ 1,859 | + 2,746 |+ 853 |+ 907
Belgium-Luxembourg  Exporis 10,327 9,277 2,868 2,576
Imports | 10,383 8,987 2,842 2,571
Balance |— 56|+ 290|+ 26|+ 5
France Exports | 15,480 | 15,118 4,257 3,851
Imports | 13,899 | 12,697 3,692 3,307
Balance | + 1,581 |+ 2421 [+ 565|+ 544
Italy Exports 11,171 9,260 3,035 2,494
Imports | 10,836 9,491 2,864 2,243
Balance | + 335 |— 231 |+ 171+ 251
Netherlands Exports 13,323 11,522 3,688 3,139
Imports | 13,324 | 11,256 3,597 3,032
Balance |— 1 266 | + 911+ 107
EFTA member countries Exports 28,341 | 25,674 7,772 7,225
Imports 16,639 | 15,266 4,478 4,217
Balance | 411,702 | +10,408 | + 3,204 | + 3,008
of which
United Kingdom Exports 4,456 4,591 1,233 1,192
Imports 4,265 3,913 1,148 1,066
Balance [+ 191+ 678+ 85 |4+ 126
Austria Exports 5683| 4,857| 1,601 1,365
Imports 2,314 2,190 609 625
Balance | + 3369 |+ 2,667 |+ 992+ 740
Switzerland Exports 7,673 6,572 2,064 1,904
Imports 3,336 3,142 929 945
Balance | + 4,337 |+ 3,430 [ + 1,135+ 959
Remaining European Exports 1,913 1,621 530 482
industrial countries Imports 1,114 1,082 295 264
Balance | + 799+ 539|+ 235+ 218
Non-European Exports 17,734 | 16,202 5,069 4,463
industrial countries Imports 17,936 15,115 4,890 3,980
. Balance [ — 202+ 1,087 |+ 179+ 483
of which
United States Exports 11,423 | 10,633 3,299 2,938
Imports 12,067 | 10,253 3,304 2,708
Balance | — 644 |+ 380 |— 51+ 230
Japan Exports 1,957 1,546 537 437
Imports 2,052 1,604 543 460
Balance|— 95|— 58 |— 6|— 23
Canada Exports 1,179 1,259 373 356
Imports 1,851 1,240 576 201
Balance |— 672 |+ 19— 203|+ 65
Developing countries Exports 21,351 19,545 5913 5,211
Imports { 20,992 | 20,008 5,481 5,148
Balance | + 359|— 463 |+ 432|+ 63
Socialist bloc Exports 5,400 5,081 1,349 1,394
Imports 4,334 3,973 1,297 1,203
Batance | + 1,006 | + 1,108 | + 521+ 191
* Exports by consumer country, imports by producer country. — For
further foreign trade figures see Table IX, 2 in the Statistical section.

Foreign trade

The increase in the trade surplus from DM 4.3 billion in
the third quarter to DM 5.1 billion in the fourth is, as men-
tioned, wholly due to seasonal fluctuations; after sea-
sonal adjustment the surplus diminished from DM 5 bil-
lion in the third quarter of 1970 to DM 4 billion in the
fourth. The main reason for this was the continued sharp
rise of imports. After a certain easing during the summer

months — an easing partly caused by special factors
such as the dock strike in the United Kingdom — from
September onwards imports climbed steeply. At DM 28.5
billion (seasonally adjusted) in the fourth quarter of 1970
they were 5% higher than between July and September.
There was a particularly marked increase in imports of
finished products — products, that is, that can be directed
to consumption or capital formation without further pro-
cessing. After seasonal adjustment, between October
and December such imports were rather more than 10 %
up on the preceding quarter and 32% higher than in the
corresponding period of 1969. Although private con-
sumption expenditure rose strongly during this time and
capital spending too continued to grow, this is not in
itself sufficient to account for such an increase in im-
ports of finished products. It is likely, rather, that the
seemingly strong expansion of the market share of for-
eign suppliers is a sign that the competitive position of
other countries on the German market has substantially
improved as a result of the Deutsche Mark revaluation
and the precipitous rise in prices and cosis in Germany,
which in many cases exceeds that abroad. The purchase
prices of imports of manufactured products, expressed
in Deutsche Mark, were roughly 1% lower in the final
quarter of 1970 than a year before, while the comparable
domestic producer prices rose by 5% in the same period.
In some areas the price differences were much greater
still — among many consumer goods, for instance, and
also among important capital goods, particularly ma-
chinery.

By contrast, imports of raw materials, semi-finished prod-
ucts, and so-called “products for further processing”,
which are closely related to the pattern of industrial pro-
duction in Germany, continued to fall, as they have since
early 1970. Altogether 12% fewer of these products
were imported between October and December than in
the preceding three months (seasonally adjusted); such
imports were 62% below the peak level of early 1970.
One of the reasons for this decrease was, admittedly,
that major raw materials such as non-ferrous metals,
steel, and natural rubber became cheaper, so that less
money had to be spent to obtain the same quantity. But
domestic demand for foreign primary products also stag-
nated, for domestic industrial production, seasonally ad-
justed, increased no further.

In the third major area of imports, that of foodstuffs, the
volume of purchases abroad continued to mount — by
629, in fact, between October and December, after
adjustment for seasonal factors. As a result, such im-
ports were in value terms 22 % higher than a year before.
This is one of the more important explanations for the
persistent pressure on the prices of agricultural produce
in Germany.

On the other hand, exports too went up further in the
fourth quarter of 1970, albeit only slowly (seasonally ad-
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justed by 172%); in the final quarter of 1970 exports
exceeded the corresponding figure for the previous year
by 12% in value terms and just under 10% in volume
terms. Thus, although the expansion of exports slack-
ened after seasonal adjustment, the reason seems to
have been that economic activity, and particularly the
demand for capital goods, was flagging in major indus-
trial countries, and that this, of course, affected German
products as well. There was, however, the added factor
that German goods have become more expensive for
foreign purchasers. The prices of German export prod-
ucts rose sharply even after the Deutsche Mark revalua-
tion; expressed in foreign currency, they were on aver-
age no less than 13 to 14% higher in the fourth quarter

of 1970 than in September 1969, the last month before
the revaluation. This price increase is far in excess of
that in other countries, so that in general the margin
between prices abroad and the prices of German ex-
ports that existed prior to the revaluation, having evolved
between 1962 and 1969, was not only cancelled out but
in many cases even reversed. Prices are of course not
the sole determinants of international competitiveness;
ability to supply the goods, delivery dates, terms of pay-
ment, and a strong position in specialised products,
particularly capital goods, are all similarly important com-
petitive factors. At the moment there is also a consider-
able backlog of unfilled export orders, so that German
exports will continue high. The changed competitive
situation will, however, make it more difficult for Ger-
many to keep its share of world markets, and will prob-
ably result in additional exports losing much of their
attraction if they can only be effected at the cost of
rather low profits.

In the regional structure of German foreign trade the
principal changes in the fourth quarter of 1970, compared
with the same period of the previous year, were as fol-
lows. The trade surplus with the countries of the Euro-
pean Free Trade Association increased, as shown by the
table opposite, by just under DM 300 million to DM 3.3
billion. The decisive factor was that Germany’s imports
from Switzerland and Austria — countries in which the
pattern of economic activity is marked by persistent
strains — were lower than a year before, while German
exports to these two countries rose sharply. In merchan-
dise transactions with developing countries and the
group “Remaining European industrial countries”, the
excess of German exports was also larger than a year
previously. The trade balance with the United States and
Canada, on the other hand, deteriorated by DM 0.5 bil-
lion. Despite the slack trend of economic activity in these
two countries German exports to North America were in
fact 11129% higher than twelve months earlier, but dur-
ing the same period imports from Canada almost
doubled, and purchases from the United States too rose
by as much as 22%. In trade with the member countries
of the European Economic Community, which up to the
autumn of 1970 was characterised by shrinking German
surpluses, there have been no significant changes of late.

Services

In keeping with the seasonal rhythm the deficit on serv-
ices account fell from DM 2 billion in the third quarter
of 1970 to DM 300 million in the fourth. The principal
cause was that with the end of the holiday season spend-
ing on foreign travel decreased sharply, namely from
DM 3.8 billion between July and September to DM 2 bil-
lion in the last quarter of 1970. Germany’s receipts from
foreign visitors also fell, but their decline (from DM 1.3
billion ioc DM 0.8 billion) was smaller than that of spend-
ing. The deficit on foreign travel accordingly dropped
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Main items of the balance of payments
Millions of Deutsche Mark
1970
item 1st qtr. 2nd qtr. | 3rd qtr. | 4th gtr.p
A. Current account
Balance of trade
Exports {f.0.b.) 28,708 31,168 30,869 34,552
{mports (c.i.t.) 25,767 27,821 26,563 29,465
Balance + 2,941 + 3,347 + 4306 + 5,087
Services — 952 — 350§ — 19767 — 295
Transfer payments — 2,042| — 2,199 — 2426| — 2,788
Balance on current account | — 53 | + 798§ — 96| + 2,004
B. Capital account
Long-term capital
(a) Banks — 1,500 + 560 + 1,389 + 513
(b) Enterprises and
individuals — 2,165| — 802 — 4087 + 241
(c) Official — 247 — 993} — B01| — 622
Balance — 3912 — 1,238 + 390 + 132
Short-term capital
{incl. balancing item)
(a) Banks + 1,527 | + 1,471 + 1277] + 3,943
{b) Enterprises 4+ 38,0511 + 5,073] + 6524 + 1,746
Financial loans + 776 + 1,983| + 2,894| + 881
Balancing item + 2275 4+ 3,000 + 3,630 + 865
(c) Official + 95| — 491} + 173| — 205
Balance + 4673| + 5,753| + 7,974| + 5,484
Overall balance on
capital account
(incl. balancing item) + 761 + 4518 + 8,364 | -+ 5,616
C. Overail balance on current
and capltal accounts
(A plus B) + 708] + 5316 + 8,268 + 7,620
D. Offsetting ltem for
special drawing rights
allocated + 738 - — —
E. Net movement of gold
and forelgn exchange 1 + 1,446 | + 5316 + 8,268 + 7,620
Memorandum item:
Basic balance 2 — 3965 — 4371 + 204 + 2,136
1 Change in monetary reserves of Deutsche Bundesbank (including Ger-
man reserve position in IMF and special drawing rights). — 2 Balance
on current and long-term capital accounts. — p Provisional.

from nearly DM 2.5 billion in the third quarter to DM 1.1
billion in the fourth. Even so, the deficit was still twice as
large as in the final quarter of 1969. This means that the
steep increase evident since the beginning of 1970 in
deficits on foreign travel has persisied right up to re-
cently, if the purely seasonal changes are disregarded.

On investment income account, payments of investment
income to foreign countries and payments received from
abroad both went up strongly at the end of the year. The
sums remitted to foreign countries totalled some DM 2.1
billion in the fourth quarter, with a concentration in
December; this was DM 0.9 billion more than a year pre-
viously. There was a particularly sharp rise in interest
payments on advances and loans taken; at DM 1.1 billion
they were three times as high as in 1969. In the main this
increase is due to the fact that Germany’s debts to for-
eign creditors have grown considerably, owing especially
to the raising of short-term loans by banks and non-
financial enterprises. On the other hand, Germany’'s

receipts from the investment of German money and capi-
tal abroad, at DM 1.9 billion in the last quarter of 1970,
were also DM 0.9 billion larger than in the same period
of 1969. There was a rise in, first, interest income from
advances and loans granted, most of the receipts no
doubt coming from loans extended by German banks in
1969 and early 1970 in fulfilment of assurances given
during the period of speculative money inflows prior to
the revaluation of the Deutsche Mark. Second, there was
also an increase in the receipts of the Bundesbank,
whose interest-bearing investments of monetary reserves
were not only substantially larger at the end of 1970 than
at the end of 1969, but also on the average for 1970 were
in excess of the figure for 1969. In net terms, however,
payments of investment income made and received
cancelled each other out in the fourth quarter of 1970,
except for a balance of just under DM 200 million in
favour of the rest of the world; this was just as much as
a year before. There were no particular changes among
the remaining service transactions; mainly on account
of receipts of DM 1.5 billion from foreign troops they
showed a surplus of DM 1 billion between October and
December.

Transfer payments

Germany’s deficit on transfer payments between Octo-
ber and December totalled DM 2.8 billion, and thus DM
350 million more than between July and September. This
increase was largely accounted for by payments by the
Federal Government to the Agricultural Fund of the Euro-
pean Economic Community. In the fourth quarter of 1970
the Federal Government transferred just under DM 1.8
billion to the Agricultural Fund, principally to the Guar-
antee Department, which finances refunds on agricultural
exports to third countries and interventions on the do-
mestic market for the purpose of maintaining a uniform
price level. During the same period, however, the Federal
Government received DM 1.4 billion from the Fund, so
that the net burden on transfer payments account result-
ing from transactions with the Agricultural Fund came
to only DM 0.4 billion; in the preceding months receipts
had been slightly larger than outlays. Although Ger-
many’s net contribution to the Agriculiural Fund was
thus relatively small towards the end of 1970, in contrast
to previous years, this was entirely due to the technicali-
ties of seitlement and payment; in the longer term the
contributions made by the Federal Republic of Germany
continue to increase.

On the other hand, a very heavy burden was placed on
transfer payments account in the last quarter of 1970 by
the remittances to their home countries of foreign work-
ers employed in the Federal area (nearly DM 1.3 billion,
compared with DM 0.8 billion a year previously). It is
estimated that between October and December 1970
roughly DM 350 million was remitted to ltaly, some DM
300 miilion to Yugoslavia and about DM 280 million to



Turkey. The great economic importance of these remit-
tances for the recipient countries may be illustrated by
the fact that in the case of Turkey they were one and a
half times as large as simultaneous Turkish merchandise
imports from Germany. For other countries the ratios of
receipts from remittances by their nationals employed in
Germany to expenditure on imports of goods from Ger-
many work out as follows: Yugoslavia: 45%; Greece:
409%b5; Spain: 30 %; Italy: 10 %.

Long-term capital transactions

Long-term capital transactions have undergone relatively
large fluctuations in the last few months. As a result of
the shortage of liquidity and credit in Germany caused
by revaluation and restrictions, net capital exports, which
at the beginning of 1970 had been relatively large (DM
3.9 billion in the first quarter of 1970), declined rapidly,
and in the late summer they even turned into net capital
imports. With the new augmentation of domestic liquidity,
due mainly to non-banks' short-term money imports, the
inducement to borrow long-term funds abroad became
smaller; net long-term capital imports, which in October
had soared to DM 550 million, fell to DM 30 million in
November and were replaced by capital exports of DM
450 million in December. ’

The correlation between the changes in the liquidity
position and the fluctuations in long-term capital move-
ments clearly applied to bank transactions only. In the
third quarter, German banks had borrowed DM 1.4 bil-
lion abroad by taking up long-term loans (DM 1.2 billion)
and selling fixed interest securities (DM 0.2 billion) held
in their own portfolios; this influx of funds decreased to
DM 0.5 billion in the last quarter of 1970. In December,
for the first time since the spring of 1970, banks exported
fong-term funds again (DM 275 million net), primarily in
the form of long-term credit to foreign borrowers.

Enterprises other than banks, in contrast, somewhat in-
creased their borrowing abroad in the last few months
of 1970. From October to December they borrowed DM
455 million (net) of long-term funds (i.e. loans with an
original period to maturity of more than one year), as
against some DM 180 million in the third quarter. As
compared with short-term capital imports, however, this
method of procuring funds remained insignificant.

Direct investment is primarily determined by longer-term
considerations, and new German investment abroad,
which in the last three months of 1970, at DM 630 mil-
lion, had assumed a volume which has seldom been
reached in any one quarter before, continued to be
larger than new direct investment by non-residents in
Germany — an item which has also grown (DM 560
million).

Balance of payments
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Foreign investment in German securities and German
purchases of foreign securities have expanded sharply
in the last few months. From October to December for-
eign investors acquired, at DM 600 million, three times
as many German fixed interest securities as in the pre-
ceding quarter. According to the statistics on capital
transactions the securities were mainly taken over by
Belgium-Luxembourg (DM 455 million). It may have been
of importance that, in order to increase their liquidity,
German banks transferred securities to banks in Belgium
and Luxembourg that are associated with them or fully
controlled by them, so that they could procure liquidity
by transactions within their own combine without being
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Main items of long-term capital transactions,
by domestic sector!
Milllons of Deutsche Mark
1970
tem 1ist gtr, 2nd qtr. {3rd gtr. | 4th gtr.
1. Banks
Direct investment + 61| + 41| — 3] — 62
Portfolio investment — 1l + 11| + 172 + 189
of which
Foreign DM bonds — 21| + 32| 4+ 145 + 71
Advances and loans — 1560 + 4i8| + 1,230 + 386
Total -— 1,500 + 660| + 1,389 + 513
2. Enterprises and households
Direct investment — 984| —~ 354} — 138 — 74
Portfolio investment — 653 —~ 221 — 326| + 62
Foreign DM bonds — 49| — 251 — 362 — 390
Other foreign bonds — 270 — 30| — 24| — 58
Foreign shares — 279 — 18] — 312| — 310
Foreign investment
fund units — 220 + 13| + 54| + 30
Domestic securities 2 + 165 + 651 + 318| + 790
Advances and loans — 407| — 128{ + 178| + 455
Other — 11| — e8| — 122 — 202
Total — 2,165 — 802| — 408 + 241
3. Official
Loans to developing
countries — 224 — 259| — 346| — 236
Loans to the United States
and United Kingdom 3 —] — 63| — 275| — 200
Other — 23] — 98] + 200 — 188
Total — 247 | — 993| — 601 — 622
4. Total long-term capital
transactions — 3912 — 1,235 + 390 + 132
1 German investment abroad (—) netted against foreign investment in
Germany (+); net capital export: —, net capital import: +. — 2 Figures
on German securities contain transactions in paper of all private and
public issuers. — 3 Loans under the foreign exchange offset agreements;
including the interim investment of Reconstruction Loan Corporation
funds in longer-term U.S. Government securities.

forced to increase their liabilities — particularly their ex-
ternal liabilities, which are subject to the additional mini-
mum reserve requirement. Furthermore, it was probably
of significance that the rising prices in the German bond
market — and also the level of nominal security yields,
which was still high in spite of the reduction of interest
rates — induced foreign purchasers to invest more
heavily in German bonds. Foreign recourse to the German
share market also increased; apart from permanent in-
terests (direct investments), non-residents acquired DM
200 million of German shares in the quarter underreview,
compared with DM 120 million in the preceding three
months. Foreign portfolio investment in German securi-
ties thus totalled nearly DM 800 million in the last quarter
of 1970 (as against DM 320 million from July to Sep-
tember).

The influx of funds into Germany precipitated by security
purchases by non-residents was, however, almost fully
offset by the fact that German enterprises and house-
holds bought DM 730 million of foreign securities. DM
390 million was spent on foreign Deutsche Mark bonds,
DM 60 million on bonds denominated in foreign curren-

cies, and DM 310 million on portfolio investment in for-
eign shares — mainly U.S., Canadian, Dutch and Belgian
shares. In the case of investment fund units, resales con-
tinued to prevail.

Public authorities’ long-term capital exports totalled
some DM 600 million from October to December, just as
in the preceding quarter. DM 240 million thereof was
channelled direct to developing countries. Apart from
this, there were two special transactions: for one thing
the Federal Government remitted the third and last in-
stalment (DM 143 million) of the increased German share
in the capital of the International Development Associa-
tion (IDA); for another the Reconstruction Loan Corpora-
tion transferred DM 200 million to the United States for
temporary employment in longer-term U.S. Government
securities under the present U.S.-German foreign ex-
change offset agreement; ultimately these funds are
destined for direct investment by private German in-
vestors in the United States. An equally large sum was
transferred for the same purpose in June 1970, and
another payment of DM 200 million will be effected under
the agreement by June 30, 1971.

Shorti-term capital transactions

In the last quarter of 1970 short-term capital movements
were strongly affected by seasonal factors — as custom-
ary at that time of the year. At the end of the year banks
usually recall liquid funds invested abroad and take up
credit at foreign banks, i.e. they import short-term capi-
tal, for window-dressing purposes. Enterprises, by con-
trast, normally retransfer short-term funds abroad on a
temporary basis in December, i.e. there are net capital
exports. These contrary monetary movements, which in
part cancel each other out, were relatively large in De-
cember 1970, so that an analysis limited to the fourth
quarter of 1970 would not accurately reflect the basic
trends of short-term capital transactions. As far as pos-
sible the first provisional figures on developments in
January will therefore be taken into account as well.

In October and November banks imported DM 300 mil-
lion (net) of foreign funds by means of short-term capital
transactions. In December this influx of funds soared to
DM 3.6 billion; the running down of external assets by
DM 1.2 billion contributed to this influx, as well as the
increase in external liabilities by DM 2.4 billion. immedi-
ately after the turn of the year banks began to reinvest
abroad the funds which they had recalled at the end of
the year, and to repay foreign loans. The short-term ex-
ternal assets of the banks required to report weekly on
their external position rose by DM 1.4 billion in January.
At the same time short-term external liabilities, above all
liabilities towards foreign banks, declined by DM 3.1 bil-
lion, so that the net foreign exchange position of these
banks improved by no less than DM 4.5 billion in Janu-
ary. At first sight it may appear surprising, in view of the
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interest differential between Germany and other coun-
tries, that the banks managed to raise their external
assets in January to the level of the last autumn. On a
somewhat longer-term basis, however, it is characteristic
of the arrangements made by German banks that they
try to maintain the positions reached in short-term credit
transactions with foreign customers; frequently, indeed,
they are more willing to take up foreign credit on their
own account than to cut down their external assets,
regardless of the fact that the minimum reserve regula-
tions render borrowing abroad difficult if it exceeds a
certain — admittedly high — limit.2As soon as the general
liquidity situation permits, as now in January, the banks
proceed to repay the foreign loans, which in view of the
minimum reserve costs are, after all, relatively expensive.

2 See also “The short-term external position of the banks in the autumn
of 1970" in Monthly Report of the Deutsche Bundesbank, Vol. 22, No. 12,
December 1970, page 35.

By their operations in January German banks reduced
their net short-term indebtedness towards the rest
of the world, which in December had risen to DM 12.5
biliion, to DM 8 billion, and thus more or less to the level
of October 1970.

Whereas banks have repaid short-term foreign funds
over the last few months, the short-term foreign debt of
domestic enterprises, including the subsidiaries of for-
eign companies domiciled in the Federal Republic of
Germany, continued to rise, though not as sharply as in
the autumn of last year. In October and November 1970
financial loans taken up abroad direct (i.e. without Ger-
man banks acting as an intermediary) by domestic
enterprises totalled DM 2.1 billion (net). In December
about DM 1.2 billion was repaid. Half of that amount
flowed to the United States; it may have been of some
influence that, because of the restrictions on capital
exports there, the subsidiaries of U.S. enterprises dom-
iciled in Germany transferred funds to the United
States in order to help their parent companies comply
with the “guidelines” — a kind of ceiling imposed on
borrowing abroad. Besides, considerations of window-
dressing by the foreign banks extending the credit ob-
viously had a bearing on the repayment of short-term
foreign loans.

As a result of the customary repayment of loans in De-
cember, enterprises’ short-term indebtedness from finan-
cial loans taken up abroad grew by a total of “only” DM
0.9 billion in the fourth quarter of 1970, whereas in the
previous quarter it had expanded by nearly DM 3 billion.
Statistically unidentified borrowing by enterprises evi-
dently developed along similar lines. To be sure, this
is suggested only by the balancing item of the balance
of payments, which includes transactions which, if they
were known, would be counted towards either the cur-
rent account or the long-term capital account; in the
main, however, changes in the balancing item are attrib-
utable to enterprises’ short-term credit operations. In
October and November the balancing item showed a
surplus of DM 3.9 billion (an indication of capital im-
ports), and in December there was a deficit of DM 3 bil-
lion (a sign of capital outflows). With the statistically
unclassifiable credit transactions, just as with the finan-
cial loans, the inflow of funds in the fourth quarter (DM
0.9 billion) was smaller than in the preceding quarter
(DM 3.6 billion). The foreign loans repaid by enterprises
at the end of the old year were obviously taken up again
immediately at the beginning of the new one. This is
suggested by the fact that the afore-mentioned net short-
term capital exports of DM 4.5 billion by the banks in
January 1971 did not entail a decrease in the Bundes-
bank reserves; they were, on the contrary, accompanied
by an increase of DM 1 billion in the monetary reserves
(excluding the special drawing rights to the equivalent of
DM 0.6 billion allocated to the Bundesbank at the begin-
ning of January). The change in the combined external
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position of the Bundesbank and the other banks in Janu-
ary implies a foreign exchange surplus of DM 5.5 biilion.
The main reasons for this surplus are probably — as so
often in January — enterprises’ money imports, although
a major part of these imports only cancelled out the
repayment of loans in December. The final figures of the
balance of payments for December and January will
probably show that trade and industry continued to bor-
row short-term funds abroad in these two months, al-
though on a distinctly smaller scale than in the autumn
of last year.



Preliminary results
of the balance
of payments for 1970

This article gives a preliminary survey of the balance of
payments for 1970. Some of the data, above all those on
transactions in services, are derived from provisional
calculations. Figures based on more accurate statistics
and a detailed analysis can only be published at a later
date.

Survey

The most important results of the balance of payments
for 1970 may be summarised as follows:

1. Germany’s surplus on current transactions as a whole
(including transfer payments) decreased in 1970 to
DM 2.7 billion, or less than half of the 1969 figure
(DM 6.2 billion). Strains in the German economy con-
tributed to this decline, as well as the revaluation of
the Deutsche Mark in October 1969,

2. Long-term capital exports amounted to some DM 4.6
billion (net) in 1970; they thus lagged considerably
behind the capital exports of 1969, when they reached
the record level of DM 23 billion as a result of Ger-
many’s excess liquidity before the revaluation of the
Deutsche Mark.

3. The so-called basic balance, which combines the
current account of the balance of payments (+ DM 2.7
billion) and long-term capital transactions (— DM 4.6
billion), finished up almost DM 2 billion in deficit.

4. As a result ot the shortage and rising cost of credit
in Germany there were substantial short-term capital
imports in 1970. Including the balancing item of the
balance of payments, which is indicative of statistically
unidentified loans taken by enterprises as well as
of changes in the terms of payment in foreign trade,
approximately DM 24 billion of short-term funds of all
kinds flowed into Germany in 1970, an estimated DM
16 billion accruing to enterprises (exciuding banks)
and some DM 8 billion to banks.

5. The Bundesbank’s monetary reserves dgrew by some
DM 227 billion in 1970 (including the allocation of
special drawing rights to the equivalent of DM 0.7
billion on January 1, 1970). However, as the above
figures on short-term capital transactions and the
basic balance show, this increase in monetary re-
serves is not a sign of a structural surplus position;
that is to say, it does not represent an increment
of “earned” foreign exchange, but is exclusively the
consequence of the steep rise in the short-term com-
mitments, in terms of both money and deliveries, of
German commerce and industry, including banks. As
emphasised in these Reports on several occasions,
the increase in Germany’s central monetary reserves
constitutes only an increment of “borrowed” inter-
national liquidity, that is, an increment attributable to
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the interest and liquidity differential between Germany
and the rest of the world, particularly the United States
and the Euro-dollar market, and thus based on a set
of conditions which may change very quickly.

As regards the most important movements in the balance
of payments, the following can be said in the light of the
incomplete data as yet available.

Current account

In 1970 Germany’'s exports of goods, in value terms,
expanded by 10% to DM 125.3 billion. The major trade
areas had roughly equal shares in this increase: exports
to the EEC countries, to the members of the European
Free Trade Association (EFTA), to non-European indus-
trial countries and to developing countries each rose by

9 to 11 %. In certain countries these figures mask some
remarkable shifts, which are largely attributable to
differences in economic conditions between Germany
and its trading partners. As regards trade with the EEC
countries, for example, there was a rise of 21 % in ex-
ports to ltaly, where on account of production losses
caused by strikes the demand for foreign goods at times
ran at a particularly high level, whereas exports to France
were a mere 2% up on 1969; above all, this shows the
dual effect of the revaluation of the Deutsche Mark and
the devaluation of the French franc in 1969. Exports to
the EFTA area rose by a total of 10'/2%: Austria and
Switzerland, in both of which there were signs of over-
heating, expanded their purchases from Germany by
17% each, whereas the United Kingdom, at the other
end of the scale, reduced its imports from Germany by
3%. Here, apart from economic factors, the effects of
the revaluation of the Deutsche Mark, together with
belated consequences of the devaluation of the pound
sterling in 1967, probably played a role. Among exports to
non-European industrial countries (total growth on 1969:
+ 91:9%) those to Japan, whose economy expanded
considerably, grew at a particularly fast rate (27 %). Ex-
ports to Canada, where economic activity is at present
flagging, fell by 6%. German exports to the United
States, which in 1969 had declined slightly, increased
again in 1970, although, at 7'/2 %, more sluggishly than
supplies to other countries. (See also the table on
page 34.)

Germany's imports in 1970 went up by 129%, in value
terms, to DM 109.6 billion. Under the influence of the
steep rise in private consumption and the even more
pronounced expansion of investment in machinery and
equipment, and also because the competitive position of
foreign suppliers on domestic consumer and capital
goods markets improved following the revaluation of
the Deutsche Mark, industrial imports of finished prod-
ucts, in particular, rose sharply in 1970, namely by
289%. Imports of primary products, which are rather
closely linked up with industrial output, increased
substantially less, in parallel to domestic production:
imports of products for further processing grew by 8%
in 1970, and those of semi-finished products by 6 %. Raw
material imports were only 2% larger than in 1969, which,
no doubt, was partly due to the decline in world market
prices, but also owed something to the desire of the
processing industry not to let its stocks grow any further.
Imports of foodstuffs in 1970 were just over 8% up on
the previous year in terms of value; in volume terms
they increased by some 10 %, the Deutsche Mark prices
having dropped considerably at times.

The trade surplus amounted to DM 15.7 billion in 1970,
and was thus approximately as large in value as in 1969
(DM 15.6 billion). Comparison with the previous year is
complicated by two factors, however. At the turn of
1968/69 exports were advanced to 1968 and imports



were deferred to 1969 as a result of the tax measures
designed to safeguard the economy against external
influences, so that the foreign trade balance for 1969
was reduced; but for these circumstances, the foreign
trade surplus in 1969 might have been over DM 17
billion, and for 1970 an “adjustment” of this kind
would result in a definite decrease of the export
surplus. Secondly, the surplus, being calculated at
current prices, does not show the considerable changes
in the real terms of trade in favour of the Federal Repub-
lic of Germany since 1969. Mainly as a consequence of
the revaluation, import prices (measured by the unit
value of imports) in 1970 were 2% lower than a year
before, whereas export prices (also unit values) rose by
2%. If these price variations are eliminated, imports in
1970 went up by 14%, and thus at a much higher rate
than exports (+ 82 %). At DM 11 billion, the “real” ex-
port surplus, i.e. the export surplus calculated at constant
prices, was DM 4 billion smaller than a year before,
so that the real supply of goods in Germany was cor-
respondingly larger.

The deficit on services in 1970, at DM 3.6 billion, was
nearly four times as high as in 1969 (just on DM 1 bil-
lion). The biggest increase was in the deficit on foreign
travel account. As a result of the sharp rises in house-
holds’ disposable income and the cheapening — at least
in relative terms — of trips abroad by the revaluation of
the Deutsche Mark, more and more people spent their
holidays abroad. In 1970 the deficit on foreign travel
rose by nearly DM 2 billion to DM 5.8 billion; it was
presumably exceeded only by the United States’ deficit
on foreign travel, which was approximately 50% larger.
At the same time, the deficit on investment income
account grew by DM 0.8 billion to DM 1.1 billion,
owing to substantial payments of interest on loans taken
abroad and large profit distributions by domestic com-
panies to their foreign shareholiders. The net expenditure
of DM 1.6 billion on other “commercial” services was
virtually as great as a year before; in this sphere, the
heavier recourse to foreign services (transportation, etc.)
in real terms was more or less offset by the reduction of
the Deutsche Mark prices (for sea and air freight among
other things) resulting from the revaluation. Foreign ex-
change receipts from foreign troops rose by DM 0.2
billion to DM 5.7 billion, as the Deutsche Mark require-
ments of British and French military agencies were
higher than in 1969.

The deficit on transfer payments amounted to DM 9.5
billion in 1970; as compared with the previous year it was
larger by upwards of DM 1 billion. The sharper deterio-
ration in this sphere of current transactions must
essentially be ascribed to the growth of wage remittances
by foreign workers employed in the Federal Republic of
Germany; according to first calculations these transfers
grew by approximately DM 1.6 billion in 1970, to DM 4.6
billion. In contrast, official transfer payments in 1970

Main items of the balance of payments
Millions of Deutsche Mark
ltem 1967 1968 1969 1970 p
A. Current account
Balance of trade
Exports (f.0.b.) 87,045 99,551 113,557 | 125,297
Imports (c.i.f.) 70,183 81,179 97,973| 109,616
Balance +16,862| +18,372| 15584 | +15,681
Services — 983] — 196f — 967| — 3,573
Transfer payments — 6,434| — 7,315| — 8,399 — 9,455
Balance on current account + 9,445 +10,861| + 6,218 + 2,653
B. Capltal account
Long-term capital
(a) Banks - 1,107} — 5,156 —10,824| + 972
(b) Enterprises and
individuals — 883 — 5,001 —10,177 — 3,134
{c) Official — 1,5613| — 1,366] — 1,859 — 2,463
Balance — 3,203 —11,523| —22,860 | — 4,625
Short-term capital
(incl. balancing item)
(a) Banks — 4,823| 4 2,455| + 4,325| + 7,918
(b) Enterprises — 1,198} + 4,031| + 2,084| +16,394
Financial credits — 1,634} + 536 — 235| + 6,534
Balancing item + 436| 4 3,495| + 2,319| + 9,860
{c) Official — 361| + 1,185 — 29| — 428
Balance — 6,382 + 7,671 + 6,380 +23,884
Overall balance on
capital account
(incl. balancing item) — 9,685 — 3,852| —16,480( +19,259
C. Overall balance on current
and capital accounts
(A plus B) — 140| + 7,009 —10,262| +21,912
D. Offsetting item for special
drawing rights allocated
(1970) and compensatory
amount required by
Bundesbank owing to
DM revaluation (1969) — —| — 4,009} 4 738
E. Net movement of gold
and foreign exchange 1 — 140 + 7,009| —14,361| -+22,650
Memorandum item:
Basic balance 2 + 62421 — 662 —16,642| — 1,972
1 Change in monetary reserves of Deutsche Bundesbank (including Ger-
man reserve position in IMF and special drawing rights). — 2 Balance
on current and long-term capital accounts. ~ p Provisional.

were slightly smaller than a year before — DM 3.7 bil-
lion, as against DM 4.3 billion in 1969 — since the sums
made available by the Federal Government to the EEC
Agricuitural Fund fell to DM 0.3 billion (DM 1.1 billion
in 1969).1

The current account of the balance of payments as a
whole — goods (+ DM 15.7 billion), services (— DM 3.6
billion), and transfer payments (— DM 9.5 billion) com-
bined — showed a surplus of only DM 2.7 billion in 1970,
as compared with DM 6.2 billion in 1969 and nearly DM
11 billion in 1968.

Long-term capital transactions

As already mentioned at the beginning of this article,
Germany’s long-term capital exports fell from the ex-

1 These figures give little idea of the real burden on Germany arising
from commitments to the Community, for the payments actually made
depend largely on very temporary factors — manner of settlement, liquid-
ity requirements, etc. In the longer run, at all events, Germany's financial
commitments towards the Community are not decreasing, but expanding,
particularly in the agricultural sector.
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ceptional amount of DM 23 billion in 1969 to DM 4.6
billion in 1970. There was a clear turn-round in banks’
long-term capital transactions. In 1969 German banks
had, on balance, provided non-residents with DM 10.8
billion of long-term funds for financing purposes,
whereas in 1970 they raised some DM 1 billion in foreign
credit markets, particularly by taking long-term loans
(DM 0.5 billion net). Enterprises and individuals, on the
other hand, on balance exported long-term capital in
1970 as well, though, at DM 3.1 billion, only about a third
as much as in 1969 (DM 10.2 billion). Compared with
1969, the main decrease was in portfolio investment in
foreign securities:

— net purchases of foreign investment fund units, which
in 1969 had amounted to DM 2.1 billion, ceased almost
completely in 1970;

— net acquisitions of foreign Deutsche Mark bonds fell
from DM 3.2 billion to DM 1.1 billion, and accordingly

foreign issuers could sell far fewer Deutsche Mark
bonds on the German capital market in 1970 (DM 1.9
billion, as against DM 5.3 billion in 1969), especially as
they did not succeed in finding more foreign pur-
chasers, who always take part of these issues;

— finally, German portfolio investment in foreign shares
rose far more sluggishly than in 1969, i.e. by DM 1 bil-
lion, compared with DM 1.6 billion.

Foreign investors, on the other hand, who in 1969 had
sold DM 1.2 billion of German securities and had thus
set off a corresponding outflow of foreign exchange from
Germany, purchased German securities again in 1970;
they invested DM 0.8 billion in German bonds and DM
0.5 billion in shares.

In the case of direct investment, which is determined
by longer-term considerations, new German investment
abroad in 1970, at DM 2.5 billion, was DM 0.4 biilion up
on the previous year, whereas non-residents reduced
their new investment in Germany (DM 1.0 billion, against
DM 1.5 billion in 1969). In 1970, therefore, German direct
investment abroad outstripped foreign direct investment
in Germany by DM 1.5 billion, and thus by even more than
in 1969. German direct investment abroad and foreign
direct investment in Germany therefore clearly prove to
be a two-way process of international capital integration;
it would be entirely unjustified to refer to foreign direct in-
vestment in Germany only in the sense that it entails the
risk of German industry passing into foreign control on
too large a scale.

The public sector provided non-residents with DM 2.5
billion of long-term capital in 1970, compared with DM
1.9 billion a year before. The increase is mainly attribut-
able to the larger sums made available by the Federal
Government and the Reconstruction Loan Corporation
under the U.S.-German foreign exchange offset agree-
ment.

Short-term capital transactions

The short-term capital account in 1970 was clearly
marked by large inflows of money atiracted by interest
and liquidity considerations. Commercial banks imported
almost DM 8 billion of short-term funds. Largely hus-
banding their short-term external claims, which at the
end of 1970 were, at DM 17.2 billion, only DM 100 mil-
lion down on those at end-1969, they increased their
short-term external liabilities by DM 7.8 billion to DM
29.8 billion, primarily by borrowing from foreign banks
(+ DM 8.2 billion). This confirms the assumption that
German banks — in so far as they try to improve their
liquidity in Germany by external transactions (and not by
resorting to central bank credit) — are more inclined to
take foreign loans than to reduce their own foreign in-
vestment, although the minimum reserve regulations



Main items of long-term capital transactions,
by domestic sector!
Millions of Deutsche Mark
Item 1967 1968 1969 1970
1. Banks
Direct investment — 2 — 130 — 17| + 37
Portfolio investment — 218 — 1,727 | —1,703| + 461
of which
Foreign DM bonds — 8 —1468] — 1,078| + 227
Advances and loans -— 887 — 3299 — 9,104 | + 474
Total — 1107 | — 5156 | —10,824| + 972
2. Enterprises and households
Direct investment 4+ 1,771 + 19| — 639 — 1,550
Portfolio investment — 1,796 — 3,887 | — 8,867 | — 1,138
Foreign DM bonds — 417 — 2228 — 3,188 — 1,052
Other foreign bonds — 241 — 251 — 792 — 382
Foreign shares — 598| — 473 — 1,573 — 1,019
Foreign investment
fund units — 297 — 948| —2106| — 23
Domestic securities 2 - 619 + 18| — 1,208 + 1,338
Advances and loans — 259| — 774 — 195| + 98
Other — 209| — 359 — 476 — 544
Total — 583| — 50011 —10,177 | — 3,134
3. Official
Loans to developing
countries — 1,343 — 1,341 — 1,022| — 1,065
Loans to the United States
and United Kingdom 3 — —| — 77 — 1,111
Other — 170} — 25| — 60| — 287
Total —1513] — 1,366 — 1,859 — 2,463
4. Total long-term capital
transactions — 3,203 | —11,523| —22,860 [ — 4,625
1 German investment abroad (—) netted against foreign investment in
Germany (+); net capital export: —, net capital import: +. — 2 Figures
on German securities contain transactions in paper of all private and
pubhc.xssuers, — 3 Loans under the foreign exchange offset agreements;
including the interim investment of Reconstruction Loan Corporation
funds inlonger-term U.S. Government securities.

render it difficult to take up funds abroad (see also
page 39).

In 1970 German enterprises (including branches and
subsidiaries of foreign companies domiciled in Ger-
many) received an estimated DM 16 billion of foreign
funds. DM 6.5 billion (net) of statistically recorded
financial loans were taken, and just on DM 10 billion
flowed in owing to changes in Germany's favour in the
terms of payment and to statistically unidentified borrow-
ing. The latter amount is the one obtained if the differ-
ence between identified current and capital transac-
tions (+ DM 12 billion in 1970) and the increase of
central monetary reserves is taken as an indication of
the approximate volume of these money imports. As
already stated on earlier occasions, a considerable part
of this amount may be accounted for by financial loans
which are not recorded statistically and — above all —
by shifts in the periods of credit granted by foreign
suppliers to German importers and by German exporters
to foreign customers. The extent to which inaccuracies
in the statistics and in the classification of reported
transactions according to period show up in the balanc-
ing item of the balance of payments is not known.

Monetary reserves

The Bundesbank’s monetary reserves (including the re-
serve position in the International Monetary Fund and
special drawing rights) grew in 1970 by DM 22.7 billion,
as a result of extensive money imports by enterprises
and banks; details of the changes in individual reserve
items and their position at the end of 1970 may be seen
from the table on the next page. In 1969 central reserves
had fallen by DM 10.3 billion, as substantial amounts of
long-term capital were exported at that time.2 That these
foreign exchange movements — the most extensive ones
in monetary history — did not cause any appreciable
disturbance of the international monetary system must
mainly be ascribed to the fact that the improvement of
the German foreign exchange and capital accounts was
accompanied by a sharp deterioration in the U.S. balance
of payments only. According to the provisional data the
1970 balance of payments of the United States — cal-
culated on the basis of official reserve transactions
(comparable to some extent to our concept of changes
in central foreign exchange reserves) — showed a record
deficit of US$ 9.5 billion, compared with a surplus of
US$ 2.7 billion in 1969. Just as in the case of the German
balance of payments surplus, capital movements were
the main reason for the deterioration in the U.S. balance
of payments. As a result of the relaxation of monetary

Monetary reserves of the Deutsche Bundesbank *
(including German reserve position in IMF
and special drawing rights)
Millions of Deutsche Mark
As at
Change
Sep. 29, | Dec. 31, | Dec. 31, | in

Item 1969 1 1969 1970 1870
Gold holdings 18,388 14,931 14,566 | — 365
Freely usable or easily
mobilisable assets
in U.S. dollars 16,918 2,239 28,576 | +26,337
Assets in other freely
convertible currencies 3,497 3,615 170 — 3,445
German reserve position
in IMF and special
drawing rights 5,855 1,105 4,300 + 3,198

(a) Automatic drawing

rights against gold
tranche position 3,655 1,105 3,357 | + 2,285

(b} GAB credits 2,200 — —_ —

(c) Special drawing rights 2 — — 9431 + 943
DM bonds of U.S. Treasury 4,800 4,000 2,000 — 2,000

(a) short-term 800 — — -—

{b) medium-term 4,000 4,000 2,000 -- 2,000
IBRD debt certificates 1,585 1,548 1927 4 379
Other external assets of
limited usability 355 355 201} — 64
External liabilities
(increase: —) 2,290 1,422 28121 — 1,330
Total reserves (net) 49,108 26,371 49,018 | +22,650
* For further breakdown and explanations see Table IX, 6 in the Statis-
tical section. — 1 Latest position prior to the temporary floating of the
exchange rate of the Deutsche Mark, valued at the old parity of
USS$ 1.00 = DM 4.00. — 2 Of which, DM 738 million allocated on January
1, 1970.

2 Including the depreciation of the Bundesbank’s gold and foreign ex-
change positions as a result of the revaluation of the Deutsche Mark, the
decline in reserves in 1969 amounted to as much as DM 14.4 billion.
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policy in the United States, U.S. commercial banks,
which in 1968 and above all in 1969 had raised substantial
amounts in the Euro-dollar market, from the beginning of
1970 increasingly had the capacity (and, from the liquid-
ity angle, the inducement) to repay loans to non-residents
on a large scale. The liabilities of American commercial
banks to their foreign branches alone, which in 1969 rose
by upwards of US$ 6 billion (the additional commitments
towards other foreign banks must be added to this
figure), were reduced by over US$ 5 billion in 1970. How-
ever, there were probably substantial outflows of funds
in other sectors of the U.S. capital account, though no
detailed information is available as yet.

The fact that the major portion of the dollars that flowed
out of the United States finally gravitated towards Ger-
many must, on the one hand, be attributed to the interest
differential, which became increasingly evident in the
course of 1970; on the other hand, Germany, in contrast
to other European countries, did not impose any foreign
exchange controls on international short-term capital
movements (meaning in this case that no steps were tak-
en to stem the inflow of foreign exchange) and therefore
could staunch the influx only by less effective market
measures (for example, by subjecting borrowing abroad
by German banks to an additional minimum reserve).



Sources and uses
of income

in the second half
of 1970, by sector

Continuing the series of half-yearly reports on the Na-
tional Accounts, the present study describes a number
of important changes in the distribution and appropria-
tion of income which occurred in the second half of
1970 and had a marked effect on overall economic devel-
opment, and will continue to be of influence in 1971.
The observations are essentially based on the first
provisional annual figures from the National Accounts!
published a short time ago by the Federal Statistical
Office, which have been supplemented by our own cal-
culations and brought up to date where more recent data
permitted. Some of the figures used here therefore
diverge slightly from those determined by the Federal
Statistical Office for 1970.

Survey

Aggregate demand for final products for consumption
and capital formation continued to grow strongly in the
second half of 1970. During that time the gross national
product in money terms, as an indicator of the total of
goods purchased from domestic producers, increased
in value by almost 6% after seasonal adjustment; the
likewise seasonally adjusted growth in the first half-
year was 5'2%. The gross national product in money
terms was thus just on 129 higher in the second half of
1970 than in the latter part of 1969. The supply of goods,
however, nowhere near kept up with the continually
rising demand. The real gross national product, at all
events, increased by only 1Y:2% (after seasonal ad-
justment) in the second half of 1970, and thus rather
more slowly than in the first half of the year (2 %).

As explained in detail in the section on general eco-
nomic conditions, towards the end of 1970 the accent
in the expansion of demand shifted increasingly to ex-
penditure on private and government consumption, while
expenditure on capital formation did not speed up.

Although the strain in the domestic markets began to
ease off generally, the pressure of costs on the entire
economy became even heavier, and was one of the
reasons why price rises in the entire economy did not
slacken in the laiter part of 1970, but if anything ac-
celerated. During that time the GNP deflator was 4'/2 %
higher than in the preceding half-year, in which it had
risen by 3'29%. Thus, the “overall price level” went
up by 8% on the same period of 1969, while in the first
half-year it had increased by “only” 7% over the first
part of 1969. It must be added, though, that the GNP
deflator measures only the rising cost of domestic pro-
duction, not the increase in the prices paid for final
products in the goods markets, which, taking domestic
demand and exports as a whole, may have been around
6% during the second half of 1970. The discrepancy
between this figure and the rise in the GNP deflator was
primarily caused by cheaper imporis due to more

1 See “Das Sozialprodukt im Jahr 1870" (National Product in 1970) in
Wirtschaft und Statistik, No. 1, January 1971, page 11.
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favourable terms of trade after the revaluation, which
partly offset domestic price and cost increases.

The quickening of the rise in consumption expenditure
was accompanied by a marked shift in the distribution
of income. In connection with the very large wage and
salary increases in the autumn of 1970, the compensation

of employees in the second half of 1970 was 7'%2%
higher, after seasonal adjustment, than in the first. Com-
bined with the rise of 9% during the first half-year,
the increase against the second half of 1969 amounts
to 17 %, so that the compensation of employees showed
a much more vigorous growth than national income.
After seasonal adjustment the wage and salary ratio,
i.e. the share of national income accounted for by in-
come from employment, reached a post-war high of
68 % in the second half of 1970 (against 67 % in the first
half and 65'2% in 1969). By comparison, property and
entrepreneurial income rose little in the second half of
1970; the seasonally adjusted increase in the period
under review was probably about 22 %. It was thus
81/2% above the level of the previous year, but this
growth rate conveys far too favourable a picture of the
actual trend in entrepreneurial income. For one thing,
this income inciudes the property income of house-
holds, which, at 31 %, went up very considerably during
the past year. For another, comparison with the pre-
ceding year is complicated by some special factors,
such as substantial advance payments of trade tax late
in 1969. If households’ property income is left aside and
adjustment is made for these special factors, it would
seem that in the second half of 1970 entrepreneurial
income in the narrower sense did not reach the level
of the first six months and was only slightly above that
of the previous year. However, that aggregate tco is
made up of rather heterogeneous components. It con-
tains, for instance, all income of self-employed persons
(the professions), income from rents, and the profits of
the owners of small firms and of large incorporated
enterprises, banking institutions, building and loan as-
sociations and insurance companies, each of which is
subject to highly disparate influences. Such differences
make it difficult to judge overall economic processes.
They must be kept in mind in the following sections,
which will show by means of aggregates from the
National Accounts how the described changes in the
distribution of income have affected the various sectors
of our economy.

Enterprises

The comparatively poor earnings situation of enter-
prises is caused by the fact that costs increased con-
siderably more than business volume. While the sales
proceeds — measured by the expansion of gross
national product in money terms — showed the same
vigorous rise in the second half of 1970 as during the
comparable period of the previous year (nearly 12%),
all the cost items recorded in the National Accounts
increased their growth rate. The total of wages and
salaries, social security contributions and other welfare
payments, consumption of fixed capital and indirect
taxes (less subsidies) in the second half of 1970
exceeded the corresponding figure for the previous year
by as much as 14%. Overall production, on the other



Property and entrezreneurial income *

1970 p 1870 p

1st 2nd ist 2nd
1966 1967 p | 1968 p | 1969 p | Total | half half 1969 p | Total half half

Percentage change

Item Billions of Deutsche Mark on previous yesar
1. Gross property and entrepreneurial income 1205 1271 149.5 158.4 170.3 78.7 916 + 59| +75| + 62| + 87

do. in % of national income (34.3)] (33.9) (36.0) (34.5) (326) (322)] (329 . . . .
2. Government property and entrepreneutial income 1 3.7 2.9 35 3.8 4.1 1.8 24| +59| + 93| + 23| -+15.0
3. Gross private property and entrepreneurial income

(1 less 2) 125.8 124.2 146.0 154.6 166.2 76.9 89.3| + 59| +74| +63| + 85
4. Direct taxes 2 32.2 321 34.3 38.2 37.3 17.7 197 +11.4| — 23| — 22| — 24
5. Net private property and entrepreneurial income

3 less 4) 93.6 92.1 1M11.7 116.4 128.8 59.3 69.6| + 4.3 +10.7| + 91| +12.0
6. Withdrawals from entrepreneurial income,

and households’ property income 73.2 741 83.4 97.91 107.5 40.3 g7.2| +17.4, + 98, + 08| +16.1
7. Net retained income (5 less 6) 20.4 17.9 28.3 18.5 21.3 19.0 2.4
8. Capital transfers received (net) 9.6 10.9 11.8|a 14.0 15.0 6.8 82| +18.2| + 7.1 +186| — 0.8
9. Consumption of fixed capital 48.3 51.3 54.0 60.7 70.5 34.3 3%.2| +11.1} +16.2| +17.1| +15.3
10. Internal resources, total (7 pius 8 plus 9) 78.3 80.1 94.7 [a 93.2 106.8 60.0 468 — 16| +146| +21.7| + 6.6
11. Gross capital formation 108.9 94.7| 115.0| 136.8| 159.3 80.3 79.0| +19.0| +16.4| +18.4| +14.4
12. Financial deficit (10 less 11) —30.6] —145{ —20.3|a—43.7| —52.5| —20.3| —32.2

* Discrepancies in the totals are due to rounding. — 1 Net of interest on ration tax, and other transfers. — a After adjustment for a capital transfer
public debt. — 2 Including seif-employed persons' contributions to social of DM 4.1 billion (the loss on revaluation) by the Deutsche Bundesbank to
security funds, anticyclical surcharge on assessed income tax and corpo- the rest of the world. — p Provisional figures.
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Entrepreneurial income *

Percenlage change on previous year

1969 1970

Item ist half | 2nd half | 1st half [ 2nd half
Gross private entrepreneurial

income +12.6 + 73 + 5.5 + 0.8
Net entrepreneurial income +14.1 + 541 + 8.3 + 2.0
Internal resources 1 + 4.1 + 6.1 +21.8 — 0.0
Memorandum item:

Internal resources in %

of gross capital formation 71.5 67.2 73.6 58.7

* After adjustment for special factors (1968/69: relief of old stocks from
cumulative turnover tax; 1969/70: advancing of trade tax payments) and
excluding households’ income from financial assets. — Provisional
figures. — 1 Net retained income, consumption of fixed capital, capital
transfers received (net) — this last after adjustment for a capital transfer
of DM 4.1 billion (the loss on revaluation) by the Deutsche Bundesbank
to the rest of the world in the second half of 1969.

hand, measured by the real gross national product,
went up by only 3'2% during the same period. Within
one year total costs per unit of output rose by about
10%, which is slightly above the increase of the first
half of 1970 (92 %) and much greater than that of 1969
(4%). It is true that enterprises were able to pass on
some of the higher costs by raising prices, as shown by
the overall price level. But the keen competition in many
goods markets, particularly with foreign producers, has
obviously made an appreciable narrowing of profit
margins inescapable, although, as mentioned before, it
must be remembered that developments differed greatly
in the various sectors of the economy. Especially in
production, profit margins would seem to have shrunk
even more during the second half of 1970 than is suggest-
ed by the figures for the enterprises sector as a whole.

Excluding property income, and taking into account
that the advance payments of trade tax which enter-
prises made to the local authorities late in 1969 were
about DM 2.5 biliion in excess of the amounts normally
payable (a fact which will probably influence the profit
and loss accounts not only in 1970, but to some extent
also in 1971), entrepreneurial income in the second
half of 1970, as already mentioned, was only slightly
above that of the preceding year; after deduction of
income from self-employment and from rent, “purely”
entrepreneurial income appears to have decreased quite
considerably. This is a major reason for the marked
decline in the taxes paid by enterprises during the
second half of 1970, as against the year before; pay-
ments of corporation tax alone were as much as 30%
below the figure for 1969. In net terms, i.e. after tax, the
course of entrepreneurial income was therefore not quite
so unfavourable as that of gross receipts.

The admittedly rather vague indications of the ap-
propriation of net income during the latter half of 1970
again show that in the face of the deteriorating earnings

situation entrepreneurs spent less on financing, but did
not reduce withdrawals for their personal use. Even if
net retained income is combined with capital transfers
received by entrepreneurs from other sectors and with
consumption of fixed capital, enterprises’ internal re-
sources did not increase in the second half of 1970 over
the same period of the preceding year, whereas capital
expenditure again went up vigorously (by 14 /2 %). in the
second half of 1970 the self-financing ratio was only
581/2% of gross capital formation, as against 67 % one
year before and no less than 75% in the second half
of 1968 (after adjustment for the relief of old stocks
from cumulative turnover tax at that time). During the
period under review the self-financing ratio thus fell
to an unprecedented low, and the financial deficit
of enterprises — after adjustment for the special factors
mentioned — reached a new high of DM 32.5billion, or DM
10 billion more than a year before. The additional funds
required were not raised in Germany but, on balance,
were obtained abroad. Credit granted to domestic enter-
prises by German banks — by far the most important
group of domestic lenders — was about DM 8.5 billion
lower in the second half of 1970 than in the preceding
year, while according to the balance of payments
statistics German enterprises incurred short and long-
term liabilities abroad (among them trade credits) during
the same period to the amount of almost DM 9 billion.
More favourable interest levels in other countries seem
to have been the cause.

Households

While the earnings structure of enterprises deteriorated
during the period under review, wages and salaries ex-
panded to an extraordinary degree. Total gross wages
and salaries, which had already increased by 9'/2%,
after seasonal adjustment, in the first half of 1970, went
up by a further 7% in the second half and exceeded
the figure for 1969 by 17 %. The steep rise must mainly
be attributed to the substantial increase in wage and
salary rates which became effective in the second half
of 1970. From July to December 1970 the monthiy
average of wage and salary rates was 122 % above that
of the previous year. In addition, wages and salaries
rose on the strength of ancillary agreements covering
holiday bonuses, etc.,, and of improvements of a
structural nature affecting not the level of wage and
salary rates, but that of actual earnings. However, in
the second half of 1970 wage drift, which reflects such
additional wage components, was much less pro-
nounced, at 2 percentage points, than in the preceding
half-year, partly because in accordance with the wish
expressed by both employers and employees a portion
of the newly agreed increases in pay rates was ex-
plicitly intended to safeguard wage components that
were already being paid, and not to affect the level of
costs. In the latter half of 1970 average earnings were
159% higher than a year before.



Households’ income, consumption and saving *
1970 p 1970 p
1st 2nd 1st 2nd
1966 1967 p | 1968 p | 1969 p | Total | half half 1969 p | Total | half half
Percentage change on
Item Billions of Deutsche Mar previous year
Average earnings and employment
1. Gross wages and salaries per employee in DM ( 9,970); (10,290)( (10,910)( (11,910)| (13,680)] ( 6,480)| ( 7,200)| + 9.2| +14.8| +147| +15.0
Memorandum items:
Change in wage and salary rates
(monthly basis) + 64 +11.8| +111]| +127
Wage drift 1 . . . . . . . + 26| +27] + 32| + 21
2. Employees in thousands (21,870)| (21,180)| (21,330); (21,920)| (22,370)| (22,190)| (22,550)] + 2.8| + 2.0| + 24| + 1.7
Income and its appropriation
3. Gross wages and salaries 2 2211 221.0 236.2 265.0 310.5 145.9 164.7 | +12.2| +17.2| +17.4| +17.0
4. Deductions 39.5 40.3 455 54.5 69.4 29.8 396 +198( -+27.4| +265| +28.0
Wage tax 18.8 18.1 21.9 26.9 36.7 14.2 225( +23.1( +36.2( +336| +37.9
of which
Anticyclical surcharge — — — — 1.6 — 1.6 . . . .
Social security contributions 3 20.7 21.2 23.6 27.6 327 15.6 1741 +16.7| +18.7| +20.6| +17.0
5. Net wages and salaries (3 less 4) 181.6 180.7 190.8 210.5 24141 116.1 125.0| +10.4| +145| +15.3| +13.9
6. Government current transfers 61.3 67.5 70.6 76.1 81.7 40.4 413 +78| +73| + 79| + 66
Social security benefits 39.5 44.7 47.5 51.9 54.8 27.5 273 + 92| + 56| + 66| + 47
Other government assistance grants 14.1 14.8 147 14.9 16.3 7.8 85 + 09| +96| + 78| +11.3
Pensions of established government
employees (net) 10.4 11.0 1.6 12.8 14.3 6.9 75 +11.1| +11.4] +138| + 93
less Households' transfers to government 27 29 3.2 3.4 3.7 1.8 19| + 76| + 84| +73| + 95
7. Net income from employment and government
transfers (5 plus 6) 2429] 2483 2614 2867 3228( 156.4( 166.3| + 9.7 +126( +13.3| +12.0
8. Withdrawals from entrepreneurial income, and
households’ property income 4 73.2 74.1 83.4 97.9 107.5 40.3 672 +174| + 98| + 08| +16.0
9. Net current transfers from abroad —~32| —29) —29| — 38| —56| —25| —31} +325| +449| +439]| +458
10. Disposable income (7 plus 8 plus 9) 312.9 319.5 341.9 380.7 424.7 194.3 2304 | +11.4] +11.6| +102]| 4128
applied to
Consumption 277.9 284.2 301.1 333.6 3724 174.4 197.7 | +108| +116| +11.8] +11.3
Saving 35.0 3.3 40.8 47.2 52.6 19.9 327 +157| +11.6| — 25| +224
Saving in % of disposable income
(= saving ratio) (11.2)| (11.0)] (11.9)] (124) (124)] (10.3)| (14.2)
* Discrepancies in the totals are due to rounding. — 1 The increase in tions to social security funds. — 3 Including contributions paid on a

earnings divided by the increase in wage and salary rates (monthly
basis). — 2 Including fringe benefits, but excluding employers’ contribu-

voluntary basis. — 4 Net of other transfers mainly to the rest of the world;
residual. — p Provisional figures.

51



52

However, the wage increases during the last few months
of 1970 did not raise private demand for consumer
goods in like measure, because deductions from wages
for tax and social security contributions went up dis-
proportionately fast as a result of the progressive in-
come tax scale, the changes in the legal provisions
concerning social security contributions, and the anti-
cyclical surcharge on wage tax. In the second half of
1970 these deductions as a whole were 28°% higher
than a year before. Net wages and salaries therefore
increased during the period under review by about 14 %
over the corresponding figure for the preceding year,
which still means a considerably steeper rise than that
of the overall net national product, which went up by
1112 %.

Unlike wages and salaries, payments to recipients of
government pensions and assistance granits were only
about 8%2 % higher in the second half of 1870 than a
year earlier. The increase in current transfers thus
clearly moderated as compared with the first half
of the year (8%). Payments by the social security funds
rose particularly slowly. In the second half of 1970 they
were only about 4"z % above the level of the previous
year; in this connection it must be taken into account,
however, that this is in conformity with the social security
system, under which pensions follow the movement of
wages and salaries only with a certain delay (and thus
very often “anticyclically”). Otherincome of households,
primarily withdrawals from entrepreneurial income and
property income (items which in the main can be cal-
culated only with the help of residuals and estimates)
in the second half of 1970 exceeded the figure of the
previous year by 16 %; as already mentioned, there was
a particularly sharp rise in property income (31%) be-
cause interest rates had been considerably increased
to counteract inflation.

If the said income components are combined, the dis-
posable income of households in the second half of
1970 was 13% higher than a year ago, as compared
with an increase of 10% in the first half-year. During
the period under review disposable income thus showed
a slightly higher growth rate than private consumption
expenditure (+ 1112%), although the latter also grew
at a quicker pace especially towards the end of the year.
All the data available indicate that during the latter
months of 1970 private saving benefited even more than
private consumption by the upward trend of income. Cur-
rent saving by households, which during the first half
of the year had not quite regained the level of 1969, ex-
ceeded the comparable figure for the preceding year
by no less than 22':% in the second half of 1970.
Households thus saved approximately 14 % of their total
disposable income in the last six months of 1970, i.e.
about 1 percentage point more than a year before. A
factor contributing to this was of course the very large
amount of interest credited at the end of 1970, which

constitutes income saved as long as it has not been
withdrawn. But even if interest credited is disregarded,
private saving in the second half of 1970 reached a much
higher level than a year before. This would seem to
be due to the increase from DM 312 to DM 624 per year
of the amount carrying a bonus under the Law on the
Creation of Personal Assets, and also to the fact that
this measure coincided with the incorporation in
numerous pay agreements of provisions relating to pay-
ments by employers to increase their employees’
personal assets. That is why especially the forms of
saving attracting a bonus or tax relief were so ex-
tensively used in the second half of 1970. During the
period under review new savings contracts for building
purposes reached a record level, and a remarkable pro-
portion of the extra saving went into bonus-carrying
savings accounts at banks. In addition, private savers
bought considerably more securities than in the year
before, a trend which no doubt was influenced in part
by widespread expectations of rising bond prices. At
present it remains to be seen, however, whether the
revival of private saving was a non-recurring phenom-
enon caused by the sudden increase of wages and
salaries in the autumn of 1970, or whether the saving
ratio will continue to grow.

Government

The described shift in income during the second half
of 1970 left its traces also in the field of public finance.
On the basis of the figures of the National Accounts,
which differ in more than one respect from those
published regularly in our Monthly Reports, which are
based on cash transactions, the overall receipts and ex-
penditure of the government — those of the central,
regional and local authorities and the social security
funds — rose in the second half of 1970 to almost the
same extent (by 10 to 11%) as in the same period of
the preceding year, and its net financial surplus went
down by only about DM 1 billion to just on DM 4 billion.
Behind these figures there are, however, steeply in-
creasing deficits of the central, regional and local
authorities on the one hand, and a considerable rise
during the latter part of 1970 in the social security funds’
surplus on the other. After adjustment for the special
factors mentioned earlier, which include the advance
payments of trade tax late in 1969 and also the anti-
cyclical surcharge, in the second half of 1970 the Fed-
eral Government (including Equalisation of Burdens
Fund and ERP special fund), the Lander Governments
and the local authorities had about 7 /2 % more receipts
than a year before, as compared with an increase of
9%, in the first half-year. The relatively slow growth of
receipts of the government authorities was to some ex-
tent caused by the fact that in the second half of 1970both
direct and indirect tax revenue rose only slightly as com-
pared with the preceding year. in the case of direct
taxes, the steep rise of receipts from wage tax men-



Government receipts and expenditure *

1970 p 1970 p

1st 2nd 1st 2nd
1966 1867 p {1968 p | 1969 p | Total half half 1969 p | Total half half

Percentage change on
ltem Billions of Deutsche Mark previous year

1. Current receipts

(a) Property and entrepreneurial income 7.7 8.0 8.8 9.5 10.2 4.9 53|+ 82|+ 76|+ 56|+ 94

(b) Indirect taxes and similar levies 68.7 71.3 73.2 88.3 91.1 43.0 481 |+ 207+ 32|+ 81|— 08

(c) Direct taxes 49.2 493 54.8 63.7 72.4 31.2 412+ 16.3 | + 13.7| + 109 + 159

of which Anticyclical surcharge . . . . 2.6 . 2.6 - - . .

(d) Social security contributions 1 49.6 51.0 56.2 65.5 78.2 37.1 411+ 165 |+ 194 + 215 + 175

(e) Other transfers 2.5 2.6 3.6 41 4.6 1.5 3.1+ 134 + 140f— 2.0} + 237

Current receipts, total 177.8 182.1 196.5 231.0 256.5 117.7 1388 | + 176 | + 1.0 | + 1251 4+ 9.9

Memorandum item:
Current receipts in % of gross national product 36.2 36.8 36.5 38.3 37.8 36.8 38.7
2. Current expenditure .

(a) Government consumption 76.5 81.0 84.4 94.3 106.4 48.3 581 | 4+ 11.7 |+ 128 + 137 + 121
Civil expenditure 58.8 62.5 67.6 75.6 86.6 40.4 4621 + 118} + 145 + 156 | + 13.6
Defence expenditure 17.8 18.5 16.8 18.7 19.8 7.9 120 | + 114+ 60|+ 49|+ 67

(b) Subsidies 5.8 5.6 7.6 7.7 10.1 4.0 61|+ 1.7+ 305 + 294 + 31.2

(c) Interest 4.0 51 5.2 5.7 6.1 3.1 30|+ 98|+ 64|+ 75|+ 53

(d) Pensions and assistance grants (gross)

to households 64.4 70.9 74.4 80.3 86.2 42.5 437+ 791+ 75|+ 81|+ 6.8

(e) Transfers to the rest of the world 26 3.0 4.9 55 5.8 17 41+ 129 |+ 53| — 23|+ 87

Current expenditure, total 153.3 165.6 176.5 193.5 214.6 99.6 115.0| + 97|+ 109{ + 11.3| + 105

3. Saving (current surplus) (1 less 2} 245 16.5 20.0 375 41.9 18.1 239+ 874+ 119] + 198 | + 6.6
4. Net capital transfers — 65— 69|— 70}{— 90— 84|— 35— 49|+ 289|— 7.0{— 06— 11.1
5. Saving, incfuding capital transfers (3 plus 4) 18.1 9.6 13.0 28.5 33.6 14.6 19.0 | +1189 | + 179 + 259 | + 12.4
6. Gross capital formation 21.0 18.5 20.8 23.2 28.9 12.0 16.7 | + 114 | 4+ 247 + 226 | + 26.2
7. Consumption of fixed capital 2.4 25 2.8 3.1 3.6 1.8 19|+ 89! 4 187+ 189 + 185
8. Net capital formation (6 less 7) 18.6 16.0 18.0 20.1 25.3 10.2 15.0 | + 11.8| + 25.6 | 4+ 233 + 27.2
9. Financial surplus or deficit (—) (5 less 8) — 06|— 64| — 5.0 8.4 8.3 4.4 3.9

* Discrepancies in the totals are due to rounding. - 1 Including alloca-
tions to an imputed pension fund. — p Provisional figures.
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Finances of central, regional and local authorities
and social security funds *
Billions of Deutsche Mark
Item Year Total 1ist half | 2nd half
Central, reglonal and
local authorities 1
1. Current receipts 2 1969 154.6 70.4 84.2
Percentage change on 1970 167.2 768 90.4
previous year + 8.1 + 941 + 7.3
2. Current expenditure 3 1969 120.5 54.3 66.2
Percentage change on 1970 133.8 59.9 74.0
previous year +11.0 +10.3 +11.7
3. Capital formation (net)
and capital transfers 4 1969 29.0 1.7 17.3
Percentage change on 1970 335 13.6 19.9
previous year +15.6 +16.5 +15.0
Financial surplus () 1969 + 5.1 + 44 + 0.7
or deficit (—) 2 1970 — 0.1 + 3.3 — 34
Social security funds 5
1. Current receipts 6 1969 91.3 43.4 47.9
Percentage change on 1970 105.1 50.2 54.9
previous year +15.0 +15.5 +14.6
2. Current expenditure 7 1969 89.8 438 46.0
Percentage change on 1970 7.9 8.2 9.7
previous year + 9.0 +10.2 + 7.8
Financial surplus (+) 1969 + 1.5 — 0.3 + 1.8
or deficit (—) 1970 + 7.2 + 2.0 + 5.2
* Discrepancies in the totals are due to rounding; provisional figures
from the National Accounts. — 1 Federal Government (incl. ERP and
Equalisation of Burdens Fund), Lander Governments and local authori-
ties. — 2 After adjustment for special influences (relief of old stocks
from cumulative turnover tax, advancing of trade tax payments, anti-
cyclical surcharge). — 3 Including atlocations to social security funds. —
4 Including investment grants for housing and to the Federal Railways. —
5 Including imputed pension funds and supplementary pension funds (in
accordance with the practice in the National Accounts). ~ 6 Including
allocations by central, regional and local authorities. — 7 Including
capital formation and capital transfers.

tioned before was largely neutralised by the low yield
of income and corporation tax; the underlying factor
would seem to have been the shift in the distribution
of income in favour of wages and salaries.

In the second half of 1970 current expenditure of the
central, regional and local authorities was 11'/2 % above
the figure for 1969; the increase was much steeper than
that of receipts. The decisive factor in this connection
was the comparatively vigorous rise (12%) of con-
sumption expenditure, which was mainly caused by con-
tinually growing personnel expenditure. One of the other
items that went up considerably was subsidies, especially
in connection with the measures adopted to compen-
sate farmers for the effects of revaluation.

The excess of revenue over current expenditure, i.e. the
“saving” of the central, regional and local authorities,
exclusive of the special factors mentioned, in the second
half of 1970 went down on the year by some DM 1.5 bil-
lion to DM 16.5 billion on account of the stronger in-
crease in expenditure. During the period under review
the government authorities spent some DM 20 billion
(15 % more than a year before) on capital formation (net)

and investment grants; this does not, however, mean
that government capital formation in real terms has
actually increased much, since the additional expend-
jture would largely seem to have been absorbed by
higher prices. If this capital formation is included in the
calculation, the government authorities had a financial
deficit of nearly DM 3.5 billion in the latter half of 1970.
Compared with the same period of the preceding year,
their net financial position deteriorated by some DM 4
billion. The expansive effect of this trend on the income
circuit has been partly compensated, however, by the
freezing of private income to the amount of some DM 2.5
billion by the anticyclical surcharge on income and cor-
poration tax.

Besides, the financial deficit of the central, regional and
local authorities was accompanied by large net receipts
of the social security funds (including supplementary
pension funds), because their receipts grew by 142%
over the second half of 1969, and thus kept abreast
of the vigorous expansion of wages and salaries, while
their expenditure increased at a much slower pace, i.e.
by only 8 %. In the second half of 1970 the social security
funds therefore attained a net financial surplus of no less
than DM 5 billion, which was DM 3.5 billion more than
a year before.



The future automation

of cashless payments

at the

Deutsche Bundesbank

In the following article the Deutsche Bundesbank for the
first time outlines its plans for the automation of cashless
payments. These plans can be implemented only in
stages so that it will take about another two years to
realise the entire project. However, the Bank feels that
its approach to automation should be published now
since it presumes that the banking industry and the
economy at large, as well as the public authorities, are
anxious to have the plans spelied out in detail, and since
it wishes to enable all interested parties to take the
project into consideration at an early stage when drawing
up plans of their own.

The development of cashless money transmission
and preparations for its automation

For years the volume of cashless payments in Germany
has been increasing steadily. It is to be expected that in
the course of the seventies the number of credit trans-
fers, cheques and automatic debit transfers will rise to
more than twice its present level. This trend makes it
imperative to adopt new streamlined methods, based on
the resources of modern technology, to handle cashless
transfers. The banking industry, as the agent responsible
for cashless payments, will exploit the diverse facilities
offered by electronic data processing in order to auto-
mate as far as possible intra-bank and interbank cash-
less money transmission.

German banking has been preparing for this for years.
As long ago as 1959 a working party on automation was
set up by the Management Working Group of the central
associations of the banking industry. Led by the Deutsche
Bundesbank, this working party set itself the task of
developing a programme for automating cashless pay-
ments and of working out the administrative and tech-
nical basis for this. These endeavours were directed to
the development of standard forms, suitable for auto-
mated processing and with a uniform code line for
machine-readable data, for cheques, credit transfer
orders and debit transfer orders, the elaboration of a
standard text key for identifying interbank transfers, the
compilation of a generally applicable bank code for
identifying the bank branches engaged in cashless pay-
ments, and the selection of a standard machine-readable
set of characters. In addition, the development of suit-
able encoders and sorters was to be encouraged.

In evolving the concept for the automation of cashless
payments the interests of banking and the economy at
large had to be taken into account; a universally appli-
cable system had to be found catering adequately for the
needs of the banks and their customers, particularly
enterprises, and enabling them to exploit the automation
of cashless payments for their own purposes by using
the vouchers for direct automatic data collection.
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Work on the preparation of automation may now be
regarded as compiete. To guarantee forms suitable for
automated processing the central associations of the
banking industry put into force, with effect from July 1,
1970, the “Directive on uniform money transfer forms”,
which is applied correspondingly by the Deutsche Bun-
desbank. The directive contains, among other things,
regulations on the grade of paper, the format, the typog-
raphy, the encoding of the data required for machine
reading, and the composition of the code line on the
forms; a special thirteen-digit space in the code line is
reserved for the use of customers. The directive also
contains a text key to identify interbank transfers. The
directive is reproduced verbatim in the Deutsche Bun-
desbank’s Bulietin No. 4001/70 of August 26, 1970.

A uniform bank code for the numerical designation of
banks engaging inh money transmission in the Federal
area was introduced on October 1, 1970. it takes the form
of an eight-digit number for classification and identifica-
tion purposes built up on a uniform pattern, and super-
sedes the bank or network numbers so far employed in
the various giro organisations. Further details will be
found in the Deutsche Bundesbank’s Builetin No. 4002/70
of September 1, 1970.

As regards machine-readable characters, the set chosen
was the standardised, optically readable alphabet A1
(OCR-A; Optical Character Recognition; DIN Standard
66008). Particularly where bulk credit and debit transfers
are concerned, these characters enable the data to be
inserted in the code line by high-speed printers at the
time the forms are filled in. The reason why this is so
important is that, as increasing use is made of electronic
data processing equipment, money transfer forms are
more and more likely in future to be made out by high-
speed printers. Magnetic ink characters, such as are
used for the automation of payments in countries where
the cheque is the principal payment medium, do not per-
mit this.

A programme has also been developed concerning the
equipment to be used for optical machine reading. A
range of units is now on the market that caters for the
various requirements. The administrative preparations of
the individual banking groups for automation (sorting
models, etc.) have, with some exceptions, now pro-
gressed so far that there seem to be no further major
obstacles from that quarter to a step-by-step changeover
to automated cashless payments in the near future.

The role of the Deutsche Bundesbank in the automation
of cashless payments

Involvement in the development and preparatory work
of the banking industry

In execution of its duty to ensure the operation of pay-
ments within Germany, incumbent on the Bundesbank
under Article 3 of the Law concerning the Deutsche Bun-
desbank, the Bank has from the very beginning been in-
volved in the development work and preparations for
automated cashless payments. Thus, as mentioned
above, the Bundesbank led the working party on automa-
tion which was specially formed by the Management
Working Group of the central associations of the bank-
ing industry to deal with these matters, and also started
a joint research venture in 1967 with the Institute for
Automation of the German savings banks and central
giro institutions. This joint research is concentrating on
investigations into optical machine reading for data col-
lection and voucher sorting in cashless payments, and
into data transmission and remote data processing. By
these means the extensive research and experimenta-
tion required for the automation of money transfers
has been placed on a broad foundation, to the advantage
of the entire banking industry, and the results have been
made available to the central associations.

The Deutsche Bundesbank’s computer centres
for cashless payments

The Deutsche Bundesbank has also been working for a
fong time on the automation of its own transfer and col-
lection system. A first fundamental decision in this direc-
tion was taken in August 1969, when the Central Bank
Council of the Deutsche Bundesbank resolved to set up
the following six computer centres for the automatic
processing of cashless payments:

Computer
centre
(clearing area
for purposes

Serving the business
area of the Land

of bank code) central bank(s) in Location

1 Berlin Berlin

2 Hamburg, Bremen, Hamburg
Lower Saxony and
Schleswig-Holstein

3/4 North Rhine- Disseldorf/
Westphalia Neuss

5 Hesse, Rhineland- Frankfurt

Palatinate, Saarland
and Directorate of
Deutsche Bundesbank



6 Baden-Wiirttemberg  Stuttgart

7 Bavaria Munich.

The number and location of these computer centres and
the areas which they serve were dictated both by inter-
nal and by external factors. On the one hand, it was
essential to create units of balanced size to ensure
optimum utilisation of the costly equipment, while taking
account of the number of Bundesbank branch offices to
be served, the volume of vouchers and data involved,
and the number of commercial bank branches and other
giro account holders in each area. On the other hand,
the size and communications structure of the area
covered by each computer centre had to be taken into
consideration, for in the interests of executing cashless
payments as quickly as possible it is imperative to ensure
that mail takes only one day to pass between the com-
puter centre and the Bundesbank branch offices which it
serves or their giro customers.

Step-by-step transition to automation

The transition to automated execution of the Deutsche
Bundesbank’s cashless payments with the aid of the six
computer centres will be accomplished in several steps
in order to keep any technical, administrative or human
risks down to a minimum, so that the efficient operation
of the Deutsche Bundesbank’s payments network is
guaranteed. The first step will be to automate the simpli-
fied collection procedure for cheques and debit transfer
orders. One of the reasons for this is that the cheque can
be regarded as a payment instrument particularly well
suited to automation, since all the important data except
the amount can be incorporated in the code line on the
cheque forms before they are issued to bank customers.
In principle this applies to debit transfer orders as well,
as they normally take the form of bulk transfer orders
made out by high-speed printers, so that all the neces-
sary machine-readable data can be inserted in the code
line at the outset; nevertheless, further thought needs to
be given to debit transfer orders in the context of bulk
payments. Credit transfer orders will follow suit as soon
as sufficient experience has been gained with the first
step towards automation; the above remarks on bulk
debit transfers also apply to bulk credit transfers. In
detail, the future execution of cashless payments at the
Deutsche Bundesbank will be as described below.

The future execution of cashless payments

Simplified collection procedure for cheques and debit
transfer orders

Until further notice, items for collection by the automated
procedure are in principle to be paid in only to the
branch office of the Deutsche Bundesbank that keeps
the giro account of the bank branch submitting the item.

To cater for the trend towards centralised processing in
the various payment organisations, “service centres”
(jointly operated encoding, sorting or accounting cen-
tres, either independent or belonging to a bank, and thus
possibly including central giro institutions, central insti-
tutions of credit cooperatives, head offices of banks,
etc.) will, on application, also be permitted to pay in
items for another’s account, i.e. in favour of- bank
branches served by them that have a giro account of
their own either at the Bundesbank branch offices keep-
ing the giro accounts of these institutions or at the Bun-
desbank branch office nearest to the service centre. This
procedure is subject to the condition that the institutions
concerned bind themselves vis-a-vis the Deutsche Bun-
desbank to acknowledge such submissions as having
been made in their name, and that the Bundesbank
branch offices invoived are connected to the same com-
puter cenire. There will also be special regulations per-
mitting service centres to pay in encoded items for col-
lection direct to the computer centre of the Deutsche
Bundesbank which serves their area. Such submissions
can, however, be made only in favour of one bank giros
account kept at a Bundesbank branch office in the area
of this centre; if the giro account holder is not the serv-
ice centre itself, the account holder has to acknowledge
that the items are being paid in on his behalf.

Besides the automated procedure for the simplified col-
lection of cheques and debit transfer orders, the present
conventional procedure, involving direct contact be-
tween the Bundesbank branch offices concerned in the
collection, is to be retained at least for the time being.
This conventional collection procedure is to be used for
dealing with

cheques drawn by bank branches on institutions pro-
viding them with finance (“financing cheques”),

items for collection, until such time as they conform to
the requirements for automated processing,

returned cheques and debit transfer orders, until such
time as special rules regarding their treatment under
the automated collection procedure have been agreed
with the central associations,

bulk debit transfer orders, until such time as they are
paid in fully encoded and as all of the Deutsche Bun-
desbank’s computer centres have started operation.

The items to be collected under the conventional pro-
cedure are, as before, to be paid in to the Bundesbank
branch office that serves the area of the submitter. The
special provisions for individual kinds of these items
(e.g. financing cheques, bulk debit transfer orders) con-
tinue to apply.
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Until further notice, the deadline for paying items in to
the Bundesbank branch offices will be

under the automated procedure
for non-encoded items 12 noon
for encoded items 3p.m.
or, if the office closes
for lunch, the time of
reopening

under the conventional
procedure — apart from the
special arrangements for
bulk debit transfer orders —

2p.m.

or, if the office closes
for lunch, the time of
reopening.

Direct submissions by the service centres to the Deut-
sche Bundesbank’s computer centres can be executed
on the same day only if they are paid in before 8 a.m. As
soon as sufficient experience of the practical operation
of the automated procedure has been gained, the Deut-
sche Bundesbank will examine whether these deadlines
can be extended and whether institutions other than
service centres can be permitted to pay in encoded
items for collection direct to the computer centres.

In connection with the encoding it should be said that
the Deutsche Bundesbank, just like the other clearing
networks, regards it as important that after a reasonable
transitional period only encoded items are paid in to it
at least by other banks. Only in this way will it be pos-
sible in the long run to achieve a roughly balanced
distribution of the benefits and costs of automation. In
the institutions receiving the original instructions the
encoding work is broken down among a great number of
offices; as a result, the amount of work involved for the
individual office is likely to be quite acceptable, espe-
cially as it can be combined with tasks that have to be
done in any case, such as ledger entries. The limited
amount of extra work on the outgoing side compares
with the substantial advantage on the incoming side that
the banks receive payment vouchers with encoded data
that they can use for automatic data collection and pro-
cessing. Nevertheless, the Deutsche Bundesbank will not
insist on encoding for the automated execution of its
cashless payments until the necessary preparations have
been made on a sufficient scale in the banking industry.
At the moment the encoding and other rules for auto-
mated payments between banks are being prepared in
collaboration with the central associations of the bank-
ing industry.

The items paid in to the Bundesbank branch offices for
collection under the automated procedure are sent off
to the responsible computer centre in time to ensure that
they have arrived there by the early morning of the day
following dispatch. At the computer centres they are
then sorted according to recipient computer centres
during the morning and, where they are destined for

other centres, are transported there during the after-
noon by air (and on some routes also by express
train), so that by the early evening of the same day they
can be sorted according to payees or paying and col-
lecting agencies with the aid of the eight-digit bank
code and sent off to the recipients, along with the
vouchers that originated in the computer centre’s own
area and are to be returned there, which were sorted
during the afternoon. Branches of banks which are con-
nected to service centres may choose whether the items
are to be sent to them personally or to their centre. ltems
dispatched to centres can be sorted and listed by bank
code numbers for the banks served; in addition, a sum-
mary containing the total of items appearing under each
of the bank code numbers can be provided. It will also
be possible to supply such lists, if required, in the form of
magnetic tape. Where the items are to be dispatched to
institutions in towns with a Bundesbank branch office,
they will in principle be sent to that branch office; in
other cases they will be sent direct to the recipient. The
lots will be sent off early enough to ensure that they
regularly arrive on the morning of the day following their
dispatch from the Deutsche Bundesbank’s computer
centre.

As regards the crediting of the amounts specified on the
items, there will in principle be no change from the pres-
ent arrangements; that is to say, the equivalent of items
paid in for collection to Bundesbank branch offices will
continue to be credited to giro accounts, “subject to
receipt”, on the business day following the day of
paying in, irrespective of whether the items are being col-
lected under the automated or the conventional proce-
dure. The present crediting regulations also continue to
apply to the equivalents of returned cheques and re-
turned debit transfer orders. Only in the case of items
paid in direct to the Deutsche Bundesbank’s computer
centres by service centres will the equivalent of consign-
ments received before 8 a.m. be credited on the same
day, as a quid pro quo for relieving the work load on the
Bundesbank branch offices.

If consignments from service centres are settled through
a single giro account and if the items contained therein
originate from several bank branches, as and when
necessary the Deutsche Bundesbank will permit the
bank branches concerned to transfer the equivalent of
the items they contributed to the service centre’s con-
signment from this “central” giro account to their own
giro account by means of the procedure used for “financ-
ing cheques”, in order to facilitate the maintenance of
minimum reserves.

When debiting the amounts specified on the items, just
as when crediting, there will be no departure from the
present arrangements; that is, the equivalents will in
principle continue to be debited, under both the auto-
mated and the conventional procedures, on the day that



the items are paid in for collection. For collecting agen-
cies the debiting will continue to be deferred by the
customary period (normally one further business day),
subject to the proviso that the items are made out to
payees or paying agencies that have no giro account of
their own at the Deutsche Bundesbank, that the payees
or paying agencies have a bank code number of their
own, so that the items can be sorted out for them, and
that the collecting agencies do not conduct the account-
ing for the payees or paying agencies. If the payees,
paying agencies or collecting agencies wish the items
they are to receive to be sent to service centres, they
may stipulate whether the equivalent is to be debited to
their own giro account or to that of the service centre.
In the latter case the service centre must concur, and
inform the Deutsche Bundesbank of its concurrence. The
equivalent of items sent to service centres will in prin-
ciple be debited on the day that the items reach these
centres, except where the special arrangement for col-
lecting agencies applies.

Intercity credit transfers

The Deutsche Bundesbank intends to institute an auto-
mated procedure for its intercity credit transfers as well
as for its simplified collection of cheques and debit trans-
fer orders, but to begin with it will retain the present
conventional procedure in addition to its telegraphic
giro system. The items dealt with by conventional means
will be

credit transfer orders for DM 20,000 and over; this
amount might change if a sum of different size were
agreed with the central associations of the banking
industry for additional securities,

credit transfer orders, until such time as they are made
out on forms permitting automated processing,

bulk credit transfer orders, until such time as they are
paid in fully encoded and as all of the Deutsche
Bundesbank’s computer centres have started opera-
tion.

Just as at present, credit transfer orders are in principle
to be paid in for collection at the Bundesbank branch
office where the account of the remitter is kept; this
applies both under the conventional and under the auto-
mated procedure. In general this is also true of the
service centres, but in individual cases they will be
permitted, applying mutatis mutandis the rules governing
the simplified collection of cheques and debit transfer
orders, to pay in credit transfer forms with encoded
vouchers direct to the Deutsche Bundesbank’'s computer
centre serving their area.

Regarding the deadlines for acceptance, eic., the
further processing of the items at the offices of the

Deutsche Bundesbank involved, and the dispatch to the
recipients the arrangements for the simplified collection
of cheques and debit transfer orders will be applied
mutatis mutandis. ltems for giro account holders other
than banks or service centres will, however, always be
channelled through the Bundesbank branch office that
serves the area of the recipient, so that the checks for
safeguarding interbank transfers can be made.

The credit transfer orders paid in to Bundesbank branch
offices will in future be debited to the giro accounts of
the remitters on the business day following the day of
paying in, both under the automated and the conven-
tional procedures. Cover for the orders must, however,
be available on the paying-in day. When establishing if
such cover is available in the case of banks, credit
entries for the next day originating from items paid in on
the same day for the simplified collection of cheques and
debit transfer orders, along with any free facilities re-
sulting from pledges in respect of overdrawn giro
accounts, will be taken into consideration. Orders
handed in by service centres direct to the Deutsche
Bundesbank’s computer centres prior to the deadline
will be debited on the same day. In this case, too, items
paid in on the same day for the simplified collection of
cheques and debit transfer orders will be taken into
account when ascertaining the cover available.

As regards the crediting of the amounts transferred, the
present procedure will be retained; that is to say, the
amount will be credited on the day the credit transfer
vouchers arrive at the Bundesbank branch offices or at
the direct recipients. Banks which request the credit
transfer vouchers to be sent from the Deuische Bundes-
bank’s computer centre to service centres under the
automated procedure may stipulate whether the equiv-
alent is to be credited to their own or to a different giro
account. In any event, however, the giro account must
be at a Bundesbank branch office within the area of
this centre.

Local payments

The Deutsche Bundesbank will continue to make its
facilities for local payments available on the same scale
and conditions as at present. It is left to the giro
customers to decide whether they wish to go on making
use of these facilities or whether, to save sorting work,
they prefer to have loca! credit transfers carried out as
far as possible by the automated procedure for inter-
city credit transfers.

Clearing

The Deutsche Bundesbank’s clearing facilities remain
unchanged.
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Time scale

The concept spelled out above for cashless payments
will be implemented at the various Land central banks
when the computer centre serving the Land central bank
starts operation. Present plans are for the computer
centres in Diisseldorf/Neuss and Frankfurt am Main to
commence work on the scale described in 1972, Dissel-
dorf/Neuss beginning at the end of 1971 with a transi-
tional scheme but on the present conditions. The other
computer centres will then follow suit, so that in the
course of 1973 the automation of intercity credit transfers
and the collection procedure will be effected throughout
the area of the Deutsche Bundesbank.

Future prospects

With the plans outlined here for cashless payments the
Deutsche Bundesbank is endeavouring to give due rec-
ognition to the interest of the banking industry and
the economy at large. The projected procedure takes
account of the structures of the other money transfer
organisations, permits a smooth transition from one
network to another and is, moreover, so flexible that it
can be adapted without great difficulty to future develop-
ments. Even so, this is no more than a beginning. The
trends towards the application of the new techniques of
data transmission and remote data processing, culmi-
nating in procedures dispensing aitogether with vouchers
— procedures which will become imperative in the not-
too-distant future in order to stem the ever-growing flood
of paper — signpost the way things are likely to develop.
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I. Overall monetary survey

» . *
1. Money supply and its determinants
Miilions of DM
|. Bank lending to domestic hon-banks {l. Net external assets 2 1il. Mone-
Banks (not including Bundesbank) Banks
Domestic enterprises Domestic public
and individuals authorities
of which
Deutsche Deutsche Medium
Bundes- of which of which Bundes- and
Period Total bank 1 Total Total Securities | Total Securities | Total bank Total long-term | Total
1963 +26,844 4+ 978 +25,866 +22,324 + 434 + 3,542 + 19 + 3,293 + 2,745 + 548 + 1,253 +24,021
1964 +30,194 - 1,032 +31,226 +25,157 + 762 4+ 6,069 + 748 + 1,703 + 432 + 1,271 + 1,322 +26,078
1965 +34,165 — 433 +-34,598 +27,637 4+ 715 + 7,061 + 287 + 27 — 1,304 + 1,331 + 1,144 +28,743
1966 +28,203 + 292 427,911 +21,556 4+ 103 + 6,355 + 45 + 3,423 + 1,892 + 1,531 + 1,143 +30,494
1967 + 32,892 + 668 +32,224 +18,332 + 470 +13,892 + 2,816 + 4,670 — 169 + 4,839 + 1,641 426,577
1968 +39,990 — 2,074 442,084 +30,895 + 2,736 +11,169 + 1,790 +10,703 + 6,812 + 3,891 + 6,829 +41,877
1969 453,480 x + 672 +52,808| x +51,215( x + 1,314 x + 1,593 x + 590 ~ 2,978 % —10,520 ] x + 7,542 | x +11,867 +37,878
1870 p +50,792 — 263 +51,055 +44,083] x + 898 x + 6,972| x — 954 +14,674 +21,618 — 6,944 |x, pe — 235 -+30,302
1968 st qtr. + 6,260 — 2,307 + 8,567 + 3.452 + 683 + 5,115 + 725 + 4,431 + 1,533 + 2,898 + 1,051 413,252
2nd qtr. +10,758 - 171 +10,929 + 9,028 + 567 + 1,901 + 223 + 1,531 + 1,416 + 115 + 1,768 + 6,815
3rd qtr. + 9,821 — 365 +10,186 + 7,204 + 669 + 2,982 + 411 + 2,777 + 775 + 2,002 + 2,781 + 7,432
4th qtr. +13,151 + 769 +12,382 +11,211 + 817 + 1,171 4 431 + 1,964 + 3,088 — 1,124 + 1,229 +14,378
1969 1st qtr. + 9,317 — 1,156 +10,467 + 9,187 + 870 + 1,280 + 96 + 477 — 7,213 + 7,690 + 2,973 +14,142
2nd qtr. + 9,024 — 627 -+ 9,651 +10,178 — 39 — 527 — 72 + 9,183 + 7,574 x + 1,609{ x + 1,968 + 8,645
3rd qtr. +11,042 - 18 411,080 + 9,755 + 223 <+ 1,305 + 545 + 4,829 + 7,309 x — 2,480 4+ 1,697 + 8,836
4th qtr. +24,097 | x + 2,467 +21,630 | x +22,095| x + 260| X — 465 + 21 —17467 | x —18,190| x + 723} x + 5,229 + 8,255
1970 1st qtr. + 6,878 — 2,014 + 8,892 + 7,713 x + 454 + 1,179 — 427 + 1,552 + 562 + 990} x + 1,881 + 5,402
2nd qtr. +14,226 + 415 -+13,811 +12,901 — 142 + 910 — 285 + 4,313 + 5,383 — 1,070 — 139 + 4,814
ard qtr. + 9,437 — 757 +10,194 + 8,472 — 87 + 1,722 — 58 + 5,665 + 8,028 — 2,363 — 1,159 + 5,636
4th qtr. +20,251 + 2,093 +18,158 +14,997 4+ 673 + 3,161 — 184 + 3,144 + 7,645 — 4,501 | x, pe — 818 +14,450
1968 Jan. + 139 -~ 2,268 + 2,407 — 1,240 + 8 + 3,647 + 568 + 2,597 — 736 + 3,333 + 285 + 5,844
Feb. + 3,450 + 207 + 3,243 + 1,933 + 99 + 1,310 + 122 + 1,104 + 1,141 - & + 367 + 4,897
March + 2,671 — 248 + 2,917 + 2,759 — 237 + 158 + 35 + 730 + 1,128 — 398 4+ 399 + 2,511
April + 1,313 — 34 + 1,637 + + 120 + 689 + 201 + 554 + 54 + 500 + 277 + 2,861
May + 4,148 + 63 + 4,086 + 3,366 + 363 + 720 + 30| + 410 — 554 + 964 + 383 + 3525
June + 5296 + 9 + 5,206 + 4,714 + 84 + 492y — 8| + 667 + 1916 — 1,349 + 1108 + 429
July + 636 - 3B + 669 + 142 + 132 + 527 + 248 + 678 - 77 + 855 + 1,133 + 2,826
Aug. + 4,337 — 306 + 4,643 -+ 3,607 + 311 + 1,036 + 93 - 22 — 394 + 372 + 937 + 2,784
Sep. + 4,848 — 2 + 4,874 + 3, + 226 + 1,419 + 70 + 2,121 + 1,346 + 775 + 711 + 1,82
Oct. + 4,124 + 218 + 3,906 + 2,667 + 10 + 1,239 + 136 + 339f — 417 + 756 + 437| + 3613
Nov. + 3,144 + 2 + 3,142 + 3108 + 153 + 34 + 167 + 4,015 + 7175 — 3,160 + 238| + 182
Dec. + 5,883 + 549 + 5,334 + 5, + 654 — 102 + 128 —23% — 3,67 + 1,280 + 554 + 8,943
1969 Jan. + 208| — 1,493 + 1,702 + 336 + 300 4+ 1,366 + 188 + 1,186 — 5,154 + 6,340 + 555 + 7,072
Feby. + 5,232 — 4 + 5,473 + 4,352 + 242 4+ 1,121 - 50 — 102 — 55t + 449 + 1,307 + 4,859
March + 3,876 + 584 + 3,292 + 4,499 + 328 — 1,207 — 42 — 607 — 1,508 + 901 + 1,111 + 2,211
April + 2,504 — 375 + 2,879 + 2,743 — 244 + 136 + 123 + 1,208 + 2,539 — 1,241 + 1,037 + 2,845
May: + 96| — 245 + 1,231 + 1,108 — 108 + 125 — 39 + 9,026 +10,748| — 1,722 + 72| + 5070
June + 5,534 - 7 + 5,541 + 6,329 + 313 — 788 — 186 — 1,141 —5713] X + 4572| x + 859 + 730
July + 1,532 + 88 + 1,444 + 2,117 + 139 — B73 -+ 14 — 427 + 146; x — &73 + 623 + 945
Aug. + 5,611 + 199 + 5,412 + 4,254 — 38 -+ 1,158 + 445 + 82 + 2,016 x — 1,934 + 879 + 3,614
Sap. + 3,899 — 305 + 4,204 + 3, + 122 + 820 + 8 + 5,174 + 5147 x + 27 + 195 + 4,217
Oct, + 4,914 + 396 + 4,518 + 3,808 4+ 855 + 620 + 273 — 2,098 x —5,005] x + 2,997 + 1,132 + 2,141
Nov. + 8,678 + 120 + 8,558 | x + 8,384 — 97| x+ 174 — 44| —4715 —7,219| x + 2,504 + 1,313  — 1,692
Dec. +10,505 [ x + 1,951 + 8,554 + 9,813 x + 2 — 1,259 x — 208 —10,654 — 5,876 — 4778 x + 2, + 5,806
1970 Jan. + 1,704 — 581} + 2,285 + 1,309| x 4 105 + 976 x — 171 4 1,062 — 757 + 1,819] x 4+ 1,226 + 1,176
Feb. + 3,962 + 522 -+ 3,440 + 3820 x + 34 — 380 x — 185 — 147 + 628 — 75| x + 32 + 3,677
March + 1,212 — 1,955 + 3,167 + 2, x + 315 + 583 x — 71 + 837 + 691 — 54} x + 623 + 649
April + 3,117 + 60 + 3,057 + 2,567 — m + 500 + 212 + 1,935 + 629 + 1,306 - M + 2,213
May. + 47191  + 272 + 4,447 + 4,278 + 86 + 17 — 275| + 362 + 1,091 — 729 — 49| 4+ 982
June + 6,390 + 8 + 6,307 + 6, —_ 117 + 239 — 222 + 2,016 + 3663 —1847] — 19| + 1,619
July 4 4,069 + 975 + 3,094 + 2,499 + 123 + 595 —_ 8 + 2,746 + 3,755 — 1,009 — 412 -+ 1,463
Aug. + 2,287 -~ B90 + 2,977 + 2,253 — 211 + 724 + 13 + 549 + 670 — 121 — 468 + 3,128
Sep. + 3,081 ~— 1,042 + 4,123 + 3,720 + 1 + 403 —_ 63 + 2,370 + 3,603 — 1,233 279 + 1,045
Oct. + 2,003 + 104 + 1,989 + 1,291 + 3 + 698 — 156 + 2,928 + 1,989 + 939 — 203 + 2,025
Nov. + 7,060 + 1,420 + 5,640 + 4,465 + 409 + 1175 — 17| -+ 4,082 + 5788| — 1,706 — 329/ + 540
Dec. p +11,098 + 569 +10,529 + 92411 x + 229 +1,288| x + 89| — 386! — 132 —3734|x,pe—286| +11,885

* The data in this survey are based on the

“Consolidated balance sheet of the banking system”
(cf. Table i, 2); statistical changes have been
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eliminated. — 1 Ci. Table II, 1 "Assets and liabilities
of the Deutsche Bundesbank®. — 2 Comprising short,
medium and long-term items including acquisition

of foreign issuers’ securities by the banking system
and granting of development aid loans by
Reconstruction Loan Corporation. — 3 Cf. Table




l. Overall monetary survey

tary capital formation with banks from domestic sources VI. Note and coin circulation 8 and liabilities
with maturities of less than 3 months
{money supply)
Time deposits (I plus Il plus V less Il less 1V)
with maturities
of 3 months and over
Time
deposits
of
1V. Central domestic
bank Sight non-banks
3 months Bearer deposits Note deposits with matu-
to less bonds out- | Capital of German | V. Other and coin of domes- | rities of
than 4 years Savings Savings standing and public influences circulation | tic non- less than
4 years 3 and over deposits bonds (net) reserves 4 | authorities | 5 Total 6 banks 3 months | Period
+ 1,088 + 4,772 +11,548 . + 4,991 + 1,622 — 607 — 1,849 + 4,874 -+ 1,269 + 3,138 + 467 1963
+ n + 4,614 12,530 - + 6,600 + 1,963 — 851 — 614 4 6,056 + 2,376 + 3,023 + 6571964
+ 625 + 3,747 +16,258 . + 5,99 + 2,122 — 1,11 — 1,061 + 5,499 + 1,767 + 3,805 — 731965
-+ 5,953 + 3,254 +16,271 . + 3,275 + 1,741 — 529 -— 1,146 + 515 + 1,224 — 130 — 579 1966
+ 2,659 + 2,554 +17,399 + 249 + 1,800 + 1,916 + 285 + 826 +11,526 + 631 + 7,671 + 3,224 | 1967
4-10,928 + 1,485 +20,454 + 1,568 + 4,652 + 2,789 + 1,189 x — 405 + 7,222 + 959 + 4,572 + 1,691} 1968
+ 3,347 + 5,524 +19,649 + 1,941 x + 4811 x + 2,606 + 443 x — 980 +11,201 -+ 2,102 + 3,861 + 5,238 1969
- 5,890 + 4,260 +19,281 + 1,455| x + 848t | x + 2,715 + 4,089 x — 8,679 +22,396 + 2,200 + 6,593 +13,603 | 1970 p
+ 4,718 + 102 + 5,681 + 444 + 1,422 4+ 885 + 2,886 — 3,815 — 9,262 — 368 — 6,425 — 2,469 1968 1st qgtr.
+ 1,682 + 161 + 2,663 + 297 + 827 + 1,185 ~— 207 — 979 + 4,702 + 925 + 3,434 + 343 2nd qgtr.
+ 1,573 + 931 + 3,379 + 379 + 862 + 308 + 1,756 — 1,364 + 2,046 — 14 + 1,620 + 570 3rd qtr.
+ 2,955 + 29 + 8,731 + 449 + 1,541 + 41 -— 3,246 + 5,753 + 9,736 + 546 + 5,943 + 3,247 4th qgtr.
4 3,899 + 2,111 + 5,095 + 805 + 1,436 + 79 + 2,727 — 1,869 — 8,944 — — 5,908 - 3,029 1969 1st qgtr.
+ 2,223 + 956 + 3,295 + 367 + 686 + 1,118 — 600} x — 4,212 + 5,950 + 1,031 + 4,177 + 742 2nd qtr.
+ 2389 4+ 906 + 3,057 + 433 + 1,765 + 286 + 1,796 ] x — 2,545 + 2,694 + 255 + 1,267 + 1,172 3rd qtr.
~ 5164 + 1,551 + 8,202 + 336 + 924 + 406 — 3,480 | x 4 7,646 +11,501 + 823 + 4,325 + 6,353 4th qtr.
— 1,692 + 1,043 + 3,080 + 486 x + 1,454 x + 1,021 + 3,251 x — 6,126 — 6,349 — 631 — 5,346 — 37211970 1st qtr.
— 25 + 388 + 1,538 + 338| x + 1,713 + 862 + 253| x — 3,33t +10,141 + 930 + 4,168 + 5,043 2nd qtr.
— 99 + 1,511 + 2,026 + 281 + 2,401 + 408 + 1,378 — 5,754 + 2,334 + 610 — 18 + 1,742 3rd qtr.
— 3,182 + 1,318 +12,627 + 350| x + 2,913 + 424 — 793 + 6,532 +16,270 + 1,291 + 7,789 + 7,190 4th gtr. p
-+ 2,566 ~— 462 + 2,611 + 152 + 705 + 272 + 2,131 — 2,052 — 7,291 — 1,652 — 4,639 — 1,000 1968 Jan.
+ 1,663 + 455 + 2,001 + 124 + 416 + 238 + 169 + 126 — 386 + 816 — 1,002 — 200 Feb,
+ 488 + 109 + 1,069 + 168 + 301 + 375 + 586 — 1,889 -— 1,585 + 488 — 784 — 1,269 March
<+ 1,099 + 1 + 893 + 117 + 304 + 447 — N + 1,131 + 1,108 — 380 + 1,288 + 200 Aprll
+ 1,415 + 217 + 988 + 104 + 247 + 554 — 922 + 483 + 2,439 + 992 + 997 + 450 May
— 832 — & + 782 + 76 + 276 + 184 + 1,686 — 2,593 + 1,158 + 313 + 1,149 — 307 June
+ 568 + 293 + 1,196 + 153 + 457 + 159 — 780 + 65 — 667 — 204 - 213 — 250 July
4+ 684 + 382 -+ 1,268 + 110 + 258 + 82 — 226 — 442 + 1,315 + 234 + 581 + 500 Aug.
+ 321 + 256 + 915 + 116 + 147 + 67 + 2,762 — 987 + 1,398 — 174 + 1,252 + 320 Sep.
4+ 920 + 321 + 1,791 + 138 + 390 —+ 53 — 1,110 — 201 + 1,759 — 90 + 149 + 1,700 Oct.
+ 385 + 163 + 792 + 108 + 302 + 72 — 1,068 — 1,549 + 4,856 + 1,481 + 2,865 + 500 Nov.
+ 1,650 — 193 + 6,148 + 203 + 849 + 286 — 1,068 + 7,503 + 3,121 — 855 + 2,929 + 1,047 Dec.
+ 2,371 + 1,117 + 2,269 + 396 + 760 + 159 + 108 — 1,915 — 7,700 — 872 — 6,038 ~ 790] 1969 Jan.
+ 1,173 + 1,078 + 1,832 + 229 + 348 + 198 + 52 - 370 — 151 + 765 — 161 — 755 Feb.
+ 355 — 84 + 994 + 180 + 328 + 438 + 2,567 + 416 — 1,003 + 100 + 291 — 1,484 March
+ 538 4+ 160 + 1,132 + 165 + 298 + 552 - 1,313 — 859 + 1,411 + 252 + 542 + 617 April
+ 2,775 + 568 + 1,065 + 113 + 32 + 228 — 501 — 381 + 5,062 + 361 + 2,755 + 1,946 May
— 1,090 + 228 + 1,098 + 89 + 67 + 338 + 1,214 x — 2,972 — 523 4+ 418 + 880 — 1,821 June
— 1,272 + 172 -+ 966 + 196 + 690 + 193 — 2,028 x — 806 + 1,382 + 486 — 97 + 993 July
+ 912 + 662 + 1,426 + 128 + 428 + 58 + 202 x — 928 + 949 -+ 6 + 1,166 — 223 Aug.
+ 2,749 + 72 + 665 + 109 + 647 + 35 + 3,622 — 811 -+ 363 — 237 + 198 + 402 Sep.
— 274 + 431 + 1,274 + 107 + 429 + 174 — 1,587 x — 973 -+ 1,289 + 121 — 34 + 1,202 Oct.
— 2,792 + 540 + 326 + 98 + 106 + 30 — 1,271 | x — 1,670 + 5,256 + 1,346 + 3,968 — 58 Nov.
— 2,008 + 580 + 6,602 + 131} x + 389) x + 202 — B22| x 410,289 + 4,956 — 644 + 391 + 5,209 Dec.
— 1,275 4 314 + 1,501 + 191 x + 205 + 240 + 1,329 | x — 6,101 — 5,840 — 1,161 — 5,489 + 810 1970 Jan.
4+ 893 + 368 + 1,353 + 202 x + 466 + 295 + 107 x 85 + 216 + 595 — 132 — 247 Feb.
— 1,310 + 361 + 236 + 93| x + 783] x + 486 + 1815 x — 110 — 725 — 65 + 275 — 935 March
+ 184 + 364 + 471 + 79| X + 649 + 366 — 1,785 | x — 1,980 + 2,644 + 939 — 3682 + 2,067 Aprit
— 420 + 55 + 421 + 81| x + 568 + 277 — 365 x + 940 + 5,404 + 167 + 2,844 + 2,393 May
+ 211 — A + 646 + 781 X + 496 + 219 + 2,403} x — 2,291 + 2,093 — 176 + 1,686 + 583 June
+ 9 + 485 — 100 + 12t + 714 + 234 — 1,488 — 2,915 + 3,925 + 1,561 — 443 4 2,807 July
+ 336 + 707 + 1,219 4 a3 + 721 + 62 + 100 + 665 + 273 — 559 + 404 + 428 Aug.
— 1,336 + 319 + 907 + 77 + 966 + 12 + 2,766 — 3,504 — 1,864 — 392 + 21 — 1,493 Sep.
— 1,102 + 831 + 1,333 + 78 -+ 1,022 + 63 — 1,440 — 2,266 + 2,170 — 28 + 46 4+ 2,152 Oct.
— 2,056 + 541 + 1,109 + a8 + 708 + 150 + 135 — 1,605 + 8,862 + 1,108 + 5,176 + 2,578 Nov.
— 24 + 146 +10,185 + 184 x + 1,183 + 211 + 512 +10,403 + 5,238 + 211 + 2,567 + 2,460 Dec. p
111, 6. — 4 Including capital and reserves of the banking system; changes are chiefly due to cash holdings, but including DM notes and coin
Deutsche Bundesbank. — 5 Balance of the remaining fluctuations in items in the course of settlement held abroad. — p Provisional, —
items of the consolidated balance sheet of the within the banking system. — 6 Excluding banks’ x Statistically adjusted. — pe Partly estimated.
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I. Overall monetary survey

2. Consolidated balance sheet of the banking system *

Assets
Millions of DM
Lending to domestic non-banks
Deutsche Bundesbank Banks
Federal Railways and
Pubtlic authorities Federal Post Office Enterprises
Book Book
credits, credits,
Treasury Treasury
bills and bitls and
dis- dis-
Domestic countable countable Domestic
Total non-banks Treasury Special Equalisa- | Treasury non-banks
End of month | assets Total total Total bonds Securities | credits tion claims| bonds Securities | total Total
1965 Dec. 381,202 319,602 12,805 12,451 1,418 13 2,339 8,681 335 19 306,797 259,267
1966 Dec. 414,614 347,805 13,097 12,781 1,573 10 2,516 8,682 302 14 334,708 280,744
1967 Dec. 458,229 380,536 13,765 13,081 2,220 591 1,588 8,682 — 684 366,771 208,879
1968 Dec. 11 515,792 420,556 11,691 11,188 1,349 348 808 8,683 —_ 503 408,865 329,804
Dec. 11 515,555 420,606 11,691 11,188 1,349 348 808 8,683 — 503 408,915 334,545
1969 March 522,333 429,943 10,561 10,249 560 213 793 8,683 30 282 419,382 343,732
May 540,993 433,433 9,941 9,666 7 214 762 8,683 — 275 423,492 347,581
June 546,321 438,967 9,934 9,659 —_ 214 762 8,683 —_ 275 429,033 353,910
July 546,272 440,499 10,022 9,748 104 214 747 8,683 — 274 430,477 356,027
Aug. 563,226 446,110 10,221 9,927 283 214 747 8,683 20 274 435,889 360.281
Sep. 566,837 450,009 9,916 9,644 — 214 747 8,683 — 272 440,093 363,665
Oct. 567,635 454,923 10,312 10,008 406 172 745 8,683 50 256 444,611 367,563
Nov. 572,430 463,601 10,432 10,123 527 168 745 8,683 55 254 453,169 376.160
Dec. 573,637 474,087 12,425 11,996 2,369 199 745 8,683 182 247 461,662 385,948
1970 Jan. 574,920 475,650 11,844 11,498 1,875 195 745 8,683 100 246 463,806 387,199
Feb. 581,057 479,584 12,366 . 2,229 336 745 8,683 100 273 467,218 391,008
March 582,596 480,775 10,411 10,119 329 362 745 8,683 - 292 470,364 393,583
April 586,459 483,892 10,471 10,167 389 340 755 8,683 24 280 473,421 396,140
May 692,263 488,611 10,743 10,273 443 392 755 8,683 163 307 477,868 400.416
June 602,520 485,001 10,826 10,308 431 439 785 8,683 234 284 484,175 406,484
July 610,556 499,070 11,801 11,310 1,770 447 410 8,683 194 297 487,269 408,983
Aug. 615,225 501,357 11,111 10,609 1,138 378 410 8,683 254 248 490,246 411,236
Sep. 623,860 504,438 10,069 9,524 64 367 410 ,683 302 243 494,369 414,956
Oct. 629,354 506,531 10,173 9,775 345 837 410 8,683 195 203 496,358 418,247
Nov. 643,224 513,591 11,593 11,393 1,958 342 410 8,683 — 200 501,998 420,712
Dec. p e 524,628 12,162 11,679 2,334 1756 387 8,683 385 198 512,466 429,928
Liabilities
Millions of DM
Note and coin circulation and liabilities with maturities .
of less than 3 months (money supply) Liabilities with maturities of 3 months and over to
Time deposits and similar funds
Sight deposits with maturities
of domestic non-banks Time of 3 months to less than 4 years
deposits
Note and and similar
coin cir- funds of Sight
culation Public domestic | deposits
(excluding Enter- authorities | non-banks | of public
banks’ prises (excluding | with authorities Enter-
cash and central maturities | with Domestic | prises
Total holdings) individ- bank of less than| Bundes- non-banks | and Public
End of month | liabilities | Total 6 Total uals 7 deposits) | 3 months bank Total total individuals| authorities
1965 Dec. 381,202 83,680 29,652 48,873 43,143 5,730 5,155 1,249 263,265 23,241 15,177 8,064
1966 Dec. 414,614 84,195 30,876 48,743 43,297 5,446 4,576 720 294,370 29,194 19,518 9,676
1967 Dec. 458,229 95,721 31,507 56,414 50,084 6,330 7,800 1,005 320,826 31,853 22,454 9,399
1968 Dec. 11 515,792 102,943 32,466 60,986 54,293 6,693 9,40 2,194 362,566 42,781 32,085 10,716
Dec. 11 516,555 103,050 32,587 60,879 55,811 5,068 9,584 2,194 361,157 277 31,194 8,083
1969 March 522,333 94,106 32.580 54,971 50,916 4,055 6,555 4,921 375,299 43,176 35,272 7.904
May 540,993 100,579 83,193 58,268 54,032 4,236 9,118 3,107 383,214 46,489 38,021 8,468
June 646,321 100,056 33,611 59,148 54,341 4,807 7,297 4,321 383,944 45,399 36,903 8,496
July 646,272 101,438 34,097 59,051 55,374 3,677 8,290 2,293 384,889 44,127 35,506 8.621
Aug. 553,226 102,387 34,103 60,217 56,000 4,217 8,067 2,495 388,503 45,039 35,991 9,048
Sep. 565,837 102,750 33,866 60,415 55,968 4,447 8,469 6,117 392,780 47,788 38,825 8,963
Oct. 567,635 104,039 33,987 60,381 56,531 3,850 9,671 4,530 394,921 47,514 38,699 8,815
Nov. 572,430 109,295 35,333 64,349 59,396 4,953 9,613 3,259 393,229 44,722 36.049 8,673
Dec. 573,637 114,251 34,689 64,740 58,943 5,797 14,822 2,637 398,691 42,624 33,574 9,050
1970 Jan. 574,920 108,411 33,528 §9,251 55,183 4,068 15,632 3,966 400,070 41,349 32,539 8.810
Feb. 581,057 108,627 34,123 59,119 54,606 4,513 15,385 4,073 403,769 42,242 32,852 9,390
March 582,596 107,902 34,058 59,394 54,928 4,466 14,450 ¥ 405,004 40,932 32,041 8,891
April 586,459 110,546 34,997 59,032 54,629 4,403 16,517 4,103 407,248 41,116 32,334 8,782
May 592,263 115,950 35,164 61,876 57,204 4,672 18,910 3,738 408,248 40,696 31,657 9,038
June 602,520 118,043 34,988 63,562 58,608 4,954 19,493 6,141 409,890 40,907 31,710 9,197
July 610,556 121,968 36,549 63,119 58,682 4,437 22,300 4,653 411,353 40,916 31,972 8,944
Aug. 615,225 122,241 35,990 63,523 58,944 4,579 22,728 4,753 414,481 41,252 32,016 9,236
Sep. 623,860 120,377 35,598 63,544 59,132 4,412 21,235 7,518 415,526 39,916 30,652 9,264
Oct. 629,354 122,547 35,570 63,590 59,474 4,116 23,387 6,079 417,551 38,814 29,823 8,991
Nov. 643,224 131,409 36,678 68,766 63,975 4,71 25,965 6,214 418,091 36,758 28,447 8,311
Dec. p e 136,647 36,889 71,333 65,788 5,545 28,425 6,726 430,139 36,734 28,989 7,745

* Consolidated statistical balance sheet of the
banks, including Deutsche Bundesbank. See also
footnotes to Tables I, 1 and 1ll, 2 and 3. —

1 Including Treasury bills and discountable Treasury

4*

bonds of Federal Railways and Federal Post Office. —
2 Excluding bank bonds, including bonds of
Federal Railways and Federal Post Office. —
3 Including Treasury bills and discountable Treasury

bonds of Federal Government and Lander, excluding
mobilisation paper. — 4 Including counteritem to
coin circulation. — 5§ October/November 1969 in-
cluding “Compensatory amount for new valuation



I. Overall monetary survey

External assets
and individuals Public authorities
Equalisa-
medium medium tion and Deutsche
short-term | and Securitles short-term | and covering Bundes- Other
1 long-term | 2 Total 3 long-term | Securities [ claims Total bank Banks assets 4, § | End of month
67,308 183,810 8,051 47,530 1,989 33,522 3,463 8,556 47,019 33,225 13,794 14,581 | 1965 Dec.
72,324 200,345 8,075 53,964 3,047 38,378 3,798 8,741 50,388 35,026 15,362 16,421 1966 Dec.
74,288 216,178 8,415 67,892 7,674 44,759 6,609 8,850 56,943 35,402 21,541 20,750 1967 Dec.
80,852 237,801 11,151 79,061 8,820 53,172 8,399 8,670 77,07 42,493 34,524 18,219 1968 Dec. 11
80,998 242,802 10,745 74,370 8,749 48,526 8,423 8,672 77,017 42,493 34,524 17,932 Dec. 11
84,714 247,403 11,615 75,650 7,544 50,867 8,519 8,720 74,570 35,262 39,308 17,820 | 1969 March
84,497 251,821 11,263 75,911 7,343 51,250 8,603 8,715 89,622 49,008 40,614 17,938 May
88,256 254,078 11,576 75,123 6,526 51,539 8,447 8,611 88,133 43,075 45,058 19,221 June
87,368 256,944 1,716 74,450 5,478 52,046 8,461 8,465 87,428 43,156 44,272 18,345 July
88,882 268,722 11,677 75,608 5,143 53,110 8,906 8,449 88,384 45,337 43,047 18,732 Aug.
90,453 261,413 11,799 76,428 5,241 63,747 8,992 8,448 95,956 51,058 44,898 19,872 Sep.
91,033 264,376 12,154 77,048 4,545 54,784 9,265 8,454 88,910 41,808 47,102 23,802 Oct.
96,157 267,946 12,057 77,008 3,960 55,376 9,221 8,453 83,890 34,815 48,075 24,939 Nov.
101,562 272,352 12,034 75,714 2,644 65,775 8,977 8,318 77,580 28,024 49,556 21,970 Dec.
101,050 274,068 12,081 76,607 2,446 57,112 8,723 8,326 79,161 27,722 51,439 20,109 | 1970 Jan.
103,107 275,797 12,104 76,210 2,148 57,228 8,521 8,315 80,592 28,381 52,211 20,881 Feb.
103,848 277,325 12,410 76,781 2,310 57,722 8,438 8,311 80,328 28,917 51,411 21,493 March
104,451 279,390 12,299 77,281 2,210 58,117 8,650 8,304 81,569 29,495 52,074 20,998 April
106,434 281,597 12,385 77,452 2,249 58,520 8,375 8,308 82,232 30,674 51,558 21,420 May
109,924 284,292 12,268 77,691 2,270 59,084 8,153 8,184 85,043 34,296 50,747 22,476 June
109,057 287,535 12,391 78,286 2,226 59,865 8,145 8.050 89,664 38,501 51,163 21,822 July
108.834 290,222 12,180 79,010 2,147 60,655 8,158 8,050 91,340 39,465 51,875 22,528 Aug.
109,849 292,926 12,181 79,413 2,242 61,039 8,095 8,037 95,651 43,237 52,414 23,771 Sep.
108,492 295,539 12,216 80,111 2,487 61,651 7,939 8,034 99,725 45,419 54,306 23,098 Oct.
109,423 299,664 12,6256 81,286 2,466 62,947 7,822 8,051 105,089 51,531 53,558 24,544 Nov.
113,611 303,488 12,829 82,538 2,654 64,101 7.875 7,908 104,514 51,726 52,788 .. Dec. p
domestic non-banks and own capital (monetary capital) External liabilities
Time deposits and similar funds
with maturities of 4 years and over
(including loans on a trust basis)
Enter- Bearer
prises bonds Excess
Domestic | and out- Capital Deutsche of inter-
non-banks | individ- Public Savings Savings standing and Bundes- bank Other
total uals 7 authorities | bonds deposits (net) 8 reserves 9 | Total bank 10 Banks liabilities | liabilities | End of month
67,996 4,963 63,033 . 109,758 42,479 18,791 9,699 709 8,990 4,031 19,278 | 1965 Dec.
74,047 5,396 68,651 . 126,029 46,188 18,912 9,645 618 9,027 4,517 21,167 | 1966 Dec.
76,601 5,478 71,123 249 143,428 47,875 20,820 11,530 1,163 10,367 4,971 24,176 | 1967 Dec.
77,949 5,710 72,239 1,818 163,882 52,527 23,609 17,987 1,442 16,545 5,289 24,813 1968 Dec. 11
84,923 10,726 74,197 1,798 164,560 48,272 22,327 17,987 1,442 16,545 4,979 26,188 Dec. 11
87,034 11,579 75,455 2,603 169,655 49,708 23,123 15,063 1,424 13,639 5817 27,127 [ 1969 March
87,762 11,865 75,897 2,881 171,852 50,327 23,903 19,791 1,883 17,908 7,581 26,721 May
87,990 12,054 75,936 2,970 172,950 50,394 24,241 19,200 1,663 17,537 7,891 30,809 June
88,162 12,276 75,886 3,166 173,918 51,084 24,434 19,066 1,598 17,468 8,115 30,471 July
88,824 12,456 76,368 3,294 175,342 51,512 24,492 19,910 1,763 18,147 8,711 31,220 Aug.
88,896 12,405 76,491 3,403 176,007 52,159 24,527 22,447 2,337 20,110 8,600 33,143 Sep.
89,327 12,590 76,737 3,510 177,281 52,588 24,701 21,297 1,804 19,493 8,750 34,098 Oct.
89,867 12,790 77,077 3,608 177,607 52,694 24,731 21,107 2,030 19,077 9,409 36,131 Nov.
90,447 13,078 77,369 3,739 184,209 53,159 24,513 24,613 1,464 23,149 6,647 26,798 Dec.
90,761 13,370 77,391 3,930 185,710 53,567 24,753 25,228 1,919 23,309 8,780 28,465 | 1970 Jan.
91,129 13,620 77,509 4,132 187,083 54,155 25,048 26,814 1,950 24,864 9,242 28,532 Fab.
91,490 13,719 77,771 4,225 187,299 55,011 26,047 25,920 1,795 24,125 8,198 29,684 March
91,854 13,962 77,892 4,404 187,770 55,691 26,413 25,226 1,744 23,482 9,719 29,617 April
91,909 13,890 78,019 4,485 188,191 56,277 26,690 25,527 1,832 23,695 8,332 30,468 May
91,878 14,018 77,860 4,563 188,837 56,796 26,909 26,322 1,791 24,531 9,378 32,746 June
92,363 14,330 78,033 4,684 188,737 67,510 27,143 28,197 2,241 25,956 10,533 33,852 July
93.070 14,552 78,518 4,767 189,956 58,231 27,205 29,324 2,535 26,789 9,561 34,865 Aug.
93,389 14,800 78,589 4,844 190,863 59,197 27,317 31,265 2,704 28,561 11,631 37,542 Sep.
94,020 15,148 78,871 4,922 192,196 60,219 27,380 32,411 2,897 29,514 11,124 39,642 Oct.
94,561 15,475 79,086 5,010 193,305 60,927 27,530 33,693 3,221 30,472 12,514 41,303 Nov.
94,707 15,776 78,931 5,194 203,490 62,273 27,741 36,997 3,548 33,449 LR o Dec. p
of gold and foreign exchange positions®. — 6 In- of own and other banks’ bonds from total bonds domestic banks. — 10 Including mobilisation paper
cluding DM notes and coin circulating abroad. — outstanding. — 9 After deduction of the asset items: sold to foreigners. — 11 See footnote *. —
7 Including Federal Railways and Federal Post unpaid capital, own shares, and interests in p Provisional.

Office. — 8 Ascertalned by deducting banks’ holdings
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I. Overall monetary survey

Milltons of DM

3. Bank liquidity

I. Market factors li. Monetary policy factors
Non-banks’ net balances Net foreign exchange Open mar-
with Bundesbank holdings 5 (purchases
(increase: —) Public (increase: +)
Federal authorities’ of which
and Lander money Net
Note and Govern- market foreign Minimum
coin ments and indebted- exchange reserve
circula- Equali- ness to reserves required
tion 1 sation of Other banks 4 of of banks 6
(in- Burdens non- (in- Bundes- Other (in-
Total crease: —) | Total Fund 2 banks 3 crease: +) | Total bank factors Total crease: —) | Total
Period Changes have been calculated from the averages of the four bank week return dates in the month
1968 + 8,571 — 1,936 — 2,714 — 2467 | - — 247 + 1,932 + 9,746 + 9,009 + 1,543 -— 3,370 — 3,247 — 128
1969 — 9,831 — 2,195 + 886 + 469 + 417 — 4,951 — 8,007 — 9,337 4 2,436 — 4,708 — 472 — 1,221
970 p +16,980 — 1,923 — 3,042 — 2,278 — 766 — 785 +20,239 419,924 + 2,49 —12,757 — 9,779 — 2,289
1968 1st qtr. + 1,528 + 1,629] — 4,005 — 4,533 + 528 + 2,170 + 2,196 + 1,830 - 42| — 43 — 560 + 517
2nd qtr. + 1,228 — 1,075 + 1,003 + 960 + 43 — 264 + 814 + 785 + 745 — 484 — 493 + 9
3rd qtr. + 764 — 263 — 1,365 — 1,317 — 48 4+ 399 + 1,519 + 911 + 474 — 309 — 89 — 220
4th qtr. -+ 5,056 — 2,227 + 1,653 + 2,423 — 770 — 373 + 5,217 4 5,383 + 786 — 2,534 — 2,106 — 429
1969 1st qtr. — 6,918 + 1,749 — 1,194 — 2,019 + 825 — 717 — 6,522 — 8,393 — 234 + 1,086 + 1,114 — 28
2nd qtr. + 8,940 — 1,071 — 238 — 177 — 81 — 1,374 +10,468 + 7,583 + 1,156 — 4,544 — 4,088 — 456
3rd qtr. — 590 — 486 — 818 — 756 — 62 — 1,043 + 1,790 + 3,720 — 33 — 3,865 — 1,176 — 1
4th qtr. —11,263 — 2,387 + 3,136 + 3,421 — 285 — 1,817 —11,743 —12,247 + 1,548 + 2,714 + 3,678 — 566
1970 1st gtr. — 2,500 + 1,661 — 2,020 — 2,058 + 38 — 779 — 2933 — 1,663 + 1,562| — 2,408 — 2105 + 47
2nd qtr. + 3703 — 673 — 1,080 — 1,268 + 238 + 110 + 4,624 + 4,897 + 672 — 1,114 — — 515
3rd qtr. +597| — 739 — 1522 — 986 — 53 + 109 + 8,287 + 7,446 — 198| — 6,758 — 6189 — 569
4th qtr. p + 9,849 — 2,172 + 1,530 + 2,036 — 506 — 25 +10,261 + 9,244 + 455| — 2,477 — 1,225 — 1,252
1968 Jan. + 2,308 + 2,265 — 1,505 — 1,951 + 446 + 1,84 + 400 — 811 — 698 4+ 170 — 508 + 676
Feb. + 652 + 86 -~ 1,364 — 1,135 — 229 + 510 + 1,082 + 541 + 338 + 443 —_ 22 + 465
March — 1,432 — 722 — 1,136 — 1,447 + 31 — 186 + 714 + 2,200 — 102 — 656 - 32 — 624
Apri! + 9837 — 214 + 1,145 + 1,474 — 329 — 485 + 297 — 199 + 194 — 348 — 40 — 308
May + 1,036 —_ 25 + ™ + 286 4+ 425 + 87 + 46 — 435 + 217 + 27 — 189 + 216
June - 750 — 836 — 853 — 800 — 53 + 134 + 4N + 1,419 + 334 — 163 — 264 + 1M
July + 469 — 285 + 113 + 309 — 196 + 185 + 82 + 289 + 3874 + 159 + 150 + g
Aug. — 8 + 19 + 204 + 379 — 175 + 202 — 554 — 754 — 131 — 236 — 80 — 156
Sep. + 378 — 174 — 1,682 — 2,005 + 323 + 12 + 1,991 + 1,376 + 23 — 232 — 159 — 73
Oct. + 764 4 352 — 339 — A7 — 2 — 63 + 38 — 108 + 433 — 172 — 276 + 104
Nov. + 4,444 — 607 + 510 + 994 — 484 + 7 + 4,577 + 4,767 — 43 — 346 — 257 — B9
Dec. — 152 — 1,972 + 1,482 + 1,746 — 264 — 317 + 259 + 724 + 3% — 2,016 — 1,572 — 444
1969 Jan. + 513 + 2,515 + 1,243 + 591 + 652 — 133 — 2,464 — 6,653 — 648 + 395 + 508 — 113
Feb. — 2424 — 182 — 203 — 158 — 135 — 324 — 1869 — 572 + 244 + 588 + 620 — 3
March — 5007 — 584 — 2,144 — 2,452 + 308 — 260 — 2,189 — 1,168 + 170 + 103 — 14 + 117
April — 1,686 — 128 + 147 + 349 — 22 — — 1,783 + 3% + 849 — 163 - 7 — 156
May +13,050| — 4