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Exports exerted particularly dynamic
growth stimuli on the German econ-
omy and that of its trading partners
last year. On the one hand, exports of
German goods grew at a rate in double
figures, which was significantly above
the growth rate of world trade in gen-
eral. On the other hand, imports
picked up more sharply than would
have been expected in the light of the
weak domestic demand alone. The
unusually rapid growth in exports gen-
erated a trade surplus which, at DM
122 billion, almost matched the record
levels produced during the export
boom prior to German reunification.
Fairly substantial deficits were again
recorded in invisibles, however, with
the result that the German current ac-
count as a whole ran a slight deficit of
DM 1% billion; this was still much smal-
ler than in 1996 (DM 20': billion). For
most of last year cross-border financial
transactions were marked by the boom
in the international equity and bond
markets. This encouraged German resi-
dents to build up their foreign invest-
ments sharply; at the same time for-
eign investors provided the German
market with a new impetus by continu-
ing to make substantial purchases of
securities in Germany. These trends are
presented and explained in detail
below.
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Current account

Exports

Following the distinct revival in German ex-
ports which had already begun in the course
of 1996, the value of the goods Germany ex-
ported in 1997 rose by 122 % to DM 887 2
billion. Although part of this increase was
due to the somewhat higher export prices,
the rise in exports was still considerable even
in real terms — that is to say, when calculated
at constant prices. With an increase of 11%,
the rise in exports clearly exceeded the simul-
taneous (real) growth in world trade, which,
according to estimates by the International
Monetary Fund, was probably about 9 %.
Two factors contributed to this favourable re-
sult. Firstly, the changing regional pattern of
world trade growth benefited Germany’s
traditional export markets. Secondly, German
enterprises were apparently also successful in
1997 in winning market shares.

The international competitiveness of German
business improved considerably during the
past two years. The “normalising” of ex-
change rate patterns played an important
role in this. Another factor was the successful
adjustment measures which enterprises had
taken to lower costs and rationalise produc-
tion and which had resulted in considerable
improvements in productivity. These meas-
ures, together with the moderate wage pol-
icy, led to a significant decline in the unit la-
bour costs of German business. The average
real external value of the Deutsche Mark
against the currencies of 18 industrial coun-
tries fell by almost 82 % in 1997 compared
with its level in 1995. The picture remains
little changed even after taking into account
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the depreciations of a number of South-East
Asian currencies because the share of this
region in Germany’s foreign trade is relatively
small.

However, the sales successes of German
entrepreneurs have also to be seen not least
in the light of the buoyancy of German ex-
port markets. Demand from the countries in

transition in central and eastern Europe was

Regional
breakdown
of exports



Breakdown of
exported goods

particularly strong; exports to these countries,
which currently absorb about one-tenth of
total German exports, grew by 272 % in the
first 11 months of 1997 (more up-to-date fig-
ures are not yet available). High double-digit
growth rates were also recorded in exports to
the OPEC countries (182 %) and to the other
developing countries, notably those in Latin
America (262 %). Of the industrial countries,
the United States was a particularly successful
market for German exporters. This was partly
due to the robust growth of the US market
and partly to the favourable competitive pos-
ition of German exporters following the ap-
preciation of the dollar. German industry
recorded a rise in turnover in the United
States of no less than 26 %. By contrast, the
annual result (according to the data already
available) for the EU countries, which absorb
more than one-half of Germany’s exports and
are thereby the country’s most important
market by far, likewise showed a sharp rise,
at 82 %, although this rise remained below
average. However, sales by German firms in
these markets accelerated in the course of
the year.

Almost all economic sectors benefited from
the heavy demand from abroad. The manu-
facturers of basic and producer goods as well
as of capital goods increased their export
turnover (according to the figures available
up to November) by approximately 12 %.
Motor manufacturers were the most success-
ful branch of the capital goods industry. Their
exports during the first 11 months rose by
14 % compared with the corresponding
period in 1996. By contrast, the 6%2%

growth in exports achieved by German
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Regional breakdown of foreign trade

January-November 1997

Exports Imports
Change Change
from from
the the
pre- pre-
vious vious
Group of countries/ |DM year DM year
Country billion |in % billion |in %
Industrial countries 608.1 10.1| 520.6 7.4
EU countries 449.6 8.4 | 3742 5.7
of which
Austria 42.3 1.0 25.4 1.9
Belgium/
Luxembourg 47.3 4.1 42.4 5.6
France 86.5 8.3 72.9 7.8
Italy 59.1 8.3 54.1 1.5
Netherlands 56.9 3.0 58.6 6.4
Spain 30.3 15.4 22.9 11.3
United Kingdom 68.8 18.0 47.7 11.0
Other industrial
countries 158.5 154 | 146.4 12.1
of which
United States 69.7 26.1 53.7 18.0
Japan 189| -35 33.6 5.8
Countries in
transition 93.2 235 88.2 20.1
of which
Countries in
central and
eastern Europe 81.8 27.7 67.7 20.1
China 96| -22 19.7 18.5
Developing
countries 105.9 13.5 81.3 11.9
of which
OPEC countries 18.0 18.5 12.8 12.8
Emerging markets
in South-East Asia 44.4 9.5 36.6 10.9
All countries 1 809.9 12.01 700.5 10.9

1 Totals here include figures which are not yet available
in a regionally disaggregated form for 1997.
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manufacturers of mechanical engineering
products was below average. Although they
account for only a comparatively small per-
centage of German exports, the consumer
goods sectors had to make do with relatively

modest increases in export sales.

The rise in imports was almost on a par with
the sharp growth in exports. In terms of
value, at any rate, the growth in imports — at
approximately 11% — was almost as rapid.
However, import prices — which went up by
just over 3% — rose twice as fast as export
prices on a year-on-year comparison, with
the result that the increase in imported
goods, at 7% % in real terms, was much less
steep than the rise in exports; however, the
rise in imports was still remarkably strong
compared with the moderate growth in real
domestic demand.

The fact that the growth in imports was con-
centrated mainly on semi-finished goods
which are required as intermediate goods in
the production process is consistent with the
picture of greater dependence on exports.
The rise in value of semi-manufactured goods
amounted to 16" % from January to No-
vember 1997 compared with the correspond-
ing period a year earlier. By contrast, total im-
ports of finished goods rose by no more than
62 % notwithstanding the heavy demand
for some categories of goods, notably data
processing equipment and road vehicles. The
fact that the increase in imports of raw ma-
terials (including energy) was below average,
at 7%, is somewhat surprising, especially as
the value of imports in this area was probably
greatly distorted by the effects of the sharp
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Breakdown of foreign trade
by category of goods

in %; January - November 1997

Change |Share
from of total
previ- exports
ous or total
Item year imports
Exports
Basic and producer goods 1 124 23.2
of which
Chemical products 12.5 13.2
Capital goods 12.0 56.4
of which
Mechanical engineering products 6.5 14.7
Road vehicles 14.3 17.8
Electrical engineering products 1.7 13.1
Data processing equipment 2 14.0 2.2
Consumer goods 71 10.6
Food, drink and tobacco 3 1.5 5.0
Total 4 12.0 100
Imports
Sources of energy 11.9 7.7
Basic and producer goods 5
(excluding sources of energy) 8.3 19.7
of which
Chemical products 9.1 9.2
Capital goods 7.9 40.0
of which
Mechanical engineering products 2.7 5.6
Road vehicles 8.0 10.8
Electrical engineering products 5.9 11.4
Data processing equipment 2 8.9 4.3
Consumer goods 2.8 14.9
Food, drink and tobacco 3 1.2 10.0
Total 4 10.9 100

1 Including mining and energy. — 2 Including office

machines. — 3 Including agricultural products. —

4 Including estimates not broken down by category of

goods. — 5 Including mining.

Deutsche Bundesbank



rises in the prices of energy and other raw
materials in 1996 and at the beginning of
1997. Data on the volumes of raw materials
imported are available only in the case of
crude oil. In real terms imports of crude oil
declined slightly last year although this could
have been partly due to the existence of sub-
stantial stocks.

Despite this, the value of imports from the
OPEC countries actually rose at an above-
average rate (just under 13 %), but this was
due mainly to oil price increases, a trend
which continued well into the spring of 1997.
Much the same is true of imports from the
countries in transition in central and eastern
Europe. With a growth rate of 20 % these im-
ports rose even faster than those from the
OPEC countries, but in the former case the
proportion of energy involved was probably
considerably lower. However, the increases in
turnover which some industrial countries
recorded in their trade with Germany were
also remarkably strong. Imports from the
United States alone grew by 18 % last year
compared with 1996 although, of course, the
exchange-rate-related rise in prices probably
contributed considerably to this increase. At
all events, the average rate of the dollar in
1997 was 15% above its corresponding
value in 1996. Seen in this light, the rise in
the value of German imports from other EU
countries was not inconsiderable, at just over
5% %, especially as hardly any exchange-
rate-related distortions were involved, except
in the case of the United Kingdom. This
means that, in real terms, Germany's import
requirements probably exerted quite a strong

stimulus on the economic development of
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European partner countries — an effect which
reflects the growing integration of European
production and the greater exchange of in-
dustrial goods that inevitably arises from this.

The fact that the German current account ran
a slight deficit again in 1997 despite the large
surplus on traded goods was largely due to
the deficits in the area of invisible current
transactions with non-residents, which com-
prise cross-border services, factor income and
current transfers. The net negative balance
on these items rose by a further DM 2 billion
to DM 117 billion. The sharpest rise was
recorded in the deficit on services account
whereas (net) investment income payments

to non-residents declined.

The traditionally large deficit on Germany’s
services account increased again last year — by
just under DM 4 billion to DM 56" billion —
following a period of pronounced stability
during the previous few years. However, it was
not the structural deficit on foreign travel,
which accounts for the bulk of the deficit on
Germany’s services account, that was the de-
ciding factor in this renewed deterioration. In-
stead, it was greater expenditure on the other
services that largely contributed to the rise.
The deficit on other services increased from
just over DM 2 billion in 1996 to almost DM 5
billion in 1997. The services involved were as
varied as transport and financial services,
building services of foreign firms in Germany,
and patents and licences.

By contrast, foreign travel, whose persistently

rising deficits had impaired the performance

of the German services account until two
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Current account

DM billion
Item 1995 1996 | 1997
1. Foreign trade
Exports (f.o0.b.) 749.5| 788.9| 887.3
Imports (c.i.f.) 664.2 | 690.4| 765.5
Balance + 853 |+ 98.5|+121.7
2. Services (balance) - 525 |- 525|- 56.3
of which
Foreign travel (balance) |- 49.1 |- 50.3 |- 51.5
3. Factor income (balance) - 18|- 77|- 42
of which
Investment income
(balance) - 04|- 59|- 24

4. Current transfers (balance) |- 58.7 |- 54.8 |- 56.4

Balance on current account1 |- 3241- 20.71- 1.7
1 Includes supplementary trade items.

Deutsche Bundesbank

years ago, ran a deficit, which, at DM 514
billion, was little more than DM 1 billion up
on the 1996 figure. This means that in real
terms the (net) expenditure of German tour-
ists and business travellers was actually lower
than in the previous year. Owing to the ap-
preciation of currencies in major countries of
destination, it would appear that, at least in
some cases, foreign travel became consider-
ably more expensive. This is particularly true
in the case of the United States and other
non-European destinations. While (nominal)
expenditure rose sharply here, it probably de-
clined in real terms. The greater spending
restraint in respect of foreign travel is more
clearly illustrated in the lower expenditure by
German tourists in the “classical” European
holiday countries, such as Austria, Italy and
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Spain, which were not affected by such
exchange rate factors.

Net investment income payments made to
non-residents declined last year from DM 7 2
billion (1996) to just over DM 4 billion (includ-
ing income from employment). For one thing,
German investment income receipts rose far
more sharply than the corresponding expend-
iture because the appreciation of the dollar
had a positive impact on net German interest
income in Deutsche Mark terms. The reason
is that a relatively large proportion of Ger-
many's external assets are denominated in
dollars whereas the dollar plays a less signifi-
cant role on the liabilities side of Germany’s
external assets and liabilities position." For
another thing, Germany's net receipts from
direct investment rose (by DM 5% billion to
just over DM 13 billion).

Germany’s large net transfer payments to
non-residents account for almost one-half of
the total deficit on invisibles. Current trans-
fers to non-residents amounted to DM 56 "4
billion net last year. Although that was “only”
DM 1%: billion more than in 1996, it means
that Germany, in terms of its GDP, makes
more unrequited payments to non-residents
than any other industrial country. Germany’s
regular net contributions to the EU (DM 28
billion) account for approximately one-half of
these payments. After taking account of pay-
ments received from the EU’s regional and
agricultural funds, which benefited eastern
Germany in the main and which are recorded
under capital transfers in the balance of pay-

1 See also the article on the German external assets
position on page 79ff. of this Report.

Investment
income account

Current
transfers



Major items of the balance

of payments

DM billion
Item 1995 1996 1997
I. Current account
1. Foreign trade
Exports (f.0.b.) 749.5 788.9 887.3
Imports (c.i.f.) 664.2 690.4 765.5
Balance + 853 | + 985 | +121.7
2. Balance of invisibles -113.0| -115.0| -116.9
Balance on current account 1 - 324| - 207 - 17
1. Balance of capital transfers - 09| - 00|+ 36
IIl. Financial account 2
Direct investment - 363| - 486 - 57.8
Portfolio investment 3 + 520 + 8.7 - 10.6
German investment
abroad - 326| - 540| -161.3
Foreign investment in
Germany + 846 | +140.8 | +150.7
Credit transactions 3, 4 + 566| - 10.1] + 55.9
Overall balance on financial
account + 723 | + 281 - 126
IV. Balance of unclassifiable
transactions - 213| - 89|+ 23
V. Change in the Bundesbank’s
net external assets at trans-
action values (increase: +) 5
(I plus Il plus 111 plus V) + 1781 - 161 - 85
1 Includes supplementary trade items. — 2 Net capital ex-
ports: —. — 3 Excluding direct investment. — 4 Including other

public and private investment. — 5 Excluding allocation of SDRs
and changes due to value adjustments.
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ments, Germany's net contributions to the
EC budget came to DM 22 "5 billion last year.

Another important factor as far as its magni-
tude is concerned is the remittances of for-
eign workers in Germany to their home coun-
tries. These remittances amounted to ap-
proximately DM 7' billion in 1997. A further
total of just under DM 13" billion net was
transferred to other countries in the form of
pensions and other maintenance payments to
non-residents or to Germans living abroad.
Payments of just over DM 3 billion were
made under the government development
aid scheme.

Financial account

International financial transactions, which
were long regarded as the “financial mirror
image” of the balances in cross-border cur-
rent transactions, have had their own deter-
minants for some time now. This is a result of
their extensive liberalisation in the industrial
countries and, as globalisation increases, of
the innovations in the exchange of informa-
tion worldwide. Forecasts of the development
prospects of major economic regions play a
key role in this. Last year international capital
flows were initially stimulated, among other
things, by arbitrage transactions in view of
the approaching European monetary union.
The financial market crises in East Asia came
to the fore in the second half of 1997; the
renewed preference for quality paper had a
dampening effect on financial transactions in
certain areas. From the German standpoint

there was a discernible increase in cross-
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border portfolio investment in both directions
in 1997. This increase occurred against a
backdrop of generally favourable trends in
the equity and bond markets, and the invest-
ment was many times greater than the cor-
responding balances of the financial trans-
actions. In the end portfolio investment ran a
deficit of DM 10" billion in 1997 compared
with net capital inflows of DM 86 ' billion a
year earlier. The substantial deficit on direct
investment of the previous year was again ex-
ceeded, and in non-banks’ credit transactions
with non-residents there was likewise an out-
flow of funds in 1997. The net capital exports
in these segments of the financial account
and the deficit on current transactions were
accompanied by large capital inflows through
the external business of the banks. The net
external assets of the Bundesbank declined
discernibly, too.

The striking turnaround of almost DM 100
billion in portfolio transactions was mainly
due to the behaviour of German investors.
Despite the heightened risk-awareness of
late, probably due in part to the crises in the
East Asian countries, German residents tripled
their investment in foreign securities over that
of the previous year, with record purchases of
DM 16172 billion.

Interest in foreign bonds and notes rose par-
ticularly sharply; compared with DM 22 billion
in 1996, DM 77 billion was exported in this
way last year. DM 64 ' billion of this was in-
vested in foreign currency bonds issued
abroad (1996: DM 147 billion). In view of
the comparatively low “domestic” interest
rate level, the search for more attractive
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yields may have contributed to these substan-
tial outflows. However, it was above all
the widely expected convergence of interest
rates — an expectation that was fulfilled in the
course of the year — in the run-up to Euro-
pean monetary union which awakened the
prospect of significant capital gains in various
European bond markets in the minds of Ger-
man investors. The significance of “conver-
gence trading” in the annual data for 1997
can be seen from the currency breakdown of
the foreign bonds purchased by German resi-
dents. Lira-denominated paper alone ac-
counted for DM 26 billion of the purchases of
bonds and notes. The interest rate differential
between this paper and German paper de-
clined at the long end of the market from 12
percentage points to 2 percentage point in
1997. The popularity of the Italian currency



... money
market paper

... equities

with German investors was on a par with that
of the dollar (DM 26 billion) and ahead of the
yen (DM 6 billion). The outflows of funds into
the dollar area may have been stimulated — in
addition to the remaining interest rate differ-
entials — by expectations of making exchange
rate gains from the US currency. German de-
mand for Deutsche Mark paper issued abroad
was appreciably lower than that for foreign
currency bonds. Nevertheless, at DM 124 bil-
lion, more funds flowed into this paper,
which usually has an interest advantage over
German bonds, than in 1996 (DM 7 bil-
lion).

Sales of foreign money market paper in Ger-
many likewise grew strongly (DM 64 billion).
The share of paper denominated in Deutsche
Mark amounted to approximately one-
quarter of this; here, too, German investors
apparently preferred paper denominated in
foreign currency.

German investors showed a lively interest in
equities last year, purchasing foreign shares
worth DM 52 billion net. This was more
than twice the figure recorded in 1996 (DM
21" billion) when investment in foreign equi-
ties had likewise increased discernibly. There
is no doubt that the macroeconomic environ-
ment, with low long-term interest rates and
moderate inflation rates, created a favourable
climate for investment in equities, especially
as the prospects for the world economy — at
least until the outbreak of the crises in East
Asia — were fairly good. It is likely, however,
that a large proportion of the foreign equities
were acquired not by domestic savers direct
but by German investment funds, which
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Financial transactions
DM billion, net capital exports: —
Item 1995 1996 1997
1. Direct investment - 363 - 486 | - 57.8
German investment
abroad - 556 - 445| - 575
Foreign investment
in Germany + 193| - 41| - 03
2. Portfolio investment + 52.0| + 86.7| - 10.6
German investment
abroad - 326 - 54.0| -161.3
Equities + 17| - 213| - 523
Investment fund
certificates - 12)| - 32| - 143
Bonds and notes - 241 - 219| - 77.0
Money market paper | - 20| - 12| - 63
Financial
derivatives 1 - 70| - 64| - 14
Foreign investment
in Germany + 84.6 | +140.8 | +150.7
Equities - 1.7+ 225| + 27.2
Investment fund
certificates - 10| - 23| - 42
Bonds and notes + 86.0| +102.4 | +121.8
Money market paper | - 4.1| + 185| + 10.5
Warrants + 55| - 03] - 46
3. Credit transactions + 61.7| - 6.1| + 60.2
Credit institutions + 424| - 50|+ 634
Long-term + 389+ 231 | - 44
Short-term + 36| - 282|+ 678
Enterprises and
individuals + 235| - 59|+ 135
Long-term - 23| - 25|+ 18
Short-term + 258 - 34|+ 117
Public authorities - 42+ 49| - 167
Long-term - 00|+ 08| - 106
Short-term - 41+ 40| - 6.2
4. Other investment - 51| - 40| - 43
5. Balance of all
statistically recorded
capital flows + 723 | + 281 | - 126
Memo item
Change in the Bundes-
bank’s net external assets
at transaction values
(increase: +) 2 + 1781 - 161 - 85

1 Securitised and unsecuritised options as well as finan-
cial futures contracts. — 2 Excluding allocation of SDRs
and changes due to value adjustments.
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recorded substantial influxes of resources last
year.

The trend towards increased saving through
investment funds can also be seen in the
somewhat greater demand for foreign invest-
ment fund certificates. German residents in-
vested DM 14 billion in these certificates,
which was DM 11 billion more than in 1996.
Nevertheless, this form of investment did not
regain the significance which it enjoyed for a
time when the tax on interest income was
introduced. The adjustments which have
since taken place in tax legislation also make
this unlikely.

Non-residents likewise increased their invest-
ment in German securities in 1997 after al-
ready investing relatively heavily in the Ger-
man market in 1996. However, the increase
was not as great as the rise in the purchases
of foreign paper by German investors. A total
of DM 150 billion flowed into the German
capital market through foreign investment
compared with DM 141 billion in 1996. That
is the second-largest amount after the record
year of 1993. Both the German equity market
and the bond market benefited from the
greater interest of non-residents. As usual,
however, the lion's share of foreign invest-
ment flowed into bonds and notes (DM 122
billion), notably public sector bonds (DM 78
billion). With a share of more than one-third,
the two-year Federal Treasury notes (Schétze)
which the Federal Government has been issu-
ing since September 1996 have now become
firmly established in the portfolios of foreign
investors. In contrast to issues of paper with
longer maturities, such as special five-year
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Federal bonds (Bobls) and Federal bonds
(Bunds), new issues of the two-year Federal
Treasury notes are usually placed, to a very
large extent, with foreign investors.

By contrast, private sector bonds lost ground
in 1997 compared with public sector bonds.
After investing DM 584 billion in German
bank bonds in 1996, non-residents acquired
such issues to the value of no more than DM
44 billion net in 1997. At DM 39" billion,
foreign currency bonds, which in the main
were probably issued with special investor
groups abroad in mind, predominated in this
sector. German dollar-denominated paper
was particularly in demand, accounting for
approximately one-third of the foreign cur-
rency bonds originating in Germany and pur-
chased by non-residents (DM 13V: billion).
Somewhat smaller sums were invested in
paper denominated in French francs (DM 4
billion), in [talian lire (DM 3% billion), the
pound sterling (DM 3" billion), the Swiss
franc (DM 37 billion) and the yen (DM 3 bil-
lion). On the other hand, trade with non-
residents in mortgage bonds (Pfandbriefe) de-
nominated in Deutsche Mark contracted last
year although they had been comparatively
popular with foreign investors in 1996.

Foreign demand for German equities also
picked up further in 1997. Non-residents in-
vested DM 27 billion in the German equity
market in 1997 compared with DM 22" bil-
lion in 1996. This is quite remarkable in that
the launch of the Deutsche Telekom share
had had a positive impact on the annual out-
turn in 1996. Last year, however, foreigners
made most of their purchases in the spring

... equities
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and summer when the profitability of Ger-
man enterprises was being regarded in a par-
ticularly favourable light owing to the dis-
cernible improvement on the economic front.
[t was not least the uncertainty engendered
by the crises in East Asia that probably led
subsequently to a temporary change of mood
among foreign investors and therefore to net
sales of German equities.

Much the same is true of German investment
fund certificates throughout 1997; foreign in-
vestors sold them on balance in the amount
of DM 4 billion. Demand for German money
market paper was likewise weaker (at DM
10" billion) than in 1996. However, the mar-
ket for this paper was fairly restricted while
the total amount of public sector paper in
circulation actually declined somewhat. Pre-
viously, foreign central banks in particular had

shown considerable interest in it.

Substantial amounts of capital were again ex-
ported through direct investment in 1997.
According to the German balance of pay-
ments statistics, German enterprises in-
creased their foreign investment by DM 57 V2
billion compared with DM 44 billion in
1996. This means that the 1995 record was
broken. Experience has shown that trends in
direct investment abroad are pro-cyclical. In
other words, they move in line with the
growth in major export markets and reflect
the economic state and liquidity position of
domestic enterprises. To that extent, the
recent rise in German acquisitions of partici-
pating interests abroad is not surprising —
quite apart from the frequently cited “wave
of globalisation”.
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The regional breakdown of German direct in-
vestment in 1997 basically confirms these
considerations. Owing to the continued
robustness of its economic growth, the
United States, for example, increased its
share of German outward investment, as it
had done in 1996. Last year the United States
accounted for just under one-quarter of Ger-
many's acquisition of participating interests
abroad. Investment in other industrial coun-
tries outside the EU also increased relatively
sharply. By contrast, there was a decline in
the share of outward investment in other EU
countries although these countries still ab-
sorbed the bulk of this investment, account-
ing in total for more than 43 %. Possibly as a
result of the firmness of the pound, a down-
turn was discernible in German investors’
interest in the United Kingdom, in particular.
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Breakdown of German
direct investment in 1997

Other industrial European
countries Union
33.7% 43.5%

Countries in

transition

11.7% Developing
countries
11.1%

Deutsche Bundesbank

Investment by German firms in the countries
in transition likewise declined slightly com-
pared with 1996 (share: 12 %); this may have
been associated with the smaller number of
major privatisations, which had previously
had a marked effect on the figures relating to
individual countries. On the other hand, Ger-
man firms again invested somewhat more in
the developing countries in 1997 (share:
11%).

Compared with German investors and their
direct investment abroad, foreign entrepre-
neurs continued to show very little inclination
to invest in Germany. Although a limited
amount of investment funds did flow into
their subsidiaries domiciled in Germany, this
was more than offset, as in 1996, by substan-
tial profit distributions to the foreign owners,
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a factor that was reflected in the negative
balance on reinvested profits. Consequently,
there were net outflows of funds amounting
to DM . billion although actually a more
positive result would have been expected
given the cyclical and exchange rate trends.
This, together with the generally modest level
of investment in Germany, could be a sign
of structural impediments to entrepreneurial
activity in Germany. 2

In addition to the capital exports through
portfolio transactions and direct investment,
there were also net outflows (of DM 3 billion)
as a result of the non-securitised credit trans-
actions of non-banks. The credit transactions
of public authorities, which made large
redemption payments on loans previously
raised abroad, were the main reason for this.
Net capital exports totalling DM 16 billion
through public sector operations were offset
by inflows (of DM 13 V2 billion) in the case of
enterprises and individuals. Part of this was
attributable to the further reduction of Euro-
deposits; intergroup liquidity management
operations in multinational concerns did not
play the same major role on the whole as
they had done in 1996.

There were movements in both directions in
the non-securitised credit transactions of do-
mestic banks in 1997. On the one hand, out-

2 However, surveys have also shown that in the past the
inward direct investment flows recorded in the German
balance of payments have been significantly below the
corresponding outward direct investment figures quoted
by the countries of origin. See Deutsche Bundesbank,
Problems of international comparisons of direct invest-
ment flows, Monthly Report, May 1997, page 77 ff. and
Deutsche Bundesbank, Development and determinants
of international direct investment, Monthly Report,
August 1997, page 63 ff.
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flows of funds (DM 44 billion) predominated
in the banks’ long-term credit operations
whereas in 1996 they had received DM 23
billion net in long-term credit. The reason for
the about-turn was the exceptionally large
loans granted by German issuing institutions
to non-residents, a large part of which was
probably connected with the substantial sales
of foreign currency bonds by these institu-
tions, mentioned above. Another part was
probably refinanced, as wusual, through
the raising of long-term loans from foreign
business partners — especially the foreign
financing subsidiaries of German credit

institutions.

On the other hand, and in contrast to the
deficits mentioned in the other sectors of the
financial and current account, there were
considerable inflows of funds (DM 68 billion)
through the short-term financial transactions
of the credit institutions. In 1996, by contrast,
short-term funds amounting to DM 28 billion
had been exported. As a result, the non-
securitised net external assets of the credit
institutions declined by DM 63" billion in
1997.

External position of the Bundesbank

Net external
assets of the
Bundesbank
decline

External assets

The net external assets of the Bundesbank
also declined last year. At transaction values,
net external assets fell by DM 8 2 billion com-
pared with a decline of DM 1% billion in
1996.

The primary reason for the decline was the
fall of just over DM 7 billion in external assets.

Deutsche
Bundesbank
Monthly Report
March 1998

External position
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1 Including other external assets.

Deutsche Bundesbank

For example, the Bundesbank channelled for-
eign exchange assets that it had previously
acquired in the course of commercial transac-
tions back into the market. There was a cor-
responding decline in the Bundesbank’s
claims in respect of the reserves which it had
transferred to the European Monetary Insti-
tute, which are linked to the gold and dollar
reserves. By contrast, the reserve position in
special drawing rights at the International
Monetary Fund (including special drawing
rights allocated) increased; a contributory fac-
tor here was the Bundesbank’s participation
in the IMF’s aid programme for the countries
in crisis in Asia although in the end this re-
sulted only in shifts between the various asset
items.
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Deutsche
Bundesbank
Monthly Report
March 1998

In contrast to its external assets the Bundes-
bank’s liabilities stemming from external op-
erations rose by approximately DM 1" billion
last year. The external liabilities largely consist
of balances of foreign central banks and in-
ternational organisations at the Bundesbank.

At the end of 1997 the external assets calcu-

lated at balance sheet rates amounted to just
under DM 117 billion; the external liabilities
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amounted to DM 17 billion. In contrast to
customary practice, no revaluation of US dol-
lar holdings and ECU balances was under-
taken at the end of 1997. The planned
change to the valuation of foreign exchange
reserves at rates closer to those obtaining in
the markets will not be reflected in the bal-
ance sheet figures until the annual accounts
for 1997 have been drawn up.



