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Financial mar-
kets caught
between eco-
nomic recovery
and progression
of pandemic

I Financial markets

B Financial market setting

Since the beginning of the second quarter of
2021, international financial markets have been
caught between the economic recovery and
current assessments of how the pandemic will
evolve. At the start of the quarter, the prospect
of pandemic-related restrictions being eased,
plus progress on vaccinations and positive busi-
ness cycle signals, boosted market participants’
confidence. This led to rising government bond
yields around the world. Since the end of June,
however, this development has reversed in
view of uncertainty about the economic reper-
cussions of the increasing spread of the Delta
variant. Confidence that the end of the pan-
demic might soon be in sight, which was wide-
spread in the second quarter, flagged again. As
a result, yields dropped compared with their
levels at the end of March. In the international
equity markets, lower discount factors, a good
start to the reporting season, and higher profit
expectations amongst analysts led to higher
equity prices on both sides of the Atlantic. But
here, too, the prevailing uncertainty about how
the pandemic might evolve left its mark and
was reflected in higher equity risk premia. Cor-
porate bond yields in the euro area fell over the
entire reporting period against the backdrop of
the ongoing purchase programmes. Overall,
capital market financing conditions for euro
area enterprises thus remained favourable. At
the same time, the unexpectedly sharp rise in
inflation drew the attention of international fi-
nancial market participants. Market data, con-
sistent with survey results, signalled temporarily
high inflation rates. Longer-term market ex-
pectations of inflation, meanwhile, moved to-
wards the 2% target on balance — from differ-
ent directions — on both sides of the Atlantic.
Inflation figures also played a key role in for-
eign exchange markets and influenced financial
market expectations about the future monetary
policy stance in the specific currency areas.
Compared with the euro area, the monetary

policy outlook in the United States and United
Kingdom shifted slightly towards a somewhat
less accommodative stance. This strengthened
the US dollar and pound sterling against the
euro, which had previously benefited from the
euro area’s progress on vaccinations. On bal-
ance, however, price changes in the foreign ex-
change market remained within tight limits
over the entire reporting period.

B Exchange rates

From the start of the second quarter of 2021,
the euro’s exchange rate against the US dollar
remained almost unchanged on balance. The
euro gradually appreciated from the start of
the quarter up until the end of May. Accelerat-
ing progress on the vaccination front made for
a brighter economic outlook in the euro area
during this period, whereas the pace of vaccin-
ation was stalling in the United States. The US
Federal Reserve also contributed to the euro’s
initial strength against the US dollar. This is be-
cause, at the end of April, the Federal Open
Market Committee (FOMC) gave no indication
that the Fed would soon end its asset purchase
programme, or even raise the federal funds
rate, in response to expanding economic activ-
ity in the United States. This perception was
further reinforced by the publication at the
start of May of unexpectedly weak US labour
market figures, with the Fed previously stating
that any shift in monetary policy would be con-
ditional upon a labour market improvement.

However, the US dollar was then bolstered by
surprisingly high inflation figures in the United
States. Rising inflation rates generally reduce a
currency'’s purchasing power and thus tend to
exert downward pressure on it. On the foreign
exchange markets, however, the unexpectedly
high figures were taken as a sign that a tight-
ening of monetary policy by the Fed was now
more likely after all. This impression was solidi-

Euro almost
unchanged
against US
dollar ...



.. with slight
gains against
pound
sterling ...

... but losses
against yen

fied following the FOMC meeting in mid-June.
The FOMC members projected that the condi-
tions for tightening monetary policy could po-
tentially be reached earlier than previously
thought. Conversely, ECB officials stated that it
was still too soon to talk about unwinding
monetary policy support in the euro area. There
was thus a shift in the relative monetary policy
outlook for market participants, and the euro
quickly lost most of the ground it had gained
against the US dollar. In July, the euro moved
within a narrow range around USS$1.18 without
any major fluctuations. It was trading at
US$1.17 at the end of the reporting period,
which was 0.2% lower than at the start of April
2021.

At the beginning of the second quarter, the
euro appreciated markedly against the pound
sterling due to vaccination rates in the euro
area catching up. As May started, however, the
euro lost some ground again. As in the case of
the US dollar, the pound sterling appreciated
following the publication of surprisingly high
inflation figures in the United Kingdom, as
these were also taken as a sign that monetary
policy tightening was to be expected soon. In-
deed, based on interest rate derivatives, the
conclusion can be drawn that market partici-
pants expect the United Kingdom'’s Bank Rate
to rise far earlier than the euro area’s policy
rate. These expectations were dampened by
the Bank of England, which stressed more of a
wait-and-see attitude until July and thus tem-
porarily put pressure on the pound. In the min-
utes of its meeting at the start of August, how-
ever, the Bank of England stated for the first
time since the beginning of the pandemic that
some modest tightening of monetary policy
might be necessary in the medium term, and
the euro fell to its lowest level against the
pound in almost a year and a half. At the end
of the reporting period, it was trading at £0.86,
down 0.4% on its level at the end of March.

In net terms, the euro depreciated against the
yen. Here, too, the euro posted gains up until
the end of May. The increasing spread of the

Deutsche Bundesbank

Exchange rate of the euro

Daily data, log scale

UsS  against the...
1.25 ... US dollar

;

1.15

135
...yen
130
125
120
£ .
... pound sterling
0.94
0.91
0.88
0.85
Nominal effective exchange rate’
Q11999 =100
103
M 6
97
o N D J F M A M J 1 A
2020 2021

Source: ECB. 1 As calculated by the ECB against the currencies
of 19 countries. A rise in values indicates an appreciation of
the euro.

Deutsche Bundesbank

virus amid the slow vaccine rollout in Japan
was putting the yen under pressure. The tight-
ening of containment measures also placed
constraints on economic activity, with the state
of emergency in several of the country’s major
prefectures being extended for a time and ex-
panded to further regions. However, from
June, these factors were increasingly obscured
by the fact that, given the worldwide spread of
the Delta variant, the yen repeatedly benefited
from temporary uncertainty among financial
market participants about the state of the
global economic recovery. Such an exchange
rate response is consistent with the frequently
made observation that a declining risk appetite
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In effective
terms, too, euro
slightly weaker
on balance

Bond yields in the euro area and
selected countries

% p.a., daily data

+3.0
= Euro area
+2.7 = Germany
— United States
2.4 = Japan

United Kingdom

-03
-0.6

-0.9

2019

2020 2021

Source: Bloomberg. * Government bonds with a residual ma-
turity of ten years.

Deutsche Bundesbank

amongst investors promotes capital inflows
into Japan and thus strengthens the yen. At the
end of the period under review, the euro stood
at ¥128, which was 1.3% lower than at the
end of the first quarter.

On a weighted average against the currencies
of 19 major trading partners, the euro depreci-
ated by -0.5% on balance. In particular, the
euro depreciated against the currencies of
some central and eastern European countries
such as the Czech koruna (-2.5%) and the ztoty
(-1.5%), which prospered thanks to the suc-
cessful containment of the virus in those places.
By contrast, the euro recorded gains against
the Australian dollar (+5.9%) and the Norwe-
gian krone (+5.5%). These were weighed
down, inter alia, by the emerging uncertainty
about the future course of the global economic
recovery and the implications that this may
have for the demand for commodities from
these countries.

Securities markets and
portfolio investment

Bond market

Yields on government bonds in the major cur-
rency areas were down compared with their
levels at the end of the first quarter of 2021.
The decline was especially considerable in the
United States. The yield on US Treasuries moved
50 basis points lower to 1.3% compared with
its level at the end of March. There was little
change in the survey and market-based infla-
tion expectations concerning average inflation
over the next ten years. As a result, ten-year ex-
pected real interest rates in the United States
therefore ventured far deeper into negative ter-
ritory than previously. One major reason for this
movement was the growing concern that, even
as vaccination rates continue to rise, the pan-
demic will not come fully under control in the
short term. Overall, the high level of confi-
dence that the economy would continue to
pick up rapidly, which had still shaped financial
market developments in the second quarter, di-
minished modestly.

Forward inflation rates derived from US infla-
tion swaps for a period of five years starting in
five years’ time stood at 2.3% at the end of the
reporting period and were thus 15 basis points
below their value at the end of March. It is
noteworthy that short-term swap-based infla-
tion expectations increased. One reason for the
decline in forward inflation rates amid rising
short-term spot inflation rates could have been
the publication of the June press release by the
FOMC. Its content made it clear for market par-
ticipants that the Fed would still be unwilling to
tolerate high inflation rates in the long term
under its new monetary policy strategy. In any
case, market participants revised their expect-
ations about the path of expected short-term
US interest rates upwards immediately after the
FOMC's public statement. Shrinking forward
inflation rates amid rising spot inflation rates
supported the widespread market view that
currently high inflation rates are of a more tem-

Ten-year govern-
ment bond
yields down
globally

Shrinking for-

ward inflation
rates in United
States as spot
inflation rates

rise



Yields in euro
area fall due to
interest rate link-
age with United
States

German yield
curve shifted
downwards and
flattened out

porary nature and that the Fed is in a position
to take effective countermeasures should they
remain high in the long term. This impression
was reinforced by the fact that, in early August,
some Fed officials were open to bringing for-
ward the timetable for tightening monetary
policy, given the positive economic outlook.

At the end of the period under review, the yield
on ten-year Federal bonds stood at -0.5%, 20
basis points lower than at the end of March. It
thus fell at a slightly stronger pace than the
GDP-weighted euro area (excluding Germany)
yield, which dropped by 13 basis points to
0.1%. The euro area yields thus mirrored the
decline in US interest rates to some extent,
though they were already significantly lower
beforehand." As in the United States, the accel-
erated spread of the Delta variant dampened
expectations of a rapid economic recovery in
the euro area.

The vyield curve derived from the yields of Fed-
eral securities shifted downwards under these
conditions and flattened out. The decline in
longer-term yields was due to falling term pre-
mia, which can be shown using a yield curve
model in which the changes in interest rates
can be broken down into the components
“term premium” and “expected monetary pol-
icy path”. This decline was primarily due to
spillover effects of falling term premia in the
United States, as the market-based probability
of euro area inflation falling below 1% on aver-
age over the next five years continued to de-
crease during the reporting period. Implicitly
expected short-term interest rates, which re-
flect the expected interest rate stance, re-
mained virtually unchanged and did not move
in response to the publication of the Eurosys-
tem’s new monetary policy strategy. The pre-
mium that market participants pay for the par-
ticularly high liquidity and scarcity of Federal se-
curities increased in the reporting period. Fed-
eral securities with a residual maturity of up to
ten years were trading below the deposit facil-
ity rate of -0.5% throughout the quarter. In
addition, the yield spread between Federal se-
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curities and maturity-matched bonds issued by
the KfW widened, reflecting a liquidity pre-
mium. Lastly, interest rates in the repo markets
pointed to a liquidity and scarcity premium on
Federal securities.

Yield spreads between ten-year Federal bonds
and government bonds from other euro area
countries (GDP-weighted average excluding
Germany) widened slightly by 7 basis points to
55 basis points. Bucking the trend, the yield
spreads between Greek government bonds
and German government bonds narrowed
somewhat and are now at a level comparable
to the spreads on Italian government bonds.

1 The narrowing of the yield spread between the United
States and the euro area associated with changes in yields
in the ten-year range may come as a surprise in view of in-
creased inflationary pressures and the prospect of monet-
ary policy tightening in the United States. This was mainly
due to the greater decline in term premia across the Atlan-
tic. By contrast, the interest rate differential between two-
year bonds widened, which more strongly reflects expect-
ations concerning the future orientation of monetary pol-

icy.
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Forward inflation rates” and expectations
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Although one rating agency upgraded Greece's
credit rating by one notch, there was no strong
immediate market response to this — in line
with previous upgrades. Fundamental factors,
such as a change in debt sustainability, had lit-
tle effect on interest rate differentials at the
end of the period under review. One reason for
this could have been the decisions made by the
ECB Governing Council in January 2021, in
which it was reiterated that the ECB would pur-
chase flexibly under the pandemic emergency
purchase programme. Market stress indicators,
which include liquidity indicators, also pointed
to a relaxed market situation for government
bonds in the euro area.

Over the course of the reporting period, yields
on ten-year UK government bonds were down
by 31 basis points at 0.5%. This was largely at-
tributable to the international comovement of
interest rates, which is currently closely related
to the pandemic situation. The Bank of Eng-
land’s decision in April to slow its pace of bond
purchases only caused interest rates to rise
temporarily. It left its Bank Rate at an all-time
low of 0.1%. In Japan, ten-year government
bond yields were within the range in which
market observers believe the Bank of Japan
would like to keep yields, 8 basis points lower
at 0%. Fundamental factors have hardly had
any impact on interest rates in Japan for some
time.

The five-year forward inflation rates derived
from inflation swaps starting in five years' time
rose to 1.7% in the euro area, 11 basis points
higher than at the end of the first quarter. The
announcement of the Eurosystem’s new mon-
etary policy strategy with a symmetrical infla-
tion target of 2% did not have any immediate
impact on longer-term market-based inflation
expectations. The inflation expectations for the
euro area six to ten years ahead, as calculated
by Consensus Economics in July on the basis of
surveys, remained unchanged on balance. The
inflation risk premium, which can more or less
be calculated as the difference between
market-based and survey-based expectations,

Yields signifi-
cantly down in
United Kingdom

Forward infla-
tion rates in
euro area have
risen



Market expect-
ation of tempor-
ary further rise
in inflation rates
towards end of
2021

Corporate bond
yields down

remained negative, but decreased in absolute
size. This indicates that market participants es-
timate the risk of surprisingly low inflation in
the longer term to be lower than before.

By contrast, in the shorter term, market data
indicated temporary further rises in inflation
rates. According to these data, the expected
annual rate of change in the Harmonised Index
of Consumer Prices (HICP) in the euro area as a
whole is set to rise to nearly 3%2% by the fourth
quarter of this year, before subsequently falling
to under 2% by the middle of next year (see
the lower chart on p. 50). The market-based
patterns are thus similar to the patterns of the
survey expectations for the euro area and the
projection for Germany (see also p. 65); they
reflect the same influencing factors, such as the
base effect of the reversal of the temporary
VAT rate reduction in Germany. It is noteworthy
that both survey respondents and inflation
swap traders revised their expectations up-
wards to a significant extent in recent months.
Furthermore, for the period up to mid-2022,
market expectations were higher than survey
expectations. The inflation risk premium was
thus positive — a rare occurrence in the euro
area in recent years, with market participants
presumably hedging against upward risks from
unexpectedly high future inflation. Both the
upward revisions of market expectations and
the current pattern of inflation rates discernible
from market data suggest there is a risk that
the initial surge in prices could continue and
that inflation could rise in the medium term.

Against the backdrop of the Eurosystem’s on-
going purchase programmes, the yields on
European corporate bonds fell significantly
compared with the end of the first quarter of
2021, in some cases recording new historical
lows. Bonds issued by BBB-rated financial cor-
porations with residual maturities of between
seven and ten years yielded 0.8% as this report
went to press, down 31 basis points from the
end of March. Yields on non-financial corpor-
ate bonds also declined, falling by 20 basis
points to 0.5%. The main driver of this devel-
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opment was the decline in risk-free interest
rates. However, as the yields on maturity-
matched Federal securities declined less
strongly on balance, the yield spreads of Euro-
pean financial corporations over Federal bonds
narrowed by 9 basis points. By contrast, the
yield spreads of non-financial corporations re-
mained virtually unchanged. In line with these
lower risk premia, the credit default premia for
European corporations also declined compared
with the end of the first quarter (ten-year iTraxx
125 down 5 basis points). The financing condi-
tions of European corporations in the bond
market therefore remained highly favourable.

At €4347: billion, gross issuance in the German
bond market in the second quarter of 2021
was down slightly compared with the previous
quarter’s figure (€472%2 billion). After deduct-
ing redemptions and taking into account
changes in issuers’ holdings of their own
bonds, net sales came to €59 billion, which
was relatively high compared with the figures
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High net public
sector issuance

Investment activity

in the German securities markets

€ billion

2020 2021

Item Q2 Q1 Q2

Debt securities

Residents 120.8 111.8 95.7
Credit institutions 245 109 -204
of which:

Foreign debt securities 85 - 42 - 58
Deutsche Bundesbank 78.6 54.6 72.2
Other sectors 17.7 46.3 439
of which:

Domestic debt securities 1.7 =103 7.8
Non-residents 69.0 26.6 - 6.2
Shares
Residents 26.6 18.6 349

Credit institutions 1.6 3.6 1.5
of which:

Domestic shares 1.7 2.6 1.5
Non-banks 25.0 14.9 33.4
of which:

Domestic shares 9.6 6.4 6.8
Non-residents -9.0 4.2 - 1.1
Mutual fund shares
Investment in specialised funds 1.2 239 21.4
Investment in retail funds 7.5 9.4 9.9
of which:

Equity funds 4.8 43 43

Deutsche Bundesbank

prior to the coronavirus pandemic. In addition,
foreign borrowers placed debt securities worth
€30% billion in the German market. Thus,
funds totalling a net €89"2 billion were raised
in the German bond market in the period under
review.

The public sector issued own debt securities in
the amount of €51 billion net in the quarter
under review. The Federal Government pre-
dominantly issued Federal bonds with a matur-
ity of ten years (€28%2 billion), but also those
with maturities of 15 years (€11 billion), 30
years (€11 billion) and seven years (€7 billion).
This included the first issuance of a 30-year
green Federal bond in May, which expanded
the maturity spectrum covered by the Federal
Government in the green segment. In addition,
the Federal Government issued Treasury dis-
count paper for €5 billion net and two-year
Federal Treasury notes for €1%- billion net. State
and local government issued debt securities
worth €2 billion net.

In the course of the second quarter, domestic
enterprises increased their capital market bor-
rowing by €12%2 billion on balance (previous
quarter: €1%2 billion). New debt securities were
issued by non-financial corporations and other
financial intermediaries.

By contrast, domestic credit institutions re-
deemed their own bonds to the tune of
€4, billion net in the quarter under review. On
balance, the bulk of redemptions were attribut-
able to debt securities issued by specialised
credit institutions (€8 billion). At the same time,
the outstanding volume of bank debt securities
and mortgage Pfandbriefe increased by
€2 billion net and €1 billion net, respect-
ively.

In the second quarter of 2021, the Bundesbank
was the main buyer in the domestic bond mar-
ket, acquiring debt securities amounting to
€72 billion net, predominantly under the Euro-
system’s asset purchase programmes. Domes-
tic non-banks expanded their bond portfolios
by €44 billion in net terms, with their focus on
foreign debt securities (€36 billion). By con-
trast, domestic credit institutions and non-
resident investors sold bonds worth €20% bil-
lion net and €6 billion net, respectively.

Equity market

The international equity markets were also
caught between the economic recovery, on the
one hand, and uncertainty surrounding the
continued spread of the Delta variant of the
coronavirus, on the other. One factor that sup-
ported equity prices was the continued decline
in risk-free interest rates. These reduce the dis-
count factor, which is used to value future
profits, and thus inflate the present value of
companies. Furthermore, optimism was gener-
ated by a positive reporting season on both
sides of the Atlantic, with significantly higher
than expected profits in some cases. In add-
ition, analysts once again made upward revi-
sions to their future earnings expectations. By

Rise in enter-
prises’ capital
market debt

Net redemptions
by credit institu-
tions

Purchases of
debt securities

Equity markets
record price
gains on both
sides of Atlantic



Uneven develop-
ments across
sectors

Stock market
volatility virtu-
ally unchanged

contrast, the uncertainty surrounding the con-
tinued spread of the Delta variant weighed on
prices. The widespread confidence in the finan-
cial markets at the beginning of the second
quarter that the end of the pandemic might
soon be in sight gave way to worries that a
fourth wave could materialise in the fourth
quarter. In this regard, in Japan the relatively
modest progress made in rolling out its corona-
virus vaccination programme and the high
strain on the healthcare system weighed on
equity prices. Overall, euro area stocks, as
measured by the EURO STOXX, recorded sig-
nificant gains amounting to 7.4% compared
with the end of March. US and German shares,
as measured by the S&P500 and the CDAX,
temporarily hit historical highs, climbing by
10.9% and 4.0% in the period under review,
respectively. The UK’s FTSE All-Share Index also
recorded gains, ending 6.1% higher. By con-
trast, the Japanese Nikkei 225 fell somewhat,
posting losses of -6.5%.

In the period under review, price changes in in-
dividual sectors deviated fairly considerably in
some cases from those in the respective overall
market. A typical pattern emerged that has
been seen since the onset of the coronavirus
crises whenever worries about the spread of
the pandemic come back to the fore. For ex-
ample, share prices of European companies in
the travel and leisure sector in particular, such
as airlines and hotels, recorded significant
losses compared with their prices at end of
March, while shares in the IT sector outper-
formed the rest of the market. Despite a posi-
tive reporting season, US financial stocks also
performed weakly, with shares in US banks
posting gains of 3.0% and thus underperform-
ing the market as a whole. By contrast, shares
in European banks posted gains of 7.4% in line
with the overall market, not least against the
backdrop of a successful stress test by the Euro-
pean Banking Authority.

Price uncertainty in the equity market — as
measured by the implied volatility of equity in-
dices calculated from options — did not change
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much in the period under review. While worries
about the spread of the Delta variant tempor-
arily led to significantly greater volatility in mid-
July, equity market uncertainty for both US and
European stock markets was latterly only mar-
ginally higher than its respective five-year aver-
ages.

The EURO STOXX earnings yield, calculated on
the basis of earnings forecasts for the next 12
months, i.e. the inverse price/earnings ratio,
rose on its level at the end of March, indicating
a lower relative valuation than at the end of
the first quarter. Given the uncertainty about
the further course of the pandemic, financial
market participants were again demanding
higher risk compensation (e.g. as reflected by
the EURO STOXX) at the end of the period
under review than at the end of March. The
equity risk premium, which compensates in-
vestors for holding risky equities instead of safe
Federal securities, thus remained well above its
multi-year average. However, the lower risk-
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1 Including participation certificates. 2 Including reinvested
earnings. 3 Short-term: original maturity of up to one year.
4 Long-term: original maturity of more than one year or unlim-
ited. 5 Including outstanding foreign Deutsche Mark bonds.
6 Including bonds issued by the former Federal Railways, the
former Federal Post Office and the former Treuhand agency.
7 Balance of transactions arising from options and financial
futures contracts as well as employee stock options. 8 Includes
in particular financial and trade credits as well as currency and
deposits. 9 Excluding the Bundesbank. 10 Includes the follow-
ing sectors: financial corporations (excluding monetary financial
institutions) as well as non-financial corporations, households
and non-profit institutions serving households. 11 Statistical
errors and omissions resulting from the difference between the
balance on the financial account and the balances on the cur-
rent account and the capital account.
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Among the various asset classes, mixed secur-
ities funds in particular were the chief sellers of
new fund shares (€26 billion), but equity funds
and open-end real estate funds also placed
new shares in the market, albeit to a lesser ex-
tent (€4%2 billion and €3%2 billion, respectively).
By contrast, bond-based funds redeemed their
own shares to the tune of €2 billion. Foreign
funds traded in the German market attracted
inflows totalling €25 billion net in the second
quarter of 2021. Domestic non-banks were the
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L free interest rates also need to be taken into
Major items of the balance of payments T . ‘
account in this analysis. In recent years, falling
safe interest rates have typically been accom-
panied by rising equity risk premia, a residual of
the dividend discount model. Even so, the im-
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I Curirei: exaeouit WS | Eer | el level in the European equity market therefore

1. Goods +27.5 + 56.0 +45.6 ) )

2. Saitas +56 + 36 +50 declined somewhat. Despite the S&P500 post-

3. Primary income 131+ 277 +145 g considerable gains, its valuation saw a simi-

4. Secondary income -89 - 206 -85 )

lar development, albeit one that was less pro-
II. Capital account +02 - 02 -19 . L

nounced with regard to most indicators.
IIl. Financial account

(increase: +) +28.6  +127.5 +61.8

1. Direct investment -125  +312  +05 In the second quarter of 2021, domestic enter-  Stock market
Domestic investment . . . funding and
abroad -101  + 455  +143 prises placed new shares worth €7 billion net in
- : stock purchases

gn investment in the . . .
reporting country +24  + 143 +139 the German equity market, following €13 bil-

2: Portiollo ivestment - +05 +468 4757 Jion in the first three months of the year. The

omestic investment in
ey S OB | 7T | RS outstanding volume of foreign shares in the
Shares! +19.1 + 9.1 +10.1 .
lnvfest;qer:n fundshares2 ~ +15.4 + 168  +24.9 German market rose by €26% billion net over
OoT whnicn: . e
Money market fund the same period. On balance, equities were ac-
shares +17 - 87 - 13 . | lusivel K
Short-term debt quired almost exclusively by German non-banks
securities3 +33 + 36 - 57 1 q : ; :
Long-term debt (€33%2 billion), which also include investment
secuntiest 228 +482 4361 fynds. Domestic credit institutions bought such
Denominated in euro>  +17.9  + 37.4  +25.6 paper for €1% billion net, while foreign invest-
Foreign investment in . . .
domestic securities +60.1  +309 103 ors reduced their equity exposure in Germany
Shares?! -90 + 42 - 52 -
Investment fund shares  + 0.2+ 0.1 + 1.1 by €1 billion net.
Short-term debt
securities3 +353  + 195 + 0.2
Long-term debt
securities4 +336 + 7.1 - 63
of which:
Issued by the public M Utual funds
sectoré +20.8 - 14 -12.2

3. Financial derivatives? +313  + 223 +13.5 . . . .

I BT e During the reporting period, domestic invest- Sa/e;and ]
bSloiisity el ment companies recorded inflows of €317 bil- P49 ©
institutions? -452 -105.8  -11.2 . o _ e mutual fund
Enterprises and lion, after raising funds totalling €33%: billion in  shares
households10 - 43 + 540 - 63 ) T
General government -04 - 11 -44 the first quarter. The vast majority of the fresh
Bundesbank +59.1  + 79.8 - 6.1 fund h lled ialised fund

= s s JEE I unds were channelled to specialised funds re-

. served for institutional investors (€21%: billion).
IV. Errors and omissions11 -89 +61.1 + 7.1



Direct invest-
ment sees low
net capital
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German direct
investment
abroad results in
capital exports

main buyers, adding mutual fund shares worth
€51%2 billion to their portfolios. Domestic credit
institutions and non-resident investors in-
creased their fund portfolios by €3%2 billion net
and €1 billion net, respectively.

B Direct investment

Transactions in cross-border portfolio invest-
ment resulted in net capital exports of €75%: bil-
lion in the second quarter of 2021. Direct in-
vestment resulted in only minor capital out-
flows of €2 billion.

Direct investment abroad by enterprises domi-
ciled in Germany came to €14% billion in the
reporting period (previous quarter: €45%: bil-
lion). These enterprises boosted their equity

Deutsche Bundesbank

capital in non-resident subsidiaries (€31 billion);
roughly one-quarter of this amount was ac-
counted for by reinvested earnings. By con-
trast, funds flowed back to Germany via intra-
group credit transactions (€162 billion). The
bulk of this was attributable to redemptions of
financial credits by affiliated enterprises abroad
(€15% billion).

Foreign enterprises increased their direct invest-
ment in Germany by €14 billion in the reporting
period, following an increase of €14%: billion in
the first quarter. They provided, in particular,
additional equity capital to German enterprises
(€9 billion), but also issued intra-group loans
(€4% billion). The majority of these loans were
financial credits provided by foreign parent
companies to their German subsidiaries.
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