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The economic scene
in the Federal Republic
of Germany in spring 1987

Monthly Report of the Deutsche Bundesbank, June 1987

Overview

In the first few months of 1987 economic activity in
the Federal Republic of Germany was adversely
affected by an unusually long and severe spell of
cold weather, and the dampening impact of the
external adjustment process also. continued to be
felt, but more recent data suggest that expan-
sionary forces gained the upper hand again once
spring arrived. The scale of the impediments to
production caused by the bad weather between
January and March can no doubt best be inferred
from the course of construction activity, which fell
to an exceptionally low level during the cold spell.
In that period many construction sites had to be
closed and many construction workers laid off;
moreover, among those who remained in employ-
ment, the number of man-days lost owing to the
weather between January and March was 30 % up
on the previous year, even though the winter of
early 1986 had also been severe. After adjustment
for the normal seasonal variations observed in
earlier years, real construction investment in the
first quarter of 1987 was 132% lower than in the
last quarter of 1986 (see the chart overleaf). Not for
over twenty years has there been a comparable
downturn in construction activity at the beginning
of a year due to the weather. In other sectors of the
economy, too, goods: production was impaired at
times by the extremely cold winter.

There is good reason to believe that it was solely
because of the exceptional weather conditions
that aggregate production dropped by about V2%
in the first quarter of 1987, after adjustment for
seasonal and working-day variations. If, in order to
gain evidence of this, real GNP is considered
exclusive of construction output, it turns out that
seasonally adjusted production actually increased
in the first quarter of 1987. After the cold spell
came to an end, economic activity picked up
markedly — most of all, needless to say, in the
construction sector, which had previously been so
depressed. Judging by the available data for April,
the production level of autumn 1986 was regained,
and in some cases exceeded, in other major sec-
tors of the economy.

In the past few months the fabour market figures
have reflected the above-mentioned fluctuations in
economic activity rather clearly. During the cold
spell, for instance, lay-offs and short-time working
assumed major proportions, especially in the con-
struction sector. Unemployment increased some-
what up to April, seasonally adjusted. After that,
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however, a turning-point seems to have been
reached. Remarkably enough, the total number of
employed persons rose, after seasonal adjust-
- ment, throughout the entire period and despite the
reduction in personnel in the construction sector,
viz. by 30,000 between December 1986 and April
1987 (see also page 31). At the same time this
implies that output must have continued to grow
during those months in those areas of the services
sector that are less sensitive to the weather.

In the field of domestic demand, not only construc-
tion investment but private consumption as well
seemed at first sight to be rather weak during the
first quarter of this year. At the same time a high
rate of private saving was registered. This picture
is distorted, however, by a number of factors. For
one thing, the relatively low level of consumption
expenditure was primarily due to the temporary
slump in private buying of passenger cars after the
spate of new registrations recorded towards the
end of 1986, when the full range of tax concessions

was granted for the last time on purchases of
vehicles with low pollutant emissions. Further-
more, in many cases, it appears, the usual spring
purchases were not carried out untit April because
of the late date of Easter. If the figures for that
month, which are now available and show that
retail turnover increased considerably, are included
in the analysis, it emerges that private consump-
tion is tending to expand further, in keeping with
the growth of incomes, and thus is remaining a key
buttress of domestic business activity.

Public finance had an expansionary impact on
domestic economic activity in the first few months
of this year. The main stimulus was provided by the
rise in the expenditure of the central, regional and
local authorities, which, while fairly strong in the
first quarter (+ 5% against the previous year),
varied considerably in strength at the different
levels of government. As the receipts of the central,
regional and local authorities went up only
moderately, chiefly because of the sluggish pace
of economic activity, their deficits exhibited a
distinctly rising trend. Even if the growth of their
expenditure were to slacken in the further course
of this year and thus come back more into line with
the public budgets, a substantial increase in the
public deficits must be expected for the year as a
whole from the present perspective, although, as
readers will probably know, a pause in the pro-
gressive lowering of taxes is planned for the
current year. The second stage of the tax cuts
approved in 1985 is due to follow in 1988; under the
bill tabled by the Federal Government, this step is
to be enlarged to a total volume of almost DM 14
billion by bringing forward some of the com-
ponents of the tax reform originally envisaged for
1990. The more their expenditure rises, the more
difficult it will be for the exchequers of the central,
regional and local authorities to cope financially
with the effects of the future tax reductions.

Another highly significant element in the further
course of business activity in Germany is the fact
that enterprises’ propensity to invest has picked up
again after a low towards the end of last year. So
far in the present year German producers have
been receiving more domestic orders for capital
goods, after seasonal adjustment. Moreover, the
fact that imports of machinery and equipment
have positively shot up in the last few months sug-
gests that investment activity has been favourabile.
Roughly one-quarter of the machinery and equip-



ment investments in Germany have come from
abroad of late. Foreign suppliers have apparently
gained major competitive advantages in Germany
from the strong appreciation of the Deutsche Mark
during the past year. In the first quarter of 1987,
seasonally adjusted, almost 3% more than in the
preceding quarter was invested in machinery and
equipment in real terms; last year's level was
exceeded by 6%. The latest surveys by the Ifo
Institute also imply that at least firms in the pro-
ducing sector intend to increase their capital
spending sharply in the current year.

This may owe something to the fact that the exter-
nal adjustment pressure, which enterprises were
seeing as recently as last autumn as putting a
severe strain on their sales and earnings pros-
pects, has eased somewhat of late. True, there was
another surge of Deutsche Mark appreciation last
January - primarily in relation to the US dollar,
but also as a result of the exchange rate adjust-
ments in the EMS. Thereafter, however, exchange
rate movements were distinctly less hectic. In par-
ticular, the rate for the US dollar in terms of the
Deutsche Mark has not changed very much since
then, apart from some short-lived swings, in ac-
cordance with the objective of the Louvre accord
of last February among the major industrialised
nations.

The restoration of calm to the foreign exchange
markets has probably been noted with relief by
German exporters. After all, following last year’s
exchange rate adjustments — some of which were
radical — and the cuts in imports by oil-producing
countries in the wake of the downturn in oil prices,
exporting has become more difficult in many
markets. In the first few months of this year export
deliveries were still falling slightly and last year’s
level was undershot as well (for details see the sec-
tion beginning on page 34). More recently, however,
the slowdown seems to have stopped. Moreover,
exporters in industry have managed to attract
more orders from abroad again. Even if this slight
recovery in exports were to prove lasting, this does
not mean that the externai adjustment process in
Germany will not make any further headway, for it
is taking place on the basis not only of lower
exports but also of heavier imports to Germany. So
far this year the growth rates of imports of finished
products for consumption and capital formation
purposes have remained particularly strong. From
January to April 1987 they were 7V2% higher than

a year before in volume terms. The fact that the
seasonally adjusted German current account
surpluses nevertheless did not decline during that
period compared with the final months of last year
is due to the sluggish imports of commodities and
other primary products and to the further improve-
ment in the terms of trade at the beginning of the
year. The progress made by Germany in the gradual
reduction of its external surplus position might
now become more manifest. Now that export and
import prices are not changing much any more and
that domestic economic activity has picked up
again, a further lowering of the surpluses is to be
expected.

The price climate in Germany has by and large
remained easy in the last few months. The sharp
falls in import prices, from which domestic price
trends benefited considerably last year, tailed off
during the period under review, and import prices
began to go up again. Hence price movements on
domestic markets were more strongly influenced
by domestic price and cost factors. Even so, price
movements have been strictly limited to date. From
December 1986 to May this year seasonally ad-
justed consumer prices rose at an annual rate of
1.8%; of late, last year’s level has been slightly
exceeded again.

In the initial months of this year the Bundesbank’s
monetary policy was designed to keep the domes-
tic financial markets in an easy state. In this way
the central bank helped to reduce the tensions in
the foreign exchange markets and at the same time
took account of the subdued economic situation at
home. The entire money stock expanded strongly,
albeit not as fast as it did last autumn. Since the
beginning of this year monetary growth has con-
sistently outstripped the rate envisaged for the
current year. The Bundesbank has therefore been
faced - as it was last year too — with the difficult
task of taking due account of the special demands
made of the monetary policy of a surplus country
with an appreciating currency, without losing sight
of its longer-term orientation with respect to the
growth of the money stock. The continuation of a
generally easy price climate made it less difficult
for monetary policy to undertake this “tightrope
walk”.

In the wake of the package of monetary policy
measures adopted at the end of January (for
details see page 10), the entire range of market
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interest rates in Germany started to move down-
wards. After the rates in the interbank money
market had fallen sharply to begin with, the banks’
short-term lending and deposit rates gradually
decreased by Y to V2 percentage point or rather

more compared with the beginning of the year. In
the capital market, where only rates at the short
end went down significantly for a time, the interest
rates for bonds with longer maturities also decreas-
ed in the end. In the process, the average yield on
outstanding fixed interest securities fell from just
under 6% at the beginning of the year to about
5v2%, thus matching the all-time low reached in
spring 1978.

Not the least of the reasons why the easing of con-
ditions in domestic financial markets appears so
remarkable is that it has taken place against the
background of a rise in interest rates in the United
States which has been fairly strong at times. In the
course of these conflicting trends, the interest rate
differential between the United States and Ger-
many for short and longer maturities has widened
by 2 and 12 percentage points (to 3Vz2 and 2 V. per-
centage points respectively) since last January,
and this has helped to stabilise the rate for the US
dollar in terms of the Deutsche Mark. With minor
fluctuations, this rate has been running around DM
1.80 per US dollar for some while now — the level it
had reached at the time of the Louvre accord at the
end of February this year.

As described in detail in the next section of this
Report, the growth of the domestic money stock
has not slowed down any further since the spring.
The currently very low level of interest rates, at
which the opportunity cost of holding very liquid
assets has declined sharply, promotes the ac-
cumulation of money and quasi-money balances
by households and enterprises and, on the other
hand, encourages them to neglect the acquisition
of longer-term investments in domestic fixed inter-
est securities. In May this year the central bank
money stock exceeded its level of the fourth
quarter of 1986 by an annual rate of just under 8 %.
Moreover, the other traditionally defined monetary
aggregates continued to expand at growth rates
higher than those envisaged over the longer term.
If, however, the traditional domestic monetary
aggregates are extended to include the Euro-
deposits and short-term bank bonds held by
domestic non-banks, a somewhat more complex
picture emerges. In the first five months of this
year, in contrast to last year, the “extended” money
stock increased somewhat less rapidly than the
traditionally defined monetary aggregates. But if
the exceptional expansion of the money balances
held in Germany and abroad last year is taken into




account, there can be no doubt that the German
economy still has very ample liquid reserves — a
situation which is almost inevitable, given the
massive external surpluses and interest rate reduc-
tions (which must be seen in conjunction with the
surpluses). In the longer run the Bundesbank will
endeavour to ensure that the growth of the
monetary aggregates slows down and is brought
back more into line with the real scope for growth.
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Money and credit

Money market management and
central bank money stock

After lowering the discount and lombard rates in
January this year, the Bundesbank encouraged the
continued fall in interest rates in the domestic
money market in the ensuing period by using its
open market policy instruments fiexibly. The
greater part of the large amount of foreign
exchange which flowed in at the beginning of the
year was absorbed through the reduction in the
banks’ rediscount quotas which became effective
at the beginning of February and the simultaneous
raising of the minimum reserve ratios. This enabled
the Bundesbank to resume as early as February its
established practice of concluding three revolving
securities repurchase agreements each month.

Up to the beginning of May these open market
transactions were in the shape of volume tenders
with a reduced fixed rate of 3.80 %. In addition, the
selling rate for 3-day Treasury bills (mobilisation
and liquidity paper), which marks the lower limit of
the day-to-day money rate envisaged by the Bun-
desbank, was set at 3.50% as from the end of
January (previously: 4 %). This enabled the money
market rates to be lowered by about 2 percentage
point for all maturities against those prevailing in
the autumn of last year and their fluctuations to be
kept within narrow limits. In mid-May the Bundes-
bank offered the banks, for the first time for some
while, an interest rate tender and thus an oppor-
tunity of influencing the repurchase rate by their
bids. The Bundesbank prescribed a minimum bid-
ding rate of 3.50 %. The additional scope this pro-
vided for cutting interest rates was largely exploit-
ed by the banks’ bids, so that the actual allotment
rate was 3.55 %. This rate remained unchanged for
the following interest rate tenders until mid-June.
In line with this, the selling rate for short-term
Treasury bills was lowered to 3.20 %.

In addition to the fiexible use of its securities
repurchase agreements, the Bundesbank at times
had to supplement these measures on a major
scale by very short-term assistance measures in
the money market, such as short-term Treasury bill
sales and shifts of Federal balances to the banking
system (under section 17 of the Bundesbank Act)
so as to counteract temporary sharp fluctuations
in the day-to-day money rate. In March appreciable
pressure built up in the money market as early as
mid-month in the wake of large EMS redemption

Factors determining bank liquidity *
February to May 1987

DM billion; calculated on the basis of daily averages of the months

April |Feb.
to to
item Feb. March |Maype |May pe
Provision (+) or absorption {—) of
central bank balances by
1. Change in central bank money
(increase: —) + 21} — 11| — 26 — 16
Currency in circulation + 07 — 11| — 25| — 3.0
Minimum reserves on domestic
liabilities (at current reserve
ratios) + 14| + 01| — 00| + 1.4
2. Foreign exchange movements
(excluding foreign exchange swaps) | + 6.1 — 25| + 36| + 7.2

3. Cash transactions of the central
and regional authorities (including
shifts of Federal balances under
section 17 of the Bundesbank Act)| — 0.2{ — 65| + 48| — 2.0

4. Other factors

— Transfer of the Bundesbank

profit to the Federal Government — —| + 73] + 73
— Other — 17| + 03| — 22| — 36
Total 1 to 4 + 63| — 9.8| +109| + 74
5. Liquidity policy measures — 9.8( +11.3] —105( — 9.1
— Change in minimum reserve
ratios — 57 — —| — 57
— Change in refinancing facilities [ — 68| — 0.3| — 04| — 7.5
— Securities repurchase
agreements + 22 +10.0| — 9.4 + 27
— Short-term Treasury bill sales + 11| — 01} + 05} + 16
— Foreign exchange swaps — 0.2 —| + 02}y — 00

— Shifts of Federal balances
under section 17 of the
Bundesbank Act — 04| + 17| — 14| — 041

Remaining surplus (+)
or deficit (—) — 36} + 1.5 + 04| — 1.7
absorbed or covered by

6. Recourse to unused refinancing

facilities (reduction: +) + 34 — 15| — 04| + 15
7. Change in lombard loans

(increase: +) + 02 + 00| — 00 + 0.2
Memorandum items 1
Unused refinancing facilities 0.8 23 27 2.7
Lombard foans 0.4 0.4 0.4 0.4
Securities repurchase agreements 221 32.1 22.7 22.7

Balance of other assistance

measures in the money market2 — 08 0.8 0.1 0.1

* For the longer-term trend see pp. 6*-7* in the Statistical Section of
this Report. — 1 Levels (in the current or last month of the period). —
2 Transactions under repurchase agreements in bills, short-term
Treasury bill sales, foreign exchange swap and repurchase transac-
tions and shifts of Federal balances under section 17 of the
Bundesbank Act (net liabilities to banks: —). — pe Partly estimated.
Discrepancies in the totals are due to rounding. BBk

payments by partner central banks to the Bundes-
bank, even though the Bundesbank had concluded
securities repurchase agreements for a major
amount at that time and another transaction of
this type was still pending. The Bundesbank
responded to the temporary tightening of market
conditions by large shifts of Federal balances
under section 17 of the Bundesbank Act, which
shifts tended to exceed the banks’ actual remain-
ing liquidity needs. This became evident at the end




of the month, when the banks invested a major
amount of excess funds in Treasury bills at the
Bundesbank. In connection with end-of-month
operations, some mismatch of supply and demand
in the money market also occurred on certain days.
For example, the banks sometimes bought Treasury
bills while shortly afterwards additional demand
for day-to-day money arose. Apart from such fluc-
tuations in tone, all of which were short-lived, the
money market was fairly relaxed between February
and May this year so that lombard loans were
needed on a major scale only towards the end of
the month, if at all.

The table opposite shows in detail the trend of the
factors determining liquidity during the period
under review (February through May). It indicates
that DM 7.5 billion was added to the banks’ central
bank balances through liquidity movements in the
market. This owed a great deal to foreign exchange
movements at the Bundesbank, which in February
were still reflecting in part the intervention pur-
chases ahead of the EMS realignment in January.
Another reason why the Bundesbank’s foreign
exchange holdings increased was that it was un-
able to channel the inflows of foreign exchange it
received back into the foreign exchange market.
Yet another factor was that the transfer of the 1986
Bundesbank profit to the Federal Government to
the amount of DM 7.3 billion in April boosted
liquidity considerably, not least because the
substantial improvement in its cash position
largely obviated the Federal Government’s need to
borrow in the market in April. This also explains
why the drain on liquidity caused by the central
and regional authorities’ cash transactions in the
four months combined was no more than DM 2
billion. An additional factor that reduced liquidity
was the ongoing increase in the banks’ central
bank money requirements due to the sharp mone-
tary expansion. “Other factors”, which essentially
reflect the entries to the Bundesbank’s profit and
loss account and the float in the central bank
system, also reduced liquidity. On balance, during
the period under review more funds were drained
from the banks by liquidity policy measures than
flowed to them from the transactions described.
The Bundesbank thus took account of the fact
that, following the cut in the rediscount quotas in
February, the banks used their refinancing facili-
ties at the Bundesbank more than before.

Central bank money stock*
and operating variables
in the money market

DM I I
billion Central bank money
230 |- seasonally adjusted, log.scale

—|J= Quarterly avlerage | l””
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Target: 3%
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225

220

215

210

Target: 3',%
to 5'/1% 1)
205

200

195 %

Compare
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+30 f ﬁ \
, h
+20
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+10
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* Currency in circulation plus required reserves on domestic
liabilities (calculated at constant reserve ratios, base: January
1974); excluding reserve-carrying bank bonds.- 1) Between
the 4th quarter of the preceding year and the 4th quarter of the
current year.- 2) Average monthly interest rate for open mar-
ket transactions under repurchase agreements in securities
(fixed rate for volume tenders, allotment rate for interest rate
tenders); at the current end: the rate applied to individual
transactions.- 3) Foreign exchange swap and repurchase
transactions, shifts of Federal balances under section 17 of
the Bundesbank Act and short-term Treasury bill sales.- + Up
to March, the target corridor has not been shaded because
growth of the central bank money stock is normally subject to
large random fluctuations around the turn of the year. Accord-
ing to calculations made by the Bundesbank, from the spring
onwards the average random deviation from the trend does
not exceed the width of the corridor.- p Provisional.
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The central bank money stock has continued to
rise rapidly in the last few months. After the turn of
the year there were some indications of a slow-
down in the growth of money balances, but recently
monetary expansion has appreciably gathered
pace again. In May, according to the preliminary
data already available, the central bank money
stock went up by a seasonally adjusted DM 1.5
billion. At a rate of 7.9 % (annual rate), growth over
the fourth quarter of 1986 has been exceeding this
year’s target corridor of 3 to 6 % rather noticeably
of late. The rapid pace of monetary growth
primarily derives from currency in circulation and
sight deposits. The continued preference for these
highly liquid forms of money balances probably
owes much to the fact that the opportunity cost of
holding cash rather than somewhat less liquid
assets such as shorter-term savings and time
deposits (which cost has been low for some time
now) has gone down further in recent months. The
traditional definition of the central bank money
stock is likely, however, to overstate monetary
growth slightly at present. This is suggested at
least by the fact that, after seasonal adjustment,
non-banks have reduced since the beginning of the
year their near-money Euro-deposits, which are not
included in the traditiona! money stock definitions.

Monetary analysis

Money balances in the hands of domestic non-
banks have continued to rise rapidly so far this
year after elimination of the very pronounced
seasonal factors at the beginning of the year. The
money stock in the traditional broad definition M3
(currency in circulation and sight deposits, time
deposits for less than four years and savings
deposits at statutory notice held at domestic
banks) increased at a seasonally adjusted annual
rate of a good 7% between the fourth quarter of
1986 and April 1987 (no figures on this are as yet
available for May, in contrast to the figures on the
central bank money stock). The money stock M3
thus grew at roughly the same fast pace as the
central bank money stock.

Among the individual components of the money
stock, the steepest rise between January and April
was that in sight deposits and currency in circula-
tion, but savings deposits at statutory notice also
went up vigorously. Shorter-term time deposits and
borrowed funds, by contrast, expanded at a com-
paratively moderate rate. The buoyant growth in

Monetary developments
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the highly liquid money stock components (cur-
rency and sight deposits) is typical — as implied
before — of a phase of low deposit rates, when the
opportunity cost of holding non-interest-bearing
and traditionally low-interest-bearing monetary
assets is relatively small. Because of the diverging
trends in the growth of the individual money stock
components, the expansion of the money stock in
its narrowest definition M1 (currency in circulation

B R



and sight deposits at domestic banks), at a
seasonally adjusted annual rate of 10%, has
exceeded that of overall money balances over the
last four months; the money stock M2 (M3 exclud-
ing savings deposits at statutory notice), by con-
trast, has grown at much the same pace (at an
annual rate of 8 %) as the money stock M3. Taking
a somewhat longer-term view, all the monetary
aggregates are expanding at a similarly rapid rate.
At the end of April the year-on-year growth both of
the narrower definitions M1 and M2 and of the
broader definition M3 was around 8%. Domestic
non-banks’ deposits at banks abroad were run
down over the first four months of the year,
seasonally adjusted. The money stock M3, extend-
ed to include domestic non-banks’ Euro-deposits
and their holdings of short-term bank bonds,
therefore grew less during that period than the
money stock M3 in the traditional definition. At the
end of April it was 7% up on the year.

The level of interest rates in Germany, which is very
low by historical standards, is likely to continue to
stimulate the growth of non-interest or low-inter-
est-bearing bank deposits. The rates paid on short-
term time deposits fell by 2 to 3% percentage point
between January and May after central bank inter-
est rates had been reduced yet again. In May, the
banks paid on average between 2%. % (for amounts
of under DM 100,000) and 3'2% (for amounts of
DM 1 million and over, but less than DM 5 million)
on time deposits with maturities of 1 to 3 months.
For smaller amounts they sometimes also quoted
rates low enough to discourage potential investors.
The basic savings rate had eased to 2% by April.

Viewed in the balance sheet context of the mone-
tary analysis, monetary growth so far this year —
as in the second half of last year — was fostered
by exceptionally heavy inflows of funds from
abroad. The net external assets of the banks and
the Bundesbank, the increase in which reflects a
corresponding inflow from domestic non-banks’
external payments, went up by DM 21.4 billion in
the first four months of this year (compared with
only DM 1.6 billion in the corresponding period of
1986). The rise was concentrated in the first two
months of the year, when non-banks registered
substantial inflows of funds from both current and
capital transactions (see page 38 ff.). In March and
April the inflow of funds from abroad slackened
appreciably.

The money stock and its counterparts

DM billion; change during period

Jan. to
Item Year Feb. March |Aprilp |Aprilp
I. Volume of credit 1 1987 — 26 + 24| + 00| — 86
1986 — 04| +104| + 28| + 86
1. Lending by the Bun- 1987 — 23 — 09| + 01| — 22
desbank 1986 | — 21| + 07| — 2.8} + 1.0
2. Lending by banks 1987 — 03| + 33| — 01| — 64
1986 + 1.7 + 97| + 65| + 75
to enterprises and 1987 —-— 06| + 37| — 0.1] — 27
individuals 1986 44! +11.1] + 35| +11.6
of which
short-term lending 1987 — 43 + 11| — 55| —14.1
1986 — 0.1 + 86| — 41| — 23
longer-term 1987 + 24| + 20| + 6.2 +104
lending 2 1986 + 53| + 19| + 64| +121
to public authorities 1987 + 0.4{ — 0.4} + 00| — 3.7
1986 — 28 14| + 20| — 4.0
Il. Net external assets 3 1987 + 91| + 31| + 01] +21.4
1986 + 73| — 43| — 40| + 16
11l. Monetary capital 1987 + 7.6 + 82| + 1.0 +24.9
formation 4 1986 + 66| + 7.8 + 43| +30.0
of which
Time deposits and 1987 + 43| + 27| + 40| +146
funds borrowed for 1986 + 41| + 22] + 46| +145
four years and over
Savings deposits at 1987 + 22| + 1.71 + 03] + 141
agreed notice 1986 + 21| + 21 + 13| + 22
Bank savings bonds 1987 + 20| + 07| + 08| + 6.0
1986 + 15| + 08| + 0.3 + 5.1
Bank bonds 1987 — 1.2 + 1.3} — 52 — 0.9
outstanding 5§ 1986 — 171 + 1.1} — 43| + 20
IV. Central bank deposits of 1987 — 0.1] + 60| — 49! + 16
domestic public 1986 + 0.1 + 23 — 1.5] + 07
authorities
V. Other factors 1987 — 24| + 03| — 0.0 + 21
1986 09 + 39 — 38| + 5.1
V1. Money stock M3 6 1987 + 13| — 89| + 4.0 —159
(Balance: | plus 1l less |l 1986 + 1.0| — 7.7| — 0.3| —25.6
less IV less V)
M2 (M3 less savings 1987 + 03] — 9.0| + 39| —22.0
deposits) 1986 + 01} — 7.7 — 1.3| —304
M1 (currency and 1987 + 04| + 1.1 + 44| —175
sight deposits) 1986 + 04| + 621 + 1.7 —189
Time deposits and 1987 — 0.0 —10.1] — 05| — 45
funds borrowed for 1986 | — 0.3| —13.8| — 3.0 —11.5
less than four years
Savings deposits at 1987 + 1.0 +# 00 + 0.1] + 6.1
statutory notice 1986 + 09} — 01| + 1.0] + 48

1 Including credit based on the purchase of Treasury bills and secu-
rities. — 2 Excluding credit based on the purchase of securities. —
3 Banks and the Bundesbank. — 4 Excluding time deposits and funds
borrowed for less than four years and excluding savings deposits at
statutory notice. — 5 Excluding banks’ holdings. — & Currency, sight
deposits, time deposits and funds borrowed for less than four years,
savings deposits at statutory notice. — p 1987 provisional.

Discrepancies in the totals are due to rounding. BBk

In the final analysis this inflow of liquidity not only
fuelled the growth of money holdings but also
curbed domestic credit expansion. Short-term bor-
rowing by the private sector, which basically runs
counter to the movement of external assets, has
been especially slack so far this year. Longer-term
direct advances, by contrast, have remained fairly
buoyant, as borrowers have been anxious to lock in
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the present very favourable interest rates by taking
up fixed-rate loans. Between January and April
total bank lending to domestic enterprises and
individuals, seasonally adjusted and expressed as
an annual rate, went up by 32% (as against 2%2%
between September and December 1986), while
longer-term advances rose during the same period
at a seasonally adjusted annual rate of 6 %.
According to the quarterly borrowers statistics,
lending to the corporate sector in particular was
rather sluggish in the first quarter of this year.
Domestic bank lending to enterprises and self-
employed persons (excliuding housing) went up at
a seasonally adjusted annual rate of just over
1Y2%, compared with not quite 2%2% in the fourth
quarter of 1986. Bank lending to domestic individ-
uals, by contrast, picked up somewhat in the first
quarter. Housing loans expanded at much the
same moderate pace as in the preceding quarter.
Specifically, consumer credit increased at a
seasonally adjusted annual rate of 5v2% and
housing loans at a rate of 4% between January
and March.

Interest rates for bank credit have been falling fur-
ther along a broad front so far this year. Short-term
lending rates have dropped by some Vs percentage
point since central bank interest rates were cut in
January. In May the cost of credit in current
account, depending on the amount, averaged
between 8% % (for amounts of less than DM 1
million) and a good 6%:% (for amounts of DM 1
million and over, but less than DM 5 million). An
average of 412 % was charged for bills discounted.
The rates for long-term advances have fallen even
more sharply so far this year, in line with interest
rate movements in the capital market. In May they
were about 2 percentage point lower than at the
beginning of the year. Variable-rate mortgages and
mortgages with interest rates locked in for five
years cost 6%a% on average in May, while the
effective interest rate for mortgage loans with
interest rates locked in for ten years was almost 1
percentage point higher.

Public sector cash transactions have had little
impact on overall monetary growth so far this year.
Public sector debt to the banking system (Bundes-
bank and banks) dropped by DM 5.8 billion
between January and April; moreover, the central
and regional authorities built up their deposits at
the Bundesbank, which are not counted as part of
the money stock, by DM 1.6 billion during that

1 The expansionary impact of the transfer of the profit on monetary
growth is reflected in the balance sheet context of the monetary analysis
in a corresponding fall in the “other factors” which previously included
accrued profits. This impulse is, however, not reflected in the statistics
in the net result of “other factors” in April since it was offset by counter-
vailing factors of a more random nature and with only a temporary effect

period. These contractionary influences on mone-
tary growth were roughly offset, on balance, by the
profit transfer from the Bundesbank to the Federal
Government in April, as the Federal Government in
fact fully monetised the profit credited to it (to the
amount of DM 7.3 billion), except where it used it
to repay cash advances.!

Monetary capital formation has slackened further
so far this year. It has thus slowed down monetary
expansion even less than it did towards the end of
1986. At DM 24.9 billion, the inflow of longer-term
funds in the first four months of the year was DM
5 billion lower than a year before. The focus was
again on long-term time deposits (DM 14.6 billion).
These also include price-risk-free registered bank
bonds and borrowers’ note loans, for which institu-
tional investors show a preference in periods of
low interest rates. The banks received DM 6 billion
from sales of bank savings bonds between January
and April. The banks’ capital and reserves were also
increased substantially (DM 4.1 billion). Savings
deposits at agreed notice, which normally decline
at the beginning of the year because of the expiry
of the blocking period for a major segment of
bonus-carrying savings deposits, went up by DM
1.1 billion. The amount of bank bonds held by
domestic non-banks, by contrast, fell by DM 0.9
billion; domestic non-banks’ reluctance to buy DM-
denominated bonds apparently continues to be
fairly pronounced.

Securities markets
Bond market

So far this year the German bond market has been
consistently buoyant. With brief interruptions,
interest rates were moving downwards until well
into May. On an avetage, long-term interest rates
declined from almost 6 % at the beginning of the
year to roughly 5%2% in mid-June, i.e. by V2 per-
centage point. This means that they have now
returned to their all-time low of spring 1978. At the
same time investible funds totalling DM 51.5 billion
were raised in the German bond market by domes-
tic and foreign borrowers between January and
April this year; that was even more than in the
same period of last year, when a peak figure was
recorded (DM 47.5 billion) under the impact of the
sharp revival of foreign interest.

on the money stock, such as fluctuations in the processing of cashless
payments.




in the first few months of this year, too, heavy
inflows of funds from abroad kept the vision of fall-
ing interest rates in the German bond market alive,
and at the same time remained the principal driv-
ing force behind the downward trend in interest
rates. At the start of the year, in particular, foreign
investors bought considerable amounts of bonds
in Germany in connection with the mounting up-
ward pressure on the Deutsche Mark. The Bundes-
bank fostered the decline in interest rates in the
German financial markets through the package of
measures it adopted at the end of January. At that
time it lowered its principal refinancing rates by %2
percentage point and in the ensuing period it
encouraged corresponding falls in interest rates in
the money market through its open market policy.

The short-term areas of the bond market, which are
fairly interchangeable with the neighbouring fields
of the money market, quickly followed suit. At the
long end of the market, however, the reduction in
the Bundesbank’s interest rates in January had
little discernibie impact to begin with. Up to the
end of February the difference in yields between
long and short-term bonds (as measured by the
yield gap between ten-year and one-year Federal
bonds) widened by more than 2 percentage point
(to just over 2 V2 percentage points). Bond yields
averaged around 5% % in February. In March, when
non-residents’ interest was focused more on the
German market, conditions in the German bond
market eased perceptibly. At the beginning of April
the average yield on domestic bonds fell below
5% %. Upturns in interest rates in the dollar area
unsettled the market for a while, and the downward
trend of interest rates in the German capital market
briefly came to a halt. But after only a few weeks
the influence of international interest rate
movements on the German bond market waned
and the decline in bond vyields in Germany
resumed, while interest rates in the dollar area
tended to go on rising significantly. In the event the
yield advantage of US over German bonds has
more than doubled since January. In the ten-year
field it was around 24 % percentage points in mid-
June. The last time the interest rate gap between
the US and German capital markets assumed
similar proportions was roughly 18 months ago,
when the dollar rate was more than one-third
higher. In the overall international range of interest
rates, too, Deutsche Mark rates are reckoned to be
among the very lowest.

Purchases of bonds

The pattern of demand in the German bond market
hardly changed at all in the first four months of
this year. As before, the tone of the market on the
buyers side is determined first and foremost by
non-residents. From January to April 1987 foreign
investors bought German bonds to the transaction
value of DM 27.2 billion; that was more than one-
half of the total amount raised in the German bond
market. The bulk of this sum was accounted for by
the major international financial centres in the
United Kingdom, Switzerland and Japan, through
which many internationally operating large-scale
investors transact their securities operations. In
the aggregate, almost two-thirds of overall foreign
demand for German bonds came from there. Non-
residents’ interest was still focused mainly on
public sector bonds, with Federal bonds forming
the centre of attraction, as for some time past. In
addition, foreign investors have been buying
Lander bonds on a larger scale of late; on an
average they yield roughly 2 percentage point
more than comparable Federal issues. All in all,
foreign purchases of public bonds during the
period under review, at DM 21.9 billion, were
equivalent in size to almost the entire borrowing by
the public sector in the form of issues of bonds
and medium-term notes.

Domestic banks likewise greatly enlarged their
bond portfolios in the first few months of 1987.
Only in April did their holdings decline somewhat,
mainly as a result of seasonal factors. They bought
bank bonds, in particular, in large quantities — a
tendency that is regularly witnessed at times of
falling interest rates. Apart from the possibility of
making price gains which are realisable at short
notice, banks’ heavier investment in bonds in such
periods is primarily a reflection of sluggish short-
term lending on the part of certain categories of
banks which are simultaneously registering heavy
inflows of shorter-term funds on the liabilities side
of their balance sheets. This applies especially to
savings banks and credit cooperatives. Thus, these
two categories of banks alone bought bank bonds
to the book value of DM 10.0 billion between
January and April 1987. As far as the savings banks
were concerned, these bonds were probably for the
most part securities issued by their own regional
institutions with a view to financing these institu-
tions’ long-term lending to trade and industry and
the Government. At the same time these institu-
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Conditions in the bond market
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tions, like other categories of banks, ran down their
investments in bank bonds. Banks built up their
portfolios of public bonds in the context of several
tenders of medium-term notes by the Federal and
Ladnder Governments. Overall, the domestic bond
holdings of banks (including the Bundesbank) rose

by DM 8.8 billion in the first four months of this
year. More than four-fifths of this sum was ac-
counted for by bank bonds. In the same period
banks enlarged their hoidings of foreign bonds by
DM 1.3 billion.

At the beginning of the year — a time when they
hold particularly large sums deriving from interest
credited and redemptions — domestic non-banks
invested sizeable amounts in bonds. In all, the
bond purchases of the domestic investors included
in this category of buyers amounted to DM 14.1
billion from January to April 1987, compared with
DM 9.8 billion in the same period of 1986. However,
much the greater part (almost two-thirds) of these
resources flowed into foreign bond market assets
(DM 9.1 billion). According to preliminary estimates
of the securities purchases of the various buyer
groups from the non-bank sector (although these
figures only cover the first quarter of this year), this
probably mainly reflects the investment decisions
of households. Their interest seems to have been
focused mainly on foreign currency bonds. After
the strong appreciation of the Deutsche Mark, they
are apparently regarding the exchange rate risk as
comparatively low and are being guided in their
investment decisions more by the high rates of
interest which a number of currencies offer. For
instance, they have preferred to buy bonds
denominated in pounds sterling and Canadian and
Australian dollars — currencies, that is, whose
depreciation potential is now apparently seen as
limited after the sharp declines in their exchange
rates in the past. In addition, households have con-
tinued to invest the greater part of their savings in
liquid assets not subject to price risks, such as
bank deposits and bank savings bonds. Insurance
enterprises, the most important domestic group of
institutional investors, greatly stepped up their
financial investment, as usual at the start of a year;
they continued to give preference to financial
assets not subject to price risks and to restrain
their bond buying.

Sales of bonds

Issuing activity in the German bond market picked
up noticeably, as usual at the beginning of a year.
Given the favourable market conditions, it con-
tinued to focus on the long maturity categories. In
all, domestic issuers launched bonds to the market
value of DM 99.5 billion. After deduction of redemp-
tions and of additions to the issuers’ own holdings,



net sales came to DM 41.1 billion compared with
DM 43.1 billion in the first four months of 1986 and
DM 20.6 billion in the last third of last year. On
balance, all the funds raised in the last few months
have been in the maturity category of over four
years. Moreover, bonds issued by foreign bor-
rowers to the amount of DM 10.4 billion net were
placed in the domestic market, as against DM 4.4
billion a year earlier.

Bonds of the public sector (DM 27.9 billion) made
up over two-thirds of the net sales of domestic
bonds between January and April 1987. No less
than DM 22.7 billion of this sum accrued to the
Federal Government. Specifically, it issued three
long-term loans and also offered medium-term
notes. In addition, it sold DM 5.0 billion of five-year
special Federal bonds, which are launched in the
form of tap issues and are particularly in demand
during periods of falling interest rates. Sales of
Federal savings bonds, by contrast, remained very
sluggish (DM 0.6 billion). The Lander Governments’
bond financing, unlike that of the Federal Govern-
ment, remained comparatively modest in scale. In
all, the Lander Governments raised DM 2.7 billion
during the period under review. There was a similar
rise in the bond market debt of the Federal Rail-
ways and Post Office (together DM 2.5 billion).

In contrast to the brisk issuing activity of the Fed-
eral Government, which is benefiting to a particu-
lar degree from the buoyancy of foreign demand,
the sums that banks raise by selling bonds of their
own have decreased distinctly in significance.
From January to April banks took up DM 13.3
billion net in the bond market, compared with DM
18.5 billion in the first four months of 1986. In view
of the increase in public sector bond issues, the
banks’ direct lending to public authorities has
slackened in what amounts to a “mirror-image”
effect. Correspondingly, among the various types
of bank bonds it was sales of communal bonds,
through which the issuing institutions finance
such lending, that decreased most (DM 1.3 billion
net compared with DM 10.6 billion a year earlier).
Moreover, redemptions of short-term loans taken
up earlier, which in effect are “refinanced” at long
term in the bond market, continued to play a fairly
important role in this sector. Hence the outstand-
ing amount of shorter-term paper of this kind
diminished further in the first four months of this
year (- DM 2.2 billion), whereas long-term com-
munal bonds (those with maturities of over four

Sales and purchases of bonds

DM billion
Domestic bonds 1 Foreign bonds 2
of which of
which
Foreign
Deut-
sche
Sales, Bank Public Mark
Period total Total bonds |bonds |Total bonds
1986 Sep.—
Dec. 23.6 208 — 0.2 20.9 3.0 1.6
1987 Jan. 222 20.6 1.6 9.0 1.7 0.6
Feb. 13.2 11.2 1.7 9.5 2.0 0.4
March 141 10.7 2.1 8.6 3.4 1.2
April p 20| — 13| — 20 0.7 3.3 0.2
Jan.—
April p 515 411 133 279 10.4 23
Compare
1986 Jan.—
April 47.4 43.1 18.5 24.2 4.4 1.7
Residents 3
Non-banks
of
which
Pur- Domes- |Non-
chases, tic resi-
total Total Banks 4 [Total bonds |dents §
1986 Sep.—
Dec. 23.6 59| x 68| — 0.8 -~ 38 17.7
1987 Jan. 222 93| x 19 7.4 5.8 12.9
Feb. 13.2 9.2 x 7.2 20 0.7 4.0
March 14.1 8.1 x 3.2 4.8 2.3 6.1
April p 20| — 23| x—21} — 01| — 38 4.2
Jan.—
April p 51.5 243] x 101 141 5.1 27.2
Compare
1986 Jan.—
April 47.4 217 x 119 9.8 6.0 25.7

1 Net sales at market values plus/less changes in issuers’ holdings of
their own bonds. — 2 Net purchases (+) or net sales (—) of foreign
Deutsche Mark bonds and foreign currency bonds by residents; trans-
action values. — 3 Domestic and foreign bonds. — 4 Including the Bun-
desbank. — 5 Net purchases (+) or net sales (—) of domestic bonds
by non-residents; transaction values. — x Statistically adjusted. —
p Provisional.

Discrepancies in the totals are due to rounding. BBk

years) to the amount of DM 3.6 billion net were
sold. Sales of mortgage bonds, which are other
traditional debt instruments of the issuing institu-
tions, also slowed down. On balance, mortgage
banks and regional giro institutions raised no more
than DM 0.5 billion by selling such paper, com-
pared with DM 2.0 billion a year previously. Sales of
the bonds of specialised banks amounted to DM
4.9 billion; they were thus more or less as high as
in the first third of 1986 (DM 4.8 billion). The
steepest rise recorded was that in the outstanding
amount of “other” bank bonds, which are being
issued at present primarily to fund longer-term
lending to private enterprises. Overall, banks took
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up DM 6.6 billion in this way, compared with a total
of DM 1.1 billion a year before.

In the market for foreign Deutsche Mark bonds
issuing activity has remained quite vigorous in
recent months, although it has slackened some-
what compared with last year. In the aggregate, for-
eign issuers sold Deutsche Mark bonds to the
nominal value of DM 13.5 billion between January
and April; that was approximately DM 1 billion less
than a year earlier. After deduction of redemptions,
net sales worked out at DM 8.0 billion, as against
DM 9.6 billion a year previously. Much the greater
part of these sales was accounted for by tradi-
tional fixed-rate issues and option bonds; zero
coupon bonds and floating-rate notes, by contrast,
are only playing a subordinate past at present.
Attached to some issues were warrants which
entitle the holders to buy certain Deutsche Mark
bonds or an amount of currency at a fixed ex-
change rate. In this market sector German indus-
trial firms and banks continue to play a major role
among the issuers. In the first four months of this
year five German industrial enterprises took up a
total of DM 1 billion through their financial sub-
sidiaries abroad; German banks raised about DM 2
billion in this way. As usual, the greater part (DM
5.6 billion) of the Deutsche Mark bonds sold in the
international market were placed with foreign in-
vestors. The rest were sold in Germany, predomi-
nantly to non-banks.

Share market

Notwithstanding the buoyant tone of the German
bond market, the salient feature of the German
share market in the first few months of this year
continued to be the downward slide in share
prices. Against the background of persistently sub-
dued sales and earnings prospects - which
affected, in particular, the firms competing in inter-
national markets after the appreciation of the
Deutsche Mark — and given the somewhat more
cautious assessment of the further economic
outlook in Germany, share prices went down
across the board after the turn of the year. Short-
lived upward movements, which emerged in the
market on several occasions, turned out to be too
weak to bring about a radical improvement in
market sentiment. In particular, foreign investors,
whose share purchases imparted the key stimulus
to share price movements last year, showed great
restraint in their new buying from the end of last

year onwards, and actually sold shares at times.
The upshot was that share prices in Germany, as
measured by the Federal Statistical Office’s index,
fell by roughly 14 % from the beginning of January
to the beginning of June this year.

In spite of these slightly less favourable condi-
tions, the German share market continued to be a
plentiful source of liable funds. Between January
and April of this year domestic enterprises placed
new shares to the market value of DM 4.3 billion,
against DM 5.8 billion in the same period of last
year. In addition, shares to the market value of
DM 2.5 billion were sold during the period under
review in the context of the privatisation of Federal
assets. Sales of foreign equities decreased dis-
tinctly. In the first four months of this year, for
instance, foreign shares to the amount of only DM
1.6 billion (transaction value) were sold in Germany,
compared with DM 3.4 billion in the same period of
last year.

On the investors’ side of the share market, the
focus shifted from foreign to domestic buyers
during the period under review. In particular,
domestic non-banks markedly increased their
holdings of domestic shares (for the first time
for some while) apparently in connection with a
privatisation operation carried out by the Federal
Government during the period under review, and, in
addition, they took up virtually all the foreign
equities sold. Banks built up their shareholdings
by DM 1.3 billion (book value), all of their purchases
consisting of domestic equities. Between January
and April 1987 foreign investors bought German
shares (including participations) to the amount of
DM 1.9 billion (transaction value); this was only half
as much as in the preceding period and con-
siderably less than in the same month of last year
(DM 8.0 billion).



Public finance
Central, regional and local authorities
Developments since the beginning of the year

At the beginning of 1987 the deficits of the central,
regional and local authorities again showed a ris-
ing trend, after having started to gxpand slightly in
the course of 1986. In the first ‘quarter of 1987 a
deficit of DM 13 billion was incurred, against DM
10.5 billion a year previously.! The Federal Govern-
ment ran a deficit of just over DM 11 billion; this
was DM 0.5 billion more than in the corresponding
period of last year. The deficit of the Lander
Governments in the first quarter exceeded DM 4
billion; compared with the preceding year, their
finances thus deteriorated by DM 1.5 billion. At
local authority level the deficit seems to have been
roughly the same as in the previous year (approx-
imately DM 2 billion).2

The central, regional and local authorities’ expenad-
iture rose sharply in the first quarter of 1987, i.e. by
almost 5%. As in the preceding year, however,
developments diverged widely at the various levels
of government. Federal spending grew by 32 %.
The Lander Governments’ expenditure increased
particularly sharply (by almost 6%2%), and local
authority spending went up by almost 5%. Among
the current expenditure of the central, regional and
local authorities, spending for social purposes
grew substantially in the first quarter (+ 8v2%)
with very diverse trends in the various items. The
main contributory factors were the baby allowance
newly introduced last year, the improvements to
housing allowances and the additional benefits in
the context of agricultural social policy. (At the
beginning of 1986 these measures, where they had
been approved at all, hardly had any effect in cash
terms.) Expenditure on social assistance, which is
to be financed mainly by the local authorities,
likewise rose vigorously. By contrast, spending on
unemployment assistance, which is effected by
the Federal Government, declined; in this context
the burden was eased by the fact that the period of
entitlement to the unemployment benefits paid by
the Federal Labour Office had been extended.
Expenditure on other major social payments
(children’s benefits, war victims’' benefits) also
either decreased or hardly grew at all because the
number of recipients of such payments declined
further for demographic reasons. Like social
expenditure, current grants to enterprises rose
sharply; of special significance here were the large

1 Here, as in the rest of this article, adjustment has been made (when
comparing the figures) for the fact that at the beginning of 1986 Federal
grants to the statutory pension insurance funds were paid ahead of
schedule and that there were shifts in the timing of the recording of tax
receipts in one Land.

2 The local authorities’ budgets always show relatively unfavourable
figures in the first quarter of a year, partly because their share in income

Finances of the central, regional
and local authorities *

1986 1st gtr 1987
Change Change
from from
previous previous
DM year DM year
Iltem billion [in % billion [in %
Receipts 587.5| + 4 1295( + 3
of which
Taxes 4525 + 35 109 + 3.5

Profit distribution

by the Bundesbank 125 — 2 — —_
Expenditure 630 + 4.5 1425 + &
of which
Personnel expenditure 2025 + 45 42 + 3
Other operating expenditure 101 + 35 21 + 75
Social expenditure 1 122 + 5 325 + 85
Interest expenditure 58 + 35 18 — 25
Capital expenditure 855 + 75 75| + §
Financial aid 2 405 + 2 8 + 0
Deficit (—) —42.5 x| —13 x

* The figures shown here are largely in the budgetary definition. The
annual figures, unlike the quarterly ones, also include hospitals keep-
ing commercial accounts. The figures are partly estimated. — 1 Cur-
rent grants to households and social security funds. — 2 Investment

BBk

grants, loans and acquisition of participations.

additional amounts spent on the coking coal allow-
ance as a result of the decline in the US dollar.
Lastly, other operating expenditure also required
substantially larger sums than a year previously,
owing in particular to payments for defence pro-
curements.

Personnel expenditure grew by 3% in the first
quarter. In this context allowance must be made
for the fact that back payments resulting from this
year’s pay settlement were not yet effected in that
period, in contrast to the first quarter of last year.
Interest expenditure dropped in absolute terms in
the first quarter owing to fluctuations in the timing
of interest payments in the course of the year.
Basically, however, interest expenditure is contin-
uing to grow, even though not as sharply as the
central, regional and local authorities’ indebted-
ness, because the situation is being eased by the
decline in interest rates; measured by total spend-
ing, interest expenditure is expected to grow less
than proportionately in 1987. This is not only
because the extra loans raised in 1986 to finance
the deficits, the first interest on which is falling
due in 1987, were “cheaper” than a year previously.
An even more important factor is that some of the
loans repaid were taken up at far higher interest
rates than the new funds obtained to replace them.

tax is initially accumulated on the Linder Governments' accounts and
the local authorities do not receive their tax share for the first quarter
until the second quarter.
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The central, regional and local authorities’ capital
spending grew vigorously again in the first quarter
of 1987 (+ 5%), in conformity with the budgets.
This was mainly attributable to the local authori-
ties, whose capital expenditure has been expand-
ing again for the last two years, after the restric-
tions effective in the period from 1981 to 1984. The
volume of orders placed admittedly declined in the
first quarter, but this presumably owed something
to delays caused by the severe winter weather.

Unlike their expenditure, the central, regional and
local authorities’ receipts rose only moderately in
the first quarter. Both total receipts and tax
revenue,® (the most important source of govern-
ment income) grew by approximately 3% in the
first three months of 1987. Receipts thus grew
slightly less than in 1986. Various special factors
dampened the increase in receipts, however. The
main reason for the relatively sluggish growth of
tax revenue was that assessed taxes yielded less
in the first quarter than a year previously. Receipts
of corporation tax declined particularly sharply (by
12V2 %), after they had already deteriorated in the
second half of 1986. The back payments and final
payments for earlier years, when enterprises’
advance payments had been raised sharply, con-
tinued to decrease. Moreover, the advance pay-
ments do not seem to have gone up any further
of late. Apparently a number of enterprises have
obtained a reduction in these payments from their
tax offices, especially by pointing to their lower
export proceeds. The year-on-year comparison is
also significantly influenced by the fact that the
advance payments were very high in 1986 owing to
the sale of a major industrial interest. This transac-
tion also caused the receipts of assessed income
tax to rise substantially a year ago. The yield of this
tax in the first quarter of 1987 was over 9% below
last year’s level; but for the above-mentioned
special factor, however, receipts of assessed
income tax would have been about 3% up on the
year.

Unlike the assessed taxes, wage tax (more pre-
cisely: the tax deducted at source from wages,
salaries and civil servants’ pensions) rose sharply
~ viz. by 6%2% - in the first quarter. In January,
when the wage tax on the wages and salaries of
December flowed in, the rise in this tax (the one
with the highest yield) was, however, still adversely
affected by last year's tax cuts. Only since

3 Including the funds transferred to the European Communities out of
customs duties and turnover tax revenue.
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February has the progressive tax scale taken full
effect again.

Turnover tax showed a particularly favourable out-
come: in the first three months of 1987 it yielded
almost 8 % more than a year previously. However,
this can be ascribed only in part to the further
increase in private consumption, the principal
component of the basis of assessment of turnover
tax revenue. Shifts in payment dates, which occur-
red at the turn of 1986-87 in the context of the
settlement of a large-scale project, likewise influ-
enced the development of this tax revenue.

The financing of the public deficits proceeded
smoothly (in fact, at lower interest rates) in view of




non-residents’ heavy demand for German secu-
rities. In the first quarter net borrowing in the
market by the Federal and Lander Governments
and local authorities came to DM 14.5 billion and
including April to over DM 15 billion. The central,
regional and local authorities’ external indebted-
ness rose slightly more than that (by DM 16 billion),
while their indebtedness to residents diminished
somewhat. (External debt already rose sharply last
year; its growth was equivalent to 86 % of total net
borrowing by the central, regional and local
authorities and 92 % of their net borrowing in the
market.) The Federal Government took advantage
of the favourable tone of the market to borrow
extensively (over DM 10.5 billion net) in the first
three months of 1987. In April the Federal Govern-
ment showed restraint in its borrowing, in view of
the cash reserves it held at the end of March and
the Bundesbank profit transferred in the middle of
April (DM 7.3 billion); as a result, redemptions
predominated and its credit market indebtedness
went down by DM 3.5 billion. The Lander Govern-
ments, on the other hand, raised over DM 4 billion
in April, and thus more than in the whole of the first
quarter, when their borrowing requirement was (as
usual) not very high because in that period size-
able sums deriving from the local authorities’
share in income taxes accumulate temporarily on
the Lander Governments’ accounts.

The restructuring of the various forms of debt con-
tinued at the beginning of the current year. While
the central, regional and local authorities’ liabil-
ities arising from borrowers’ note loans (including
cash advances from banks) decreased by almost
DM 6.5 billion net in the first four months of 1987,
indebtedness in the form of securities rose by DM
21.5 billion. Over DM 12 billion of this sum was
accounted for by bonds, on which non-residents’
interest was mainly focused. On balance (i.e. after
taking account of market-regulation operations
and redemptions), the Federal Government obtain-
ed no less than DM 9 billion by issuing bonds, but
the Lander Governments also had more recourse to
this instrument. As a result of five new issues, the
outstanding amount of Lander Government bonds
rose by over DM 3 billion between January and
April; this was equivalent to almost one-half of the
net borrowing by the Lénder Governments. In addi-
tion to the bonds, issues of medium-term notes
played a significant role; they yielded DM 7 billion
net. Over DM 4.5 billion net flowed in from sales of
five-year special Federal bonds. Brisk gross sales

Net borrowing in the market by the central,
regional and local authorities

DM billion
1986 1987
January |January
to to
Iltem Total Aprilpe |Aprilpe
Securities +49.6 +18.4 +21.6
Loans against borrowers’ notes 1 —10.3 -— 7.8 — 6.3
Other — 03 — 0.0 — 0.0
Total +38.9 +10.5 +15.3
of which
Raised abroad pe +35.7 +15.4 +16.0
1 Including cash advances. — pe Partly estimated. BBk

of these securities were accompanied by relatively
high redemptions. The outstanding amount of Fed-
eral savings bonds grew by DM 0.5 billion despite
sizeable redemptions. By contrast, Treasury dis-
count paper (i.e. paper with shorter maturities) was
repaid to the amount of DM 2.75 billion.

Prospects for 1987 as a whole

After several years in which the deficits were
reduced, lowering the tax burden has meanwhile
become a prime objective of financial policy. This
task has been approached progressively. The year
1987 marks a “breathing space” between the first
stage of the income tax cuts in 1986 and the further
measures due to follow in 1988. In the current year
the progression of the income tax scale is there-
fore temporarily taking full effect again. At present,
however, the rise in tax revenue is being dampened
by the flagging of economic activity due to external
influences. Tax receipts are also being held down
by the fact that some of the tax payments made in
1986 in connection with the sale of a major indus-
trial interest must now be refunded. According to
the new official tax estimate made in May, a
growth of 3%2% in tax revenue is to be expected in
1987; this is no more than in 1986. This estimate
falls almost DM 10 billion short of the forecast of
November 1986, on which the budget planning had
largely been based. (Ultimately, however, total
revenue in 1986 turned out to be almost DM 3
billion below the November estimate.) In 1987,
moreover, the total receipts of the central, regional
and local authorities will probably rise more slowly
than tax revenue, because the amount of Bundes-
bank profit transferred to the Federal Government
is significantly smaller than a year previously, and
this shortfall can only be offset in part by higher
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proceeds than Iastvyear from the privatisation of
Federal industrial interests.

On the expenditure side of the budgets, a distinctly
sharper increase than that in receipts is in pros-
pect. The trends in spending are again diverging
widely, however, at the various levels of govern-
ment. Federal Government expenditure will be
2% % higher than the out-turn for 1986, according
to the budget. To achieve the envisaged overall
lowering of expenditure by over DM 1 billion,
freezes have been imposed on non-personnel
administrative expenditure and on current grants
and subsidies. In the case of the Federal Govern-
ment, there have been no signs so far of any major
deviations of the actual course of expenditure from
the budget. The Lander Governments’ proposed
spending volume is 3% higher than the out-turn for
1986. This figure will certainly be exceeded for per-
sonnel expenditure, which is a particularly signifi-
cant item in the Lander Governments’ budgets,
since wages and salaries were raised by 3.4% in
the pay settlement for the public service, but the
relevant budgetary appropriations generally pro-
vide sufficient scope for this. The overall expend-
iture limit can, however, only be met if the over-
shooting of the appropriations in other sectors
which occurred in 1986 is not repeated. Even
though some of the sharp rise in LAnder Govern-
ment spending at the beginning of the year was
apparently caused by fluctuations in the pattern of
payments, certain risks to the budget are already
discernible here. The local authorities intend to
increase their spending by 4v2%, according to a
survey by the German Cities’ Assembly. The funds
earmarked in this context for personnel expend-
iture will not suffice, however, if additional staff is
recruited, as has been the case in recent years.
Capital spending is to go on rising strongly,
according to the budgets. Local authority expend-
iture on social assistance will in all probability
grow especially vigorously again. The spending
policy of the Federal Government, which by nature
is a greater focus of attention, is thus not typical
of the spending behaviour of the central, regional
and local authorities taken as a whole. In all
likelihood the expenditure of the central, regional
and local authorities will again go up more than
is consistent with the recommendations of the
Financial Planning Council, according to which
the annual increase in spending should be limited
to 3 %; altogether, the planning for 1987 implies a

somewhat higher growth rate (3Va %), but this rate
too will probably be exceeded in actual fact.

Given the described trends on the receipts and
expenditure sides of the budgets, the deficit of the
central, regional and local authorities in 1987 is
likely to be higher than in 1986, when it rose
slightly again (for the first time since 1981), after
the tax reductions at the beginning of the year.
From the present perspective it might reach a
magnitude of DM 50 billion, compared with DM
42.5 billion in 1986 and barely DM 40 billion in 1985,
i.e. just before the tax cuts were introduced.

The more vigorously expenditure grows, the more
difficult it will be for the budgets of the central,
regional and local authorities to cope financially
with the future tax cuts. In 1988 the second stage
of the income tax reductions approved in 1985
(with a volume of DM 8.5 biilion) will enter into
effect. According to the bill tabled by the Federal
Government, it is to be extended by bringing for-
ward from 1990 to 1988 some of the relief measures
planned as part of the major tax reform; in this
manner the process of overall economic adjust-
ment now under way (the shifting of stimuli from
foreign to domestic demand) is to be given greater
support. The additional tax reductions amount to
just over DM 5 billion. According to the latest
official tax estimate, which is based on the
assumption of a growth of 4%2% in nominal GNP
in 1988, tax receipts will rise by only 2% % next
year, after taking account of the additional tax
cuts. Unless a policy of strict expenditure restraint
were pursued in 1988, a considerable expansion of
the deficits could not be avoided. The Financial
Planning Council recommended at its meeting on
June 3 that the increase in all the central, regional
and local authorities’ expenditure should be
limited to 3% a year. The Federal Minister of
Finance has already announced that the rise in
Federal expenditure is to be kept down to 22 % per
annum in the budget for 1988 and the new medium-
term financial plan up to 1991. The Lander Govern-
ments and local authorities, too, will probably try
to slow down the growth of their spending. Not
least because of their differing expenditure pat-
terns, however, these authorities expect their
aggregate spending to increase somewhat more
than that of the Federal Government. All in all, a
further rise in the central, regional and local
authorities’ deficit is likely in 1988, in so far as
future trends can be foreseen at the moment. In



connection with the substantial tax reductions, the
deficit will then have expanded for three con-
secutive years.

Social security funds

In the first quarter of 1987 the seasonal deficit of
the three major areas of social security (pension
insurance funds, Federal Labour Office, statutory
health insurance institutions), at DM 4 billion, was
slightly smaller than a year earlier. As the year pro-
ceeds, however, expenditure is expected to rise
slightly more than it did in the first quarter, mainly
because the rate of adjustment of old-age pen-
sions in mid-1987 will be higher than it was a year
before, and because the period of entitlement to
unemployment benefits will be extended again
from that date onwards. In these circumstances
the surplus for 1987 as a whole must be expected
to be smaller than that for 1986, although a number
of contribution rates have been raised. The con-
tribution rate to the pension insurance funds,
which had been temporarily increased to 19.2 % of
wages and salaries until the end of 1986, was
restored to the former level of 18.7 %, but at the
same time the contribution rate to the Federal
Labour Office was raised from 4.0 % to 4.3 %, and
in the field of health insurance it was necessary, in
view of the further sharp cost increases and the
associated deficits, to raise the contribution rates
from an average of 12.2% in the preceding year to
12.5% at the beginning of 1987. Taken as a whole,
social security contributions thus grew from
35.4 % of eligible income in 1986 to 35.5% at the
beginning of 1987, and they will increase again dur-
ing the year as more health insurance institutions
put up their contribution rates. (At the beginning of
this decade overall social security contributions
had stood at 32v2%.) The endeavours of those
responsible for financial policy to lower the burden
of taxes and public levies by means of tax relief are
thus being neutralised to some extent by rising
social security contributions (especially contribu-
tions to health insurance institutions).

The wage and salalary earners’ pension insurance
funds ran a seasonal deficit of DM 0.8 billion in the
first quarter of 1987. This is a slight improvement
over the preceding year (if the fact that some Fed-
eral grants had been paid ahead of schedule at the
beginning of 1986 is disregarded). The revenue
from the compulsory contributions paid by employ-
ees and employers rose by roughly 4%, even
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though the contribution rate was lowered, as
stated. At the beginning of the year, admittedly,
contributions for wages and salaries earned in the
preceding year and thus subject to the higher con-
tribution rate were still flowing in. In the first
quarter expenditure was 3%2% higher than a year
previously. The pension insurance funds had to
effect 4% more pension payments than in the
same period of last year, mainly because pensions
were raised by 2.9% in mid-1986, in line with the
course of wages and salaries in 1985. In addition,
the number of current pensions rose further (by
approximately 1%). The pension insurance funds’
share of the contributions to the cost of pen-
sioners’ health insurance declined, by contrast,
because pensioners’ own contribution rate was
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raised in mid-1986 from 4.5% of the

pension.

to 5.2%

The prospects for the pension insurance funds in
the current year as a whole can be considered
positive, even though the surplus will not be as
high as it was last year (DM 7 billion) in view of the
lowering of the contribution rate. Rising wages and
salaries and probably a further increase in employ-
ment will cause eligible income to grow. The
burden on the expenditure side will be relieved fur-
ther by the fact that pensioners’ own contribution
to the cost of their health insurance is going to be
raised to 5.9 % of their pension in mid-1987 as the
last step of the phased programme; the pension
insurance funds and the pensioners will then each
pay one-half of the funds which the health
insurance institutions are receiving for pensioners.
The pension adjustment in mid-1987 will, however,
be higher than in 1986, in keeping with the develop-
ment of wages and salaries last year; it will come
to 3.8%. Net of the increase in the health
insurance contribution, this implies a rise of 3% in
pension income as from the middle of this year.

In the four months from January to April the Feo-
eral Labour Office showed a deficit, as usual at
that time of the year; at DM 2.3 billion, it was
slightly higher than a year previously (DM 2 billion).
The sharp growth in expenditure (by almost 9 %)
was the prime reason for the less favourable finan-
cial result. The further strong expansion of voca-
tional training and job creation measures had a
major share in this. In the first four months of the
year the Federal Labour Office spent over one-
quarter more for these purposes than in the same
period of 1986. Approximately one-quarter more
than a year previously also had to be disbursed on
short-time working benefits because the order
situation (notably in mining, the steel industry and
mechanical engineering) did not permit full work-
ing hours for a larger number of employees. 2.5 %
more had to be spent on unemployment benefits,
which in volume terms are the most important
benefit granted by the Federal Labour Office. While
the average amount of support per unemployed
person rose further in line with the general
development of income, the number of recipients
of unemployment benefits decreased by 1% on a
year-on-year comparison. As a proportion of the
total number of jobless it grew slightly, however,
the main reason being the extension of entitlement
to unemployment benefits as from the beginning
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of 1986. The receipts of the Federal Labour Office
in the four months from January to April were 8%
higher than in the corresponding period of last
year. This was due to the rise in wages and salaries
and employment and also to the above-mentioned
raising of the contribution rate at the beginning of
the year.

In its 1987 budget the Federal Labour Office
assumes that receipts and expenditure will be
roughly in equilibrium. Compared with the results
of last year, when a small deficit was incurred, its
finances would thus hardly improve despite the
raising of the contribution rate. This is mainly
because the Federal Labour Office is planning to
spend substantially more on measures to create
jobs and on vocational training schemes. Many of
the expenditure appropriations for 1987 were
calculated on the basis of the estimates for 1986,
which were in fact not fully utilised. In the current
year, however, expenditure will in all probability not



be lower than estimated: indeed, in view of more
recent economic developments and the extensive
recourse to vocational assistance measures, the
Federal Labour Office is now expecting its spend-
ing to increase. Moreover, the improvements in
benefits planned as from mid-1987 have not yet
been taken into account in the budget. An act
recently approved by the Bundestag provides, as
from July 1987, for a further extension of entitle-
ment to unemployment benefits graded by years of
employment and age. The resulting additional
expenditure has been estimated at DM 1.5 billion
for the current year. To finance the extra spending,
the Federal Labour Office will presumably have to
liquidate part of its reserves, which amounted to
DM 5.5 billion at the end of 1986.

The finances of the statutory health insurance
institutions hardly improved at all at the beginning
of 1987, although many institutions raised their
contribution rates. In the first quarter a (partly
seasonal) deficit of DM 1.6 billion was incurred;
this was almost as much as a year previously.
Expenditure grew by 3% % and hence slightly less
than in the preceding year (+ 5 %); nevertheless, it
rose more sharply than what is known as “basic
total pay”, i.e. the income underlying contribution
payments. The various types of expenditure devel-
oped along very divergent iines. While the amounts
spent on out-patient medical treatment grew only
a little and expenditure on dental treatment
actually declined, spending on medicaments
increased by over 4%2% and that on in-patient
treatment by more than 6 %. The growth in expend-
iture on therapeutical treatment and aids (+ 10 %)
and on sickness benefits (+ 11%%) was even
sharper. The receipts of the statutory health
insurance institutions in the first quarter were
4, % higher than a year before. The inflow of
employed persons’ contributions grew by 5va %,
and pensioners’ health insurance contributions,
which are in principle linked to the development of
pension expenditure, went up by 4 %.

As the year proceeds, the statutory health insur-
ance institutions’ receipts will presumably rise
more sharply than in the first quarter, mainly
because more institutions will be raising their con-
tribution rates; after the pension adjustment on
July 1 the payments by the pension insurance
funds, too, will go up more sharply than in the first
half of the year. At the same time, however, the
growth of total expenditure would have to slow

down even more to prevent the health insurance
institutions from incurring a deficit again in 1987
(as they did in the preceding three years), since this
would lead in turn to further contribution increases.
In this context it will be of crucial importance
whether the sharp expansion of costs in the field
of in-patient treatment, therapeutical treatment
and aids and medicaments can be curbed.
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General economic conditions
Overall economic trends

In the first three months of 1987 economic activity
in the Federal Republic of Germany was severely
hampered by harsh and long-drawn-out winter
weather. Outdoor work in the construction sector,
building material production and the transporta-
tion industry were among those to suffer. Admit-
tedly, the direct and indirect consequences of the
bad weather for overall economic trends are dif-
ficult to separate from the effect of other factors.
Overall, real gross national product fell by about
2% in the first quarter of 1987 against the fourth
quarter of 1986, after elimination of seasonal fluc-
tuations and approximate adjustment for working-
day variations; this was a year-on-year rise of
2v2% and, taking the higher number of working
days in the first three months of this year into
account, of about 1v2%. The cold weather had its
most marked effect in a steep fall in construction
investment; after adjustment for normal seasonal
fluctuations, construction investment in the first
quarter of 1987, at constant prices, was 13%2%
down on the last quarter of 1986. Excluding con-
struction investment, the real gross national prod-
uct at the start of this year would have been
somewhat higher than in the last three months of
1986. After the end of the long period of sub-zero
temperatures, construction output rose dramati-
cally. Most recent information on demand and out-
put, which refers mainly to the month of April, sug-
gests that the “winter downturn” is over and the
economy on the way up again.

Trends in demand
Demand for capital goods

An indication of the fact that the underlying trend
in the first quarter of 1987 — leaving aside the in-
fluence of the weather — was not unfavourable is
the further growth in corporate investment. Thus
expenditure on machinery and equipment in this
period rose by a seasonally adjusted 2¥2% in
nominal terms and by just under 3% in real terms
against the fourth quarter of 1986; in comparison
with the corresponding period of the previous year,
this implies an increase of 7% and 6 % respec-
tively. After the strong fall in demand last autumn,
the domestic capital goods sector (excluding
vehicle manufacture) booked 1% more domestic
orders in the first quarter of 1987, seasonally
adjusted, than in the preceding quarter; in April
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orders received rose again and almost reached the
relatively high level of early autumn 1986. Domestic
orders are continuing to show a weaker trend than
total capital spending by enterprises: a growing
percentage of orders for new machinery and equip-
ment is being placed with foreign manufacturers.



The renewed strength of enterprises’ investment
propensity will probably have largely been due to
the fact that, with the realignment in the EMS and
a more stable US dollar in the last few months, an
important factor making for investor uncertainty
has lost influence. At the same time, the earnings
outlook, which plays an important role in invest-
ment planning, has probably also stabilised some-
what. If the gross income of producing enterprises
in the first quarter of 1987 was somewhat lower
than in the previous quarter, seasonally adjusted,
this was largely due to the fact that construction
enterprises’ earnings were severely affected by
production losses caused by the weather.

According to first estimates, the business com-
munity’s stockbuilding was relatively high. This,
however, probably had to do with special influ-
ences (like, for example, delays caused by the
weather in drawing down stocks of construction
materials).

Demand for construction work

Bad weather not only depresses construction out-
put: experience shows that it also reduces order
placements. In the first quarter of 1987, after
adjustment for normal seasonal influences, 7 2%
fewer orders were received by the construction
sector than in the last quarter of 1986 and 22 %
fewer than a year before. However, this probably
does not reflect a renewed slackening of construc-
tion demand. The informative vaiue of figures for
individual groups of orders placed is very limited,
on account of the particular role played by the
weather. But the especially strong fall in orders for
residential buildings - in the first quarter they
undershot the corresponding level of the previous
year by 12¥2% - necessarily gives rise to the
assumption that residential construction will
remain subdued after the winter break. The con-
struction of new rented accommodation, in partic-
ular, still frequently appears unprofitable. At any
rate, the number of approved dwellings in apart-
ment blocks with more than two residential units
fell considerably more in the first quarter of the
year, seasonally adjusted, against the preceding
three-month period than did permits for the con-
struction of one or two-family houses. Most of
these are occupied by the owners themselves.
Many enterprises, particularly those in the installa-
tion and building completion sector, are admittedly
finding a certain compensation for the lower

Use of the gross national product *

Seasonally adjusted quarterly figures

invest-
ment in  [Con-
Gross Private Govern- |machinery|struction
national [con- ment con- |and equip-|invest-
Period product |sumption |sumption [ment ment
at current prices in DM billion
1986 1st qtr 4725 263.9 93.1 39.7 49.4
2nd qgtr 486.2 271.7 95.9 41.6 53.7
3rd qtr 493.6 272.7 97.4 39.5 54.6
4th qtr 496.7 272.8 96.7 41.4 56.0
1987 1st qtr 497 1 269.5 96.9 42.4 49.0
Change from previous gquarter in %
1986 1st gtr 0.5 —0.0 0.0 —15 — 55
2nd qtr 3.0 3.0 3.0 5.0 8.5
3rd qtr 15 0.5 1.5 —5.0 15
4th qtr 0.5 0.0 —0.5 4.5 25
1987 1st qtr 0.0 —1.0 0.0 2.5 —12.5
at 1980 prices in DM billion
1986 1st qtr 395.6 220.1 79.3 33.7 43.5
2nd qtr 405.8 2276 80.5 34.9 47.3
3rd qtr 408.8 227.8 82.1 33.2 479
4th qtr 408.2 228.0 81.6 34.8 48.9
1987 1st qgtr 405.0 225.9 81.6 35.8 42.2
Change from previous quarter in %
1
1986 1st qtr 0.0 —-1.0 0.5 —1.0 —15 — 6.0
2nd qtr 1.0 25 3.5 1.5 35 8.5
3rd qtr 1.0 05 0.0 20 —5.0 15
4th qtr 0.0 —0.0 0.0 —05 5.0 2.0
1987 1st qtr |—0.5—1.0 —1.0 —0.0 3.0 —13.
Memo
item
Foreign
Total Total balance
fixed domestic (exports
capital expendi- less
formation |ture Exports [Imports [imports)
at current prices in DM billion
1986 1st gtr 89.1 448.5 156.3 132.3 24.0
2nd qtr 95.3 460.4 163.5 137.8 25.7
3rd qtr 94.1 463.1 159.1 128.7 30.5
4ath qtr 97.4 470.6 155.9 129.7 26.1
1987 1st qtr 91.4 468.8 153.9 125.6 28.3
Change from previous quarter in %
1986 1st qgtr —4.0 —0.5 —25 —6.0
2nd qtr 7.0 25 4.5 4.0
3rd qtr —1.5 0.5 —25 —6.5
4th qtr 3.5 15 —20 1.0
1987 1st qtr —6.0 —~0.5 —1.5 —3.0
at 1980 prices in DM billion
1986 1st qtr 77.2 3773 1325 114.3 18.3
2nd qtr 82.2 390.9 139.8 124.9 14.9
3rd qgtr 81.1 392.3 136.5 119.9 16.6
4th qtr 83.7 396.8 134.3 1229 11.4
1987 1st qtr 78.0 393.0 133.0 121.0 12.0
Change from previous quarter in %
1986 1st qtr —4.5 —-1.0 —2.0 —3.0
2nd qtr 6.5 35 55 9.5
3rd qtr —1.5 0.5 —25 —4.0
4th qtr 3.5 1.0 —15 2.5
1987 1st qgtr —7.0 —1.0 —1.0 —1.
* Provisional figures; not adjusted for working-day variations. —
1 Approximately adjusted for working-day variations. BBk
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number of new residential buildings in expenditure
on repairing and modernising existing dwellings,
which has been going up for a fairly long time now.

Private consumer demand

At first sight, overall consumption appears to have
been fairly low in the first quarter of 1987, as total
consumption expenditure was a seasonally
adjusted 1% down on the level of the fourth
quarter of 1986. This of course had to do with tem-
porary special factors. These influences have
vanished in the interim, as preliminary results for
April and partial data for May show, so that now
the basic upward trend in consumer demand is
more evident again. After the start of the year a
very significant factor was that households limited
their purchases of passenger cars because in
many cases they had brought the purchase for-
ward, for tax reasons, to the last few months of
1986. By April and May this slack in demand had
obviously been taken up; the number of newly
registered cars, on an average of these two
months, not only exceeded the extremely low level
of the first quarter of 1987, seasonally adjusted,
but was also 8%2% up on the year. It should be
remembered here that, particularly in a year-
on-year comparison, households’ expenditure on
new cars will have risen more strongly than the
number purchased, not only owing to higher prices
but also because of the sustained trend towards
improved fittings.

Private consumption expenditure in the first quarter
of 1987 was also adversely affected by the fact that
Easter trade occurred this year in April. No doubt
principally for this reason, purchases of textiles,
clothing and shoes in the first three months of this
year, seasonally adjusted, were only about as high
as in the last quarter of 1986, though in April the
retail trade sold about 10% more than on an
average of the first quarter. The furniture and
appliances business registered similar results.
Households’ expenditure on holiday trips was
markedly higher in April than on an average of the
months from January to March. If these recent
trends more or less continue, private consumption
will again play the role of an important buttress of
domestic demand.

Income trends in the first few months of this year
generated only relatively weak stimuli to consumer
demand. It is true that employment went up fur-
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ther; however, during the period of sub-zero
temperatures there were also heavy income losses,
particularly for employees in the construction sec-
tor. In all, total gross wages and salaries in the first
quarter of 1987, seasonally adjusted, were hardly
any higher than in the last three months of last
year; this was a year-on-year rise of about 3%z %.
Simultaneously, deductions from wages and
salaries grew relatively strongly because, firstly,
the progressive tax scale came into play again and,



secondly, contribution rates to the health insurance
institutions were raised in many cases. The pen-
sion and maintenance payments made to house-
holds by public cash offices in the three-month
period from January to March this year were
markedly above the level of the preceding quarter,
seasonally adjusted, mainly because of increased
payments of bad weather benefits and baby
allowances. Including other income, comprising
primarily income from financial assets and private
withdrawals from entrepreneurial income (which
are only a residual), households’ disposable
income in the first quarter of 1987, seasonally
adjusted, was about as high as in the preceding
quarter; it rose by a good 3% against the com-
parable period of the previous year.

As their consumption expenditure was initially
rather low, households saved a relatively large
amount at the beginning of 1987. Private saving in
the first three months of the current year increased
by a seasonally adjusted 7':% against the
previous quarter. Its share in disposable income
thus went up to an estimated 14%2%. In April
private saving admittedly began to normalise in the
wake of the lively Easter trade. The relatively high
saving in the first quarter continued to show up for
the most part in shorter-term forms of investment.
The further fall in interest rates on deposits is
arguably a reason why securities bearing attractive
coupons were somewhat in demand again, with
bonds with short remaining periods to maturity
being preferred, probably to limit the price risk. In
comparison with the corresponding period of the
previous year, the acquisition of foreign bonds and
bank savings bonds increased. In addition, house-
holds devoted more funds to the future acquisition
of housing through building and loan associations.

In the first quarter of 1987 households reduced
their net borrowing for consumption purposes. The
use of new borrowed funds in this period remained
below that of simultaneous redemptions not only
in the case of shorter-term credits, as before, but
also in that of longer-term loans. This must prob-
ably be seen in connection with the temporary
decrease in passenger car purchases.

Foreign demand
After a further fall in the first quarter of 1987, the

demand of foreign customers for German indus-
trial products seems to have stabilised of late.

Foreign demand

3-month moving averages, seasonally adjusted
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Seasonally adjusted, the foreign orders received
by the domestic manufacturing sector in the first
quarter were 3% down on the previous gquarter and
5% lower than a year before. While export orders
in the consumer goods sector increased markedly,
seasonally adjusted, it was of much more impor-
tance that, in particular, the producers of capital
goods, and among them principally those in the
electrical engineering industry, booked distinctly
fewer foreign orders in this period than towards the
end of last year. The further fall in foreign demand
for German industrial products is attributable,
firstly, to major exchange rate corrections, in par-
ticular vis-a-vis the US dollar; these continued well
into the first quarter of 1987 and led to the price
competitiveness of German suppliers worsening
further, particularly in the dollar area. Secondly,
towards the end of last year overall economic
activity slowed down in major European partner
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countries, to which the bulk of German exports
flow; in particular, their readiness to invest and
thus also their demand for German capital goods
slackened, probably under the influence of the
external adjustment process, and capital goods
carry the greatest weight in the range of exports
offered by domestic industry. In addition, at the
beginning of this year economic activity in other
European countries was hampered by the long,
severe winter. Moreover, the weakness of foreign
demand owed much to the fact that both centrally
planned economies and oil-exporting countries
exercised great restraint in their imports, even
though the oil price has risen markedly again in the
interim.

In April this year foreign orders as a whole went up
distinctly; seasonally adjusted, they exceeded the
very low average level of the first quarter by 6 V2 %.
Foreign orders rose particularly in the capital
goods sector, especially in mechanical engineer-
ing. After the end of the first quarter German cars
were also more in demand than before. In addition,
the basic and producer goods sector experienced
somewhat stronger demand on the part of foreign
customers than previously; this applied particu-
larly to the chemical industry, whereas foreign
demand for German steel products fell further. The
more favourable April figure must admittedly not
be overrated; however, it does not seem impossible
that foreign demand will pick up again, particularly
if the current exchange rate relationships, which
have been more stable for some time, continue.

Output and labour market

Under the influence of the long period of sub-zero
temperatures the real gross national product fell
by 2% in the first quarter of 1987 against the last
quarter of 1986, after elimination of seasonal fluc-
tuations and approximate adjustment for working-
day variations. Production losses in the construc-
tion sector were particularly large. Thus construc-
tion output, after adjustment for normal seasonal
influences, was almost 20 % down on the average
of October-December 1986. The decline was inevi-
tably most pronounced in civil engineering, but in
other areas of the economy, too, output was fairly
subdued. The manufacturing sector, in particular,
was lacking the stimuli emanating from exports. At
the same time, this area of the economy was prob-
ably more subject than any other to the import
pressure caused by the Deutsche Mark apprecia-
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tion. In the first quarter of 1987, the seasonally
adjusted output of the manufacturing sector was
1%2% down on the previous quarter, and after
approximate adjustment for working-day varia-
tions, it was 1% lower than a year before, although
there were clear differences between the individual
industrial sectors. Unlike industrial output, produc-
tion in the tertiary sector considerably exceeded
its level of the preceding year in the first three
months of 1987, too.

After the end of the frosty weather, output trends
in the construction sector again showed a ciear
upward tendency. Seasonally adjusted construc-
tion output in April was 13% up on the average
of the first three months of the year. In the manu-
facturing sector, too, there were signs of an
appreciable improvement in April. Seasonally ad-
justed output here was a good 2% up on the level
of January-March 1987. The expansion in output
here applied to all industrial sectors; the increase
was strongest in the capital goods sector.




The situation in the /labour market did not remain
unaffected by the unfavourable weather in the first
few months of this year. The employment situation
in the construction sector worsened rapidly in the
course of the first quarter under the influence of
the weather; at the end of March 1987 (more recent
data are not available) almost 45,000 fewer
employees were in work in the construction sector
than in December 1986 — after adjustment for nor-
mal seasonal influences. This was one of the main
reasons for unemployment in the first few months
of the current year having risen markedly at the
outset; short-time working also increased sharply
in the winter months. The most recent labour
market data show that this does not constitute a
basic turn-around in the labour market, but is
largely a consequence of temporary problems
caused by the weather. In May the number
of registered unemployed fell again, viz. to a
seasonally adjusted 2.22 million; this was 8.8 % of
the dependent and 7.8 % of the total labour force.
The number of unemployed showed a year-on-year
fall of just under 25,000. The number of short-time
workers has also gone down noticeably in the last
few months. At the end of May about 220,000 short-
time workers were registered at the labour ex-
changes; this was still almost 70,000 more than a
year before, but on an average of the first quarter
the year-on-year rise had been 140,000.

The further increase in employment likewise
refutes the assumption that the situation in the
labour market has undergone a basic change. In
spite of the bad weather, the number of employed
persons rose further in the first quarter of this year
after adjustment for normal seasonal influences.
In April (the most recent data apply to this month),
at a seasonally adjusted 25.93 million, it exceeded
its level of December 1986 by 30,000, and the corre-
sponding 1986 figure by about 200,000, according
to preliminary calculations by the Federal Statis-
tical Office. The increase in employment was
generated mainly by the sustained expansion in
personnel levels in the tertiary sector. The number
of vacancies in the last few months, at about
165,000, seasonally adjusted, was only slightly
lower than at the end of last year; in May, demand
for labour as registered by the labour exchanges
thus exceeded the corresponding level of the pre-
vious year by 10,000.

Data on the labour market situation

Seasonally adjusted data, in thousands

Employed 1 p Unemployed 2
Change Change
from from
previous previous
Period Total period Total period
1983 1st qtr 25,392 —113 2,193 +131
2nd qgtr 25,329 — 63 2,279 + 86
3rd gtr 25,302 — 27 2,295 + 16
4th qtr 25,300 — 2 2,274 — 21
1984 1st qtr 25,319 + 19 2,238 — 36
2nd qtr 25,342 + 23 2,263 + 25
3rd qtr 25,357 + 15 2,287 + 24
4th qtr 25,410 + 53 2,279 — 9
1985 1st qtr 25,452 + 42 2,300 + 21
2nd qgtr 25,493 + 41 2,315 + 15
3rd qtr 25,565 + 72 2,304 — 11
4th qtr 25,623 + 58 2,301 — 3
1986 1st qtr 25,679 + 56 2,285 — 16
2nd qtr 25,756 + 77 2,244 — 41
3rd qtr 25,829 + 73 2,207 — 37
4th qtr 25,878 + 49 2,174 — 33
1987 1st qtr 25,915 + 37 2,195 + 21
1987 January 25,908 + 13 2,193 + 17
February 25,915 + 7 2,190 — 3
March 25,921 + 8 2,227 + 37
April 25,926 + 5 2,228 + 1
May .. 2,219 — 9

1 Data on the basis of the new employed persons statistics; monthly
averages; April 1987: first provisional estimate. — 2 Quarters: averages;

months: end-of-month figures. — p Provisional. BBk

Prices and wages

The imported cost relief which considerably
benefited the German economy last year and
played a decisive role in influencing price trends in
domestic markets has tailed off lately. In March
and April 1987 seasonally adjusted import prices
rose again slightly, for the first time in two years.
After the OPEC decisions of December 1986 the
prices of crude oil and mineral oil products, in par-
ticular, went up considerably. Imports of natural
gas, the price of which follows the trend in the oil
price with a time-lag, have recently become more
expensive again. As the dollar rate has stabilised
of late, the rise in the dollar prices of industrial raw
materials in world markets has been reflected in
Deutsche Mark import prices. Nevertheless, the
prices of imported goods have recently been just
under 10 % down on the year.

With the fading of the restraining influences from
abroad, price trends in domestic markets are prob-
ably now being determined more strongly by
domestic price and cost components. The pro-
ducer prices of industrial products fell again,
seasonally adjusted, in the first four months of this
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year; in April they were showing a year-on-year
drop of 3%2% after the decline against the pre-
vious year had been nearly 5% at the end of 1986.
The decisive role in this context was played by
energy prices, where the year-on-year price fall is
getting less and less. Excluding sources of energy,
industrial producer prices in the domestic market
were a good 2% fower than in April 1986. Among
finished products leaving the industrial production
process, capital goods were 2%2% and consumer
goods (excluding mineral oil products) 12 % more
expensive than a year before. The construction
price level showed a year-on-year rise in the first
quarter of about 2 %.

In the last few months the price trend at the con-
sumer level has been pointing slightly upwards
again under the influence of these phenomena at
the stages prior to distribution. Seasonally adjust-
ed, the cost of living index in the six months from
December to May went up by 0.9 %, resulting in an
annualised price rise of 1.8 %. Since April the con-
sumer price level has been higher again than a year
before. The reason for the increase in the last few
months is to be seen in the fact that the effect of
falling prices, which had considerably restrained
the price rise before, is gradually disappearing,
particularly for energy, and so home-made price
increases are working through again more strongly
to consumer price movements. Thus in the last few
months the steady slight rise in rentals has had
more of an effect than previously, and the price
increase for services has also persisted. The prices
of food, too, have gone up again slightly of late. By
contrast, industrial goods (excluding energy) have
hardly increased in price in the last few months;
low-cost imports of finished goods were probably
one of the decisive factors here.

The recent agreements on pay rates and working
hours had had little effect on enterprises’ cost
accounts by spring, as the impact of influential
agreements has only been felt in the last few
weeks. The increases agreed in this year’s wage
round were generally somewhat lower than in 1986.
However, some areas are facing additional
burdens originating from reductions in weekly
working hours agreed on earlier occasions and
now going into force, e.g. for employees of the
wholesale trade, the insurance industry and some
of the crafts. The cost burden resulting from this
will arguably affect enterprises’ overall results
much more than in 1986, because 1987 cannot
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expect to see such high cost relief in the area of
imported intermediate goods as was the case in
1986.

This year’s wage round was ushered in by the pay
settlement for the public service, which yielded an
across-the-board increase of 3.4 % in public sector
wages and salaries, with retroactive effect from
January. In the areas of trade and industry, this
percentage rise was generally exceeded. Thus
management and labour in the metal-working
industry agreed on a medium-term combination of
income rises and working-hour reductions. Here,
negotiated wage and salary rates were raised by
3.7 % as from April 1 this year, by 2% as from April
1, 1988 and by a further 2.5% one year later. Over
the whole three-year period, this amounts to an
increase — calculated on a monthly basis — of just
under 82 %. As, however, the agreed weekly work-



ing hours (with corresponding compensatory wage
increases) will be reduced as from April 1, 1988 to
an average of 37 %2 hours and as from April 1, 1989
to 37 hours, negotiated earnings, calculated on an
hourly basis, will rise by a total of just under 13%
or about 4% per year. The settlement in the metal-
working industry was largely adopted by the print-
ing industry. In the private banking sector, manage-
ment and labour agreed on a rise in earnings of
about 4%, including fringe benefits. For the
economy as a whole, the collective agreements
concluded so far, including the above-mentioned
increases previously arranged, amount to a rise in
negotiated hourly earnings this year of about 4%
over the 1986 average.

Management and labour have to some extent
broken new ground with the agreements con-
cluded in this year’s wage round. Noteworthy here
is firstly the fact that the agreements in the metal-
working and printing industries are of long dura-
tion. They provide enterprises with a reliable basis
for calculation until well into the year 1990, pro-
vided of course that the basis for the agreements
remains intact. One of the implicit assumptions
here is certainly a largely stable price level.
Secondly, the possibilities of making working
hours more flexible have been increased, for exam-
ple in the metal-working industry, by changing the
period within which deviations of individual from
negotiated working hours have to be evened out to
six months in future, from two months hitherto.
This increased flexibility could contribute to enter-
prises being better able to cope with the reduction
in working hours. Nevertheless, there can be no
doubt that the further reduction of agreed weekly
working time will tend to further limit growth in
overall production potential. 1t has already been
observable that the reduction in working hours
which was agreed on in 1984, e.g. for the metal-
working industry, and which went into effect in
1985 has in many cases led to a pile-up of excess
hours worked. This excess has been run down on
days lying between public holidays and weekends
and thus production capacity has remained idle at
these times.
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Balance of payments
Current account and balance of trade

The external adjustment process continued in the
first four months of 1987. While the seasonally
adjusted current account surplus, at DM 26 billion,
was as high as in the preceding four-month period,
this was largely attributable to the fact that there
was again a slight improvement in the terms of
trade. Moreover, imports of raw materials and
primary products were fairly sluggish. Basically,
real imports, and in particular imports of finished
goods, tended to increase further, while real
exports tended to be weak. Calculated at constant
prices, the foreign trade surplus declined again,
even though the decrease was less substantial
than it had been towards the end of 1986. However,
a continuation of the rapid pace of adjustment of
the fourth quarter would scarcely have been
desirable since it would have additionally weakened
economic activity in the Federal Republic of Ger-
many and thus curbed the demand for imported
goods. In this connection, it is also gratifying that
the exchange rate has stabilised of late. An unduly
swift and steep appreciation of the Deutsche Mark
could affect Germany’s price competitiveness so
adversely that the requisite external process of
adjustment would ultimately be slowed down
through a deterioration in domestic economic
activity. It is therefore in the interests of both Ger-
many and its major trading partners that the return
to a balanced current account should be gradual
and not abrupt. Since the improvement in the
terms of trade would now appear to be coming to
an end and has actually given way of late to a
slight deterioration, the trade surpluses will
arguably decline not only in real, but aiso in
nominal terms in the near future, given the dif-
ferences in the momentum of exports and imports.

Foreign trade in detail

Germany’s exports decreased further in the first
four months of 1987 as a whole. In January-April
seasonally adjusted exports were 1v2% down in
value on the preceding four months and thus
declined by over 5% against January-April last
year. However, calculated at constant prices,
exports fell only slightly (-¥2% against Septem-
ber-December 1986 or —1%2% on a year-on-year
comparison); moreover, a certain degree of stabi-
lisation was apparent towards the end of the re-
porting period. However, the fact that export
business has been becoming more difficult for
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German suppliers for a fairly long time now should
not be overlooked. For example, the oil-producing
countries have had to cut back their imports con-
siderably in view of their small foreign exchange
receipts. In addition, demand from a number of
major western industrial countries has been rather



weak cyclically and has, moreover, shifted to those
products which are comparatively insignificant in
the traditional supply structure of German manu-
facturers.

What is more, the price competitiveness of German
exporters has also worsened, particularly in the
dollar area, as a result of the appreciation of the
Deutsche Mark. The Deutsche Mark has increased
in price by as much as around 18 % on a weighted
average and by roughly 80% against the dollar
alone since the appreciation of the dollar reached
its peak at the beginning of 1985. Exporters
attempted to maintain their market shares in the
doilar area as far as possible by cutting prices (at
any rate, export prices were reduced more substan-
tially than producer prices in the home market).
However, limits are set to this strategy, which is
geared to long-term sales expectations, when the
Deutsche Mark appreciates to such an extent that
export losses arise not only temporarily, but also
permanently. Even though the dollar rate of the
spring of 1985 was generally regarded as specula-
tively excessive and scarcely a single exporter
geared his longer-term sales strategy to it, the
exchange rate correction which has meanwhile
occurred can probably no longer be absorbed in
the profit margins alone. Some of the prices for
German exports, particularly to the United States,
have had to be raised markedly in relation to the
supply of competing goods, and this is likely to
affect sales prospects. At present, it is not yet
possible to say to what extent real exports have
already been adjusted to the change in price and
exchange rate relationships. However, in view of
the price stability achieved in Germany and given
the present exchange rate pattern, the competitive-
ness of German exporters would appear not to be
in any doubt, in spite of all the difficulties which
certainly exist, especially since German exports
are still in a good position because of their quality
and delivery conditions. This is also suggested by
the fact that the export expectations ascertained
by the Ifo Institute and the orders received from
abroad have recently improved perceptibly again.

The decline in the dollar rate and the poor foreign
exchange position of numerous oil-producing
countries are reflected in a particular way in the
regional breakdown of exports. After price and
seasonal adjustment, exports to the OPEC coun-
tries in the first four months of 1987 were a further
10% down (compared with September-December

Foreign trade, by region

Changes in January—April 1987 from previous year in %

Per-

centage

of total
Groups of countries Value Volume in 1986
Exports to major buying countries
EEC member countries — 17 + 0.7 50.8
Other industrial countries — 49 — 0.2 33.4
OPEC countries —34.0 —31.8 3.4
Other developing countries — 51 + 0.9 7.2
Centrally planned economies —16.1 — 78 4.9
All countries — 5.1 — 14 100
Imports from major selling
countries
EEC member countries — 82 + 1.3 52.2
Other industrial countries — 4.2 + 4.8 29.9
OPEC countries —41.5 —16.6 3.2
Other developing countries — 5.0 +14.8 9.6
Centrally planned economies —24.3 + 1.9 5.1
All countries — 8.9 + 2.7 100
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1986) and thus dropped by over 30% on a year-
on-year comparison. Deliveries to the centrally
planned economies declined by a real 8% com-
pared with 1986, mainly because of the fall in the
USSR’s revenue from energy exports. Moreover,
exports to the United States and Canada also
decreased in value in January-April, viz. by close on
10% and 16 %, respectively. (Volume data are
not available for individual countries; however,
individual data show that, for example, automobile
exports to the United States fell considerably in the
period under review.) On the other hand, exports to
most of the neighbouring EEC countries held up
fairly well as price and exchange rate shifts were
small, despite the realignment in the European
Monetary System (EMS) which took place in
January. In January-April real exports went up by
0.7 % on a year-on-year comparison, while overall
exports, as mentioned before, diminished in
volume by 1%2%. The relatively sluggish underly-
ing trend of exports is, of course, also partly due to
the fact that the cyclical expansionary forces
abroad and in Germany have shifted from invest-
ment to private consumption, and German
exporters, with their focus on the capital goods
sector, were to this extent structurally disadvan-
taged. While the volume of exports of consumer
goods increased slightly in January-April, com-
pared with the preceding year, and exports of road
vehicles, some of which can be assigned to con-
sumption, also rose somewhat, exports of other
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capital goods declined by over 4% in real terms.

Like exports, imports as a whole lost some of their
momentum in the first few months of the year. In
the months from January to April taken together,
seasonally and price-adjusted imports increased
by a mere ¥2% compared with the preceding four
months; they were thus 2.7 % up on a year earlier.
This was mainly ascribable to the fact that imports
of primary products, raw materials and sources of
energy were fairly weak, this being due to the
pause in growth in domestic production. However,
finished products continued to be imported in-
creasingly from abroad (the year-on-year rise in
volume between January and April 1987 amounted
to 7v2%). In particular, imports of office machines
and EDP equipment, road vehicles, electrotech-
nical products and consumer goods as a whole
went up sharply.

Even so, the value of imports in January-April was
still a total of almost 9% down on last year’s level
since import unit values declined steeply (by 12 %).
However, the price falls would now appear to be
gradually coming to an end. In the energy sector,
import prices were admittedly 36 % down on 1986,
although they have risen markedly again in recent
months. For example, the import price of crude oil,
which had reached a low at DM 179 per tonne in
July 1986, went up again to DM 248 per tonne by
April. The appreciation of the Deutsche Mark
against the dollar which took place in this period
was unable to offset the increase in world market
prices (in dollars per barrel). Even in the case of
other imports (excluding energy) price falls have
slackened of late; however, they still came to 7%
between January and April compared with the
previous year. In particular, foreign finished goods
became considerably more competitive in the Ger-
man market.

Germany’s buoyant demand for attractively priced
imported goods benefited especially those coun-
tries which mostly supply goods on a dollar basis
or can react flexibly to shifts in demand with their
range of goods. For example, imports from the
developing countries expanded particularly sharply.
in January-April they were a real 15% up on last
year’s level. Imports from the East Asian region, in
particular, would appear to be increasing further.
Moreover, in January-April imports from the non-
EEC industrial countries likewise rose steeply (by
5% in real terms). Imports from Japan and the

Major items of the balance of payments

DM billion
Com-
pare:
1986 1987 1986
Sep./ Jan./ Jan./
Item Dec. April April
A. Current account
Foreign trade
Exports (f.0.b.) 1795 171.2 180.3
Imports (c.i.f.) 136.7 1345 147.6
Balance +429| +36.7| +326
Supplementary trade items 1
and merchanting trade + 10| — 06| + 0.0
Services — 1.7 — 16 — 01
Transfer payments — 94| — 92 — 941
Balance on current account +327| +253| +235
Memorandum item
Seasonally adjusted +259| +264] +251
B. Capital account
(net capital exports: —)
Long-term capital
Direct investment — 95 — 63] — 09
Securities 2 and official domestic
borrowers' notes +139| +178| +24.4
Securities +16.5| +20.7| +249
Borrowers’ notes — 26| — 29} — 05
Bank loans + 33| + 32| + 21
Official loans — 16| — 06] — 09
Other — 10 + 05| — 13
Balance + 52| +146| +234
Short-term capital
Banks —254| — 94 — 99
Enterprises 3 — 49| —110| —327
Official + 01| — 26| — 16
Balance —302( —229| —443
Balance on capital account —250( -— 84| —209
C. Balance of unclassifiable
transactions (balancing item) — 05| + 07| — 47
D. Balancing item for the externatl
position of the Bundesbank 4 — 241 — 02 — 03
E. Change in the net external
assets of the Bundesbank
(increase: +) 5
(A plus B plus C plus D) + 49| +174| — 24

1 Mainly warehouse transactions for the account of residents and
deduction of goods returned and of commission processing. — 2 Ex-
cluding direct investment. — 3 In April 1987 enterprises’ short-term
capital transactions exclude changes in trade credits, which are in-
cluded in the balancing item until they are recorded in the statistics. —
4 The differences between the transaction values and the changes in
the external position shown in the Weekly Return at balance sheet
rates. — 5 Valued at balance sheet rates.

Discrepancies in the totals are due to rounding. BBk

United States were especially significant in this
context. While Germany’s imports from the United
States declined in value by 9% during the year, this
was much less than the simultaneous fall in the
dollar rate (-21%), so that US supplies to Ger-
many presumably expanded markedly in real



terms. Germany’s imports from the neighbouring
EEC countries also increased perceptibly (by a real
1.3 %), even though the momentum here was less
marked than in the case of other suppliers since
the price and exchange rate shifts remained fairly
limited, particularly vis-a-vis the EMS countries.

Services and transfer payments

The external adjustment process in Germany was
buttressed in the first few months of 1987 by the
sharp deterioration in external services transac-
tions. Between January and April the services
account produced a deficit of DM 1.6 billion after
expenditure and receipts had been virtually in
balance a year earlier. This was mainly attributable
to the fact that, firstly, the deficit on foreign travel
increased from DM 7.1 billion to DM 7.7 billion. The
expenditure of German tourists and businessmen
abroad rose by 7 % while Germany’s receipts from
foreign visitors changed only slightly. The improv-
ed income position of broad sections of the pop-
ulation is apparently also being used to an increas-
ing extent for foreign travel. Secondly, the larger
deficits on the services account were also due in
part to the fact that the Deutsche Mark equivalent
of the foreign exchange which is regularly con-
verted by foreign troops stationed in Germany fell
with the decline in the dollar rate. On the other
hand, Germany’s surpluses on investment income
payments to and from other countries went up (by
around DM 1 billion to close on DM 2 billion); the
increase in net external assets as a result of the
current account surpluses was of particular impor-
tance here. For example, loan interest received
from abroad by German banks and enterprises and
the dividends accruing from direct investment
abroad went up by DM 2.2 billion. However, the
interest on fixed interest securities payable to non-
residents also virtually doubled (to DM 3.6 billion)
after non-residents had purchased substantial
amounts of German bonds in the previous year. On
the whole, however, the growing surpluses on
investment income account were not sufficient to
offset the trend towards increasing deficits in the
remaining areas of services transactions.

Germany’s deficit on transfer payments account
between January and April, at a good DM 9 billion,
was roughly as large as a year earlier. Of particular
significance in transfer payments to and from
other countries were the home remittances of
foreigners working in Germany (DM 2 billion), the
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pensions paid to non-residents or Germans living
abroad (DM 2.4 billion) and the net payments to the
European Communities (DM 1.9 billion).

Long-term capital transactions

in spite of the fairly low interest rate level in Ger-
many, the first four months of 1987 saw increased
inflows of foreign funds to the German capital
market in the field of long-term capital transac-
tions. This was mainly due to the fact that
Deutsche Mark assets were an attractive form of
investment for non-residents on account of the
expectation that the Deutsche Mark would appre-
ciate and because of the falling yields (and asso-
ciated price gains in the case of bonds), while in
particular US dollar paper was less popular among
international investors owing to uncertain interest
and exchange rate prospects. Inflows of funds
were particularly marked in January, when the
upward pressure on the Deutsche Mark increased
in connection with the realignment in the Euro-
pean Monetary System (EMS). Against the back-
drop of the favourable investment climate, net pur-
chases of German bonds by non-residents during
the first four months of 1987 reached a total of DM
27.2 billion; this was over 50 % more than between
September and December 1986 (DM 17.7 billion),
and the previous record amount (DM 25.7 billion in
the first four months of 1986) was also markedly
exceeded. The increase in inflows of funds was
accompanied by a rapid expansion in turnover in
cross-border bond trading. For example, the turn-
over in German bonds between residents and non-
residents in the first four months of 1987 which is
recorded in the balance of payments, at around DM
190 billion, was two-thirds up on a year earlier — a
clear indication of the further internationalisation
of the German capital market. As has been the
case for some time now, the bulk of the foreign
funds were invested in official bonds (DM 21.9
billion), even though foreign interest in bank bonds
would appear to be increasing somewhat of late.
Unlike bonds, German shares were not in such
heavy demand among non-residents in the period
under review; given the more subdued economic
and profit expectations, net purchases of German
shares (excluding participations) by non-residents
declined markedly (to DM 2.9 billion in the months
under review, following DM 3.8 billion in the last
four months of 1986). This imposed an additional
burden on the price trend in the relatively narrow
German share market. Viewed as a whole, and

Long-term capital transactions

of the Federal Republic of Germany

DM billion, net capital exports: —

Compare:
1986 1987 1986

Item Sep./Dec. |Jan./April {Jan./April

German investment abroad

(increase; —) —19.5 —209 —15.4

Direct investment abroad —11.1 — 53 — 20
Shares and other participations —10.5 — 35 — 09
Advances and loans — 06 — 18 — 12

Foreign securities 1 — 49 — 94 — 8.2
Shares and investment fund units — 19 + 1.0 — 38
Deutsche Mark bonds — 16 — 23 — 17
Foreign currency bonds — 1.4 — 8.0 — 27

Advances and loans to

non-residents 2 — 25 — 50 — 4.1
Banks — 22 — 39 — 27
Enterprises and individuals + 1.2 — 04 — 05
Official — 16 — 06 — 0.9

Other investment abroad — 1.1 — 1.1 — 11

Foreign investment in Germany

(increase: +) +24.7 +35.5 +38.8

Direct investment in Germany + 16 — 1.0 + 1.1
Shares and other participations + 09 — 09 + 05
Advances and loans + 07 — 0.2 + 06

Domestic securities 1 and

official domestic borrowers’ notes +18.8 +27.3 +326
Shares and investment fund units + 3.8 + 29 + 74
Bonds +17.7 +27.2 +257
Official domestic borrowers’ notes — 26 — 29 — 05

Advances and loans to residents 2 + 4.3 + 9.3 + 5.1
Banks + 55 + 71 + 4.7
Enterprises and individuals — 11 + 2.1 + 0.3

Other investment in Germany — 00 — 00 — 0.0

Balance of long-term capital

transactions + 52 +14.6 +23.4

1 Excluding direct investment. — 2 Excluding direct investment loans.

Discrepancies in the totals are due to rounding. BBk

including the transactions in official borrowers’
notes (here there were net outflows of DM 2.9
billion through resales or redemptions), imports of
capital through foreign investment in German
securities during the first four months of 1987
amounted to DM 27.3 billion.

Outside the field of securities transactions, long-
term funds were imported, in particular through
borrowing by German banks and enterprises
abroad. These capital imports, which totalled DM
9.3 billion in the first four months of the year, more
than doubled in relation to the preceding four-
month period. Here it was particularly significant
that the foreign financing companies of German
banks and enterprises took up long-term funds
through bond issues in the international capital
market and then passed most of them on to their
German parent companies. Capital imports based
on such “round-about financing operations”,



which have been stepped up of late, are ultimately
to be assigned to the sector of securities financ-
ing. This too is proof of the currently dominant role
of “securitised” credit relations in Germany’s
imports of capital. All in all, non-residents invested
substantially more long-term funds (or funds
statistically recorded as such) in Germany in the
first four months of 1987, at DM 35.5 billion, than
between September and December 1986 (DM 24.7
billion); long-term capital imports thus almost
regained the previous record level of the first four
months of 1986 (DM 38.8 billion).

By contrast, Germany’s long-term capital exports,
totalling DM 20.9 billion, remained roughly at the
level of the preceding four months (DM 19.5 billion).
However, there were considerable shifts within
capital exports as a whole. Domestic investors
stepped up their purchases of foreign securities,
and German banks and enterprises granted more
long-term loans to non-residents, while at the same
time direct investment by the business community
declined by more than 50 %. The trend of “securi-
tised” capital exports was determined by the sharp
expansion of purchases of foreign currency bonds
issued by non-residents, which rose from DM 1.4
billion (net) between September and December
1986 to DM 8.0 billion in the period under review.
The exchange rate risks involved in investments in
foreign currency paper were presumably no longer
regarded as being so serious, in view of the appre-
ciation of the Deutsche Mark since the spring of
1985, so that the high nominal returns which can
be achieved in various foreign financial markets
attracted more domestic savings, particularly
since the interest rate level in Germany continued
to fall. German investors were particularly attract-
ed by bonds denominated in Australian dollars and
pounds sterling, while the steep rise in interest
rates since the end of March initially deterred them
from stepping up their purchases of US dollar
paper. On the other hand, scarcely any more funds
than in the preceding four-month period were ex-
ported through the market for foreign Deutsche
Mark bonds; the slight increase in capital exports,
to DM 2.3 billion in the first four months of 1987,
was roughly of the same order as the relative ex-
pansion in the volume of issues. As a result of
long-term Joans from banks, enterprises and public
authorities in Germany, capital exports between
January and April 1987, at a total of DM 5.0 billion,
were twice as large as in the last four months of
1986 (DM 2.5 billion); at that time, of course, a
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substantial loan repayment in the enterprise sec-
tor had been significant. In particular, the banks’
net lending increased; in the four reporting months
it amounted to DM 3.9 billion (following DM 2.2
billion). As has been evident for some time now, the
bulk of the funds granted by the banks flowed to
the industrial countries, while lending to the in
most cases heavily-indebted developing countries
continued to be marked by extreme restraint.! After
some German enterprises had channelled very
sizeable funds into direct investment abroad at the
end of 1986, capital exports as a result of such
transactions returned to normal again at the begin-
ning of 1987. However, direct investment, at DM 5.3
billion, remained at a comparatively high level
between January and April 1987.

1 While German banks participated in the recent rescheduling agree-
ment with Mexico, as part of which new loans were made available, most
of these loans were recorded at the banks’ offices abroad, so that they
are scarcely reflected in the figures commented on here.
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As a result of the increase in capital imports and
given the generally minimal change in capital
exports, the surplus on long-term capital transac-
tions rose markedly in the reporting period to DM
14.5 billion (after a good DM 5 billion in the last four
months of 1986). The inflows of funds were concen-
trated in the “appreciation month” of January, after
which long-term capital imports slowed down con-
siderably. In April net long-term capital imports vir-
tually came to a standstill. In spite of a slight
decline in the current account surplus, the surplus
on the “basic balance” between January and April,
at a total of DM 40 billion, was still somewhat up
on the preceding four months (DM 38 billion).

Short-term capital transactions

The outflows of short-term funds from Germany,
which had largely financed its surpluses on current
account and long-term capital transactions in 1986,
remained high, though they declined to around
DM 22 billion (including the balancing item of the
balance of payments) in the first four months of
the year and thus only contributed about half the
amount to squaring the basic balance. This trend
is connected not least with the Bundesbank’s
substantial obligatory foreign exchange purchases
before the realignment of exchange rates in the
European Monetary System (EMS) on January 12.
In view of the increasing expectations that the
Deutsche Mark would appreciate, non-residents
were no longer as willing as before to take up
short-term Deutsche Mark loans to finance their
deficit on current transactions with Germany or
their investments in the German capital market.
The associated “surplus demand” pushed the
Deutsche Mark exchange rate in the EMS to the
intervention points, so that central banks had to
intervene. Moreover, in view of the pressure on the
dollar rate, the Bundesbank added the dollar
amounts regularly accruing to it to the reserves
instead of ploughing them back to the market, as
it had done on earlier occasions (thus causing
exports of short-term funds). This increase in
reserves at the Bundesbank was also linked with a
reduction in outflows of short-term funds. Accord-
ingly, the banks’ overall net exports of funds, which
have of late made a major contribution to the
growth in Deutsche Mark assets, declined from DM
25.5 billion to DM 9.5 billion in the first four months
of the year. After the banks’ short-term Deutsche
Mark claims on non-residents — particularly on
the offices of German banks abroad — had risen

Short-term capital transactions
of the Federal Republic of Germany
DM billion; net capital exports: —
Compare:
1986 1987 1986
Item Sep./Dec. Jan./April  |Jan./April
Banks —254 — 94 — 9.9
Assets —39.5 — 85 — 6.8
Liabilities +14.1 — 1.0 — 341
Enterprises and individuals — 49 —11.0 —32.7
Financial relations with
foreign banks — 6.3 — 9.2 —236
Assets + 04 — 79 —229
Liabilities — 67 — 13 — 07
Financial relations with
foreign non-banks + 13 — 3.2 — 05
Assets + 3.0 — 2.8 — 19
Liabilities — 18 — 04 + 14
Trade credits 1 + 0.2 + 1.4 — 86
Assets — 13 + 16 — 57
Liabilities + 15 — 0.1 — 29
Official + 0.1 — 26 — 16
Assets — 0.0 — 13 — 038
Liabilities + 0.1 — 13 — 0.8
Balance of short-term
capital transactions —30.2 —22.9 —443
Memorandum items
Balancing item of the
balance of payments — 05 + 07 — 47
Short-term capital
transactions including
the balancing item of
the balance of payments —30.6 —223 —48.9
1 Excluding the trade credits for April 1987, which are temporarily in-
cluded in the balancing item of the balance of payments.
Discrepancies in the totals are due to rounding. BBk

by almost DM 30 billion during the last four months
of 1986, they expanded by only DM 8 billion be-
tween the beginning of January and the end of
April 1987. Exports of funds by the enterprise sec-
tor, which are more dependent on seasonal fac-
tors, developed in the opposite direction to the
banks’ movements of funds; here net outflows of
funds in the first four months of the year, at DM 11
billion, were more than twice as large as in the four
preceding months (DM 4.9 billion). This was mainiy
attributable to the fact that enterprises — largely
as a result of seasonal factors — increased their
balances with banks abroad (not least the foreign
offices of German banks) by almost DM 9 billion or
a good fifth from the beginning of the year to the
end of April, whereas these holdings had stagnated
in the four preceding months (inter alia because
Euro-DM balances were used to finance major for-
eign investments). Additional short-term funds
were exported through sustained repayments of
Euro-credits (- DM 1.3 billion) and in connection
with the financial relations with foreign non-banks,
while funds were imported on balance through



trade credits — which, however, are only recorded
until March - because of the sluggish export
trend in the first quarter.

Exchange rate trend and reserve movements

After the temporarily steep rise in the Deutsche
Mark rate in relation to major currencies in 1986,
exchange rate trends have been mixed so far this
year. The rate became steadier over a period of
several months, particularly vis-a-vis the dollar, and
the Deutsche Mark has actually been depreciating
since the beginning of the year vis-a-vis the other
non-EMS currencies. Hence the Deutsche Mark
only appreciated slightly against the currencies of
14 industrial countries between the end of 1986
and the time this Report went to press, viz. by V2%
on a weighted average.

Starting at a rate of DM 1.94 per dollar at the end
of December, the downward trend of the dollar
initially continued at the beginning of 1987. Since
the Deutsche Mark as the antipole was particularly
affected by this, the tensions in the European
Monetary System (EMS) also became more acute;
these tensions, in addition to other factors, led
ultimately to a realignment of the parities in the
exchange rate mechanism on January 12. Since
then, and particularly after the meeting of the
Finance Ministers and Central Bank Governors of
the leading western industrial nations on February
21 in Paris, the weakness of the dollar has been
countered internationally by at times very substan-
tial interventions. The disequilibrium in the dollar-
yen market was particularly marked, while the
need for interventions in the dollar-DM market was
fairly limited. The fact that the decline in the dollar
to a level of around DM 1.80 per dollar has more or
less come to a stop (and the dollar has actually
been able to strengthen somewhat of late) is
undoubtedly due in part to the support operations
of the central banks; however, it has arguably been
more important that the interest rate differential
between the dollar and the other currencies
widened markedly at the same time. For example,
the interest rate advantage of comparatively long-
term dollar assets over Deutsche Mark assets has
risen from close on 1% at the beginning of the
year to more than 3 % at times and the interest rate
differential in the short-term sector has recently
widened to almost 4 %. The interest rate reduction
in Germany, which was supported by the Bundes-
bank, played a part in this; however, the widening
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of the interest rate differential was largely the
result of a market adjustment of the interest rate
level in the United States, since non-residents were
no longer prepared to acquire further dollar assets
on the old exchange and interest rate conditions to
finance the persistently large US current account
deficit.

As stated already, the pressure to appreciate
emanating from the dollar shifted more to curren-
cies other than the Deutsche Mark after the EMS
realignment; since the beginning of the year the
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Deutsche Mark has depreciated by an average of
2V2% vis-a-vis the major non-dollar currencies out-
side the EMS. Of particular significance here have
been the exchange rate losses in relation to the
still high-yielding pound sterling as well as the
Japanese yen, which is subject to the impact of
extremely large external surpluses (in each case
around —-4%). After this latest movement the
bilateral DM-yen rate regained the level of February
1985, i.e. both currencies have appreciated to the
same degree since the US dolar reached its record
high at that time.

There were no appreciable tensions within the
European Monetary System after the realignment
of February 12, 1987.2 The Deutsche Mark has
recently been a good 1% higher than at the end of
December 1986, or ¥2% above its level on the
day before the exchange rate adjustment. The
weighted revaluation of the Deutsche Mark under
the eleventh realignment (by a good 2% on the
basis of central rates) has thus until now scarcely
been reflected in market rates. The relatively weak
position of the Deutsche Mark in the EMS per-
mitted the European partner countries to make
substantial intramarginal Deutsche Mark pur-
chases in the period after the exchange rate ad-
justment, some of which they used to repay inter-
vention liabilities and some to increase their Deut-
sche Mark reserves outside the Bundesbank, which
they had previously reduced drastically.

The net external assets of the Bundesbank, valued
at balance sheet rates, went up by DM 17.4 billion
net during the first four months of 1987. This was
mainly attributable to obligatory interventions in
the EMS, which led to an increase in reserves total-
ling a good DM 15 billion in January. Some of the
resulting claims of the Bundesbank on the Euro-
pean Monetary Cooperation Fund (EMCF) have in
the meantime been settled by EMS central banks
transferring to the Bundesbank Deutsche Mark
reserves they had held outside the Bundesbank
(which led to a corresponding decline in reserves
and affected liquidity in Germany), but some of
these claims have also been settled through the
transfer of European Currency Units (ECUs) and
other reserve assets to the Bundesbank, as a result
of which only the composition of the monetary re-
serves changed. The Bundesbank’s dollar reserves
increased by close on DM 8 billion in the course of
the first four months of 1987, though only a rela-
tively small amount was accounted for by dollar

2 See: Monthly Report of the Deutsche Bundesbank, Vol. 39, No. 2,
February 1987.

purchases in the context of interventions. Dollars
accrued to the Bundesbank on a much larger scale
as a result of the conversion of foreign exchange
by foreign troops and from interest received on for-
eign investments.

Between the end of April and the time this Report
went to press the net external assets rose by a
good DM 3 billion as exchange rate movements
were relatively steady, mainly because of addi-
tional “autonomous” dollar inflows from the above-
mentioned sources. In May the EMS partners
prematurely repaid their remaining liabilities from
intervention financing, primarily by transferring
other reserve assets, viz. ECUs and US dollars, to
the Bundesbank, so that this affected the net
external asset position to only an insignificant
extent.
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I. Overall monetary survey

H *
1. The money stock and its counterparts
DM million
I. Lending to domestic non-banks
Banks Il. Net external assets 2 IIl. Monetary capital
Enterprises Public Banks Time
and individuals authorities deposits
and
funds
of which borrowed
Medium for
Bundes- of which of which Bundes- and 4 years
Period Total bank 1 Total Total Securities | Total Securities [Total bank Total long-term | Total and over
1978 +125,365( + 2,776 +122,589} + 87,860 — 237| +34,729 + 3,709 + 7,086| +19,769| —12683| — 1,884 +54,802] +17,011
1979 +138,953| — 1,952| +140,905; +112,375| — 625 +28530| — 1,414 —21836] — 4,853| —16,983] —12,140| +75,766] + 18,676
1980 +126,317| + 3,885| +122,432| +100,783| + 936 +21,649| — 2,179 —10,581{ —27,928| +17,347| + 7,349| +61,683] + 14,566
1981 +132,044] + 2,122] +129,922| + 82414 — 716 +47,508| — 1,277| +11,874f — 3,217| + 15,091 + 3,481 +86,008) +13,769
1982 +104,4391 — 1,677 +106,116( + 66,158 + 1,421| +39,958| + 11,271 + 4,478 + 3,069 + 1,409| +10,226( +46,485| + 7,216
1983 +113,186( + 1,894| +111,202] + 92,015 + 1,137 +19,277( +10,124; + 1,205\ — 4,072 + 5277 + 8,075 +67,144| +27,236
1984 +108,055| — 1,934 +109,989( + 90934 + 2,036| +19,055| +11,368{ + 818 — 3,156 + 3974| + 3,060 +69,734] + 26,268
1985 + 98,137 — 2,468} +100,605| + 81,687 + 4,181 +18918] +10445( +29,967| + 1,260 +28,707| + 346| 474,988} + 34,464
1986 + B81,663| + 3,840{ + 77,823 + 73,632 + 3,510 + 4,191 + 3,301 +65936| + 5965| +49971 — 9,555 +69,833| +37,629
1985 1st half | + 41,228| — 2,306| + 43,534 + 36,400| + 1,603| + 7,134] + 5533 + 9,128 — 6,685| +15813] + 5,364| +46,828( +15,795
2nd half | + 56,909} — 162| + 57,071| + 45287 + 2,588 +11,784 + 4912 +20,839| + 7,945| +12,894] — 5018] +28,160| + 18,669
1986 1st half | + 28,364| + 1,853] + 27,511 + 33,632 + 3,833 — 6,121 + 234 +10,958| — 5892| 416,850 — 5,192 +36,868 +18,708
2nd half | + 52,209 + 1987] + 50,312 + 40,0001 — 323| +10,312| + 3,067| +44,978 +11,857| +33,121] - 4,363] +32,965| + 18,921
1985 1st qtr + 20,480] + 3,860 + 16,620| + 13,082 + 823| + 3,538| + 2,280 — 865] -—12,668( +11,793| + 6,104 +33,770] + 9,314
2nd qtr + 20,748 — 6,166 + 26,914 + 23,318 + 780y + 3,596 + 3,253 + 9,993 + 5973| + 4,020f - 740] +13,058] + 6,481
3rd qtr + 11,698 — 963 + 12,661| + 9,695 + 1,029] + 2966 + 2,941 + 4,227 + 5694 — 1467 — 1,355] + 5,503] + 9,156
4th qtr + 45211 + 801| + 44,410] + 355892| + 1,559; + 8818] + 1,971 +16,612| + 2,251 +14,361( — 3,663| +22657| <+ 9,513
1986 1st gtr + 5809 + 3,814 + 1,995| + 8,048 + 489 — 6053 — 1,057 + 5554 + 2,149 <+ 3,405 — 4,476] +25674| + 9,927
2nd qtr + 23,555 — 1,961 + 25,516] + 25584 + 3,344 — 68| + 1,291 + 5,404] — 8,041 +13,445( — 716] +11,194| + 8,781
3rd qtr + 14306 — 339| + 14,645| + 12649 — 507 + 1996 + 2383 +17,283| + 8853| + 8430 — 3,426 +11,743| + 9,016
4th qgtr + 37,993 + 2,326| + 35,667 + 27,351 + 184 + 8316 + 684 +27,695| + 3,004 +24691| — 937] +21,222] + 9,905
1987 1st qtr — 8,632 — 2,260} — 6,372| — 2,605| + 1,858 — 3,767 + 3,453] +21,329| +14,216| + 7,113 — 4,494 +23,808] +10,634
1984 Jan. — 12,080 + 1,305| — 13,385| — 10,140y + 197] — 3,245 — 526, + 217 — 175 + 392 — 243F7 +11,817| + 2,263
Feb. + 4555 — 911| + b5466{ + 7,337{ + 381 — 1,871 + 196] + 5653| + 4,107 + 1,546 — 1,272| +10,072] + 2,660
March + 6,532 — 1,383 + 7,915] + 9,006( + 391 — 1,091 + 1,310 + 1,235 + 2,874 — 1,639 + 437 + 6,635 + 1,568
April + 6100 — 61|+ 6,161 + 3,163 — 185| + 2,998 + 615 — 196 + 3,723] — 3918| + 1653 + 5475 + 2423
May + 8631 + 312 + 8319 + 8977 + 596 — 658 + 133 — 351 — 3,358] + 3,007 + 698 + 7,720 + 2,645
June + 13,556 — 1,169 + 14,725 + 14137 — 69| + 588 — 89| — 1,236 — 1,067 — 168| + 2280 + 3,197} + 1,042
July + 7478| + 2331 + 5147 + 3,625 — 144] + 1522| + 895 — 4879 — 1,388 — 3491 — 356 — 268 + 1,962
Aug. + 9566] + 322) + 9244| + 6461 — 324 + 2,783 + 1,916[ + 1,022| + 195 + 827 — 150| 4+ 5354| + 2,158
Sep. + 16,088; — 3,503| + 19,591 + 14,844 + 360| + 4,747 + 2,047 — 5747| — 6,049 + 302 + 1607 + 1,770] + 611
Oct. + 7915 — 277 + 8,192 + 4772 + 61 + 3,420 + 1626| + 1,523 — 827 + 2,350 — 1,484| + 4,801 + 3,895
Nov. + 18,738 + 5671| + 13,067 + 6857 — 72 + 6,210 + 1,923| + 3,594 — 2131 + 3,807 450 + 3,100 + 3,055
Dec. + 20,976] — 4,571 + 25547 + 21,895 + 844 + 3652] + 1,322 — 17 — 978f + 961 — 560 + 10,061 + 1,986
1985 Jan. — 2,764| + 4391 — 7,155 — 7,233 + 879| + 78 + 970 — 1,904 — 24847 + 580 + 1,350 412,087 + 3,652
Feb. + 11,060 — 1,020| + 12,080| + 8,678 + 190 + 3,402 + 2229/ + 5,780 — 2,335 + 8,115 + 2,475| +10,015| + 3,347
March + 12,184] + 489 + 11,695 + 11,637 — 246| + 58 — 919{ — 47411 — 7,839 + 3,098 + 2,279| +11,668] + 2315
April + 1,445 — 493! + 1,938 + 470 — 237 + 1468 + 621 + 1,562 + 2,029] — 467 + 1,414 + 2347 + 2,536
May + 7633 — 612 + 8245| + 6828 + 675 + 1,417] + 1,733| + 2538 + 2560 — 21| — 1,741 + 6,561 + 2,365
June + 11,670 — 5,061 + 16,731 + 16,020 + 342 + 711 + 899 + 5892| + 1,384 + 4508 — 413] + 4,150 + 1,580
July — 388 — 107|— 281 — 2373 + 171 + 2,092| + 2,261 + 3,452 4+ 2,832 + 620 — 1,278 + 967) + 3,074
Aug. + 2482 — 154| + 2636 + 2816 — 574] — 180 — 196 + 2,159 + 2,198 — 39 + 99| + 3,001 + 4,218
Sep. + 9604 — 702( + 10,306| + 9,252| + 1432| + 1,054 + 876 — 1,384] + 664 — 2048 — 176 + 1,535 + 1,863
Oct. + 11,3201 + 2,145 + 9,175 + 7,798 + 441 + 1377 — 1,301 + 2,122 — 2,022] + 4,144 + 435] + 6,831 + 4,458
Nov. + 14911 — 20| + 14,931 + 10,149| — 122 + 4,782| + 2,289 + 5,187 + 6,987 — 1,800 — 791 + 4,935 + 3,516
Dec. + 18,980 — 1,324 + 20,304| + 17,645 + 1,240] + 2,659 + 983| + 9,303 — 2,714] +12017| — 3,307| +10,801 + 1,539
1986 Jan. — 4,190| + 5179| — 9369{ — 7500 + 646] — 1,869| + 381 + 2,494 + 4,092 — 1,598 — 894 +11,314| + 3,663
Feb. — 427 — 2,100 + 1,673| + 4448] — 741 — 2,775| — 335{ + 7326/ + 378 + 6,948 — 2425 + 6,597 + 4,078
March + 10426 + 735| + 9,691) + 11,100{ + 584| — 1,409 — 1,103] — 4,266 — 2,321| — 1,945| — 1,157 + 7,763] + 2,186
April + 2,751; — 2,798| + 5,549| + 3,504 + 1220{ + 2,045( + 2,139| — 3,973| — 4,208] + 235 — 2,351 + 4303 + 4,604
May + 8219, + 2327| + 5892) + 6,231] + 466 — 339| + 514 + 4715 — 5054| + 9,769| + 1,838| + 5755 + 2,995
June + 12,585 — 1,480 + 14,075| + 15849 + 1658 — 1,774 — 1,362] + 4,662 + 1,221 + 3441, — 203 + 1,136| + 1,182
July + 5207 — 222| + 5429; + 2351} + 679| + 3,078; + 2249| + 3,802 + 2204 + 1,598| — 863| + 2492 + 3961
Aug. + 2910f — 266| + 3,176( + 3,776| — 1,018 — 600 — 2,029| + 9274| + 2,380] + 6,894| — 2929 + 5919 + 3,490
Sep. + 6,189 + 149| + 6,040| + 6522| — 168 — 482| + 2,163 + 4,207 + 4269 — 62| + 366| + 3332 + 1,565
Oct. + 11615 + 4289} + 7,326| + 5059] + 513 + 2,267| + 1216 + 5274] + 8208 — 2,934| + 1,258] + 4583 + 4,016
Nov. + 11,2511 + 430| + 10,821| + 7,802 + 929| + 3,019/ + 529] +14301] — 3,764| +18,065| — 2,983| + 3,790 + 2,893
Dec. + 15127 — 2,393| + 17,520 + 14,490 — 1,258| + 3,030 — 1,061 + 8,120 — 1,440 + 9,560 + 793 +12,843| + 2996
1987 Jan. — B8508{ + 929| — 9,437) — 5696 + 107 — 3,741 — 1,144| + 9,226 +18,287| — 9,061 -~ 4,925 + 8,084 + 3,680
Feb. — 2569 — 2,317| — 252{ — 638| + 1,241| + 38| + 3,416] <+ 9,051 + 392| + 8659] + 410] + 7,645 <+ 4,292
March + 2445 — 872| + 3317 + 3,729 + 607 — 412 + 1,181 + 3,062 — 4,463| + 7515 + 21 + 8,169 + 2,662
April p + 1+ 52 51| — 98| — 849 + 47 — 2114 + 54 + 34221 — 3368 — 1,628/ + 1,015 + 3,980

* The data in this survey are based on the “Consoli-
dated balance sheet of the banking system” (Table |, 2);
statistical changes have been eliminated. —

1 See Table (I, 1. — 2 Comprising short, medium
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and long-term items including securities transactions
with other countries and development aid loans
granted by the Reconstruction Loan Corporation. —

3 Excluding time deposits and funds borrowed for
less than 4 years and excluding savings deposits at
statutory notice. — 4 Net of balance of transactions




I. Overall monetary survey

VI. Money stock M3
(I plus Il less Il less IV less V)
formation with banks from domestic sources 3
Money stock M2
Domestic |Domestic
V. Central Money stock M1 non-banks’[non-
bank time banks’

Savings Bearer deposits Domestic |deposits |savings

deposits bonds [} non- and funds |deposits

at Bank out- Capital domestic Currency |[banks’ borrowed jat

agreed savings standing |and public V. Other in circula- |sight for less statutory

notice bonds (net) 4 reserves 5 |authorities [factors 8 | Total Total Total tion 7 deposits _|than4years|notice Period
+ 7,702 +10,282] + 14,161 + 5646 + 2,511 +10,356( +64,782| +43,496] +29,743| + 8698 +21,045| +13,7563] +21,286(1978
+ 3293| +14818] +33557| + 5422 — 1,692 + 3,795| +39,248( +30,954| + 9,860| + 3674| + 6,186| +21,094| + 8,294(1979
— 1,803| +17,779| +26,740| + 4,491| — 1,924| +13,199{ +42,778| +33,964] + 9,346| + 4,085| + 5261| +24818] + 8814|1980
— 2,100] +14,038| +53622| + 6680{ — 248 +22025| +36,132| +37,386| — 2,158| + 232| — 2,390| +39,544 — 1,2541981
+ 42021 +11,916| +14,089 + 8,972] + 491 + 7,167 +54,774| +24,018| +17,740| + 4,447| +13,293| + 6,278| +30,756(|1982
— 1,987 +13,015| +22,8631 + 6,249] + 902| + 989| +45346( +13,144| +22,728| + 7,787| +14,941| — 9,584 +32,202{1983
+ 5099| +16327| +13,194| + 7,946 — 1,178] — 956 +41,273 +26938| +18420| + 3,376| +15044| + 8518 +14,335/1984
+11,215| +10,378( + 9,267 + 9664 + 1,267| + 6,459| +45390| +23,821| +15502 + 4,436 +11,066| + 8319| +21,569)1985
+15,330( + 9,933 — 4,721 +11,662] — 1,105 + 3,150 +65,721| +34,312| +24,650| + 8,284| +16,366| + 9,662| 31,409 1986
+ 632 + 5948 +18450 + 6,003| + 4687 +11,297 —12,456] —14,111| —19,824| — 44| —19,780| + 5713| + 1,655/1985 1st half
+10,583| + 4,430 -~ 9,183 + 3661 — 3420 — 4,838| +57,846] +37,932 +35326( + 4,480 +30846| + 2606| +19,914 2nd half
+ 4,426 + 4980 + 127| + 8627 + 4,034 + 8306| — 8,886 —14,166| — 4,777 + 1,535 — 6,312 — 9,389| + 5,280(1986 1st half
+10,904| + 4,953] — 4,848 <+ 3,035 — 5,139 — 5156 +74,607| +48478| +20427( + 6,749| +22678} +19,051| +26,129 2nd half
— 1,351 + 2416] +20,496| + 2,895 + 2,050 +10,037| —26,242| —30,909| —29,012( — 1,152| —27,860{ — 1,897 + 4,667)|1985 1st qtr
+ 1983] + 3532| — 2,046| + 3,108 + 2,637| + 1,260| +13,786| +16,798| + 9,188| + 1,108} + 8,080 + 7,610 — 3,012 2nd qtr
— 1,258} + 1,540} — 5,720 + 1,785| + 864, + 8,033| + 1,525 — 1,158| + 3,389| + 281 + 3,108| — 4,547| + 2,683 3rd qtr
+11,841 + 2,800] — 3463 + 1,876 — 4,284 —12871| +56,321| +39,000| +31,937| + 4,199 +27,738 + 7,153 +17,231 4th qtr
+ 893 + 4,781 + 6,254 + 3839] + 2,942{ + 8,837 —25200| —29,114 —20,661f + 317 —20978( — B,453; + 3,82411986 1st qtr
+ 3533) + 219 — 6,127 + 4,788| + 1,892] — 531 +16,404| +14,948( +15884; + 1,218 +14,666( — 936 + 1,456 2nd gtr
— 6371 + 1,321 + 618 + 1,425 — 2,383| +10,028( +12,201} + 7,775 — 2,384 + 1,644| — 4,028 +10,159( + 4,426 3rd qtr
+ 11,541 + 3632 — 5466 + 1610 — 2,756 —15/184| +62,406] +40,703| +31,811] + 5,105| +26,706| + 8,892| +21,703 4th qtr
+ 852 + 5130| <+ 4374 + 2,908 + 6,431 + 2,181 —19,813| —25,891| —21,940| — 789 —21,151| — 3,951 + 6,078|1987 1st qtr
— 6,912 + 3,758| +12,281 + 427 — 19| — 4,220 —19,441| —21,985| —17,616{ — 3,224 —14,392| — 4,369] + 2,544(1984 Jan.
+ 1,383 + 2572 + 2773} + 684 + 399 — 127 — 136| + 1,216/ — 2,459] — 64| — 2,395| + 3675 — 1,352 Feb.
+ 1,0000 + 1,474 + 978{ + 1615 + 1,568| + 9,541} — 9977| — 8866 — 3,178 + 1,483 — 4,661| — 5688 — 1,111 March
+ 554 4+ 335 + 1,048 + 1,115] — 1,267| — 6919] + 8615 + 9648 + 6956 + 701| + 6255| + 2,692| — 1,033 April
+ 680 + 779 + 2477 + 1,138 — 1,291 — 1,624 + 3,475| + 5080 — 199 — 128| — 71| + 5,279 — 1,605 May
+ 508, + 417 + 87| + 1,143| + 3177| + 5739] + 207{ + 1286 + 3,499 + 2,116| + 1,383 — 2,213] — 1,079 June
— 5288 + 823| + 1690 + 546| — 2,865 + 1,136| + 4,596] + 3512 — 733 + 334| — 1,067| + 4,245| + 1,084 July
+ 8441 + 981 + 1,143 + 28] — 202 + 1,985 + 3,451| + 4450 — 2921 + 859| — 3,780| + 7,371 — 999 Aug.
+ 844 + 1532 — 1,384 4+ 167 <+ 5409| + 3,590 — 428 + 62| + 2,201 — 1,139| + 3430 — 2,229 — 490 Sep.
+ 1,072 + 1,377 — 1,651 + 108| — 4,016| + 5526| + 3,027| + 2015\ — 238] — 1,115| + 877| + 2,283| + 1,112 Oct.
+ 1,334] + 960 — 2,341 + 92| — 2295| + 2,088 +19,438| +17,967] +21,331| + 4,802 +16,529| — 3,364 + 1,472 Nov.
+ 9,981 + 1319] — 3907| + 682 + 224 —17,671] +28345| +12,553| +11,687 — 1,249 +12936] + 866| +15792 Dec.
— 3618 + 711 +10,998) + 344 + 252| + 4,307| —21,314 —26,175( —27,298| — 2671| —24,627| + 1,123 + 4,861(1985 Jan.
+ 1,314y + 600 + 3,771 + 0983 + 663] + 2,139| + 4,023 + 2876 — 1,856| + 237| — 2,093 + 4,732| + 1,147 Feb.
+ 053] + 1,105} + 5727| + 1,568 + 1,135) + 3,591| — 8951| — 7,610 + 142} + 1,282 — 1,140 — 7,752| — 1,341 March
+ 3N + 1544 — 2908 + 802 — 1,255 — 1,109| + 3,024| + 4132| — 276 — 439 + 1863 + 4,408) — 1,108 April
+ 734 + 13171 + s8m8| + 1,267 — 400 — 3,118| + 7,130| + 8,772] + 3,385 + 1,407 + 1,978 + 5387| — 1,642 May
+ 878 + 671 — 18| + 1,039| + 4,202 + 5,488 + 3,632 + 3,894| + 6,079 + 140| + 5939 — 2,185| — 262 June
— 3,661 + 800 — 425) + 1,179| — 1,469 + 2426] + 1,140] — 435 — 2681| + 629} — 3,310 + 2,246| + 1575 July
+ 1,304| + 874 — 3557] + 61| — 390 — 194] + 2,224] 4+ 2073| — 550 + 818{ — 1,368 + 2623| + 151 Aug.
+ 1,099 — 134| — 1,738/ + 445| + 2,723| + 5801| — 1,839] — 2,796| + 6,620 — 1,166 + 7,786 — 9416( + 957 Sep.
+ 1,312 + 4M414] — 672f + 1,319] — 4,361 + 7,700 + 3,272 + 2,731 + 1,342| 4+ 636| + 706 + 1,389 + 541 Oct.
+ 1,135 + 383 — 225y + 126/ — 1,655| ~— 2,633| +19,451| +18,830| +20,622 + 3,606 +17,016| — 1,792| + 621 Nov.
+ 9394 4+ 2,093 — 2566f + 431 + 1,732] —17,938( +33,598| +17,528] + 9,973| — 43| +10,016] + 7,556| +16,069 Dec.
— 3326 + 2474 + 6,892| + 1611 — 255 + 5838 —18,593| —21,568 —27,263f — 1,209] —250964| + 5,705 + 2,965(1986 Jan.
+ 2,103 + 1,477] — 1,742 + 681 + 138 — 851 + 1,015] + 103 + 444} + 275| + 169| — 341} + 912 Feb.
+ 2116| + 810] + 1,104 + 1,547 + 2,258] + 3850 — 7,712| — 7,659| + 6,158 + 1,341 + 4,817 —13,817| — 53 March
+ 1,380 + 331 — 4283| + 2,201| — 1,455 — 3753| — 317 — 1,310 + 1,714 + 364 + 1.350| — 3,024 + 993 April
+ 997 — 338 + 612 + 148} — 1,360 + 541 + 7,998| + 7,854 + 3,386 + 939 + 2447| + 4468} + 144 May
+ 1,196 + 226 — 2,476 + 1,008 + 4,707 + 2,681 + 8,723| + 8,404 +10,784| — 85) +10,869 — 2,380; + 319 June
— 3,381 + 608f + 381 + 922| -~ 28674 + 5407 + 3,784] + 1,256| — 5229 + 2,735 — 7,964 + 6485| + 2,528 July
+ 1,467 + 572 + 189 + 201 — 657 — 2,221| + 9,943 + 7,676 + 680| + 189| + 491 + 6,996 + 1,467 Aug.
+ 1,277] + 140 + 48| + 3021 + 948 + 6842 — 726 — 1,057 + 2,965 — 1,280| + 3445 — 3,322 + 43 Sep.
+ 1375] + 365 — 1,743] + 576] — 2,274| + 5480| + 9,094| + 6582 + 1616] + 1669 — 53| + 4966; + 2,512 Oct.
+ 1,083 + 778 — 1,258] + 204 — 864 — 7,751| +30377| +27623| +28,009] + 3,264 +24,745| — 386 + 2,754 Nov.
+ 9083 + 2489] — 2465{ + 740 + 382 —12,913| +22935| + 6,498| + 2,188 + 172 + 2,014| + 4,312 +16,437 Dec.
— 3042] + 2423 + 4327 + 696 + 589] + 4259 —12214| —17,273| —23,415 — 1,578 —21,837 + 6,142 <+ 5,059}1987 Jan.
+ 2220 + 2014 - 1,249 + 368 — 115 — 2,374} + 1,326] + 340 + 369 + 708 — 339 — 29| + 986 Feb.
+ 1,674 + 693| + 1,296] + 1,844 + 5957 + 296 — 8925] — 8,958| + 1,106 + 81| + 1,025| —10,064| + 33 March
+ 266 + 834 —5240] + 1,175 — 4881f — 42 + 3,963 + 3910| + 4441 + 3,197] + 1,244 — B31] + 53 April p

with other countries. — 5 including capital and the banking system; changes are chiefly due to claims and liabilities. — 7 Excluding ban|_<s' cash

reserves of the Bundesbank. — 6 Balance of the fluctuations in intra-bank items in course of settle- balances, but incl.uqing DM notes and coins held

remaining items of the consolidated balance sheet of  ment, in profit and loss accounts, and in interbank abroad. — p Provisional.
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