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Financial markets
in Germany

Capital market and bank interest rates

German capital market interest rates fell

sharply over the past few months in line with

US and European yields. The yield on ten-year

Federal bonds outstanding in mid-August

was just under 41�2%, which was slightly

more than 3�4 percentage point lower than at

the start of April. Interest rates on Federal

securities with a shorter residual maturity

showed a similarly steep decrease over the

same period. On balance the interest rate dis-

count on ten-year Federal bonds compared

with the average rate of other European gov-

ernment bonds was unchanged at 19 basis

points. By contrast, the interest rate spread of

ten-year debt securities issued by domestic

banks over comparable Federal bonds

widened from 22 to 38 basis points during

the period under review, although it re-

mained at a comparatively low level.

Whereas short-term bank interest rates,

which are more strongly influenced by terms

in the money market, showed little change

between April and July, longer-term lending

rates fell appreciably in parallel with capital

market rates. The cost of mortgage loans at a

rate of interest locked in for ten years de-

creased by just under 1�4 percentage point on

average to 6.1%. The effective interest rates

for long-term fixed-rate loans to enterprises

declined by a somewhat smaller margin. In

July they stood at 6.7% (for a credit volume

of 3100,000 to less than 3500,000) and

6.5% (for a credit volume of 3500,000 to less

than 35 million). However, the rate of 8.6%

charged by banks in July for current account

credit (for a credit volume of 3500,000 to less
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than 32.5 million) was a few basis points

more than in April. Interest rates charged on

personal credit lines averaged almost 12.5%

of late, which was the same as at the begin-

ning of the period under review. On the liabil-

ities side of the balance sheet, the interest

rate paid in July on fixed-term deposits with a

maturity of one month was 2.7% and on

those with a maturity of three months 2.8%

(for an investment amount of 350,000 to less

than 3500,000). These rates were similar to

those paid in April.

Share prices

Prices on the German equity market fell

steeply over the past few months in tandem

with developments on the international fi-

nancial markets. In a very nervous trading en-

vironment the quotations of German equities

plummeted by 34% between April and July

to record their lowest level in five years. The

slide in share prices on the Neuer Markt seg-

ment for new and growth stocks was even

more dramatic. Since April the NEMAX all-

share price index has plunged by almost

50%. The share prices of mid-cap enterprises

listed on the MDAX held up somewhat bet-

ter, losing around one-quarter of their stock

market value. However, equity prices have re-

covered a little recently amid expectations of

interest rate cuts in the United States and in-

tensified efforts to restore the credibility of

corporate balance sheets. In mid-August Ger-

man equities were trading at 56% below

their historical peak in March 2000 while

quotations on the Neuer Markt were down

by over 90%.

Borrowing in the securities markets

Sales activity in the German bond market

contracted in the second quarter of 2002.

Calculated at market prices, gross sales of

debt securities issued by domestic borrowers

amounted to 32121�2 billion (compared with

32391�2 billion in the previous quarter). Al-

though redemptions and increases in issuers'

holdings of their own bonds and notes also

went down quarter on quarter, net sales of

domestic debt securities decreased from

3481�2 billion in the first three months of this

year to 3361�2 billion. The decrease related ex-

clusively to longer-dated bonds, whereas

sales of money market paper (with a maturity

of up to one year) rose by 39 billion. Foreign

bonds and notes were sold in the amount of

3181�2 billion, thus nearly matching the vol-
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ume recorded in the first quarter (320 billion).

As in the preceding months, most of them

were denominated in euro (318 billion). Total

net sales of debt securities in the German

bond market in the second quarter of 2002

thus came to 355 billion.

The fall in borrowing was caused primarily by

a sharp contraction of issuing activity by

credit institutions, the refinancing require-

ments of which have declined owing to the

drop in lending that has been apparent for

quite some time (see page 27f). Between

April and June banks raised only 39 billion net

from selling their own debt securities, com-

pared with 335 billion in the first quarter. The

issuing activity of the institutions was concen-

trated on other debt securities (3101�2 billion

net). The outstanding market volume of debt

securities issued by specialised credit institu-

tions increased by 341�2 billion. By contrast,

the sale of mortgage Pfandbriefe yielded only

31�2 billion. The negative market trend in pub-

lic Pfandbriefe which has persisted since the

start of last year continued. In the second

quarter of 2002 they were redeemed in the

net amount of 36 billion. Government tapped

the bond market from April to June for 3211�2

billion net, 313 billion of which accrued to

central government. The Land governments

raised a record sum of 311 billion from the

sale of debt securities. They issued more

short-dated paper (maturities of up to four

years). The share of the latter in the total

bonded debt of the federal states has gone

up during the past two years from less than

5% to more than 16%. Despite the difficult

earnings situation in the private business sec-

tor and the higher required yields, corporate

bonds were sold in the second quarter for

351�2 billion net, which was far more than in

the first three months of this year (31�2 billion).

Issuing activity on the German equity market

was subdued in the second quarter against

the background of the persisting bear mar-

ket. Between April and June domestic enter-

prises placed new shares with a market value

of 321�2 billion compared with 331�2 billion in

the first three months of the year. The net vol-

ume of foreign equities sold in the domestic

market came to almost 3161�2 billion, so that

the total amount of resources procured on

the German stock market came to 319 bil-

lion.
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Investment activity in the securities

markets

Foreign investors were especially active in the

German bond market in the second quarter

of 2002; they purchased domestic debt se-

curities for a total of 321 billion, which was

substantially more than in the first three

months (321�2 billion ). The interest of domes-

tic non-banks waned by contrast; their level

of investment fell from 3431�2 billion in the

first quarter to 3181�2 billion. Although the

non-banks again bought foreign bonds and

notes for 3101�2 billion, they added less than

38 billion worth of debt securities issued by

domestic private sector borrowers to their

portfolios; this contrasted with 3321�2 billion

net in the preceding quarter. The credit insti-

tutions increased their bond holdings by

316 billion. Their interest focused on public

debt securities (39 billion) and foreign bonds

and notes (38 billion).

In the second quarter German equities were

largely bought by domestic non-banks on

balance. In net terms they invested exclusively

in foreign equities, in the amount of 317 bil-

lion. Foreign shareholders invested 311 billion

in the German share market compared with

39 billion between January and March. Dur-

ing the period under review domestic credit

institutions resold foreign equities worth al-

most 36 billion and 331�2 billion of German

shares.

Sales of domestic and foreign investment

fund certificates declined to 3181�2 billion in

the second quarter, compared with 326 bil-

lion in the first three months of this year. Be-

tween April and June domestic investment

companies issued certificates for 3151�2 billion

net (previous quarter: 3181�2 billion); foreign

investment fund certificates were sold in the

amount of 33 billion.

The domestic investment funds open to the

general public sold certificates worth 341�2 bil-

lion net in the second quarter, which fell far

short of the first-quarter total (3131�2 billion).

Savers with mutual funds continued to heav-

ily favour open-end real estate funds, which

raised 331�2 billion. The popularity of such

funds, which has persisted since last year, has

now made them the second most popular

category of funds open to the general public

after share-based mutual funds, with a vol-

ume of currently 3681�2 billion. One reason for

this success is doubtless that real estate funds

Investment activity in the German
securities markets

5 bn

2002 2001

Item
Jan to
March

April to
June

April to
June

Bonds and notes
Residents 66.0 34.2 40.6

Credit institutions 1 22.3 15.9 23.1
of which

Foreign bonds and
notes 2 9.1 8.1 0.2

Non-banks 43.6 18.3 17.5
of which

Domestic bonds and
notes 28.6 7.8 ± 8.4

Non-residents 2 2.4 21.0 ± 1.4
Shares
Residents 10.4 8.0 ± 17.9

Credit institutions 1 ± 8.6 ± 9.1 ± 26.1
of which

Domestic shares ± 5.4 ± 3.4 ± 28.4
Non-banks 3 18.9 17.2 8.1
of which

Domestic shares 0.1 ± 4.8 ± 40.1
Non-residents 2 8.9 10.8 71.4
Investment fund certificates
Investment in specialised
funds 5.0 11.1 2.9
Investment in funds open to
the general public 13.7 4.6 5.6
of which: Share-based funds 1.0 1.0 2.0

1 Book values, statistically adjusted. Ð 2 Transaction
values. Ð 3 Residual.
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appear especially attractive given the present

state of the stock market. In the second quar-

ter of 2002 31 billion again accrued to share-

based mutual funds, while mixed funds like-

wise received only 31 billion of new invest-

ment. All other types of fund recorded only

marginal changes. Between April and June

the inflow of resources to the domestic spe-

cial funds, which manage monies invested by

institutional customers, was up on the three

preceding months, amounting to just over

311 billion. On balance the bulk of this sum

was invested in mixed securities funds (371�2

billion). Foreign investors returned fund units

in the amount of 31 billion.

Deposit and lending business of

monetary financial institutions (MFIs)

with domestic customers

In the second quarter of 2002 the overnight

deposits placed by domestic customers with

German MFIs again rose steeply (measured

on a seasonally adjusted basis) after their

growth had weakened perceptibly in the first

three months of this year. They increased vis-

à-vis the previous quarter at a seasonally ad-

justed annualised rate of 181�2% as against

just over 7% from January to March. Other fi-

nancial institutions and especially employed

persons accumulated overnight deposits on a

large scale. Their growth was also fuelled by

the conversion at one large credit institution

of short-term savings deposits into overnight

deposits remunerated at money market rates.

The pronounced liquidity preference of pri-

vate non-banks presumably reflects above all

the increased uncertainty on the financial

markets, which, measured by the DAX volatil-

ity index, at the end of June regained the

level seen in October/November 2001.

Domestic investors also increased their de-

posits with an agreed maturity of up to two

years during the second quarter of 2002,

after having run them down on a massive

scale in the first three months. This reversal

mainly mirrors a change in conduct on the
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part of German insurance companies which,

contrary to the normal pattern, increased

their short-term time deposits in the second

quarter and decreased their longer-term time

deposits. The slight narrowing of the interest

rate spread of longer-term over short-term

deposits at banks probably reinforced the in-

surance corporations' preference for liquidity.

Although German insurance companies are

the principal investors in deposits with an

agreed maturity of more than two years, with

a share of around 60%, longer-term time de-

posits grew by a further 30.8 billion in the

second quarter; this rise was chiefly attribut-

able to employed persons.

In the period from April to June 2002 savings

deposits with an agreed period of notice of

up to three months declined noticeably

owing to the aforementioned conversion of

short-term savings deposits into overnight

deposits. If this switch is disregarded, short-

term savings deposits were again in demand.

Given the very low short-term interest rates

at the moment, short-term savings have a

fairly low opportunity cost compared with in-

vestment instruments remunerated at market

rates. The contraction of deposits with an

agreed notice of over three months con-

tinued during the period under review, albeit

at a decelerating pace (by 33.2 billion).

Seasonally adjusted lending by German MFIs

to the domestic private sector again showed

only muted growth in the second quarter.

This applies particularly to unsecuritised lend-

ing. Although medium to long-term loans to

German enterprises and households went up

moderately during the period under consider-

ation, the volume of short-term loans again

dropped markedly. At the end of June loans

to the private sector in Germany were only

marginally higher than in the same month

last year. Besides dampening cyclical influ-

ences on the demand for credit from the do-

mestic private sector, this restrained expan-

sion was probably due in part to banks' re-

duced willingness to grant loans on account

of the deteriorating creditworthiness of at

least some borrowers and deficient collateral

cover.

The ongoing sluggish trend in lending to the

domestic private sector in the second quarter

of 2002 chiefly reflects the fall-off in lending

to German enterprises. Whereas both con-

sumer and housing loans rose slightly, the ex-

tension of credit by German banks to domes-

Lending and deposits of monetary
financial institutions (MFIs)
in Germany *

5 bn

2002 2001

Item
April to
June

April to
June

Deposits of domestic non-MFIs 1

Overnight + 28.1 + 21.0
With agreed maturities

up to 2 years + 0.6 + 1.8
over 2 years + 0.8 + 2.3

At agreed notice 2

up to 3 months ± 8.7 ± 2.9
over 3 months ± 3.2 ± 4.0

Lending
To domestic enterprises and
individuals

Unsecuritised + 3.8 + 6.9
Securitised ± 3.6 ± 22.7

To domestic public authorities
Unsecuritised ± 14.2 ± 13.2
Securitised + 9.4 + 2.6

* As well as banks (including building and loan associ-
ations, but excluding the Bundesbank), monetary finan-
cial institutions (MFIs) here also include money market
funds; see also Table IV.1 in the Statistical Section of the
Monthly Report. Ð 1 Enterprises, individuals and public
authorities. Ð 2 Savings deposits.
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tic enterprises shrank perceptibly. This con-

traction occurred in virtually every industrial

sector. In the case of manufacturing firms,

wholesale/retail traders and construction

companies the reduction of debt evident

since the start of 2001 continued. In the

period under review insurance companies

and financial institutions as well as transport

and communication enterprises likewise cur-

tailed their indebtedness to domestic banks.

Only the services sector and the energy, gas

and water supply industries stepped up their

debt level.

Net borrowing by German public authorities

from domestic MFIs decreased in the second

quarter of 2002 by a total of 34.8 billion. At

the same stage last year it had fallen by as

much as 310.6 billion. Loans were reduced by

a substantial 314.2 billion in the period under

review as both central and state government

cut their debt to German banks. By contrast,

domestic MFIs further boosted their portfolios

of securities issued by German public author-

ities between April and June by 39.4 billion.

Seasonally adjusted
 5 bn

%
Lin scale
Change from previous year

Log scale
Loans 1

Loans to domestic
enterprises and individuals

1 End-of-month level; adjusted for statis-
tical changes.
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