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Foreign trade and current account

Even if the end of the conflict in Iraq and the
recent decline in — speculatively excessive — oil
prices meant that the severity of unfavour-
able influences was reduced, the external
environment was still marked by uncertainty
about the underlying global economic condi-
tions in the first quarter of 2003. In particular,
the economies of many major trading part-
ners had still not fully regained their momen-
tum. Consequently, the export expectations
of German enterprises for the following few
months deteriorated. Part of the reason for
this was presumably the lingering impact of
the geopolitical tensions. Even so, German
exporters are still expecting an increase in ex-
ports this year. So far, however, these expect-
ations have not been fully reflected in export
volumes. All in all, German exports in the first
quarter of 2003 only slightly exceeded those
in the previous quarter after seasonal adjust-
ment.

In view of the latest appreciation of the euro,
concern has grown that the German econ-
omy might be further slowed down from
outside. For example, the euro has recently
appreciated by about 16%:% against the
US dollar compared with its average value in
the fourth quarter of 2002 and was trading
at just under US$1.17 when this report went
to press. This means that the bilateral ex-
change rate exceeded its low of October
2000 by 41%.

Depending on the extent to which additional

costs can be passed on and the hedging in-
struments used, exchange rate movements
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have an impact on export sales prices and ex-
porters’ profit margins as well as on the level
of demand. The US dollar has a direct impact
on the exchange of goods between Germany
and the United States; about 10% of German
exports go to the United States. In other mar-
kets, however, German enterprises are also in
indirect competition with US suppliers, with
the result that in a broader sense — including
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the third-market effects — the weight of the
US currency is greater at 13%2%.

An “import-oriented” examination of ex-
change rate effects is likewise important,
especially in view of the exchange-rate-
related reduction in the prices of imports.
Such an examination shows that the US dollar
has a much greater impact on the import side
than on the export side although imports
from the United States account for only 8%
of total German imports. One important rea-
son for the greater weight of the US dollar is
that an estimated 21% of imported goods
are directly invoiced in US dollars whereas
only 18% of exported goods are invoiced in
that currency.? Another reason is that, no
matter which currency is used for invoicing,
some suppliers outside the United States also
have to be ascribed to the dollar area.

Account has also to be taken of exchange
rate fluctuations against major currencies
other than the US dollar although these have
been more moderate in recent months. Final-
ly, it has also to be remembered that trade
with the other euro-area countries is extreme-
ly important for German enterprises. The indi-

1 Hedging foreign currency claims (for example, through fu-
tures contracts or option deals) cushions the direct effects of
exchange rate fluctuations on exporters’ earnings for a time
but gives rise to hedging costs. Over the longer term, how-
ever, the effects of exchange rate movements always work
their way through either because hedging is possible only on
the basis of the new exchange rate level or because hedging
costs are rising sharply. Surveys show that in autumn/winter
2002/2003 an estimated four-fifths of all foreign currency
claims arising from export business were hedged.

2 It is estimated that more than 70% of German exports
and imports are invoiced in euro. However, the effect of
the invoicing currency on the volume of foreign trade has
to be qualified in that the exchange rate risk must be
borne by the contracting parties regardless of the invoi-
cing currency chosen.

... price com-
petitiveness
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cator of Germany’s price competitiveness pro-
vides a comprehensive picture of all the fac-
tors mentioned.? In terms of this indicator the
price competitiveness of German suppliers
has declined by 4% on a trade-weighted
average since the fourth quarter of 2002; the
decline has therefore been much smaller than
the appreciation of the euro against the US
dollar. This buffer provided by the currency
appreciation is essentially due to the fact that
about 43% of German exports are destined
for the euro area and are therefore independ-
ent of nominal exchange rate movements.
Consequently, Germany’s current price com-
petitiveness is fairly close to its long-term
average and also more or less the same as at
the beginning of 1999. To that extent, it can
be regarded as almost “neutral”.

This means that, generally speaking, the stim-
uli which resulted from the euro's previous
weakness and which have fostered exports in
recent years have now subsided. However,
they are disappearing at a time when the
export markets are showing only moderate
growth. Weak economic growth in the euro
area and, with respect to the breakdown of
goods, the sluggish growth in world demand
for capital goods are having a retarding effect
here. As a rule, however, it is precisely market
growth which determines trends in German
exports. While the appreciation of the euro
also reduces cost pressures by lowering im-
port prices, enterprises benefit from this relief
to varying degrees depending on the eco-
nomic sector to which they belong. If seen as
a whole, the business of German enterprises
exposed to foreign competition has undoubt-
edly become more difficult both on the ex-
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change rate front and in terms of market con-
ditions.

At the beginning of 2003 - a regional statis-
tical breakdown is available only up to the
end of February — increased demand for

3 Over the longer term, competitiveness is influenced by
differences in production costs at home and abroad — in
addition to the effects of exchange rate movements al-
ready being felt in the short term. The indicator of price
competitiveness takes both factors into consideration.
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Regional trend in foreign trade

Average of
Jan-Feb
2003 com-
pared with
average of
Oct-Dec
2002,
seasonally
Percentage |adjusted,
shares in as a per-

Country/group of countries 2002 centage

Exports

All countries 100.0 +0.9

of which

Euro-area countries 42.6 -4.1
Other EU countries 121 +2.8
United States 10.3 +3.1
Japan 1.9 -53

Central and east
European countries

in transition 11.6 +4.8
OPEC countries 2.2 +8.8
Emerging markets in
South-East Asia 3.9 +4.9
Imports
All countries 100.0 + 1.0
of which
Euro-area countries 41.6 -3.6
Other EU countries 9.9 +2.6
United States 7.7 +33
Japan 3.6 +0.9

Central and east
European countries
in transition 135 +4.0

OPEC countries 1.3 +9.1

Emerging markets in
South-East Asia 5.1 +2.6
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German exports came solely from markets
outside the euro area.? On an average of the
first two months of 2003 compared with an
average of the fourth quarter of 2002 Ger-
man exporters recorded increased turnover in
seasonally adjusted terms, especially in the
central and east European transitional coun-
tries (+5%) and in the United States (+3%).
Trade with customers in the emerging mar-
kets of South-East Asia also grew vigorously
(+5%). Exports of goods to the OPEC coun-
tries, which had benefited from the further
rise in oil prices at the beginning of the year,
also grew strongly (+9%). German exporters
also increased their sales (by 3%) to the EU
countries outside the euro area. By contrast,
exports to euro-area countries declined (by
4%) not least as a result of the persistent cyc-
lical weakness in the euro area. A slight in-
crease in exports to these countries had been
recorded in the previous quarter.

As major trading partners were slow to over-
come their reluctance to invest, exports of
capital goods, German exporters’ most im-
portant product range, increased only moder-
ately at the beginning of the year (+1%2%).
Exports of machinery, for example, grew only
marginally (+1%). Furthermore, exports of
motor vehicles, which had boosted overall
export growth last year, failed to maintain the
level reached in the fourth quarter of 2002
(-1%). By contrast, a 3% increase in export
demand for the products of the information

and communication sector was a positive fac-

4 This may also be the result of catching-up effects in
January as export deliveries in December were fairly low
owing to the specific pattern of public holidays in that
month. In the two-month period of January and February
this has a relatively large impact.



Imports of
goods

Breakdown of
imports

tor. Exports of consumer goods, which, des-
pite the downturn in consumer confidence in
major trading countries, also grew markedly
—with an increase of 22% in the first quarter
of 2003 - following a strong performance in
the fourth quarter of 2002.

Owing to the sluggish growth in demand in
Germany at the turn of 2002-03, imports in
the first quarter of the year also showed only
a moderate increase over the previous quar-
ter, rising by a seasonally adjusted 172%. This
means that, in terms of value, imports of
goods rose more strongly than exports. Pri-
marily as a result of the increase in the prices
of oil imports, import prices went up by just
under 1% at the same time. Consequently,
imports also slightly exceeded their level in
the fourth quarter in real terms.

The low demand from German importers
mainly affected imports of goods from other
euro-area countries, which on an average of
January and February declined by a seasonally
adjusted 3%2% compared with the average of
the fourth quarter of 2002. By contrast, im-
ports from non-euro-area countries, which
account for just over 58% of total German
imports, increased substantially. The main in-
crease in demand was for goods from central
and east European countries (+4%) and from
the United States (+3"2%). US goods had be-
come discernibly cheaper owing to the appre-
ciation of the euro against the US dollar
since last year. However, the increased orders
placed by German importers also benefited
the emerging markets in South-East Asia and
the EU countries outside the euro area
(+2%2% in each case). Imports from the OPEC
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countries experienced the highest rate of
growth (9%).5 One reason for this increase
was the significant increase in the price of
petroleum during the period under review.
Another
amount of oil imported was probably influ-

reason was volume since the
enced by the low temperatures at that time
of the year and by the increase in stocks
owing to the geopolitical tensions. In response
to these effects, energy imports rose sharply
(by 24%).¢ Foreign manufacturers of capital
goods also increased their exports to Ger-
many (+2'42%). The greatest increase in de-
mand was again for machinery (+3%) where-
as imports of motor vehicles fell once more
(-12%). There was a slight rise in foreign de-
liveries of semi-finished goods (+2%) but im-
ports of products from the information and
communication sector did not quite match
the level in the final quarter of 2002 (-'2%).
Imports of consumer goods grew even more
sluggishly. After increasing significantly in the
fourth quarter of 2002, these imports were
almost 4% below the level in the previous
quarter. This is a reflection of the sluggish de-
mand from German households.

In the first quarter of 2003 the seasonally
adjusted trade surplus saw a slight decline of
€1% billion, falling to €29'% billion. At the
same time, the deficit on invisible current
transactions with non-residents increased sig-
nificantly. The main reason for this was the re-
versal in the balance on factor income, which

5 Even so, imports from the OPEC countries accounted
for only 1% of total German imports last year.

6 It must be remembered here that the ratio of energy
imports to total imports was about six times higher than
the corresponding ratio of goods imported from the
OPEC countries.
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Major items of the balance
of payments

€ billion
2002 2003
Item Q1 Q4 Q1
| Current account
1 Foreign trade 1
Exports (fob) 156.0 168.2 162.9
Imports (cif) 124.2 136.8 133.6
Balance +318| +314| +294
2 Services (balance) -11.3 - 5.7 - 87
3 Factor income (balance) - 40| + 24| - 44
4 Current transfers (balance) - 5.1 - 74| - 54
Balance on current account 2 +103| +1838 + 9.6
Memo item
Balances, seasonally adjusted
1 Foreign trade +322| +31.1| +294
2 Services -114| - 88| - 85
3 Factor income - 11 + 15| - 13
4 Current transfers - 65| -67| -69
Current account 2 +11.7| +152| +11.0
Il Balance of capital transfers 3 + 02| -04] - 00
1ll Balance of financial account 4 + 26| -454| -147
IV Change in the foreign reserves
at transaction values
(increase: -) 5 - 14| + 09| - 15
V Balance of unclassifiable
transactions -11.71 +26.0 + 6.6

1 Special trade according to the official foreign trade statistics
(source: Federal Statistical Office). — 2 Includes supplementary
trade items. — 3 Including the acquisition/disposal of non-
produced non-financial assets. — 4 For details see the table
“Financial transactions” on page 45. — 5 Excluding allocation of
SDRs and changes due to value adjustments.
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in the first three months of the year ran a sea-
sonally adjusted deficit of just under €12 bil-
lion compared with a surplus of nearly the
same level in the previous quarter; however,
short-term fluctuations are quite usual, espe-
cially in this current account item. Further-
more, the net payments made to non-
residents in the field of current transfers in-
creased slightly to €7 billion. By contrast, the
deficit on services showed a small decline (to
€84 billion). As a result, the surplus on cur-
rent account in the first quarter fell (seasonal-
ly adjusted) to €11 billion compared with a
surplus of just over €15 billion in the final
quarter of the previous year.

Financial transactions

At the beginning of the year the international
financial markets were feeling the full effects
of the Iraq crisis and the gloomy outlook for
the global economy. The existing uncertainty
on the markets was reflected in further falls
in the yields of bonds issued by first-class bor-
rowers while, conversely, the share indexes in
the major financial centres again declined.
With the outbreak of war and the rapid mili-
tary success of the Allies, however, a certain
countermovement set in at the end of the
first quarter although this remained within
fairly narrow bounds as market players be-
came more aware again of the fundamental
economic environment. At the same time,
the euro, which had been gaining ground
against most currencies since the beginning
of the year and was trading very firmly as this
report went to press, underwent a further up-
ward surge. The underlying mood, which was

Trends in
financial
transactions
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marked by geopolitical and economic uncer-
tainty, is also partly reflected in Germany’s
statistically recorded financial transactions
with non-residents. Overall, there were sub-
stantial net capital inflows through portfolio
transactions during the first three months of
this year whereas net capital outflows in the
other segments of the financial account tend-
ed to dominate.

The international influences outlined above
are usually most apparent in the portfolio
transactions with non-residents; these result-
ed in net capital imports of €37 billion be-
tween January and March 2003. That repre-
sented a clear reversal from the previous
three-month period when net capital out-
flows of €12 billion were recorded. A re-
organisation of portfolios was observed on
the part of both resident and non-resident in-
vestors. All in all, non-resident investors ac-
quired securitised assets in Germany worth
€32 billion; in the previous quarter there had
been net sales of German paper (€3 billion).
In the light of the raw economic climate, the
high degree of uncertainty on the financial
markets and the unfavourable profitability es-
timates for many German enterprises in the
period under review, non-residents were li-
quidating part of their German share holdings
(€2 billion) and sold, in addition, shares in
German investment funds (€1 billion). The re-
luctance of non-resident investors to buy Ger-
man shares has been evident for some time
now and is a reflection of the unfavourable
economic outlook in Germany. Over the nine
months from July 2002 to March 2003 for-
eigners’ purchases and sales of German
shares more or less cancelled each other out
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Financial transactions
€ billion, net capital exports: -
2002 2003
Item Q1 Q4 Q1
1 Direct investment +113] + 1.3 - 7.8
German investment
abroad - 26| - 56| -15.2
Foreign investment
in Germany +139| + 68| + 7.4
2 Portfolio investment - 56| -123| +37.5
German investment
abroad -324| - 94| + 55
Shares - 74| - 54 +147
Investment fund
certificates - 51| + 06| - 31
Bonds and notes -153| - 7.2| - 9.7
Money market paper - 45| + 26| + 3.6
Foreign investment
in Germany +268| - 29| +320
Shares + 5.1 + 25| - 26
Investment fund
certificates + 11| - 13| - 09
Bonds and notes +300| - 06| +225
Money market paper - 93| - 36| +129
3 Financial derivatives 1 + 18] + 03| + 3.0
4 Credit transactions - 45| -343| -4638
Credit institutions +13.6| -49.8| -33.0
Long-term - 54| - 63| -146
Short-term +19.0| -436| -184
Enterprises and
individuals - 07| +157| -19.8
Long-term + 20| + 1.1 - 6.6
Short-term - 27| +146| -13.2
General government - 02| - 04| + 11
Long-term - 02| - 0.1 + 3.6
Short-term - 00| - 02| - 25
Bundesbank -171| + 02| + 49
5 Other investment - 04| - 03] - 05
6 Balance of all
statistically recorded
capital flows + 26| -454| -147
Memo item
Change in the foreign
reserves at transaction
values (increase: -) 2 - 141 + 09 - 1.5

1 Securitised and non-securitised options and financial
futures contracts. — 2 Excluding allocation of SDRs and
changes due to value adjustments.
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German portfolio investment
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whereas on a longer-term average — for ex-
ample, since the beginning of monetary
union — foreign funds amounting to about €6
billion per quarter had flowed into Germany’s
share markets.

By contrast, foreign investors considered
interest-bearing paper very attractive during
the first quarter of this year and added €352
billion worth of it to their portfolios (-€4 bil-
lion in the quarter earlier). Greatest demand
was for German bonds (€22': billion), espe-
cially government issues, which in times of
global uncertainty are regarded as a safe
haven. Foreign investors also spent €13 billion
on German money market paper, ie debt cer-
tificates with maturities of one year or less,
which, in the light of the fairly large price
risks at present, they possibly use to park
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funds in the short term. By contrast, demand
for longer-dated German bank bonds was
somewhat more subdued, a development
which probably had something to do with a
reduction in the maturity range of foreign
portfolios and a fairly tight supply on the pri-
mary market.

Whereas non-residents evidently increased
their investment on the German market
again, German investors withdrew capital
from the foreign securities markets in view of
the difficult market environment. They re-
duced their holdings of foreign securities by
€5 billion after investing €9 billion net
abroad in the previous quarter. This reversal
conceals a significant reorganisation of port-
folios as German investors responded to the
changed underlying economic and political
conditions. For example, they sold foreign
equities worth as much as €14%; billion,
possibly as a result of the weakness of the
international share markets. However, they
invested only part of the resultant liquidity in
other foreign paper, namely money market
fund certificates (€3': billion) — a financial
product with ready availability and a high
level of security — and, once again, euro-
denominated bonds issued by non-resident
borrowers (€84 billion). This paper has regu-
larly enjoyed great popularity since the start
of monetary union even if its interest advan-
tage over German government bonds has lev-
elled off considerably in recent months.

In contrast to portfolio investment, direct in-
vestment resulted in net exports of capital be-
tween January and March 2003 (€8 billion
compared with net capital imports of €1V bil-

German
investment
in foreign
securities

Direct
investment
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lion in the final quarter of 2002). The main
reason for the reversal was the action of
resident enterprises, which again increased
their investment abroad (€15 billion). Credits
which German proprietors granted to their
foreign subsidiaries accounted for a large part
of this sum. The main targets of German dir-
ect investment were other EU countries as
well as the United States.

Financial flows in the opposite direction, ie
direct investment in Germany, continued to
reflect the declining global interest in cross-
border corporate mergers and acquisitions.
Although a total of €7 billion in foreign fi-
nancing funds was paid to subsidiaries and
branches domiciled in Germany between
January and March 2003, capital injections
from foreign parent companies to their Ger-
man subsidiaries for the purposes of repaying
long-term bank loans accounted for the lion’s
share of this.

As in the case of direct investment, non-
securitised credit transactions resulted in the
export of funds between January and March
(€47 billion net). €20 billion net was due to
the operations of enterprises and individuals.
This was due mainly to the usual seasonal
restocking of the balances held at foreign
banks, following the reduction in these bal-
ances at the end of the previous year for bal-
ance sheet purposes, and to the aforemen-
tioned repayments of long-term credits taken
up by German enterprises. By contrast, gen-
eral government transactions resulted in im-
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ports of almost €1 billion in the period under
review. Larger capital imports (€3 billion)
were recorded at the long end of the mar-
ket — primarily through the sale to non-
residents of borrower’s notes issued by the
Land governments.

Besides the net amounts of capital exported
by the non-banking sector, it was mainly
the non-securitised external operations of
the banking system — which may also be
seen as the counterpart of all other cross-
border transactions (including the external
transactions by the Bundesbank recorded as
credit operations) — that led to outflows of
funds in non-securitised credit transactions
(€28 billion). The long-term credit operations
of the monetary financial institutions resulted
in outflows of €14"; billion and their short-
term operations to a further outflow of €184
billion. The Bundesbank, by contrast, incurred
a liability balance of €5 billion in the first
quarter — primarily as a result of the settle-
ment of TARGET balances.

The foreign reserves of the Bundesbank,
which are shown separately from the credit
transactions in the balance of payments, in-
creased by €1 billion at transaction values
between the beginning of January and the
end of March. As the euro price of gold de-
clined particularly significantly during this
period, the reserves at market prices amount-
ed to only €82 billion at the end of March
compared with €85 billion at the end of
2002.
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