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The economic scene
in the autumn of 1973

Survey

For some weeks the economy of the Federal Repubiic of
Germany has been confronted with the danger of a
drastic energy and raw material shortage which — should
it continue for any length of time — might considerably
narrow the scope for growth. The supply difficulties were
triggered off by the cut in oil output in some of the
primary producing countries of the Middle East and
North Africa, from which Germany has so far obtained
about two thirds of its overall crude oil requirements. As
neither the duration nor the future scale of the shortage
are known, the effects of the oil crisis can hardly be
calculated yet; but even if the supply position were to
improve soon (and to expect this is as hypothetical as to
assume that conditions will worsen) economic activity in
the coming months will take a different course from
what was being forecast only a few months ago.

Immediately before the oil crisis, it seemed likely that if
the restrictive policy were continued the cyclical strains
in the Federal Republic of Germany would ease gradually
without an abrupt decline in production and employment.
In some industries, e.g. construction, in which persist-
ently strong excess demand had been fuelling inflation
for years, there was a distinct decrease in demand at
that time. The flight into real assets, which had previously
rendered the combating of inflation extremely difficult,
appeared to slacken, and the private propensity to save
increased. Nevertheless, consumers were still very ready
to buy; the consumption expenditure of both households
and public authorities continued to grow. On the price
front, however, the first faint signs of stabilisation were
visible, In particular, the growth of consumer prices
slowed down, although mostly because foodstuffs cheap-
ened on account of the good crops. The desired reversal
of the price trend appeared to have come nearer. A
further clear indication that the stability policy of the
Federal Government and the Bundesbank was yieiding
initial results was the fact that the Federal ‘Republic of
Germany remained below the international trend of
inflation in that period and once more brought up the
rear of the “inflation convoy”. Although business expec-
tations were on the whole subdued, there were, prior to
the oil crisis, many factors which suggested that it might
be possible to steer business activity on to a steadier
course while preventing an automatically intensifying
shrinking process within the economy. All the forecasts
of official and professional bodies before the oil crisis
anticipated sustained, though slower, growth of the econ-
omy in 1974.

The reduction in the amount of crude oil supplied by the
Arab countries created a situation which is new in many
respects and which would have a retarding effect on the
econamy for a certain time even if the restrictions on
the oil supply were eased, rather than tightened — an
assumption which would be very optimistic. For one
thing, it could not be expected that the rapid rises in the
prices of petroleum products would be reversed. For



Selected economic indicators
Unadjusted 1973 figures; Sep./
change on previous year Oct.
against
July/
Aug.
1973,
sea-
sonally|
ad-
Item July Aug. Sep. Oct. justed
Per cent
Demand
Orders received by industry
Total +201{ +16.3} +10.3! + 7.3|] + 0.1
from the home market +10.3| + 94} + 21| + 16} —~13
from abroad +53.0f +37.8] +366| +244] + 3.2
Order backlogs of industry
(volume) 1 +18.1] +20.1| +200§ +182| — 0.5
Orders received by
construction
Total — 27| —44) —21| —07
Residential construction —22.3| —344| —27.4| —251
Non-residential
construction 2 + 47| + 83| + 98] + 96 .
Retail sales + 59| +27| +12{ +99] + 3.0
Supply
Industrial production
(excluding construction) 3 + 36| + 94| +104| + 52| + 1.8
Construction output 3 — 62 —12 +09| —33| + 24
. Thousands
Labour market
Unemployed 4 + 20| + 24| + 25] + 521 + 23
Nov.+ 96
Vacancies 4 + 65| + 51| + 19| — 50| — 39
Nov.—110
Short-time workers § — 10} — 3} + 23| + 52
Nov.+ 90
Per cent
Foreign trade
Exports +24.7] +23.2; +23.2] +242| + 94
Imports +156| + 76} + 61| +183| + 7.8
Money stock
Currency and sight
deposits (M,) 4 + 31| +07) +05| —03| —03
Money stock and quasi-money
(M} 4 +16.41 +17.1 +17.3| +17.8| + 27
Prices
Producer prices
Industrial products 6 + 721 +74| + 69| + 7.2
Agricultural produce + 65| + 38| + 33| + 43| + 1.0
Cost of living index for all
households + 73] +72] +62| +66| + 09
Wages 1
Level of wage and salary rates
in the economy asawhole 7 | +10.2| +10.3] +10.3| +10.3
Wages and salaries per
employee in industry 8 +145] +11.8| +105
Labour costs per unit of
output in industry 8 + 79| + 33| + 5.1
1 Calculated by Deutsche. Bundesbank. — 2 Including civil engineer-
ing. — 3 Adjusted for working-day variations. — 4 End-of-month levels. —
§ Mid-month levels. — 6 Domestic sales. — 7 On a .monthly basis. —
8 Excluding construction and energy.

another, even on the above, highly optimistic assumption
the negative repercussions of the oil crisis (which are
already plain to see) would certainly leave an imprint on
some sectors of demand, for example in the automobile

field.\But if the difficulties in the supply of petroleum and

petroleum derivatives were protracted, the effects on the
economy would probably be far-reaching. Particularly in

industries heavily dependent on oil supplies, shortfalls
and declining employment would be unavoidable. These
negative tendencies can no doubt be reduced by substi-
tuting coal and other fuels for oil in certain areas and by
administrative conservation measures (mainly among
private consumers), but they cannot be prevented alto-
gether. If the cuts in the Arab countries’ oil deliveries
were to continue for one year on the scale announced so
far — a purely hypothetical assumption — it would prob-
ably not be possible to increase either the real national
product or real income in relation to 1973.

An interruption of growth forced upon the economy by
a bottleneck in the supply of energy and raw materials
cannat be overcome by expanding demand. Existing
demand should in general suffice to increase the pres-
sure to develop new sources of energy and to start the
necessary restructuring of production and employment.
In the short run the task therefore consists in bringing
nominal demand into line with the supply of goods, which
may be stagnating. Any expansion of nominal incomes
and nomijnal demand which took no account of the
changed situation would eniarge the scope for passing
on costs in prices; the inevitable rise in the price of oil,
corresponding to its new scarcity, would then be followed
by a chain reaction of further price increases.

In order to prevent undue demands on the national
product (which owing to the energy bottleneck may no
longer be growing) and an inflationary expansion of
incomes, it is necessary to keep money tight. For the
Bundesbank this means that it has to go on limiting
recourse to central bank credit to make the banks ex-
ercise restraint in their lending business. Judging by
the experience of the last few months, the continuation
of such a course of monetary policy calls for great
flexibility in the use of the monetary instruments because
of the very rapid changes in the external monetary situa-
tion. In October, as described in detail in “Money and
credit” (page 28), the Bundesbank had to offset the
increase in liquidity caused by the foreign exchange in-
flows in the second half of September (DM 4.7 billion)
by a number of additional measures in order to keep its
policy as restrictive as before, Conversely, at the end
of November, after about DM 3 billion of central bank
money had been withdrawn from the banks from Octo-
ber 25 onwards through foreign exchange outflows, the
Bundesbank made central bank money available by
granting additional rediscount lines, introducing a spe-
cial lombard facility — repayable on demand — and con-
ducting open market transactions in bills. In principle,
this did not ease the restrictiveness of the Bundesbank’s
policy, as shown inter alia by the fact that the overall
interest rate level remained more or less the same as in
the summer of 1973. It is true that interest on capital, as
measured by the yield on fixed interest securities, has
fallen by about half a percentage point (from 10% to
912 %) since that time. However, this was not sympto-



matic of an easing of monetary policy, but rather was
primarily due to a slackening of the demand for credit,
in particular the demand for mortgage loans for house-
building purposes; in this connection it was certainly of
importance that interest rates were generally expected
to decline in the longer run.

The fact that the Bundesbank is basically abiding by an
anti-inflationary policy — in complete conformity, in-
cidentally, with the credit policy recommendation of the
Council of Ministers of the European Community of
December 3/4, 1973 — does not rule out the possibility
that, wherever the restructuring of production and
employment is an urgent matter or the effects of the
petroleum shortage lead to social hardships, selective
measures will be taken to promote the necessary adjust-
ment to the narrower room for growth and to avert an
unduly large threat to employment. Monetary policy,
which is primarily an instrument of overall control, does
not appear suitable for granting special reliefs under
sectoral or regional assistance programmes. Such meas-
ures are rather tasks far government fiscal and economic
policy. It accords with this division of tasks that the
Federal Government has in several cases adopted meas-
ures to assist certain industries and groups of persons
in the last few weeks. Foremost among these were meas-
ures to stimulate construction demand, although this
had been slowed down not by the oil crisis but particu-
larly by the restrictive stance of fiscal and monetary
policy. Besides an increase in the placing of public
orders, for which there is undoubtedly a good deal to be
said, it was decided to give additional encouragement to
publicly assisted housing construction. Further measures
of a more general nature were being discussed when this
Report went to press.

In this context it is of the utmost importance that in the
field of price and wage policy management and labour
behave in a way appropriate to the new situation. In their
decisions management and labour will have to consider
the fact that if the oil shortage continues, hardly more
goods will be available for distribution next year than in
1978. In the first quarter of 1974 new wage agreements
will presumably be concluded for more than 50% of
employees. As matters look at present, wage increases
of 12'2% (expressed as an annual rate; see page 17),
such as have recently been agreed for the iron-produc-
ing industry in North Rhine-Westphalia, would be bound
to create serious problems with regard to regaining
stability and safeguarding jobs. If, for lack of a better
hypothesis about the consequences of the energy bot-
tleneck, it is assumed that overall production will stagnate
next year, any gains in real income of one social group
would necessarily result in corresponding losses in real
income of the other social groups, including that of the
less privileged, whose incomes lag behind the general
trend. In addition, an excessive rise in wage costs might
force individual firms or entire industries — which are

already having to contend with considerable extra costs
as a result of the oil crisis, and which in the longer run
will have to make major changes in production tech-
niques — to cut down their output; this would make the
safeguarding of jobs even more difficult.



General economic conditions

Economic developments in the Federal Republic of Ger-
many have for some weeks been overshadowed by the
energy bottleneck, especially the bottleneck in the oil
supply, and it cannot yet be said what the consequences
of a shortfall in imports of oil and petroleum products
will ultimately be for the German economy. They will
probably depend, on the one hand, on the delivery policy
pursued in future by the Arab and North African coun-
tries which supply 70% of German crude oil imports,
and, on the other, on the flexibility with which enter-

prises and consumers react to such disturbances and the

extent and speed of efforts to utilise the undoubted
scope for conserving and replacing oil and petroleum
products — quite apart from the indirect effects of the oil
crisis on demand and production. It may be assumed
that entrepreneurial and government initiative can do
much to overcome the energy bottleneck, though it will
not be possible to avoid repercussions on production
and employment nor an adjustment of the price level
in keeping with the new shortage. Price reactions which
indicate scarcity, encourage the conservation of energy
and accelerate the substitution of other sources of
energy are indispensable under a free market system.
There is of course a great danger that price rises caused
by scarcity are not appreciated as such and that attempts
are made to offset the contracting trend of real income
by demanding higher nominal income. According to the
present state of knowledge, however, it must be as-
sumed that the shortage of petroleum and energy will at
first permit little or no real growth of the economy and
that, if oil continues to be scarce, real incomes will not
rise for the time being — not, at least, until the restruc-
turing problems on the production and demand sides
have been overcome.

Supply
Domestic production and employment

At least until the end of October the production of goods
was probably not affected by the energy and raw mate-
rial shortage. At first industrial production (excluding
construction) increased distinctly after the summer
break. In some sectors the autumn upswing was some-
what stronger than usual at this time of the year. The
total of orders on hand still being relatively large, pro-
duction in September/October was almost 2% larger
than in the previous two months, seasonally adjusted,
and slightly exceeded the high level of May/June 1973.
It was thus nearly 8% up on the year. Production ex-
panded in the basic and producer goods industries and
in the capital goods industries, in some of which — e.g.
the iron-producing industry and electrical engineering —
demand remained heavy well into the autumn. Produc-
tion in the consumer goods industries in September/
October was on average about 1% smaller than in the
preceding two months, seasonally adjusted, this prob-
ably being a reaction to the restraint shown by con-

Production and labour costs
in industry
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sumers in the previous months and the tendency for the
distributive trades to run down stocks. As the growth of
industrial production has recently been smaller than that
of manufacturing capacities, capacity utilisation in
manufacturing as a whole was slightly lower in October,
seasonally adjusted, than in July; but at 87.7% of the
optimum level it was still 12 percentage points higher
than a year ago. Productivity in industry continued to
increase in the third quarter (more recent data are not
yet available), seasonally adjusted; output per man-hour
between July and September was 7 % larger than a year
before. The simultaneous rise in wage and salary costs
per man-hour was, however, much steeper at nearly
13%, so that the labour costs per unit of output have
continued to mount; in the third quarter they exceeded
the 1972 level by 5 /2 %.



Construction output, too, increased again in September/
October; seasonally adjusted, it was 2'/2 % greater than
in the preceding two months and regained the level of
May/June 1973. In spite of the smaller order backlogs
overtime was apparently worked in a fairly large number
of enterprises — 70% of them, in fact, according to a
special inquiry of the Ifo Institute in September. Utilisa-
tion of equipment in construction has, however, declined
in the last few months, seasonally adjusted. It is true
that the very sharp acceleration of mechanisation greatly
enhanced productivity, but it also increased the sen-
sitivity of the construction sector to cyclical influences,
the more so as the capital and reserves of many con-
struction enterprises have in the last few years appar-
ently failed to keep pace with the rise in investments in
fixed assets and the steep growth in receivables. The
greater vulnerability of construction is shown, inter alia,
by the fact that the number of insolvencies in this sector
has risen distinctly in the last few months. In the third
quarter of 1973, 207 construction enterprises initiated
bankruptcy or composition proceedings (132 in the same
period of the preceding year); this was a greater number
of insolvencies than in 1967.

The emerging oil bottleneck has recently created a new
situation for production in numerous industries. This
applies for example to the oil refining and chemical in-
dustries, which are particularly dependent on oil as a
raw material for further processing. In addition, more
restraint is being shown in purchases of new cars. In
November 1973 the automobile industry received only
half as many orders as a year ago. The result has been
the first cuts in production or announcements of short-
time working among firms in the motor industry and
their suppliers. The extent to which the impending oil
shortage will affect further industries in the next few
months is not yet clear. A number of industries, e.g.
stones and earths and the food, drink and tobacco in-
dustry, have increasingly switched over to heating oil in
the past few years, and they will presumably not be in a
position to replace oil by other types of energy at short
notice (see the table on this page). Nevertheless, the
primary effects of the energy shortage will probably
remain within bounds unless the producing countries
continue to cut down output sharply, the more so as the
Federal Government is giving top priority to supplying
industry with energy. But the shortage of oil as a non-
energy raw material and secondary effects in the form
of changes in the demand pattern might have some con-
sequences which will curb production more seriously.
It cannot be expected that these consequences will be
fully offset by the stimuli to production which undoubt-
edly also exist — e.g. in coal mining or owing to the
investments of energy consumers converting from oil
to coal.

Such a trend could not but affect employment if it per-
sisted or intensified owing to a further drop in petroleum

Ultimate energy consumption of various industries
in 1971

'é‘rc]);arl_ Percentage of industries’ Egrl;-t-
total energy consumption
ay age
con- of
sump-| total
tion heat-
in Other| ing
mil- sour- | oil
lion ces con-
tons Heat- Elec- | of sump-|
coal |Coal | ing Gas |tric- | ener-|tion
Industry units | 1 oil 2 ity ay 3
Stones and earths 11.0) 11.4| 633 115 7.7 61| 15.4
Chemical industry 14.6 6.7| 29.2| 264 28.8 89| 144
Iron-producing
industry 27.7| 37.4] 175 37.3 75 0.3 13.1
Food, drink and
tobacco industry 6.0/ 10.3| 64.8 6.0 9.9 9.0 8.7
Pulp, paper and
cardboard production 3.3 9.71 5641 70| 226 4.6 6.2
Textile industry 2.9 9.4 551 85| 187 8.3 3.8
Vehicle building 2.7 6.4| 44.3| 18.6 28| 279 3.6
Glass and fine
ceramics 3.2 05| 52.2| 36.7 8.4 2.2 3.5
Mechanical
engineering 25 10.3| 523 140; 19.8 3.6 3.0
Electrical
engineering, precision
instruments and
optical goods industry 2.1 80| 521 102 277 2.0 2.4
Iron, sheet metal,
metal-working
industry 2.1 3.8] 51.0] 252 18.2 1.8 1.5
Non-ferrous metal
industry 28| 182 257| 12.7] 439 0.4 1.3
Plastic-working
industry 0.7 52 550 80| 295 2.3 1.0
Total 88.2| 18.0| 38.5| 233! 162 40| 100

Source: Energiebilanz (energy survey) for 1971. — 1 Coal, coke and bri-
%J;azﬂes. — 2 Mainly natural gas, liquid gas, coal gas. — 3 Figures for

supplies. In the last few months the pressures on the
fabour market have eased increasingly, although no
more than desirable with a view to a better balance
between the supply of and demand for labour. Enter-
prises’ demand for labour has been quite subdued in
the past few months. Enterprises’ administrative and
office staff and the services sector were apparently
hardest hit by attempts to economise on personnel. In
the production sector, on the other hand, far less labour
was released, though the trends diverged. Where staff
was in fact run down, most of the free employees could
be offered jobs in other sectors. The number of un-
employed rose slightly more in the autumn months than
usual at this time of the year; the unemployment ratio
came to 1.6 %, seasonally adjusted, at the end of Novem-
ber. The slight increase in unempioyment cannot all be
attributed 1o the easing of economic pressures, however;
a major part of it reflects regional and structural im-
balances on the labour market. Many women registered
as unemployed — at the end of November the unemploy-
ment ratio for women, at 2%, was distinctly higher than
that for men — are likely to be interested in part-time
jobs only. Another indication of the heterogeneous
situation on the domestic labour market is the fact that
until well into the autumn the business community’s



10

requirements of foreign labour remained large. Only
after the recruitment payment for foreign workers from
non-Community countries was raised drastically (in Sep-
tember) did they slacken appreciably. Up to the outbreak
of the oil crisis the business community regarded the
cooling of the economic climate with composure and
considered the production and employment prospects
by no means unfavourable in the longer run, as shown
by the fact that the industries experiencing sales difficul-
ties (e.g. the textile and clothing industry and of late also
the furniture industry) tried to retain their employees
wherever possible, and curbed production by introduc-
ing short-time working. The number of short-time work-
ers, which had been about 11,000 in August 1973, rose
to about 105,000 by the middie of November, 78,000 of
these being in the aforementioned industries. But in
other important sectors the demand for labour could not
be met. At the end of November the number of vacan-
cies registered at the labour exchanges came to 477,000,
seasonally adjusted; in other words, the number of
vacancies was still larger than the number registered
as unemployed.

If the oil shortage continues, which would presumably
lead to unavoidable bottlenecks in the energy and raw
material supply, a further reduction of employment in
the next few months in particularly affected sectors
cannot be ruled out. By deciding, as a precautionary
measure, to stop the recruitment of foreign labour from
non-Community countries the Federal Government tried
to take account of a possible change in employment
conditions. However, this measure also affects sectors
such as coal mining and certain service industries which
depend on foreign workers to maintain or expand their
production, since the number -of German workers in
these fields is decreasing steadily.

Imports

Until the beginning of the autumn, the trend in merchan-
dise imports matched the steadier course of the do-
mestic economy. Even when domestic production in-
creased after the summer break, the supply of foreign
goods on the German markets did not expand as much
as was to be expected after the sharp upvaluation of the
Deutsche Mark up to the end of July 1973. This was
probably mainly because the tendency for imports to
cheapen as a consequence of the appreciation of the
Deutsche Mark was largely offset by the price explosion
abroad. Imports of raw materials, which after adjustment
for seasonal influences had declined slightly in the sum-
mer months, subsequently increased again in terms of
volume; even so, exclusive of petroleum imports (which
expanded sharply in October) they were no larger than
the seasonally adjusted level of the first half of the
year. One of the reasons seems to have been that in
view of the growing uncertainty regarding future de-
velopments and because of the high costs of finance,

Imports
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enterprises at first reduced, rather than built up, some
stocks. Imports of semi-finished products and finished
products for further processing, too, were slow to follow
the slight increase in domestic production after the sum-
mer break. The trends in imports of industrial finished
products diverged: more products of the consumer
goods industries, particularly the textiles and clothing
industry, were imported, deliveries arising from com-
mission processing orders placed by German enter-
prises with foreign firms being of major importance. Car
imports, on the other hand, did not quite regain the 1972
level in October. Imports of foodstuffs in September/
October were, in terms of volume, no larger (seasonally
adjusted) than in the two preceding months.

At present it cannot be said what the effects on imports
of the announced cuts in petroleum supplies will ulti-



mately be. At first imports of oil and petroleum products
increased sharply; in October 1973 they were 85%
above the 1972 level in terms of value and 29 % in terms
of volume, compared with an average of 23% and 8%
respectively between January and September. Since the
embargo imposed by the Arab oil-producing countries
in October did not immediately become effective in the
Federal Republic because of the long transport routes,
the supply of crude oil was presumably not significantly
affected by this measure to begin with.

However, if the cuts in petroleum supplies were to con-
tinue, it would have to be expected — if only because of
the declining quantities of crude oil and crude oil prod-
ucts imported — that the real import trend will slacken
next year, the more so as the obstacles to economic
growth then possible in Germany would also affect the
volume of other raw materials and primary products
imported. Because of the sharp increase in the prices
of petroleum products, imports will probably continue
to grow in terms of value, even though the upward trend
in the prices of other raw materials should slow down;
each rise in the price of crude oil and petroleum deriva-
tive imports by 10% of the unit values increases the
value of imports, on the basis of the September figures,
by about DM 110 million per month or DM 1.3 billion
per year.

As a result of the revaluation of the Deutsche Mark, im-
port prices — as measured by the unit values of imports —
rose only slightly until September, in spite of the sus-
tained price rises on world markets, in particular those
for raw materials; in October, however, the sharp price
increases for petroleum products were reflected more
strongly in overall import prices. Even so, the import
price level for industrial end products in October was
still almost 3% down on the year. The “unit values” of
imports refer of course to prices which in some cases
were agreed several months previously. Moreover,
changes in the quantitative structure of imports may
severely affect the statistical picture; one indication of
the existing margin of uncertainty is the fact that the
index of purchase prices of foreign goods, which is
calculated according to a fixed (but meanwhile super-
seded) “weighting pattern”, was 17 % higher in October
1973 than a year earlier. From November onwards the in-
creases in the price of crude oil and petroleum products
and the persistent price rises on the raw material markets
will, moreover, have the effect that in contrast to the
situation in earlier months import prices intensify, rather
than moderate, the uptrend of prices in Germany. This
tendency is strengthened by the fact that — as described
in detail below — the dollar rate has risen sharply in the
last few weeks and that the external value of the Deut-
sche Mark has fallen distinctly compared with its peak
inJuly 1973.

Demand
Enterprises’ demand for capital goods

Besides the new situation in the energy and raw mate-
rials field, some changes in the demand structure have
had a major influence on recent economic develop-
ments. In particular, enterprises’ demand for capital
goods has slackened noticeably in the past few months.
In September/October the capital goods industries re-
ceived slightly fewer orders from domestic customers
than in the summer months (— 1%, seasonally adjusted),
though more than in the comparable period of 1972
(+672% in terms of value and + 1'2% in terms of
volume). In typical capital goods industries such as
mechanical engineering, domestic orders in September
and October were hardly larger than a year previously.
Nevertheless, up to the late summer the German busi-
ness community’s propensity to invest does not appear
to have been affected as much as had been feared in
many quarters in the spring of this year under the impact
of the anti-inflation policy of the Federal Government
and Bundesbank. According to the latest Ifo survey, in
August/September 1973 enterprises in manufacturing
were still planning to increase their capital spending
for the following year by 9%; in other sectors of the
economy as well it was probably intended to raise some
capital expenditure above the 1973 level. Only in con-
struction were distinctly fewer investments (— 209%)
than in 1973 already being planned.

In the meantime it is likely that many enterprises are
reviewing their original investment plans. Confronted
with the possibility of scarcer oil supplies and a notice-
able increase in the prices of petroleum products (for
energy and non-energy purposes alike), some firms will
probably revise their plans downwards. This will pre-
sumably apply above all to those industries which are
threatened directly or indirectly by a drop in sales as a
result of the oil and petrol shortage (e.g. the motor in-
dustry and its suppliers). In other industries, such as
electricity, coal mining and transport, there will by con-
trast be additional capital spending as some of the oil is
replaced by coal or by electricity generated from coal.
Since the cost of energy will rise perceptibly throughout
the economy, serious endeavours will be made in many
quarters to relieve the cost pressure by capital expendi-
ture on rationalisation. All in all, however, it must be
anticipated that the impending oil shortage will in the
near future somewhat reduce the business community’s
propensity to invest.

Trends in stockbuilding will presumably diverge mark-
edly under the influence of the oil problems. Industrial
consumers of petroleum products are likely to have ex-
ploited all stockbuilding possibilities in the last few
months in order to keep their stocks of heating oil and
petrol as large as possible; the coal stocks of trade and

11



12

Orders in industry

T
two-monthly,seasonally adjusted
logarithmic scale

140 |

I Orders received
1970 = 100 M
120
Total
100 N A
160
80
/ 140
70
120
from abroad

a
140J v

— M

from the home market

100
80
| 1 1 1
1968 | 1960 | 1970 | 1971 | 1972 | 1073 |
o T i %
Percentage change on previous year
+ 40 - Orders received + 40
+ 30 + 30

from the home market

+ 20 } +20
from abroad

+ 10 | +10

1st half IJuIy/Oct. -
1973

Il ]
1sthalf | 2nd half | st half | 2nd hatf

1971 1972
a8k

industrial consumers have probably been raised too. In
the automobile trade stocks were likewise built up — in-
voluntarily — since car purchasers exercised more re-
straint. In the building materials industry stocks might
also have grown because of the slackening of the build-
ing boom. On the other hand, in some sectors stocks are
likely to be run down in the near future, in part because
the consumption of some products will increase on ac-
count of the changed energy situation (e.g. pithead
stocks of coal), in part because continuous production

will be disrupted by bottlenecks in the raw material
supply.

Construction demand

The demand for construction work has continued to
decrease in the last few months, although there has
been no spectacular decline. The order backlogs in the
finishing trade, in particular, are likely to be consider-
able. In construction they continued to fall. Even so, new
construction orders in September /October on average
nearly regained the 1972 level — though trends diverg-
ed — after having fallen distinctly below that level in the
summer months.

The decline in the demand for residential buildings has
been particularly sharp in the last few months. Orders
for residential buildings placed with the construction
industry in September/October were, in terms of value,
over one quarter lower than a year before. The cooling
so urgently needed in this sector after the overheating
of demand in the last few years has thus made progress.
The mortgage loans promised by institutional investors
for residential buildings have also been decreasing
noticeably for some time. In September/October they
were 21% below the 1972 level. However, actual inten-
tions to erect residential buildings are imperfectly re-
flected in the orders placed with the construction trade.
Of the dwellings approved in the first 10 months of the
year (over 580,000), those which have not yet been started
because of the currently unfavourable terms of financing
represent considerable potential demand for the future,
which will be increasingly realised as conditions are
eased — e.g. in the case of public capital assistance.
According to our estimates, the backlog of dwellings
which have been approved but not yet started or finished
can be expected to reach one million again at the end of
1973. The contraction of demand has been eased some-
what by the Federal Government’s decision to grant
additional interest rate subsidies for 50,000 approved
publicly assisted dwellings; this will lower the interest
rate on mortgage loans to 8.5%. The re-introduction of
section 7(b) of the Income Tax Act in unmodified form
would, however, give reason to fear the resurgence of old
abuses in this field — exclusively tax-oriented housing
construction, with total disregard of market conditions.

A certain counterbalance to the declining demand for
residential construction has recently been provided by
increased orders for non-residential buildings; in Sep-
tember/October such orders were distinctly larger than
a year ago. The orders placed by public authorities, too,
rose sharply in September/October compared with the
preceding year. Public orders for buildings alone were
almost one third higher than a year ago, and judging
from the permits granted for public buildings numerous
other public projects are being planned. Public authori-
ties also placed distinctly more civil engineering orders
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in September/October, seasonally adjusted, than in the
preceding two months; the Lander Governments, in par-
ticular, raised their orders sharply. The noticeably
greater willingness of industrial and public clients to
start new projects probably owed something to the fact
that some construction enterprises were prepared to
make considerable price concessions in view of the
growing availability of capacity. The restrictive policy
thus resulted not only in steadier prices on this market,
which had previously been overheated on account of the
inflation, but aiso in the necessary shift from expenditure
on residential buildings to construction expenditure
which promotes productivity or improves the infrastruc-
ture, tendencies from which the economy as a whole
will benefit greatly in the longer run.

In the coming months too it is to be expected that rela-
tively sizable public construction projects will be started,

which is likely to prevent the demand for construction
work from decreasing unduly. The Federal Government’s
decision to cancel the stretching of budget funds for
joint projects operates in the same direction. As ex-
plained in more detail below (page 40), it goes without
saying that a differentiated expenditure policy, in keep-
ing with the economic requirements, by the central,
regional and local authorities will only be possible if the
financial room for manoeuvre in the budgets for 1974,
and especially in those of the Lander Governments and
local authorities, is not exhausted by an excessive rise in
personnel expenditure.

Private consumption

Households’ consumpiion, taken as a whole, has not
slackened in the last few months, contrary to widespread
expectations. Above all, purchases from the retail trade,
which had lagged considerably behind other forms of
expenditure in the holiday months, increased sharply
again; in September/October they were 3% larger than
in the two previous months, seasonally adjusted, and
thus regained the high seasonally adjusted level of the
period prior to the summer break. In these two months
together the 1972 level was exceeded by 572 %, and in
October alone by 10%. Preliminary data suggest that
the propensity to purchase increased noticeably in
November, particularly in the case of textiles, clothing
and shoes. This was probably largely due to the early
winter. On foodstuffs, too, considerably more has been
spent in retail shops in the last few months than during
the summer, partly no doubt because foodstuff prices
have recently been rising at a faster pace again.

In view of the anticipated shortage of petroleum prod-
ucts households presumably also spent substantially
more on heating oil and petrol in October and Novem-
ber. The scale which such precautionary expenditure
may very quickly reach becomes evident if it is assumed
that the contents of the tanks of the 13.5 million private
cars registered in Germany were increased by an aver-
age of 10 litres as a precautionary measure. At today’s
prices this alone would mean over DM 100 million of
extra expenditure by households. The sharp rises in
sales of electrical goods, mainly heaters, were likewise
triggered off by the anticipated difficulties in the oil
supply. On the other hand, private car purchases de-
clined. In September and October 8'/2 % fewer new cars
were registered than a year earlier, partly no doubt
because of the less favourable income prospects and
the higher cost of running a car owing to the increases
in petroleum tax and insurance premiums as from July 1,
1973. The uncertainty about the further course of the oil
crisis and the resulting other burdens have meanwhile
made private customers even more hesitant about buy-
ing cars. If this special factor is disregarded, however,
there is no indication of a decline in private consump-
tion, such as had widely been forecast especially in the
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Use and supply of goods
at current prices P
Seasonally adjusted; percentage change on quarter
Use of goods
Overall Investment
use or Private Government | in machinery
supply con- con- and
Period of goods sumption sumption equipment
1970 1st qir + 2.5 + 2.5 — 15 + 6.5
2nd qtr + 45 + 2.5 + 55 + 6.0
3rd qtr + 2.0 + 3.0 + 4.0 + 3.5
4th qtr + 3.0 + 3.0 + 4.0 + 4.0
1971 1st qtr + 3.0 + 3.0 + 7.5 + 3.5
2nd qtr + 1.5 + 2.5 + 4.0 + 1.5
3rd qtr + 2.5 + 2.0 + 2.5 — 05
4th qtr + 1.0 + 2.0 + 3.5 — 4.0
1972 1st qtr + 45 + 3.5 + 3.5 + 35
2nd qtr — 0.0 + 0.5 + 2.0 + 0.5
3rd gtr + 240 + 35 + 3.0 — 05
4th qtr + 35 + 15 + 3.0 + 2.0
1973 1st qtr + 6.5 + 5.5 + 4.0 + 45
2nd qtr + 0.5 + 1.0 + 3.0 — 10
3rd qtr + 1.0 + 1.0 + 3.0 — 1.0
Use of goods (cont'd) Supply of goods
Domestic
Construction production
investment Exports Imports
1970 1st qtr — 35 + 20 + 20 + 7.0
2nd qgtr +24.0 + 5.5 + 5.0 + 3.0
3rd qtr + 50 + 1.5 + 2.0 + 25
4th qgtr + 35 + 4.0 + 25 + 4.0
19771 1st qtr + 1.0 + 4.5 + 3.5 + 3.0
2nd gtr + 1.5 — 25 + 1.5 — 0.0
3rd qtr + 2.0 + 4.5 + 25 + 3.5
4th qtr + 2.5 — 25 + 1.0 + 0.5
1972 1st qgtr +12.0 + 5.0 + 5.5 + 1.0
2nd qtr — B.5 + 15 — 0.5 + 2.0
3rd qtr + 0.0 + 1.5 + 2.0 + 2.5
4th qtr + 55 +10.0 + 35 + 55
1973 1st qtr +14.0 + 4.5 + 65 + 6.0
2nd gtr — 8.5 + 3.0 + 0.5 + 15
3rd qtr — 3.0 + 4.0 + 1.0 + 0.0
p Provisional figures, rounded to nearest half percentage point.

summer months — though as a rule only on the basis of
the relatively small retail sales at the time. In fact, there
is some evidence that the year-on-year growth of private
consumption, which had been 9% in the third quarter,
is now even higher.

On the incomes side conditions have constantly been
such as to permit a sharp expansion of private consump-
tion recently. In the third quarter, as between April and
June, gross wages and salaries were 122 % higher than
a year before. It is true that the deductions of taxes and
social security contributions grew even more steeply,
partly because some earnings were for the first time
immobilised in the period under review by the 10%
stability surcharge on income tax decided upon last
May. But if the anticyclical surcharge, which was repaid
to wage and salary earners last year, is eliminated as
a special factor, net income from employment in the
third quarter of 1973 was nearly 1072 % higher than a
year before. Households also received substantially
more in pensions and assistance payments, the pension
increase as from July 1, 1973 being of particular impor-
tance. In the third quarter the payments made by the
social security funds were almost one quarter above the
1972 figure (which did not contain the pension increase

backdated to July 1, 1972). Private withdrawals from
entrepreneurial income (inciuding net property income)
did not rise to any significant degree, however, accord-
ing to the estimates on which one always has to rely in
this context. In the third quarter households had all in
all over 8':% more net income at their disposal than
a year ago. During that period consumption thus rose
no more than disposable income.

The private propensity to save in the summer months
was slightly greater than in the first half of the year.
According to provisional calculations, private savings
in the third quarter of 1973 were about 6% up on the
year; at 13% the saving ratio nearly regained the 1972
level (13'/2%) and was thus as high as the average of
the same period in the last four years.

The slightly better net savings figure in the third quarter
was a consequence not of greater financial asset for-
mation (this remained distinctly below the 1972 level)
but of a dramatic decrease in the consumer credits
taken up by households. As regards the financial invest-
ments, households continued to run down their savings
deposits sharply in the third quarter, if the accrued in-
terest is left out of account. In order to safeguard the
real value of their savings, private savers increasingly
turned to forms of investment offering higher interest,
such as bank savings bonds and time deposits with
banks. Once again, substantial savings were invested in
bonds, particularly public bonds, including the second
and third tranche of the Federal Government's stability
loan. In view of the growing uncertainty about the further
course of the economy, the propensity to save is likely
to increase, if anything, in the near future.

Foreign demand

The inflow of export orders to German industry went on
growing in the autumn months and thus remained the
most important stimulus to economic activity. Between
September and October the orders received from abroad
rose by over 3%, seasonally adjusted, compared with
the preceding two months; the figure for 1972, when
foreign orders had aiready risen steeply, was surpassed
by 30%. Even after adjustment for the price rises which
have occurred in the meantime, the increase over the
previous year was very pronounced (+ 22%). Foreign
demand therefore grew much more than industry’'s ex-
port sales, although enterprises raised their deliveries
to foreign countries considerably. Industry’s backlog of
export orders thus continued to rise in the third quarter;
in October the real backlog of export orders, measured
in terms of months of turnover, came to 4'2 months,
seasonally adjusted, against 3'/2 months a year before.

The very large total of orders received from abroad
— large in spite of the strong revaluation effects — is
probably mainly attributable to the fact that the invest-



ment boom in western industrial countries — from which
German industry benefits in any case owing to the
range of products it produces — made price a less
important consideration than prompt delivery. While
bottlenecks in supply increasingly restricted the scope
for growth in many industrial countries, German enter-
prises were the more able to meet foreign demand for
goods, in particular capital goods, the more the demand
expansion in Germany slackened. An additional factor
of growing importance was that in the last few months
the price uptrend — particularly at the producer level —
has accelerated much more in all major industrial coun-
tries than in Germany, which has partly offset the de-
terioration in Germany’s competitive position caused by
the appreciation of the Deutsche Mark.

There can be no doubt that German enterprises’ export
business will be affected by the events in the energy
sector, for one thing on the production side by the antic-
ipated bottlenecks in the supply of some primary prod-
ucts, for another by a drop in demand caused directly or
indirectly by the oil shortage. It is true that even without
the possible influence of the energy crisis a slowdown
of economic activity in some partner countries would
have been probable in reaction to the very vigorous
economic expansion. Prior to the oil shortage, however,
it had been safe to assume that next year the pace of
growth of our most important trading partners would
decrease only slowly.

Prices

The price situation in the Federal Republic of Germany
has recently become more acute again in many fields.
The prospects of slowing down the price rise have
evaporated for the time being, not least because the
sustained rise in the cost of raw materials on world mar-
kets led to new price increases. Besides iron and steel,
non-ferrous metals and timber, it was particularly oil,
which had become more expensive at the beginning of
the summer, that went up steeply in price. The sales
prices were raised by the oil-producing countries by an
average of 40% above the September level, and were
further pushed upwards by the simultaneous cut in pro-
duction and the shortage this was expected to entail.
It is true that until the late summer the consequences
of the world-wide raw material boom on prices were
mitigated in Germany by the steady appreciation of the
Deutsche Mark. However, with the reversal of the trend
on the foreign exchange markets this advantage has in
the last few weeks progressively weakened; the effects
of the price rises on international raw material markets
are therefore now being felt more strongly in the Federal
Republic of Germany. The price situation might at best
be eased by the demand for raw materials slackening as
a result of the world-wide contraction of production due
to the cuts in energy supplies, so that the upward move-
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ment of raw material prices — except those of oil —
moderates.

As well as by the higher prices of raw materials for
industrial production, the price rise in Germany has
recently been intensified by the new increase in food-
stuff prices at the producer level. Owing to fairly poor
crops of some produce (potatoes, autumn vegetables)
and to higher producer prices for a number of animal
products, the slowdown of prices in the summer gave
way to another wave of price increases in the autumn
months.

The above-mentioned.rise in. raw material prices was
primarily reflected in the movement of producer prices
of industrial products. Until August 1973 the annual
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Energy prices in 1973
Percentage change on previous year
Monthly
average
Item Jan.—Aug. September, October
Purchase prices
abroad 1 of
Crude oil + 1.9 + 9.3 + 18.2
Petroleum products +49.9 +72.8 +119.8
Industrial producer
prices, total 4 6.2 + 6.9 + 7.2
of which
Petroleum products +14.3 +20.8 + 237
Light heating oil +54.5 +86.7 +107.4
Heavy heating oil + 441 — 5.6 — 45
Petrol +12.2 +16.5 + 15.9
Coal mining
products + 49 + 5.2 + 53
Electricity + 4.4 + 4.0 + 3.8
Gas + 2.4 + 1.2 + 15
Consumer prices 2,
total + 7.0 + 6.2 + 6.6
of which
Light heating oil +34.2 +68.4 + 82.3
Motor fuel + 9.6 +15.9 + 15.7
Coal + 7.5 + 8.6 + 89
Electricity + 5.7 + 5.7 + 58
Gas + 1.8 + 19 + 241
1 On a Deutsche Mark basis. — 2 Measured by the cost of living index
for all households.

growth rate appeared to be excessive as a result of the
sharp increase in tobacco tax of September 1972, but
in October it nearly regained the level of the summer
(7.2%) on account of the accelerated rise in the prices
of basic materials and producer goods. The prices of
light heating oil, non-ferrous metals and products of the
wood-processing industry were the most important fac-
tors in this development. The faster upward movement
was bound to affect the producer prices of industrial
end products. In October capital goods, for example,
were 5% dearer than a year before. The uptrend of con-
sumer goods prices was slightly stronger: latterly 6%
compared with the preceding year (excluding heating
oil). The rises in textiles and clothing prices were par-
ticularly steep, in spite of certain sales difficulties.

At the consumer level prices continued to rise on ac-
count of the aforementioned price movements for in-
dustrial and agricuitural products. The year-on-year
growth of the cost of living index for all households in
October was 6.6%, and in November according to the
first results for the Lander an estimated 7 %, compared
with 6.2% in September. This reflected above all the
drastic increase in the price of light heating oil and
petrol. When this Report went to press, however, there
were signs that prices on the market for oil products
were steadying. Not counting such products, the cost of
living went up by about 52% in November, compared
with the same period of the preceding year. Consumer
prices for foodstuffs increased at a faster pace again;
already in October the 1972 level was exceeded by
6.0% (5.6 % in September). There was also a persistent

sharp rise in the prices of many services (e.g. local
public transport fares and craftsmen’s charges). The
uptrend in prices of industrially produced goods, on the
other hand, does not on the whole appear to have ac-
celerated recently. As in the summer months, rents pre-
sumably rose more slowly than a year before.

Wages

“There is no way round the fact that wage policy will be
decisive for the outcome of stability policy in 1974.”
This statement by the Council of Economic Experts in
its latest annual report applies ail the more now that it is
becoming clear that, because of a possible energy and
raw material bottleneck, the German economy will start
the new year saddled with burdens the size of which
is not yet known. Whichever solutions are found to the
outstanding problems, it is quite sure that as a result of
the cuts announced by the oil-producing countries —re-
gardless of how long they last and how severe they are —
a new situation has been created for 1974 from the
angle of distribution policy. In their wage agreements
management and labour will therefore have to consider
that

— should the oil shortage persist, it is highly unlikely that
in 1974 more real income can be distributed than in
1973,

— in 1974 there will be price rises which are not caused
by cyclical excess demand but which reflect the con-
traction of the resources available to our economy,

— the resulting limitation of the standard of living can-
not be overcome by raising nominal wages and sala-
ries.

In the light of these considerations it would be most dis-
quieting if in the 1974 wage round the pay agreement
which has recently been concluded in the iron-produc-
ing industry, i.e. in a sector which has long been‘in the
grip of the world-wide steel boom, was used as a guide-
line for other sectors which are far less favoured by the
business cycle and which in some cases are even
harder hit by the energy problems. This agreement is to
run for 10 V2 months as from December 1, 1973 and pro-
vides for a rise of 11 % in pay rates and for further sub-
stantial improvements in the so-called “steel industry
allowances”. As an annual rate and in relation to a wage
and salary level which was already inflated by previous
“cost of living bonuses”, the total pay increase in this
sector must be put at 12Y2%. The pay claims which
have so far been made by other sectors do not suggest
that the changed starting conditions for next year have
been taken into account. For employees in the public
service, for example, pay rate increases of 13 to 15%
and, inter alia, the introduction of a holiday allowance



Pay rates and actual earnings
in the economy as a whole
Percentage change on year
Wage and salary rates Actual
earnings
(wages and
on an ona salarles per
hourly monthly employed Wage
Period basis basis person) drift 1
1968 + 4.0 + 39 + 6.2 + 2.0
1969 + 7.0 + 6.4 + 9.2 + 25
1970 + 129 + 12.4 + 147 + 25
1971 p + 14.2 + 133 + 11.8 + 05
1972 p + 95 + 9.1 + 93 + 1.0
1970  1st qgtr + 119 + 1.3 + 144 + 3.0
2nd qtr + 11.9 + 11.2 + 15.0 + 35
3rd qtr + 127 + 12.0 + 155 + 3.0
4th qtr + 15.1 + 147 + 14.2 + 15
1971 p st qgtr + 15.6 + 14.8 + 145 + 2.0
2nd qtr + 15.6 + 149 + 121 — 05
3rd gtr + 15.4 + 145 + 116 — 05
4th qtr + 10.4 + 83 + 9.8 + 1.0
1972 p st gtr + 10.0 + 94 + 96 + 1.0
2nd qtr + 9.8 + 9.2 + 9.2 + 05
3rd qtr + 9.2 + 8.8 + 83 + 0.0
4th qtr + 9.0 + 88 + 10.2 + 20
1973 p 1st qtr + 9.6 + 94 + 115 + 20
2nd gtr + 10.5 + 10.2 + 1.7 + 15
3rd gtr + 10.6 + 10.3 + 11.8 + 1.5
1 Relative gap between increase in actual earnings and that in pay rates
{on a monthly basis), excluding anticipated increases not affecting
costs; rounded to the nearest half percentage point. — p Provisional.

of DM 300 to DM 400 have been demanded; and in the
various branches of the metal industry an increase of
between 15% and 18% has been called for, not includ-
ing considerable structural improvements, such as
longer holidays, larger holiday allowances, etc.

Pay claims of this size cannot be justified by referring
to previous shifts in the distribution of incomes. In the
third quarter — more recent figures are not available —
actual earnings were 12% up on the year; they thus
rose even more than in the first half of the year. After
deduction of taxes and social security contributions and
adjustment for the price rises, the growth of employees’
average real income, excluding the repayment of the
anticyclical surcharge, was probably not slower than in
the first half of the year (2%). By contrast, enterprises’
profits — at least those in industry — appear to have
been under heavier pressure. In its latest annual report
the Council of Economic Experts stated in this context
“that a right of employees to ‘catch up’ ... can by no
means be derived from the movement of incomes in
1973”.
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Balance of payments

On the foreign exchange markets the Deutsche Mark
revaluation rates, which previously had been rather high,
have been sharply corrected during the past few weeks.
This applies in particular to the exchange rate of the
Deutsche Mark against the U.S. dollar. For some time
during the summer this rate almost seemed to have lost
touch with economic reality. On July 9, 1973 the U.S.
dollar reached its lowest official quotation in Germany,
namely DM 2.2835 per U.S. dollar, representing a revalua-
tion of the Deutsche Mark against the U.S. dollar of 41 %
compared with the central rates of end-1972. Sub-
sequently the dollar was valued somewhat more realisti-
cally on the exchange markets; but taking the average
of all Friday quotations between the end of July and the
end of October, the revaluation rate of the Deutsche
Mark against the U.S. dollar was still slightly above 33 %.
Only in early November did the U.S. dollar begin to
strengthen noticeably.

At first the rise of the dollar rate represented a reaction
to the earlier undue pessimism about the dollar and was
the consequence of a distinct improvement in the U.S.
balance of payments, particularly the balance of trade.
This tendency was enhanced by a certain weakness of
the Deutsche Mark resulting from the expectation that
the impact of the oil embargo on Germany would be
more severe than its repercussions on other countries.
There is some evidence — for instance the strong decline
in the prices of foreign Deutsche Mark bonds, which
caused the yields on Deutsche Mark bonds issued in
foreign industrial countries to rise from 84 % at the
end of October to almost 10% in early December — that
foreigners have begun to reduce their commitments in
Deutsche Mark assets. Finally it is possible that, owing to
the strengthening of the dollar rate, there was a certain
normalisation in the terms of payment, above all through
the reduction of import liabilities.

Certainly, the changes in Germany's long and short-
term capital transactions with other countries must have
been considerable during the past few weeks, even
though this cannot yet be proved statistically. This is
the only explanation for the fact that the revaluation
rate of the Deutsche Mark against the U.S. dollar shrank
to about 22% in early December despite a large surplus
in the German balance of trade (in October it was a new
record at DM 4 billion). The revaluation rate of the
Deutsche Mark against the U.S. dollar of early July
(41%, as mentioned) was thus almost halved in the
course of five months. The Deutsche Mark revaluation
rate against all foreign countries has also decreased ap-
preciably in the past few months, viz. from a peak of
23 % on July 26 to 13.6 % on December 12.' The revalua-
tion rate against the currencies of the countries partici-
pating in the European joint float did not fall quite so
sharply, but even this dropped from 11.4% on July 26
to 8.3 % on December 12.

1 For the method of calculating the revaluation rates against the cur-
rencies of various groups of countries see the article "Calculation of
weighted revaluation rates for the Deutsche Mark” in Monthly Report of
the Deutsche Bundesbank, Vol. 25, No. 9, September 1973, page 42,
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Current account
Overall result

Germany’s current account improved strongly after the
summer break; the figures available at the time when
this Report went to press did not extent beyond the
month of October. From August to October there was a
surplus of DM 4.7 billion, whereas the current account
had been almost in balance during the previous three
months and only slightly in surplus, at DM 0.4 billion,
from August to October 1972. The improvement in the
current account as a whole was caused by the trend in
foreign trade. As exports rose strongly while the increase
in imports was gradual (as explained below, only in Octo-
ber did imports go up markedly, under the influence of
the Middle East War), the foreign trade surplus for the
period from August to October soared to a total of DM
11 billion, which was about twice as much as one year
earlier. This contrasted with a sharp rise in the deficits
on services (above all on travel) and on transfer pay-
ments. Together they grew within one year from DM
5.2 billion to DM 6.3 billion.



Foreign trade

During the past few months the main influences on Ger-
man foreign trade continued to be the economic tend-
encies at home and abroad and the greatly altered
exchange rate relationships. On the imports side the first
consequences of the oil crisis have also been observable
of late. Whereas Germany's imports of goods rose no
further during the summer months of 1973 (seasonally
adjusted, average imports in August and September
were in fact somewhat lower than at the beginning of
the year), they increased markedly in October: seasonally
adjusted, by 8 % over the preceding month. The year-on-
year growth of imports during the third quarter of 1973
was 10% and in September alone only 6%, but in
October it was as much as 18 %. This was largely attrib-
utable to the steep rise in imports of petroleum and
petroleum products. While in September DM 1.1 billion
was spent on imports of crude oil, light and heavy heating
oil, petrol and other oil derivatives, the amount spent
in October (measured by the c.i.f. value of the imports
in question) rose to DM 1.4 billion. Compared with Octo-
ber 1972 this represented an increase of DM 660 million
or 85%; imports of crude oil alone, at DM 860 million,
were almost half as large again as a year before. Part
of this increase in value is, however, attributable to the
strong rise in prices that has taken place in the meantime.
Upon landing in German ports the price of petroleum,
exclusive of domestic levies such as customs duties and
value-added tax, averaged DM 86 per ton in October
1973, as against approximately DM 71 in October 1972.
The volume of crude oil imported in October was thus
21°% larger than a year ago (from January to September
the volume imported increased by only 8 %).

As can be seen from the table on this page, imports of
crude oil have risen almost continuously over the past
decade; in fact, they have paralleled Germany’s overall
energy imports, which also include imports of natural
gas and electricity. Germany purchases her crude oil
from a variety of countries, although Libya and Saudi
Arabia accounted for the largest share in past years; so
far in 1973 Germany has again bought about half her oii
imports from these two countries (see the table on page
21). A large proportion of the crude oil is not, however,
imported direct from the producing countries but is
bought from third countries, as German firms possess
only a few oil fields. For example, Nigerian and Algerian
oil is often imported via the United Kingdom, and Saudi
Arabian and Libyan oil via the United States.

At present only a very rough estimate can be made of
the further repercussions on German imports (and thus
on the balance of payments as a whole) of the measures
announced or already implemented by the oil-producing
countries, especially the Arab states. Only one thing
seems to be certain: even if the overall reduction in the
volume of oil imports is small, the rise in the price of

Energy imports of the Federal Republic of Germany
Millions of Deutsche Mark
Petroleum Elec-
products 1 tricity 3
natural
Other gas and
petroleum other
Crude products energy
Period oil 2 Coal imports | Total
1961 2,207 664 483 196 3,550
1962 2,367 1,141 519 195 4,222
1963 2,772 1,298 586 199 4,855
1964 3,444 1,158 500 235 5,337
1965 3,676 1,038 501 380 5,596
1966 4,047 1,156 473 469 6,145
1967 4,656 1,418 459 530 7,063
1968 5,602 1,728 380 557 8,267
1969 5,668 1,828 459 766 8,721
1970 5,938 2,122 647 945 9,652
1971 7,679 2,908 530 1,281 12,398
1972 7,411 2,571 528 1,597 12,107
1972 Oct. 590 180 48 149 967
Jan./Oct. 6,101 2,003 426 1,239 9,769
1973 Oct. 862 562 48| pe 154 pe 1,626
Jan./Oct. 6,930 3,529 438 | pe 1,337 | pe 12,234
1 For regional breakdown see the table on page 21. — 2 E.g. petrols,
diesel fuel and heating oils. —~ 3 Not covered by the foreign trade sta-
tistics. — pe Partly estimated.

petroleum will be so steep that import values in this
sector are bound 1o rise. But these direct effects, working
in the direction of a smaller trade surplus, might be
obscured by indirect trends which only emerge in the
course of time. If oil supplies were sharply curtailed, there
might be repercussions on industrial production and
other branches of the economy which, judging by past
experience in downswings, could result in a decrease
in demand for imports. As, on the other hand, some of
Germany's foreign trade partners have likewise been hit
by the oil shortage, Germany’s export business might
also be impaired. Whether or not these influences will
in the aggregate bring about a substantial change in the
balance of trade chiefly depends on the further course
of the oil crisis.

But even if imports of petroleum products are left out of
account, the imports of industrial primary products
have risen of late; in October imports of raw materials
grew by 329%,, and those of semi-finished products by
2294, over the corresponding levei of the previous year.
In this field, too, soaring prices on world markets have
led to considerable increases in price, but the volume of
imports has also grown strongly of late. Much the same
applies to some imports of finished goods (see page 10).
The reason is probably that foreign goods became more
competitive owing to the Deutsche Mark revaluation and
that import prices have until recently proved to be an ad-
ditional restraint on domestic prices. in October import
unit values (a rough indicator of the prices of goods
actually imported) were about 4% above the previous
year's level. However, they were hardly higher than in
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Revaluation of the Deutsche Mark since end-1972
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May 1973, that is, prior to the latest revaluation of the
Deutsche Mark against the special drawing right; in
fact, in the autumn of 1973 they were only 2.5% higher
than in 1962, which shows most clearly how effective
the various Deutsche Mark revaluations were in pro-
tecting Germany from the inflation abroad. If one dis-
regards the rises due to world market conditions in the
prices of raw materials and semi-finished products (rises
which were so considerable that they could be reduced,
but not aitogether averted, by the improvement in the
external value of the Deutsche Mark), many imporis
actually became cheaper (see the chart on page 22).
This applies to capital goods such as machines, auto-
mobiles and electrical products as well as to some
consumer goods (shoes, textiles). This fall in prices com-
pares favourably with the rise in the prices of domestic
products. The influence of imports on prices — desirable
as it is from the point of view of stability policy —
diminished somewhat in November with the decline in
the revaluation rate of the Deutsche Mark.

During the past few months exporis have been strongly
affected by the favourable economic situation in other
countries — as indeed for a whole year now. From
August to October 1973 German exports were 23.5%
larger than a year before; seasonally adjusted, they rose
during this period by 8% as against the previous three
months. Evidently German export firms' ability to deliver
the goods more than offset the rises caused by higher
costs and revaluation in the prices of their products,
as there was a world-wide scarcity of major industrial
products, above all capital goods. Furthermore, the signs
of a slowdown in domestic economic activity induced the
sectors most affected by this situation to make efforts
not only to maintain but also to expand their export
markets. The importance attaching to the ability to supply
goods might, however, dwindle if economic conditions
abroad were to become much more settled.

Services

During the past few months the deficits in service trans-
actions with foreign countries have continued to rise
strongly, thus creating a certain counterweight to the
growing trade surpluses. According to preliminary cal-
culations, the amount spent on foreign services from
August to October was about DM 2.7 billion above Ger-
man receipts from services rendered to foreigners. Com-
pared with the same months of 1972, this meant that
the deficit grew by one third or DM 0.7 billion.

The deficit on foreign travel rose most; from August to
October 1973 it increased to DM 4 billion, as against
DM 2.9 billion in the same months of 1972. Spending by
Germans travelling abroad, which totalled DM 5.7 billion
from August to October, was 17% (or DM 0.8 billion)
higher than a year before. This probably owed something
to the strong rise in the disposable incomes of private

German imports of crude oil and petroleum products,
by region *
Milllons of Deutsche Mark
Memo
Item:
Percentage
during
period
Group of country/ Jan./Oct. |dJan./Oct.
country 1971 1972 1973 1973
I. Crude oil
All countries 7,679 7.411 6,930 100
Middle East 3,071 2,997 3,181 45.9
of which
Saudi Arabia 1,265 1,335 1,519 21.9
Iraq 318 139 96 1.4
Iran 618 666 759 11.0
Kuwait 314 281 243 3.5
Abu Dhabi,
Dubai, Oman 457 472 482 6.9
Africa 4,178 3,950 3,460 49.9
of which
Algeria 923 865 981 14.2
Libya 2,329 2,123 1,736 25.0
Nigeria 748 836 662 9.5
Other countries 430 464 289 4.2
of which
Venezuela 218 248 121 1.7
Memo Item:
OPEC countries 1 7,266 7,040 6,634 95.7
1. Other petroleum products 2
All countries 2,908 2,571 3,529 100
EEC member countries 2,391 2,052 2,877 81.5
of which
Belgium-Luxembourg 265 158 189 5.3
France 240 241 237 6.7
United Kingdom 101 147 108 3.1
taly 375 253 428 121
Netherlands 1,406 1,251 1,907 54.0
EFTA member countries 19 10 8 0.2
United States 3 7 8 0.2
Centrally planned
economies 330 330 371 10.5
Other countries 165 172 265 7.5
of which
Spain 24 61 101 29
Algeria 6 10 38 1.1
Turkey 4 23 28 0.8
* By producer countries. — 1 OPEC = Organisation of Petroleum Ex-
porting Countries: Abu Dhabi (up to 1972 including Dubai), Algeria Indo-
nesia, Iraq, Iran, Kuwait, Libya, Qatar, Saudi Arabia, Venezuela, Nigeria.
— 2 E. g. petrols, diesel fuel and heating oils.

households and to the appreciation of the Deutsche Mark,
which at times was so considerable as to make travel-
ling abroad less expensive than in the previous year.
However, the rise in the deficit on foreign travel was
also attributable to the fact that Germany’s receipts from
foreign visitors were smaller than a year earlier; from
August to October 1973 they were, at DM 1.6 billion,
15% below the 1972 figure. The drop in receipts from
foreign travel was apparently mainly due to the Deutsche
Mark appreciation and domestic price rises, which
rendered a stay in Germany so expensive for foreigners
that fewer journeys were made. The result was that from
August to October Germany’s income from tourists and
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World market prices and Germany’s
import prices
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business travellers from countries against which the
Deutsche Mark was appreciating very strongly (such as
the United States, italy and the United Kingdom) was
in fact an estimated 30 % below the 1972 level.

On investment income account there has been a slight
surplus in the last few months (August to October:
+ DM 100 million), whereas one year ago it had been
DM 200 million in deficit. The reason for this improve-
ment was a rise in receipts; in particular, the Bundes-
bank’s income from the interest-bearing employment of
its monetary reserves increased greatly and reached
DM 0.9 billion. Payments arising from the investment of

foreign capital increased no more on the whole, but
there were certain changes: the payments of domestic
firms to their foreign shareholders, which used to be very
large, shrank perceptibly, while foreigners’ income from
their holdings of German bonds went up. In the other
sectors of the services account, taken together, receipts
were likewise slightly larger than a year before (DM 1.3
billion as against DM 1.2 billion from August to October
1972), despite the appreciation of the Deutsche Mark.
This was mainly due to somewhat larger receipts from
foreign troops.

Transfer payments

in transfer payments between Germany and other
countries the deficit also increased perceptibly. It
amounted to DM 3.6 billion between August and October
and was thus DM 0.4 billion above the 1972 figure. More
than half the deficit on overall transfer payments ac-
count, namely DM 2.0 billion, was attributable to the
home remittances of foreigners working in Germany; one
year before, such transfers had amounted to about DM
1.7 billion. The number of foreigners working in Germany
reached a new peak in the summer of 1973 at an
estimated 2.6 million, although initial signs of an easing
of labour market conditions were evident at the time. At
the end of November the recruitment of new labour from
non-Community countries, which had already been
rendered more difficult by administrative measures, was
discontinued for the time being. This precautionary
measure, designed to contain the employment of for-
eigners, is likely to stem the inflow of foreign workers,
which has been going on for years with only occasional
interruptions until they accounted for over 10% of
employees in the summer of 1973.

Official transfer payments, at DM 1.4 billion (net), were
hardly larger in the autumn of 1973 than one year earlier,
the main reason being that the Federal Government's
net payments to the Community budget — i.e. its own
payments net of refunds, etc. — at just under DM 200 mil-
lion were smaller than in 1972 (DM 350 million), princi-
pally because the Community paid relatively large
amounts to the Federal budget for interventions and for
subsidising goods coming under the agricultural market
regulations. The remaining official transfers (DM 1.2 bil-
lion) were, as usual, for indemnification payments and
pensions; altogether, such transfers were DM 0.3 billion
higher than a year before.

Long-term capital transactions

From August to October 1973 the statistics on long-term
capital transactions with other countries showed net
capital inflows totalling about DM 250 million, compared
with DM 1.4 billion during the previous three months (see
the following table). However, this does not give a full
picture, as the problems in the way of the precise



Statistically recorded long-term capital transactions
with the rest of the world

Millions of Deutsche Mark (capital exports: —, capital Imports: +)

1973

Aug./ May/ Feb./ Jan./
ltem QOct. July April Oct.
1. Private
Advances and loans + 365| + 1,985| + 1,998| + 4,545
External claims 4+ 302 + 1,833 + 2,073 | + 4,279
External liabilities + 63] + 156| — 75| + 266
Direct investment + 401 + 515 + 33| + 786
German investment
abroad — 944 — 772| — 623 — 2,567
Foreign investment in
the Federal Republic
of Germany +1,345| + 1,287 + 656| + 3,353
Security transactions 1 — M| — 276| — 122 — 571
Foreign securities + 116 + 242} + 435| + 698
Domestic securities — 187 — 518} — 5657} — 1,269
Other 2 — 37| — 185 — 209 — 537
Total + 659 + 2,081 + 1,699 + 4,226
II. Official — 4] — 70| — 422 | — 1,827
of which
Loans to developing
countries — 355 — 478 — 392| — 1,474
HI. All long-term capital
transactions (I plus 1) 4+ 246 + 1,351 + 1,277} + 2,399

1 Excluding permanent trade investments through the acquisition of
shares; for further breakdown of security transactions see statistical
section of this Monthly Report, Table IX, 5. — 2 Mainly acquisition of real
estate abroad.

statistical recording of border-crossing capital flows
have been growing considerably for some time. Their
importance has mounted as exchange rate expectations
and differences in interest rates between Germany and
other countries have given rise to capital transactions
which are contrary to the purpose of the measures to
restrict capital imports.

The statistics on security transactions with foreign
countries are especially scanty at present. According to
the information available, these transactions were almost
in balance between August and October. The exceptional
increase in turnover in security transactions with other
countries, and particularly in transactions in German
bonds, is however striking. Judging from the capital
transactions statistics and the statistics on non-resident
quotas, DM 4.6 billion of foreign-held German bonds
were sold from August to October; this was about twice
as much as during the preceding three months and six
times as much as during the same period of 1972. Ac-
cording to these statistics, sales of German bonds by
non-residents came in fact to somewhat more than DM
10 billion during the first ten months of 1973. If this were
so, it would mean that about three quarters of foreign
holdings of German bonds (about DM 14 to 15 billion at
the end of 1972, according to the statistics on security
deposits) changed hands during these ten months. It is
much more likely that these “sales of foreign-held Ger-
man securities” were in large measure sales of German

bonds held by residents, with foreign banks only being
involved after the paper had been taken abroad or resi-
dents’ security deposits had been transferred to foreign
banks. The sales created “non-resident quotas”, which
were used for the “legal” sale of German bonds to non-
residents and thus for raising funds abroad. Without
doubt such a procedure represents a misuse of the
regulations governing the non-resident quotas con-
ceded by the Bundesbank to German banks, under which
collective authorisations were granted for the acquisition
of German bonds by non-residents. Sales of fixed interest
securities to non-residents, which are likely to have been
recorded accurately in most cases, amounted to about
DM 4.5 billion from August to October and to about DM
9.5 billion from January to October 1973. According to
the capital transactions statistics, foreign holdings of
German bonds decreased on balance during the period
under review and in the previous part of 1973. However,
there is a good deal of evidence that in actual fact they
rose sharply, as foreign sales were in reality far below
foreign purchases.

Foreign direct investment in Germany is hardly affected
by the difficulties in statistical recording stemming from
external safeguarding measures, as it is in the main
not subject to mandatory authorisation under section 23
of the Foreign Trade and Payments Act. Such investment
has thus pursued a fairly steady course, also as reflected
in the statistics. It came to DM 1.3 billion from August to
October, which was about as much as during the preced-
ing three-month period. Foreign direct investment since
the beginning of 1973, however, at DM 3.4 billion, was
DM 0.7 billion lower than in the first ten months of 1972.
Most of this decrease is probably due to the movement
in exchange rates, for in view of the substantial apprecia-
tion of the Deutsche Mark compared with the preceding
year the foreign investor has a higher foreign currency
outlay for investment in Germany. German direct invest-
ment abroad amounted to well over DM 0.9 billion from
August to October; thus it has also risen fairly steadily
over the past few months, but during the first ten months
of 1973, when it totalled DM 2.6 billion, it was DM 0.4
billion lower than in the corresponding period of 1972,
To a certain degree this is contrary to general expecta-
tions, which were that German investment abroad would
be encouraged by the movement of exchange rates,
which was favourable to German firms. It must not be
overlooked, however, that the difficult financing condi-
tions in Germany often prevented such projects from
being realised. Furthermore, the weakening of the
Deutsche Mark during the last few weeks, which was
relatively pronounced against the U.S. dollar, evidently
led to invesiment plans being postponed or even cancel-
led. On balance DM 0.4 billion of capital was imported
in the field of direct investment from August to October.

A further DM 0.4 billion (net) flowed in during the period
under review as a result of credit transactions with other
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{ Main items of the balance of payments
Milllons of Deutsche Mark
1973
Aug./ May/ Feb./ Jan./
Item Oct. p July April Oct. p
A. Current account
Foreign trade
Exports (f.0.b.) 46,865 44,025 42,607 146,808
Imports (c.i.f.) 35,881 36,655 35,768 120,015
Balance +10,984 4 7,370 | + 6,839 +26,793
Services — 2,650 — 3,059 — 1,195| — 7,665
Transfer payments — 3,632 | — 4,209 | — 3,547 | —12,541
Balance on current account | + 4,702 + 102| -+ 2,097 + 6,586
B. Statistically recorded
capital transactions
(net capital imports: +)
Long-term capital
Security transactions 1 - 71| — 216} — 122} — 5N
Foreign securities 2 + M6| + 242 + 435 + 698
Domestic securities 2 — 187 — 518) — 557 | — 1,269
Claims arising from
German banks' lending
to foreign countries 3 + 39} + 1392} + 2,077 | + 3,870
Other o 4! 4+ 233 — 677 — 903
Balance of long-term
capltal transactions + 2467 + 1351 + 1277 + 2,399
Short-term capital
Banks ~ 4,988 | — 2,137 + 6,177 | — 3,872
Enterprises — 471| — 194| — 1,187 | — 1,672
Official — 73| — 185} + 607 + 684
Balance of short-term
capltal transactions — 5,532 | — 2,516| + 5,597 | — 4,860
Balance on capital account | -— 5,286 — 1,165 + 6,874 | — 2,461
C. Balance of recorded
transactions (A plus B) — 584} —1,063| + 8971 + 4,125
D. Balance of unrecorded
transactions
{balancing item) + 3,240| + 9,154 | +10,830 | +25,968
E. Overall balance on current
and capital accounts
(C plus D) + 2,656 | + 8,081 +19,801 | +30,093
F. New valuation of
monetary reserves 4 — —| =7217}| — 7217
G. Foreign exchange
balance 5§ + 2656 + 8,091 +12,5841 +22,876
Memorandum Item:
Basic balance 6 + 4948| + 1,453 | + 3,374 | + 8,985
1 Excluding permanent trade Investments through the acquisition of
shares. — 2 Net sales by residents to non-residents: +. — 3 Decrease
in claims: +. — 4 Decrease in the DM value of monetary reserves of the
Deutsche Bundesbank owing to the 10% devaluation of the dollar in
February 1973. — 5 Change in net monetary reserves of the Deutsche
Bundesbank (equal to E plus F). — 6 Balance on current and long-term
capital accounts. — p Provisional.

couniries. These funds did not by and large derive from
borrowing abroad, as the Bundesbank actually tightened
its handling of authorisations in connection with the
use of credits exempt from the cash deposit under the
“export quota”: as from the end of June authorisations
were granted only for credits for the purpose of forward
exchange cover. The inflow of funds was, rather, a result
of the further reduction of German banks’ claims in
respect of medium and long-term credits granted to other
countries. Admittedly, during the period in question such

liquidations, at DM 0.3 billion, were much smaller than
in the months before, but it must be borne in mind that
these externai assets had already been substantially
run down (by a total of DM 4 billion) between January
and July 1973 by repayments on maturity by the foreign
borrowers or by assignments by the German lenders to
non-residents — for instance to subsidiaries domiciled
abroad of the assigning German banks.

Official long-term capital transactions led to capital ex-
ports, just as in the preceding months. From August to
October 1973 they amounted to DM 0.4 billion net (May
to July 1973: DM 0.7 billion) and resulted mainly from
credits and loans granted to developing countries. Such
direct official financial aid for the developing countries
totalled DM 1.5 billion from January to October 1973.

Short-term capital transactions

During the period under review statistically recorded
short-term capital transactions with other countries were
mainly characterised by inflows and outflows in the
banking sector. While in July, when the Bundesbank
had at times to support the currencies of partner coun-
tries under the arrangements for the joint float, money
flowed into the banking sector, in August, after the situa-
tion on the exchange markets had eased, there was a net
reflux of money to other countries. Following the revalua-
tion of the Netherlands guilder on September 17 there
was again some uncertainty on the exchange markets, so
that the Bundesbank had to intervene under the joint
float scheme. In the process the banks’ short-term ex-
ternal position deteriorated owing to an increase in liabil-
ities. Some of the funds which thus accrued to the banks
flowed back abroad in the following month, but quite
a large part of them was used to effect payments to
residents. Furthermore, the banks exported a certain
amount of money as the money market was relatively
liquid in October. On balance DM 5 billion flowed out of
the banking sector from July to October, mostly because
of the increase in short-term external claims. In Novem-
ber the banks’ net external position continued to im-
prove: according to the reports of the main banks
engaged in external transactions, by about DM 4 billion,
almost DM 3 billion of which was due to the growth in
external claims.

The statistically identified short-term capital transactions
of enterprises, which mainly comprise only short-term
financial credits raised or extended abroad, were small
if compared with the transactions of banks. From August
to October indebtedness arising from statistically re-
corded financial credits decreased by DM 0.5 billion.
However, the overall short-term external indebtedness of
enterprises grew further, rather than decreased, all the
evidence suggesting that recourse to trade credits, which
are exempt from the cash deposit requirement and not
subject to authorisation, rose steeply, quite apart from
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the fact that expiring financial credits frequently seem
to have been replaced by “trade credits” .2

Balancing item of the balance of payments

The so-called “balancing item” of the balance of pay-
ments includes all external transactions that lead to
foreign exchange movements but cannot, on the basis
of the available statistical records, be attributed to the
current or capital account. Recently the balancing item
has reached considerable dimensions; between August
and October 1973 it showed a surplus (indicating
statistically unclassifiable inflows from other countries)
of DM 3.2 billion, and the surplus since the beginning
of the year amounts to as much as DM 26 billion.

This surplus was not accumulated at a steady pace but
in waves which coincided above all with phases of
uncertainty on the foreign exchange markets. This would
seem to imply that the surplus in the balancing item
mainly reflects speculative money and capital imports.
However, the fact that so far in 1973 the balancing item
of the balance of payments has almost always been in
surplus (though the amount has varied strongly) indi-
cates that the speculative inflows of foreign exchange
merely strengthened existing tendencies towards money
and capital imports, which apparently were largely
prompted by interest considerations. Statistically un-
classifiable inflows of money and capital consist in prin-
ciple of two kinds of capital imports. On the one hand,
the restrictions on capital imports in Germany have
enhanced the importance of all forms of capital inflows
that are exempt from the restrictions and could not be
included in the balance of payments statistics even in
the past for lack of satisfactory records. Foremost among
these are trade credits, recourse to which grew following
the announcement and introduction of the cash deposit
with its impact on the cost of credit, and following the
introduction of mandatory authorisation for borrowing
abroad.

On the other hand, there is reason to suppose that in
order to raise money abroad quite substantial trans-
actions were carried out which were contrary to the law
or, at least, to the aims of the restrictions on capital im-
ports, and which were then not, or not correctly, reported
for the statistics. This applies to the raising of short and
long-term financial credits and possibly to an even larg-
er extent to the raising of funds through the sale of Ger-
man securities, particularly bonds, to non-residents. It
has already been explained (page 23) how it is possible
to “create” non-resident quotas under which German
securities were sold to non-residents; the amount in-
volved so far this year probably runs into the billions.

Besides the statistically unclassifiable, legal and illegal
capital imports, there is evidence that a certain (relatively
small) part of the surplus in the balancing item should

2 More precise statistics on the external indebtedness of enterprises are
not as yet available in Germany, mainly because of a lack of adequate
data on financial transactions in connection with the supply of goods and
the rendering of services (= trade credits) (see also: Monthly Report of
the Deutsche Bundesbank, Vol. 25, No. 9, September 1973, page 40).

Monetary reserves of the Deutsche Bundesbank

Millions of Deutsche Mark

1973
Changes (+: increase of
assets, decrease of
liabilities) Position
on
item Sep. Oct. Nov. Nov. 30
A. Reserve assets, total + 5151 — 944 — 2,219 98,194
Gold — — — 14,001
U.S. dollars + 1,021 + 1,957 | — 461 70,606
Other foreign exchange
balances + 183 — 156 — 16 203
German reserve position
in IMF and special
drawing rights + 13| — 161 + 2,669 8,834
(a) Drawing rights within
gold tranche + 13| — 161} + 566 4,146
(b) Special drawing rights
allocated — — — 1,855
(c) Special drawing rights
acquired — —1| + 2,103 2,833
Claims on European
Fund (FECOM) 1 + 3,952 | — 2,084 | — 4,652 —_
Medium-term claims on
the United States arising
from foreign exchange
offset agreements —| — 500 — 1,836
IBRD obligations + 12 — — 2,473
Other reserve assets — —{ + 4 241
B. External liabllities, total — 10| + 15¢| — 183 3,231
Liabilities to foreign
central banks — 21 + 180 + 219 2,167
Liabilities to European
Fund (FECOM} 1 — —] — 555 555
Other external liabilities — 89| — 31| + 153 508
C. Net monetary reserves + 5041 — 785 — 2,402 94,963

1 Excluding transactions with the EEC non-member countries Norway
and Sweden, which as participants in the European joint float settle
their claims and liabilities direct with their partners and not through the
European Fund (FECOM = Fonds Européen de Coopération Monétaire).
Claims on the Fund result from interventions within the framework of
the joint float, i. e. from foreign exchange purchases of the Bundesbank
and Deutsche Mark sales of foreign central banks; according to the
agreed procedure, the balances are as a rule settled at the end of the
month following the intervention.

be included in the current account. In other words, the
surplus on current account may in fact have been some-
what larger than is shown by the statistics. Furthermore,
a certain basic amount of the balancing item is probably
atiributable to differences in valuation, which are of
special consequence in the event of major alterations
in exchange rates. Mistakes in the timing of foreign ex-
change movements on the one hand and transactions
on current and capital accounts on the other may also
play a part.

Monetary reserves

The Bundesbank’s monetary reserves, which had de-
creased by DM 1.6 billion in August in reaction to the
inflows of June and early July (at the height of which the
Deutsche Mark was revalued by 5.5 % against the special
drawing right), grew by DM 5 billion during the monetary
unrest of September. At that time the Bundesbank had
to intervene mainly in support of the French franc, as had



the French central bank itself. Because of the restrictive
monetary measures quickly taken by France, the situa-
tion on the foreign exchange markets soon calmed down
and the rates of the currencies linked under the joint
float could be maintained, with the exception of that of
the Netherlands guilder, which was revalued by 5%. In
October the foreign exchange markets remained quiet
despite the Middle East War. The Bundesbank neither
supported the U.S. dollar nor had to intervene in support
of the rate of the currencies of the countries participating
in the joint float. As a result of other transactions, the
Bundesbank’s net monetary reserves decreased by DM
0.8 billion.

The movement of exchange rates in November, which
at times made the Deutsche Mark the weakest among the
jointly floating currencies, was accompanied by cor-
responding outflows of foreign exchange from Germany.
The Bundesbank’s monetary reserves decreased by a
further DM 2.4 billion in November, DM 1.3 billion of
which was accounted for by interventions within the
framework of the joint float: the Bundesbank sold DM
0.5 billion of floating currencies, whereas other countries
taking part in the float acquired DM 0.8 billion of Deut-
sche Mark on the exchange markets. The remaining
reserve losses were mainly from the sale of dollars by the
Bundesbank.

At the end of November the Bundesbank’s claims on the
European Fund were settled. They had arisen from
earlier interventions on behalf of other currencies in-
volved in the joint float, especially the French franc.
The settlement, which amounted to DM 4.3 billion, was
effected by transferring special drawing rights (DM 2.1
billion) and IMF positions (DM 0.6 billion), crediting dol-
lars (DM 1.4 billion), and transferring Deutsche Mark
balances (DM 0.2 billion). This settlement of earlier inter-
ventions simply changed the composition of the Bundes-
bank’s monetary reserves. The Bundesbank’s entire net
monetary reserves amounted to DM 95 billion at the end
of November, including DM 70.6 billion of dollar bal-
ances, DM 14.0 billion of gold holdings, DM 4.7 billion
of special drawing rights and DM 4.1 billion of drawing
rights in the international Monetary Fund.
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Money and credit
Monetary policy and the creation of central bank money

During the autumn months the Bundesbank in principle
continued the restrictive monetary policy it had pursued
since the spring. In the period under review banks
still had no significant free liquid reserves which they
might have converted into central bank money. The Bun-
desbank’s aim was to make available to them — while
making due allowance for the seasonal fluctuations to
be expected in the demand for central bank funds —
so little additional central bank money that banks would
be compelled notably to restrain the extension of their
balance sheets. Admittedly, the Bundesbank was not
always in a position fully to control the creation of cen-
tral bank money. In the second half of September it was
obliged, under the European agreements on fixed ex-
change rates within narrow margins, to purchase DM
4.7 billion of foreign exchange, i.e. to create this amount
of central bank money involuntarily. If these foreign ex-
change purchases were accompanied by an increase
in banks’ reserve-carrying external liabilities, the central
bank money thus created was automatically tied up by
the minimum reserve on external liabilities. If this was
not the case, the unintentionally created central bank
money had to be absorbed in some other way. Such an
operation, however, brings an element of uncertainty
into the control of central bank money, since it cannot
be foreseen exactly how great the “automatic tying-up”
will be. If the Bundesbank absorbs too little, conditions
on the money markets — led by the day-to-day money
market — will ease, which in the long run would be
bound to affect monetary developments; if, conversely,
the Bundesbank absorbs too much, the result is extreme
interest rate movements on the interbank money market,
as the banks find it difficult to comply with the minimum
reserve requirement. Contrary to variously reported as-
sumptions, the Bundesbank skimmed off too littie rather
than too much central bank money by the measures
taken on October 4. It lowered the ceiling for recourse
to rediscount quotas, which had been 60% since Feb-
ruary 1973, in a manner based on size categories:
for the larger banks (those with capital and reserves
totalling more than DM 100 million) to 45%, and for
banks with capital and reserves totalling more than DM
50 million but not more than DM 100 million to 55 %,
while the ceiling for smaller institutions remained un-
changed at 60%. All in all, banks were thus deprived
of DM 1.3 billion. In addition, the Bundesbank reduced
the basic amount for determining the growth of reserve-
carrying external liabilities by 15% as from Octaober,
which caused the required reserve to rise by DM 0.7 bit-
lion. The 3% increase in reserve ratios for residents’
sight and time deposits did not become effective until
November; it alone tied up another DM 0.9 billion.

All these measures failed to prevent the day-to-day
money market, which already in September — after initial
tightness — had been extremely liquid owing to ex-

Principal determinants of bank liquidity
September to November 1973

Cumulative changes based on monthly averages
of the four bank week return dates

1. Increase in liquidity due to market factors

Net inflow of
foreign exchange

Currency

Net balances of central and
regiona!l authorities

Other influences
2. Neutralisation by credit policy
Minimum reserve requirement

Net lowering of ceiling for
recourse to rediscount quotas

Open market §
operations 1)

3. Hardly changed bank liquidity

Decline of free liquid reserves

+ 1.0 +15

L i
— 05 0 + 0.5
Billions of Deutsche Mark

L
—1.0

1) Balance of transactions in domestic money market paper with non-banks,

in long-term securities and "N” paper with banks, and of open market trans-
actions under repurchase agreement, open market transactions in 5 or

10-day Treasury bills and special jombard credit. BBk

change inflows, from easing again from the middle of
October. As in August, the Bundesbank then for a few
days offered five-day and ten-day Treasury bills at rates
of 63/4% and 7%, in order to stop the money market
rate dropping further, at least up to the end of the month.
It was not until November, when outfiows of foreign ex-
change were more pronounced — they amounted to DM
3.5 billion between October 25 and end-November —
that central bank money became very scarce (in the
second half of the month) and day-to-day money rates
rose. The Bundesbank made allowance for this situation
by accepting bills of exchange in open market transac-
tions at a market rate of 11% (the banks undertaking to
repurchase such paper after ten days); in addition, it de-
clared its readiness to grant the banks special lombard
credit at an interest rate of 13 %. Both facilities can be
revoked at any time; it was not considered necessary to
limit them in amount, because the interest rates involved
make it unlikely that they will stimulate banks’ propensity
to lend. Incidentally, when the Bundesbank does with-
draw the facility, the special lombard credit is repayable
not later than the following day. Finally, to offset the
liquidity-reducing effect of foreign exchange ouiflows,
the Bundesbank raised the limit for banks’ recourse to
rediscount quotas by 15% across the board as from
November 30.

However, the foreign exchange flows have not been the
only movements to influence banks’ central bank money



holdings in alternating directions in recent months. The
central and regional public authorities likewise caused
massive movements, chiefly as a result of the pattern
of tax payment dates; between September and November
they deprived banks of DM 0.3 billion (net) of central
bank money. The drain of liquidity in September (when
major tax payments fell due) came to DM 3.0 billion,
while in November the seasonal payments to be made
at the end of the year brought a reflux of DM 3.3 billion
into the banking system. These movements include the
funds added by the Federal and Lander Governments to
the special deposits with the Bundesbank which they
are building up under the stability programmes (in the
period under review about DM 1.8 billion, including roughly
DM 400 million of stability loan, DM 500 million from the
immobilisation of additional tax receipts, and roughly DM
900 million of revenue from the stability surcharge and in-
vestment tax). Currency in circulation, which diminished
after the holiday season thus setting free a certain
amount of central bank money, went up again in Novem-
ber. Moreover, the Bundesbank mopped up central bank
money through open market transactions with non-banks
and in paper not included in the market regulation ar-
rangements (known as “N” paper) with banks (DM 1.5
billion). Its principal partners in such transactions were
the social insurance institutions of the Lander, the Fed-
eral Labour Office at Nuremberg and the Federal Post
Office. In addition, during the easier phase on the money
market in mid-October banks, too, bought “N”paper,
which cannot be returned to the Bundesbank prior to
maturity. On the other hand, the required reserve has
increased relatively little in recent months, growing from
DM 52.9 billion in August to DM 53.6 billion in November.
True, as mentioned before, the ratios for residents’ sight
and time deposits were raised, while the growth of do-~
mestic liabilities, and particularly that of time deposits,
also augmented the minimum reserve; but the steady
reduction of banks’ external liabilities released roughly
DM 1.1 billion in spite of the lowering of the basic amount
for calculating the growth reserve. In November, just as
in August, banks thus had very few free liquid reserves
at their disposal. Of the total of DM 2.1 billion, DM 1.2
billion, on monthly average, was accounted for by un-
used rediscount quotas and DM 0.9 billion by domestic
money market bills (prime bankers’ acceptances; bills
under Limit B, the rediscount line of the Export Credit
Company; Storage Agency bills).

Monetary analysis

Monetary expansion, which had slowed down distinctly
during the summer months, has picked up since the be-
ginning of September. Seasonaily adjusted, the money
stock (currency and sight deposits = M) increased in
September and October (by DM 1.7 billion), after having
declined continually between end-March and end-August
(by DM 9.9 billion). Time deposits with maturities of less
than four years (quasi-money) continued to grow ex-

Bank liquidity *

DM bllllon; changes during perlod, based on monthly averages
of the four bank week return dates

1973
Sep./
Item Sep. Oct. Nov. pe | Nov. pe
I. Market factors
1. Currency
(increase: —) + 0.1 + 0.6 — 05 + 0.2
2. Net balances of non-
banks with Bundesbank
{increase: —) — 29 — 0.4 + 3.1 — 0.2
Federal and Lander
Governments, Equalisa-
tion of Burdens Fund — 3.0 — 0.6 + 3.3 — 03
of which
Special deposits 1 — 0.5 — 08 — 0.5 — 1.8
Post Office, ERP, other + 0.1 + 0.2 — 0.2 + 0.4
3. Public authorities’
money market indebted-
ness to banks and Bun-
desbank (increase: +) + 0.0 — 0.1 — 0.2 — 0.3
4. Net foreign exchange
reserves of Bundesbank
(increase: +) + 1.0 + 2.8 — 1.7 + 21
5. Other factors — 0.0 — 0.1 — 05 — 05
Total — 17 + 2.9 + 02 + 1.4
1. Credit policy factors
1. Minimu&n l;egen{(e )
required of banks
(increase: —) + 1.1 — 1.4 — 0.4 — 0.7

2. Cash deposit
(increase: —)

3. Open market opera-
tions 3 (purchases by
Bundesbank: +) — 0.6 — 03

4. Open market operations
with repurchase under-
taking {purchases by
Bundesbank: +) — 0.1 — 0.7 + 0.5

5. Open market opera-
tions in 5/10-day
Treasury bills (sales
by Bundesbank: —) + 1.8 — 0.0 + 0.0 + 1.8

6. Special lombard credit
(increase: +) — — + 0.1 + 0.1
7. Change in rediscount
quotas — — 1.2 + 0.2

8. Change in “warning
mark” for lombard credit — — —_ —

— 0.6 — 15

— 0.3

Total + 2.2 — 3.6 — 0.2

I1l. Rise (+) or decline (—)
in bank liquidity
(I plus 1) = change in
free liquid reserves + 0.5 — 0.7 0.0 — 0.2
1. Excess balances 4 + 07 — 0.2 — 0.8 — 0.3

2. Domestic money market
paper — 0.2 + 0.1 + 01
3. Unused rediscount
quotas + 041 — 0.6 + 0.7 + 0.2

4. Scope for lombard
credit — — — —

+

0.0

I+

IV. Banks' free liquid Aug. __|Sep. | Oct. Nov. pe
reserves 2 2.3 2.8 2.1 241
1. Excess balances 4, § 0.3 1.0 0.8 — 0.0

2. Domestic money market
paper 0.9 0.7 0.8 0.9
3. Unused rediscount
quotas 14 1.1 0.6 1.2

4. Scope for lombard
credit — — — -

* Discrepancies in the totals are due to rounding. — 1 Anticyclical
reserve, stability surcharge, investment tax, immobilisation of tax
receipts and stability loan. — 2 Excluding Federal Post Office. — 3 Trans-
actions in domestic money market paper and long-term securities. Ex-
cluding transactions with banks in paper which the Bundesbank has
agreed to repurchase before maturity; such paper is reflected in Ill; ex-
cluding transactions contained in items Il, 4 and 5. — 4 Difference be-
tween minimum reserve requirement and banks’ total central bank
balances. — 5 Regarding the minus sign, the central bank balances may
fall short of the minimum reserve requirement on the average of the
return dates, but such shortfalls are not permissible on daily averages. —
pe Partly estimated.
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Principal bank liabilities
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tremely fast — by roughly DM 25 billion since the end of
March. Money stock and quasi-money combined (My)
thus again grew at an accelerated pace. Seasonally ad-
justed and expressed as an annual rate, they mounted
by 16.5% between August and October, compared with
11.7% in the preceding three months. At the end of
October My was 17.8% higher and M; slightly (0.3 %)
lower than a year before.

Since last spring, when the restrictive policy was made
more stringent, two main tendencies in the develop-
ment of the monetary aggregates have emerged: slower
growth of bank balance sheets and unusually marked
shifts among the various types of bank liabilities. The
items having the greatest bearing on monetary ex-
pansion, viz., lending to domestic non-banks and net
external claims of the banking system, rose by altogether
DM 24 billion between May and July. From August to
October this rate of expansion, taken as a whole, roughly

continued. True, considerable amounts flowed in from
abroad, but credit expansion remained on a lower level
than in 1972. |f the two factors are combined, an ex-
pansion of about DM 22 billion results.

The unusual shifts among bank liabilities, which slowed
the growth of My and intensified that of M2, have likewise
continued until quite recently. The difficulties banks
have been encountering since the spring in procuring
money have pushed up the rates forinterbank money and,
above all, for time deposits; for the latter, interest rates
are usually agreed upon individually, so that owing to
competition genuine “scarcity prices” have been form-
ing. Time deposits, therefore, have had a strong attrac-
tion not only for holders of the virtually non-interest-
bearing sight deposits but also for holders of savings
deposits, interest rates on which proved to be extremely
rigid. For several months in succession withdrawals
from savings accounts far outweighed inpayments, a
phenomenon that had never before been observed in the
Federal Republic of Germany in such pronounced form.
Savings also seem to have been switched into invest-
ments other than time deposits, especially into other
forms of monetary capital formation. Sales of banks’
bearer bonds as well as of bank savings bonds were
considerably larger than in earlier years. It need not
be emphasised that shifts among bank liabilities of the
magnitude recorded in the course of this year make it
extremely difficult to assess the influence of monetary
trends on the goods sphere.

Specifically, credit granted by the monthly reporting
banks and the Bundesbank together (including credit
extended by acquiring securities) to domestic non-banks
between August and October 1973 rose by DM 15.1 bil-
lion, which was about a quarter (DM 5.5 billion) less than
a year before (DM 20.6 billion). At the end of October the
overall volume of credit was 11.7% up on the year;
around the middle of the year the corresponding growth
rate had been about 13%. The private sector and public
authorities both had less recourse to bank loans. Bank
lending to domestic enterprises and individuals (includ-
ing loans to the Railways and Post Office, but excluding
credit granted through the acquisition of securities)
mounted by DM 12.5 billion between end-July and end-
October, against DM 17.8 billion a year earlier. It is note-
worthy that medium-term loans, which had been growing
at an accelerated pace since the autumn of 1972, de-
clined during the period under review, in fact by almost
DM 0.4 billion; in the corresponding months of last year
they had increased by about DM 3.9 billion. At DM 9.6
billion, banks’ long-term lending to enterprises and in-
dividuals likewise grew rather less than a year before
(DM 10.5 billion). By contrast, the increase in short-term
lending to trade and industry hardly slackened; between
the end of July and the end of October it rose by DM
3.3 billion, which was only DM 0.1 billion less than in the
same period of 1972 (DM 3.4 billion).



The money stock and its determinants *
Billlons of Deulsche Mark; Increase; +
Aug./
Item Year Aug. Sep. | Oct. Qot.
Bank lending, total 1973 + 47 + 79| + 25 +151
1972 + 43| +105| + 58[ +20.6
Deutsche Bundesbank 1973 — 02| — 01| — 00| — 03
1972 — 01| + 02| 4+ 01| + 0.1
Banks 1973 + 48| + 80| + 25| +15.4
1972 + 44! +10.3| + 57| +205
to
Enterprises and 1973 + 45 + 7.3 + 1.1 +12.9
individuals 1972 + 36| + 94 46| +17.7
of which
short-term lending 1973 + 05| + 54| — 26| + 33
1972 — 18| + 50| + 01| + 3.4
medium and long- 1973 +37) + 21 + 34| + 92
term lending 1972 + 52| + 45| + 46| +144
Public authorities 1973 + 04| + 07| + 1.4] + 25
1972 + 08| +1.0] +11| + 28
Net external claims of the 1973 + 01| + 40| + 33| +74
banks and Bundesbank 1972 + 12| — 09| — 10| — 07
Monetary capital formation, 1973 + 41| + 13| + 51| +106
total 1972 + 41| + 33| + 40! +11.5
Deutsche Bundesbank 1973 + 03] +01) + 01| + 05
(proceeds of stability [oan) 1972 — — J —
Banks 1973 + 39| + 12| + 50| +10.0
1972 + 41| + 33| + 40| +11.5
of which
Savings deposits 1973 — 08| — 03| +1.0] — 01
1972 + 16 + 11| + 21| + 48
Bank savings bonds 1973 + 05| + 04 + 04} + 13
1972 + 03| + 02 + 02} + 0.8
Time deposits 1 1973 + 14| + 05| + 1.0} + 29
1972 + 09| + 06| + 05 + 2.0
Bank bonds outstanding 1973 + 27| 4+ 05| + 25| + 57
1972 + 1.0 + 12| + 1.0} + 3.2
Central bank deposits 1973 — 06} + 47| —33| + 08
of public authorities 2 1972 — 07| + 32 —1.2] + 13
Other influences 1973 + 15 —6.1| — 00| — 46
1972 — 11| — 36| + 05| — 4.2
Money and quasi- 1973 + 271 — 02| + 40| + 6.4
money = M: 1972 + 10| — 05| + 25| + 3.0
Money stock = M 1973 — 41| + 03 — 08| — 4.6
1972 — 11| +05{ + 02| —04
Quasi-money 1973 + 69| — 08| + 48] +111
1972 + 21| —11) + 23} + 3.3
* Discrepancies in the totals are due to rounding. — 1 Excluding time
deposits of less than four years (= quasi-money). — 2 Excluding pro-
ceeds of stability lean.

Consumer credits, which are a constituent of lending to
enterprises and individuals, mounted by DM 0.3 billion in
the third quarter of 1973 (more recent figures are not yet
available), and thus much more slowly than in the same
quarter of 1972 (DM 2.1 billion). Obviously, the high
interest rates tended to curb the raising of medium-sized
personal loans and other forms of consumer credit. On
the other hand, the Bundesbank’s restrictive policy had
no repercussions on lending by building and loan asso-
ciations. In the third quarter of 1973 these associations
stepped up their building loans by DM 3.1 billion, or by
DM 1.1 billion more than in the same period of 1972
(DM 2 billion). The assurances of finance given by build-
ing and loan associations also totalled about 10% more
than in the corresponding period of last year, whereas
the total of housing mortgage loans promised by mort-
gage banks and savings banks ran considerably (43 %)
lower than between July and September 1972.

Lending by the banking system (banks and Bundesbank)
to domestic public authorities (excluding the acquisition
of securities) mounted by DM 1.9 billion between end-
July and end-October 1973, against DM 2.7 billion a year
before. It was exclusively long-term lending that went
up (by DM 2.3 billion, compared with DM 2.6 billion). The
principal borrowers were local authorities and their
associations.

Despite the tight liquidity position, banks’ security hold-
ings increased quite substantially in the past three
months, in fact by DM 1.8 billion between end-July and
end-October, against DM 0.4 billion in the preceding
three-month period, but DM 1.5 billion between August
and October 1972. As usual, banks mainly acquired bank
bonds (DM 1 billion). Movements in banks’ holdings of
bank bonds do not immediately affect domestic credit
expansion but only the credit relations among banks,
the so-called interbank indebtedness. Nevertheless, this
factor is of significance because, amongst other things,
it strengthens the liquidity basis for the long-term credit
operations of mortgage banks and central giro institu-
tions, which likewise issue such paper on a fairly large
scale. In contrast to preceding months, banks also
bought domestic public authority bonds. Domestic equi-
ties, industrial bonds and foreign securities were pur-
chased as well.

As mentioned before, the inflow of foreign exchange to
domestic non-banks in September and October — unlike
August — was very marked. The net external claims of
the banks and Bundesbank, the growth of which reflects
the inflow of funds to the business community, increased
by no less than DM 7.4 billion between August and Octo-
ber 1973; this was not quite as much as in the preceding
three months, but in the comparable period of last year
(end-July to end-October 1972) the banking system’s
net external claims had not risen at all, but rather had
dropped by DM 0.7 billion. During the period under re-
view the growth of the net external claims of the banks
(including Bundesbank) was partly due to speculative
inflows; in addition, there were fairly large surpluses on
current account, especially in October (for details, see
“Balance of payments”).

Monetary capital formation with banks, which tends to
restrain the growth of the money stock, was relatively
great between August and October 1973. On aggregate,
savings deposits and funds placed for longer terms with
banks (including capital and reserves, but excluding
time deposits with maturities of less than four years)
mounted in the period under review by DM 10 billion,
which was DM 1.8 billion more than in the preceding
three months (DM 8.3 billion). Admittedly, the inflow to
savings deposits and from the sale of bank savings
bonds was again far smaller than a year earlier (DM 1.2
billion against DM 5.6 billion between end-July and end-
October 1972). Savings deposits alone actually declined
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slightly (by DM 0.1 billion). To some extent this trend
was due to the fact that savers applied their funds to
other forms of investment in order to obtain higher in-
terest. It may also have been of importance that house-
holds repaid credits before maturity, drawing on their
savings balances, owing to the steep increase in lending
rates. In October the drop in savings deposits came to
a halt, with balances on savings accounts rising by DM
1 billion. However, the sluggish inflow of savings was
partly offset for the banks by other forms of monetary
capital formation. Thus, banks’ sales of bank bonds to
domestic non-banks (households, enterprises and in-
stitutional investors) in the period under review, at DM
5.7 billion, were roughly three quarters higher than dur-
ing the same period of 1972 (DM 3.2 billion); between
May and July domestic non-banks acquired as much as
DM 7 billion of bank bonds (May to July 1972: DM 4.1
billion), at the same time strongly reducing their savings
deposits (by DM 3.5 billion). Time deposits with maturi-
ties of four years and over likewise grew during the
period under review, by DM 2.9 billion against DM 2 bil-
lion a year before. DM 1.3 billion of this growth was
accounted for by the private sector and DM 1.6 billion
by the public sector.

Bank interest rates

As shown by the Bundesbank’s quarterly interest rate
survey,! the interest rates charged and paid in new bank
business in November were higher than those recorded
in the August survey, both in short-term credit business
and in the case of time deposits. In banks’ long-term
credit business, on the other hand, interest rates
dropped slightly.

For discount credits (bills of DM 5,000 to under DM
20,000 eligible for rediscount at the Bundesbank) banks
charged an average? of 13.2% in November, or 0.8 per-
centage point more than in August. The most frequently
paid interest rates were about 6 to 7 percentage points
above the Bundesbank’s discount rate. Thus, the cost
of discount credit has not risen more than that of credit
in current account in recent months. In the latter cate-
gory an average of 14.0% was charged for amounts of
less than DM 1 million in mid-November; this was like-
wise 0.8 percentage point more than in August. Interest
rates for credits of DM 1 million and more were raised
more strongly, the rates recorded averaging 13.6 %, or
1.2 percentage points more than in August (12.4%). The
steeper rise seems to be mainly attributable to the reduc-
tion of special terms. In November the average effective
interest rate on mortgage loans secured by residential
real estate, at 10.4%, ran slightly below the August rate
of 10.5%. An average of 11.1% was paid by banks on
time deposits of less than DM 1 million; this was 0.4 per-
centage point more than in August. Interest rates for
savings deposits and bank savings bonds have hardly
changed since the middle of the year, according to the

1 The interest rate survey was carried out among 455 banks between
November 12 and 23, 1973.

2 Average interest rates are unweighted arithmetical means; extreme
rates (the highest and lowest 5% of the rates reported) are left out of
account.

survey. But in recent months banks have frequently
granted their customers, in addition to the interest on
savings deposits, temporary bonuses which are not taken
into account in the reports (much as in the case of in-
cidental credit costs), so that to this extent the interest
rate survey does not present a complete picture.

Security markets
Bond market

On the bond market the demand for bonds has picked up
distinctly, though by no means uniformly, in recent
months. Brief periods of buoyancy have alternated with
phases in which prices remained unchanged or even
declined somewhat. The result has been that capital
interest rates have dropped in several stages, the daily
calculated yield at present being around 9.6%, com-
pared with an end-July peak of 10.2%. This fall in inter-
est rates was not, however, a consequence of any re-
laxation of the restrictive policy. As described in detail
on page 28, the course of monetary policy has not
changed in recent months. But the fact that investors
were no longer expecting monetary policy to be tight-
ened was sufficient to provoke a change in mood on the
bond market. High-interest-bearing bonds now appeared
a rather attractive investment, entailing little price risk
but bringing the almost certain prospect of an eventual
price gain. Between August and October, sales of do-
mestic bonds reached a total of DM 8.5 billion net (mar-
ket value), after taking account of a reduction of DM
650 million in issuers’ own holdings. Between May and
July, on the other hand, net sales had come to DM 6.8
billion, and between August and October 1972 to only
DM 5.6 billion.

The greater demand could be met on the market only at
increasing prices, since the principal issuers, the mort-
gage banks, again showed restraint, as in the summer
months. Far fewer mortgage bonds, in particular, were
on offer, because on the lending side private and public
mortgage banks found that demand for housing loans
was distinctly lower owing to the high level of interest
rates. Between August and October just on DM 0.9 bil-
lion (net) of mortgage bonds were sold, and thus only
slightly more than in the period from May to July, when
demand for securities had been appreciably smaller.
Between the beginning of August and the end of October
1972 DM 1.5 billion of mortgage bonds had been sold.
By contrast, the relatively high level of nominal interest
rates apparently made less impression on public authori-
ties, as their credit demand enabled mortgage banks to
sell an increasing amount of communal bonds; such
sales rose from DM 1.1 billion net between May and July
1973 to DM 1.7 billion between August and October
(against DM 1.9 billion in the same months of 1972).



Sales and purchases of bonds

Millions of Deutsche Mark

Sales
Domestic bonds 1
Public
Indus- author- | Foreign
Bank trial ity bonds
Perlod Total bonds bonds bonds 2
May to July 1973 6,787 7,214 — 131 — 205 29
1972 9,147 7,467 119 1,561 | — 1,126
August 1973 3,874 3,103 — 34 805 10
1972 2,250 1,883 69 208 | — 494
September 1973 840 844 — 40 B| — 1
1972 1,900 1,803 - 29 126 — 188
October 1973 p 3,819 2,485 — 37 1,371 39
1972 1,494 993 - 4 5421 — 94
Aug. to Oct. 1973 p 8,533 6,432 — 111 2,211 48
1972 5,644 4,679 - 0 966 — 776
Purchases
Resident buyers 3
Foreign
Bundes- | Non~ buyers
Total Banks bank banks
May to July 1973 6,556 256 — 2 6,302 260
1972 4,967 840 — 169 4,296 3,054
August 1973 3,886 727 —_ 3,159 | — 2
1972 1,916 587 — 8 1,337 | — 160
September 1973 937 494 — 4431 — 98
1972 1,899 e — 22 1,006| — 187
October 1973 p 3,850 512 —_ 3,338 8
1972 1,545 34 - 17 1,528 — 145
Aug. to Oct. 1973 p 8,673 1,733 —_ 6,940 | — 92
1972 5,360 1,537 — 47 3,870 — 492

1 Net sales at market values plus/less changes in issuers’ holdings of
own bonds. — 2 Net purchases (+) or net sales (—) of foreign bonds by
residents. — 3 Domestic and foreign bonds. — 4 Net purchases (+)

or net sales (—) of domestic bonds by foreigners. — p Provisional.

Central giro institutions, which sold particularly many
“other” bank bonds (occasionally very short-dated ones)
between May and July, when other issuers preferred to
keep off the market, have remained the principal sup-
pliers of securities in recent months. In absolute amount,
however, sales of such paper have declined, mainly no
doubt because the central giro institutions are no longer
in urgent need of funds, as they were in the first few
months of the more stringent monetary policy, when
large amounts of interbank money were withdrawn from
these institutions. Another important factor seems to
have been that in the meantime the issuing institutions
had given the Bundesbank assurances that they would
not issue any more collective documents for the total
amount of an issue, which — as they are not subject to
coupon tax — very easily found their way to foreign
investors. Altogether, central giro institutions sold DM
3.6 billion (net) of “other” bank bonds between August
and October, compared with DM 5.0 billion between May
and July, and only DM 1.2 billion in the corresponding
period of 1972.

Sales of public authority bonds, on the other hand, have
grown strongly in recent months. Whereas from May to
July redemptions of such paper outweighed simulta-
neous gross sales by roughly DM 300 million, from the
beginning of August to end-October DM 2.2 billion (net)

of public authority bonds were sold. Admittedly, only
part of these sales were for the purpose of raising funds
to meet financial requirements; in addition, the Federal
Government supported the Bundesbank's restrictive
policy by issuing a further DM 250 million tranche of the
loan to absorb liquidity and purchasing power. The loan
was assigned to the Bundesbank for it to place directly
on the market in the course of its open market opera-
tions. Parts of other loan issues of the Federal Govern-
ment, Railways and Post Office were likewise placed at
the disposal of the Bundesbank for it to offer on the
open market. Whereas public authority bonds in general
sold fairly well, investors showed little interest in the
Federal savings bonds issued regularly by the Federal
Government. Between August and October only DM 110
million (gross) of such bonds were sold, while repur-
chases amounted to DM 740 million, so that the amount
outstanding declined by DM 630 million (to DM 3.1 bil-
lion) during that period. Sales did not pick up until the
end of October, when new Federal savings bonds were
issued with an average yield raised to 9 or 9.2%. No
industrial bonds have been issued in the past three
months, so that the outstanding amount of such paper
has decreased by DM 110 million owing to redemptions.

Foreign jssuers have issued few Deutsche Mark bonds
in recent months. Between August and October only five
issues were launched, totalling DM 450 million gross,
against DM 1.4 billion in the preceding three months and
over DM 1 billion in the same period of 1972. As usual,
almost all the newly issued foreign Deutsche Mark bonds
were sold to foreigners, Germans buying only small
amounts of such paper. It appears, however, that for-
eigners have increasingly lost interest in foreign Deut-
sche Mark bonds now that the dollar has substantially
recovered from its July low and the rate of the Deutsche
Mark has gone down. At the present time, therefore, it is
hardly possible to sell new foreign Deutsche Mark bonds.
As, moreover, foreigners were evidently endeavouring
to run down their holdings of foreign Deutsche Mark
bonds and to switch over to higher-interest-bearing dol-
lar bonds (which also offered a prospect of a gain in
price), the market prices of foreign Deutsche Mark bonds
dropped considerably. The yield on foreign Deutsche
Mark bonds in circulation, which — with fluctuations —
had risen from 8% at the end of July to 8.3 % at the end
of October, thereafter climbed at a faster pace to 9.9%
at the beginning of December. It thus not only drew level
with, but even overtook (by 0.9 percentage point), the
yield on Euro-dollar bonds (9.0%3 at the beginning of
December).

As for some time, domestic non-banks were the principal
buyers of domestic and foreign bonds. Between August
and October they acquired DM 6.9 billion of fixed interest
securities; this was over DM 0.6 billion more than in the
period from May to July this year and DM 3.1 billion
more than in the same period of 1972. The most impor-
3 The weighted average yield on about 70 selected Euro-dollar bond

issues with maximum remalining periods to maturity of 7 to 15 years
traded on the Luxembourg stock exchange.
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tant group of buyers among the non-banks in the period
under review again appears to have been househoids.
Among the institutional investors, according to the data
so far available, insurance institutions reduced their
bond purchases. Private insurance enterprises acquired
DM 0.6 billion of fixed interest securities in the third
quarter, against DM 0.9 billion in the preceding three

months. Purchases by social security funds declined
even more: they acquired just on DM 0.1 billion of bonds
in the third quarter, compared with over DM 0.4 billion
in the period from April to June. By contrast, German
investment companies built up their holdings of domes-
tic bonds (measured by fund assets)* by nearly DM 0.7
billion, whereas they had fallen by about DM 0.2 billion
between May and July.

Banks, too, bought larger quantities of domestic and
foreign fixed interest securities. Between August and
October they acquired DM 1.7 billion of bonds, against
only DM 0.3 billion in the preceding three-month period
and DM 1.5 billion a year earlier.

The scale of foreigners’ purchases and sales on the
German bond market is difficult to assess at the present
time. The capital transactions statistics, according to
which foreigners sold roughly DM 90 million (net) of Ger-
man bonds between August and October 1973, are un-
likely to present an accurate picture, as they normally
do not show dealings that are on the brink of illegality.
It is striking that since the beginning of the year for-
eigners’ gross sales of German fixed interest securities
— by means of which it is possible to obtain a non-
resident quota for the acquisition of German securities —
have been perceptibly larger than in the comparable
months of 1972. After the introduction of separate non-
resident quotas for shares and bonds, foreigners’ sales
of bonds increased even further, particularly in October.
However, it may be assumed that a large proportion of
these transactions were foreign sales in appearance
only, being in reality sales from domestic holdings (“suit-
case transactions”, transfers of German security de-
posits to foreign banks). In all probability, foreigners
have on balance been buying German bonds until quite
recently; owing to the lack of statistical records, such
purchases are being included among the acquisitions of
bonds by domestic non-banks.

Share market

On the share market prices have dropped markedly in
recent weeks, after a short-lived recovery in October.
It was probably the cuts in oil production and supplies
which changed the basis for the valuation of shares. The
cuts caused uncertainty about future economic trends,
which in turn caused a world-wide fall in share prices.
An additional factor on the German stock exchange was
that speculation on a rise of the Deutsche Mark rate, which
had been present in latent form for quite a long time,
came to an end, with the result that foreigners began to
part with German equities. The index of share prices as
calculated by the Federal Statistical Office (December
31,1965 = 100), which had stood at 131 points on July 27
and climbed to 140 points on October 31, consequently
dropped to 124 points on December 7.

4 Changes in fund assets due to the daily new valuation have not been
eliminated.



All sections of the market were affected by the price
losses since the beginning of November; by far the
largest losses were suffered by the shares of department
stores and of industries which were badly hit by the oil
crisis (chemicals, road vehicle construction). Viewed
over a somewhat longer period, it was above all shares
of road vehicle construction firms that dropped in value.
Since July 27, 1973 they have lost 20% of their market
value, while the overall index fell by 5%. Above-aver-
age losses were recorded by department store shares
(11 %), mechanical engineering shares (10°%), shares of
the 1. G. Farben successors and coal-mining shares (7 %
each). The losses of iron and steel shares were smaller
(3%). Construction shares were just able to maintain
their end-July level. In a few sectors of the economy price
gains were reported; they amounted to 6% for gas and
electricity shares and to 3% for shares of commercial
banks and the electrical engineering industry.

In recent months there has been little recourse to the
share market. Between August and October issues of
domestic shares totalled DM 0.5 billion (market value),
compared with DM 1.6 billion in the preceding three
months and DM 1.5 billion a year earlier. On the other
hand, residents’ purchases of foreign equities, at DM 0.4
billion, were higher than in the previous three-month
period (DM 0.2 billion). They consisted entirely of trade
investments in foreign enterprises (DM 0.6 billion), where-
as in portfolio transactions in foreign shares and invest-
ment fund units sales outweighed purchases. All in ail,
sales of domestic and foreign equities came to DM 0.9
billion, against DM 1.8 billion in the preceding three
months and DM 1.6 billion between August and October
1972.

As had been the case for some time, domestic non-banks
were the principal group of buyers on the share market in
the three months under review. In that period they in-
vested DM 0.8 billion in domestic and foreign equities
(including foreign trade investments and investment fund
units). Banks built up their share holdings only slightly
— by DM 50 million. Foreigners acquired on balance DM
80 million of German shares, according to the capital
transactions statistics. This amount was made up of DM
0.2 billion of trade investments and DM 0.1 billion of
portfolio sales (including investment fund units). In com-
parison with the preceding three-month period (DM 0.8
biilion), foreign portfolio sales thus slowed down con-
siderably obviously as a consequence of the splitting oi
non-resident quotas as from July 20, 1973; since that
date it has not been possible to obtain non-resident
quotas for German bonds by selling German shares.

German investment funds (those open to the general
public) received slightly more funds (DM 250 million) in
the period under review than in the preceding three
months (DM 220 million); but between August and Ocio-
ber 1972 units to the value of DM 1.1 billion had been

sold.5 Only bond-based funds (DM 110 million, against
DM 50 million between May and July) and share-based
funds (DM 190 million, against DM 150 million) were able
to step up their sales, whereas the (open-end) real estate
funds suffered further losses. Their sales, which had
amounted to DM 260 million a year before, dropped to a
mere DM 20 million between May and July; between
August and October these funds had to take back DM
50 mitlion more units than they sold.

5 This involves additional receipts only in so far as the sales of units of
real estate funds are concerned; the sales proceeds of share-based and
bond-based funds are indirectly contained in the above-mentioned sales

and purchase figures for domestic and foreign bonds and shares to the
gxteéﬂ they have been used by the funds for the purchase of shares and
onds.
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Public finance
Central, regional and local authorities

Basic trends

Judging by the change in their financial balance, the
central and regional authorities had a contractive effect
on the income circulation in the third quarter. At DM
1.25 billion, seasonally adjusted, they achieved a con-
siderable cash surplus, after a small surplus in the
second quarter and a deficit of over DM 3 billion in the
first.! But if one deducts the receipts from the stability
surcharge and the investment tax, which derive from
special measures for influencing private demand and
are to be immobilised at the Bundesbank, the surplus
works out at little more than DM 0.5 billion; in other
words, the cash result of the central and regional author-
ities in the strict sense hardly improved in the third quar-
ter, in contrast to the second. Inclusion of the trend (as
deducible from the incomplete data) of the local authori-
ties, which, unlike the central and regional authorities,
continued to show deficits, would be unlikely to modify
this picture substantially. On the basis of the original
(i.e. not seasonally adjusted) figures, the central and
regional authorities’ surplus (including the special taxes
already mentioned) in the third quarter, at DM 2.75 bil-
lion,2 was much higher than a year earlier, and the local
authorities, too, probably had a more favourable cash
result than a year before.

Expenditure

Spending by the central, regional and local authorities
has again increased more rapidly since the middle of
the year. Whereas in the first six months overall expendi-
ture expanded relatively little, owing in part to the efforts
of the Federal and Lédnder Governments to manage their
budgets in a restrictive manner, considerably more funds
flowed out in the third quarter. The Federal and Lander
Governments increased their spending, seasonally ad-
justed, by an estimated 3% (corresponding to an annual
rate of 12%), whereas in the second quarter their ex-
penditure had actually been lower than in the first three
months (when, however, it had been strongly inflated by
the fact that in January the Federal Government made
large payments for 1972, principally to the Federal Rail-
ways). The growth of the expenditure of the Lander
Governments alone, however, has accelerated continu-
ously from quarter to quarter since the beginning of this
year; in the third quarter, seasonally adjusted, their
spending went up by about 5%. In contrast to this, Fed-
eral expenditure increased only a little from July to Sep-
tember. The Federal and Lander Governments’ cash ex-
penditure in the third quarter was 16% higher than a
year earlier {(compared with about 12% in the first six
months).3

Capital expenditure increased especially markedly in
the third quarter. After restraint had been exercised in

1 Seasonally adjusted data on the financial trends of the central, regional
and local authorities wer@ used in the article “The central, regional and
local authorities in the business cycles since 1967 (Monthly Report of
the Deutsche Bundesbank, Vol. 25, No. 11, November 1973, page 11); in
this Report seasonally adjusted quarterly figures are used for the first
time for the analysis of cash trends over the year,
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2 Including the local authorities’ share of the income taxes awaiting
tr%nlslfer by the L&nder Governments, the surplus amounted to over DM
3 billion.

3 Including the payments of the European Communities through the
Federal Government's account.




the first half of the year, Federal and Lander spending
on construction went up more steeply in the third quar-
ter. However, an even more important factor was that the
local authorities, which account for much the greater
part of this expenditure, also expanded their spending
on building more vigorously than before. On the other
hand, spending by the Federal and Lander Governments
on personnel increased only moderately in the third
quarter, at about 1.5%, seasonally adjusted, though it
should not be forgotten that in the scond quarter — pre-
sumably because many new employees were engaged
by the Lander Governments — it had risen sharply and
reached a very high level; in the third quarter it was
probably over 13 % up on the year.

Receipts

The seasonally adjusted receipts of the central, regional
and local authorities (for the moment excluding the
special taxes) also went up steeply in the third quarter —
about as steeply, in fact, as expenditure. The tax revenue
of these authorities (more than four fifths of their total
receipts) expanded in the third quarter by 3%, season-
ally adjusted, i.e. at an annual rate of 12%:; this was
distinctly faster than in the second quarter. Total reve-
nue from the income taxes again rose more rapidly. The
sharp increase in receipts from assessed taxes was par-
ticularly surprising: not only was there a larger inflow of
final payments for previous years, but advance payments
were also again adjusted markedly upwards. This is the
more remarkable as from September onwards the sta-
bility surcharge had to be paid on top of the increased
advance payments; it appears that this time the tax-
payers concerned were unable to escape a considerable
increase in their advance payments, as they did when
the anticyclical surcharge was levied. Revenue from
trade tax, which in the first six months had increased
much more quickly than the receipts from assessed in-
come tax and corporation tax combined, did not follow
the trend of revenue from these two assessed taxes in
the third quarter. The increase in wage tax yield was
also distinctly slower in the third quarter, although it
should be borne in mind that revenue had grown ex-
tremely steeply in the first six months, so that quite a
high level had been reached. Another factor that slowed
down the growth rate of overall tax revenue in the third
quarter was that the yield of the turnover taxes was 3%
lower than in the preceding quarter, in which it had also
declined in absolute terms after rising steeply at the
beginning of the year. One of the reasons was that retail
turnover, seasonally adjusted, was lower than in the
second quarter; another was that the sharp increase in
exports of goods resulted in the amounts refunded to
exporters being much larger than the amounts brought
in by import turnover tax — the tax levied on merchan-
dise imports. The rise in the yield of excise taxes and
customs duties was also less pronounced than in the
first half of the year, although the first additional receipts

Central, regional and local
authorities' tax revenue

Quarterly figures, seasonally adjusted, logarithmic scale
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due to the raising of petroleum tax accrued in the third
quarter.
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In addition to the tax revenue for the purpose of financ-
ing the budgets, the public authorities have since July
been receiving the above-mentioned special taxes levied
for reasons of anticyclical policy, namely the stability
surcharge and the investment tax. The tota! yield up to
the end of November amounted (according to the tax
statistics) to DM 1.1 billion, the greater part of which
(DM 0.9 billion) consisted of the stability surcharge on
income tax and corporation tax. Investment tax, which is
to be paid on capital goods ordered after May 8, 1973
at the time they are put into service, brought in only DM
0.2 billion owing to the long delivery periods, but the in-
flow of receipts now seems to be accelerating.

Indebtedness and cash reserves

In view of the large cash surpluses of the central and
regional authorities and the smaller deficits of the local
authorities in the third quarter, the debt of the central,
regional and local authorities went up much less sharply
than in the same period of 1972. Net borrowing (not
seasonally adjusted) totalled only DM 2.0 billion, com-
pared with DM 3.4 billion a year earlier. Just as a year
previously, it is true, the Federal Government borrowed
almost DM 0.3 billion net, but this sum inciudes the pro-
ceeds of further tranches of the “Loan to absorb liquid-
ity and purchasing power” issued in July and Septem-
ber and amounting to DM 0.9 billion; borrowing for the
purpose of financing the budget thus decreased by as
much as DM 0.6 billion. in the two following months,
however, the Federal Government's debt went up by
DM 1.8 billion. Net borrowing by the Lander Govern-
ments in the third quarter came to just under DM 0.4 bil-
lion, and was thus considerably below the level of the
same period of 1972 (DM 1 billion). The local authorities
(the only sector to show a deficit), likewise borrowed
less, at DM 1.4 billion, than a year earlier (DM 1.8 bil-
lion); this restraint was probably due on the one hand to
the favourable trend in receipts, and on the other hand
to the fact that the high level of interest rates seems to
have acted as a deterrent. The limits set by the Debt
Restriction Order will also have affected some of the
local authorities.

Besides direct loans from banks, which, at DM 1.5 bil-
lion, as usual made up the greater part of the credits
taken by the central, regional and local authorities,
issues of bonds were a very important factor in the third
quarter. Of the funds obtained in this way (DM 1.2 bil-
lion), just on DM 0.9 billion derived from the stability
loan, as already noted, and the Federal Government and
one of the L&nder Governments issued bonds for budget
financing purposes. On the other hand, the outstanding
total of Federal savings bonds decreased by almost DM
0.8 billion — and thus by even more than in the previous
quarter — because the interest on them was not very
attractive. There were no changes of note among the
other types of debt.

Indebtedness of central, regional
and local authorities *

Billlons of Deutsche Mark (Increase: +, decrease: —)

3rd quarter

Type of debt 1971 1972 1973

Book credits of Bundesbank — 0.28 — 0.31 —
Money market paper 1 -— — 0.01 -
Medium-term notes — 0N — 0.7 — 0.10
Federal savings bonds + 0.12 + 0.25 — 0.76
Bonds + 0.32 + 0.63 + 1.2
Bank advances + 3.08 + 2.47 + 1.53
Other debt 1 + 0.69 + 0.57 + 0.12
Total + 3.82 + 3.44 + 1.99

* Including Equalisation of Burdens Fund, ERP Special Fund and order
financing for German Public Works Corporation. — 1 For further analysis
see Table VII, 6 in the statistical section of this Report. — Discrepancies
in the totals are due to rounding.

The central and regional authorities’ cash balances at
the Bundesbank went up by no less than DM 4 billion in
the third quarter to over DM 16 billion; this meant that
public finance exerted severe pressure on bank liquid-
ity, thus assisting the Bundesbank's restrictive credit
policy. The measures adopted under the stability pro-
grammes made a major contribution to this end. Besides
the funds obtained by issuing further tranches of the
stability loan,* the Federal Government immobilised DM
0.6 billion of tax revenue at the Bundesbank in response
to a recommendation of the Fiscal Planning Council. On
the other hand, by the end of November only two Lander
Governments had paid just on DM 0.1 billion into ac-
counts specially opened at the Bundesbank for that
purpose. The Lénder Governments obviously prefer to
use their extra tax revenue to reduce their net borrow-
ing, an alternative suggested by the Fiscal Planning
Council in its recommendation. Less than DM 0.2 billion
of receipts from the “anticyclical” special taxes had
been paid into the appropriate special accounts by the
end of September, although according to the tax statis-
tics as much as DM 0.7 billion had been received. The
reason for the difference is that, upon payment, the
special taxes first pass into the current accounts of the
Federal and Lander Governments and in general are not
transferred to the special accounts until the following
month. The level of these accounts therefore does not
fully reflect the current withdrawal of funds from the tax
payers. (By the end of November almost another DM
0.8 billion had been paid into the accounts for the special
taxes, so that the total on these accounts amounted to
DM 0.9 billion at that time.)

Outlook until the end of the year

In the last quarter of 1973 the cash situation will probably
deteriorate distinctly. The deficits usual at this time of
year will therefore rise considerably. Although on the
one hand tax revenue will increase at a faster pace, on
the other hand expenditure will probably rise even more
4 DM 0.9 billion of such bonds were sold in the third quarter and a further
DM 0.1 billion in October, the proceeds being paid into a special account

at the Bundesbank. Thus DM 2.5 billion of the special credit allowance
of DM 4 billion provided for in the 1973 Budget Act has been used.



rapidly, particularly as the cuts made in the original
plans in order to help curb economic activity are likely
to be far exceeded by the extra expenditure which has
meanwhile turned out to be necessary. Besides a prob-
ably faster rate of capital spending, the increase in the
Christmas bonus for government employees (from two
thirds of a month’s salary to a full month’s pay) will be a
particularly significant item. Against these highly ex-
pansive influences from the budgets in the stricter
sense, there is the fact that in the last quarter the sta-
bility surcharge and the investment tax are expected to
yield about DM 1.5 billion, i.e. about DM 0.75 billion
more than in the third quarter. But even if these receipts
from the special taxes are taken into consideration, the
central, regional and local authorities will probably have
a strongly expansive effect on the income circulation
until the end of the year.

Over the year as a whole the deficits in the budgets of
the central, regional and local authorities — i.e. exclud-
ing the “anticyclical” special taxes — are likely to reach
a figure of at least DM 10 billion; this would be about
DM 2.5 billion less than in 1972.5 Although the prospec-
tive increase of about 12 to 13% in the expenditure of
the central, regional and local authorities is higher than
the 10.5% regarded by the Fiscal Planning Council in
September 1972 as the maximum acceptable rate — a
limit, by the way, at which the “cyclically neutral” frame-
work proposed by the Council of Economic Experts
would have been more or less realised — the central,
regional and local authorities will probably succeed in
keeping their borrowing below the ceiling of DM 13.5 bil-
lion¢ laid down in mid-1973. However, this will be pos-
sible only because tax revenue has gone up more
steeply this year — largely because of inflation — than
was assumed at the time the debt restriction was de-
cided upon. The fact that the limit for borrowing will not
be reached is thus not due to cuts in spending. In fact,
the debt restriction was from the beginning so propor-
tioned as to permit the realisation of most of the spend-
ing planned in May and, above all, to prevent expendi-
ture from growing any further. The small practical rel-
evance of the limits set this year for the borrowing of
the central, regional and local authorities is illustrated
particularly clearly by the Lander Governments, which
— unless they raise significant amounts of credit to build
up a “stockpile” — will remain below the limit of DM 4.3
billion set for them. The restraint shown by the Lander
Governments in their borrowing policy does not mean
that they have adopted a particularly restrictive stance
in their expenditure. On the contrary, the growth of Lan-
der Government spending in the current year, at about
159%o, will probably be the highest of any of the levels
of government. It must of course be borne in mind that
the 1973 Lander budgets were for one thing inflated by
a disproportionate increase in transitory items, and for
another heavily burdened by the raising of the Christ-
mas bonus for government employees. The credit re-

5 Funds made available from loans raised by order of the Federal Govern-
ment for the purpose of financing hospitals are not included; if they
were, the deficit would rise by a further DM 1 billion.

6 DM 12.0 biilion, plus probable borrowing by enterprises owned by local
authorities.

striction may at best have curbed the expansion of mu-
nicipal spending in isolated cases, for the local authori-
ties will presumably use almost all of their quotas.

Not least in recognition of the fact that there are serious
obstacles in the way of a “cyclically appropriate” ex-
penditure stance by the central, regional and local
authorities, the Federal Government in its stability
package of the spring of 1973 shifted the emphasis of its
fiscal efforts mainly to the containment of private de-
mand and thus to the receipts side of the budgets. The
restrictive measures taken will probably lead to an in-
crease of over DM 2 billion in receipts by the end of the
year; this should reduce the central, regional and local
authorities' above-mentioned deficit correspondingly.
If, on the other hand, it is taken into consideration that
in 1972 over DM 5.5 billion of anticyclical surcharge was
repaid, which at the time was equivalent to a deficit-
boosting temporary tax reduction, under these condi-
tions the central, regional and local authorities’ cash
result, including the “anticyclical” special taxes, in 1973
ought to show an improvement of roughly DM 10 billion,
or about 1% of the gross national product over the pre-
ceding year. Of course, the cash inflow to be expected
up to the end of the year as a result of these measures
provides a very imperfect indication of the restrictive
effect of these measures on the economy as a whole.
For example, the suspension of the higher depreciation
allowances under section 7(b) of the Income Tax Act
and the abolition of diminishing balance depreciation
on buildings will hardly be reflected in larger tax revenue
for this year, although precisely these measures are
likely to have had a strong dampening effect on con-
struction activity. Similarly, the cash yield of the 11%
special tax on capital goods, which, in conjunction with
the suspension of diminishing balance depreciation on
industrial equipment, has the same effect on a capital
asset with a service life of ten years as a 3.5% rise in
interest rates (according to the findings of the Council
of Economic Experts), gives little indication of the re-
duction in demand achieved by this measure. Although
the amount of money withdrawn from the enterprises
sector by the investment tax is an important factor from
the point of view of private investment activity, it does
not show the extent to which enterprises’ invesiment
plans have been influenced by the introduction of this
special levy.? In fact, it was probably largely due to this
measure — together with the restrictive credit policy —
that the inflow of domestic orders to the capital goods
industry has steadied since the summer.

Qutlook for 1974

In 1974, judging by the present state of budget planning,
it does not seem very likely that the central, regional and
local authorities will follow the recommendation of the
majority of the Fiscal Planning Council of July 1973 to
increase total spending by not more than 11°%, much

7 It must also be borne in mind that, because of the delivery periods
involved, investment tax revenue normally derives from capital goods
orders placed several months earlier.
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less that they will reduce the rise in their spending to
the “cyclically neutral” level of 10% considered neces-
sary by the Council of Economic Experts as a part of its
stabilisation strategy (in which the possible consequences
of the oil crisis were not taken into account). Whilst the
Federal Government has already geared its budget plans
to a growth rate of 10.5%, currently available draft L&n-
der budgets are based on an increase of 12 to 13%
over the expected out-turn for 1973, and the local author-
ities too are likely to provide for a rise of this order in
expenditure. According to these drafts, which probably
make too little allowance for various budget risks (par-
ticularly the level of the pay settlement in the public
service), the expenditure of the central, regional and
local authorities as a whole will increase by about 12 %.
On the other side, receipts would go up less steeply than
expenditure even if the tax estimate of August 1973
proved to be accurate. But as the economic trend in the
coming year emerges more clearly — and now the dif-
ficulties in the energy supply must be taken into con-
sideration as well as the changes in the cycle — the
more apparent does it become that this time tax revenue
will fall considerably short of the last official estimate.

In the coming year, fiscal policy faces the particularly
difficult task both of taking account of the perspectives
for real economic growth and of not exceeding the ex-
penditure limits set by the requirements of stability
policy (this is the purpose of the proposed Debt Restric-
tion Order). It wiil therefore be essential to expand con-
sumption expenditure as little as possible and at the
same time, in view of the growing differences in eco-
nomic activity in the various sectors, and especially in
construction, to be prepared to afford support, and,
should the need arise, to mitigate social hardships re-
sulting from the oil shortage. If there is to be sufficient
financial scope for necessary measures of this nature,
the rise in personnel costs must be kept small. In the
present extremely difficult economic situation, a par-
ticularly heavy responsibility in the stability field there-
fore rests on both employees and trade unions taking
part in the coming wage and salary negotiations for the
public service. If the increase in personnel expenditure
can be kept within reasonable limits, the prospects for
a differentiated spending policy in line with cyclical
requirements will improve. It should be borne in mind
that the local authorities, which account for the vast bulk
of expenditure on fixed assets, expect the trend of re-
ceipts to be relatively favourable next year (not least on
account of the rise in land tax), and therefore can ear-
mark more funds for capital investments while current
spending rises only moderately. But if their financing
margin — which might in any case be narrowed by a fall
in tax revenue — were swallowed up by an excessive
rise in current expenditure, it could hardly be expected
that public investments would increase further without
additional measures.

Social security funds

The seasonally adjusted cash surplus of the wage and
salary earners’ pension insurance funds decreased in
the third quarter by about DM 0.5 billion to DM 0.8 bil-
lion. This was mainly because pension payments in this
period were about DM 1 billion, or some 8 %, larger than
in the preceding quarter, and as much as 28% higher
than a year before. The sharp rise in spending on pen-
sions owed especially much to the decision made under
the Pension Reform Act of 1972 to advance the adjust-
ment of existing pensions by six months to the middle
of the year. The 11.35% higher pensions were first paid
at the end of June 1973 (for July), and the full effects on
the cash position were felt in the third quarter. On the
receipts side, the sharp rise in contribution income con-
tinued, the increase over the preceding quarter being
3% (seasonally adjusted). This meant that contribution
receipts were 22 %8 higher than a year before, due not
only to the trend in wages and salaries, but also to the
increase in the contribution rate at the beginning of 1973
and to the payment of arrears of contributions (particu-
larly by the self-employed) made possible by the Pen-
sion Reform Act of 1972.

On the basis of the original figures from which the sea-
sonally adjusted series are derived, the surplus in the
third quarter, at DM 0.75 billion, was only about half as
large as a year previously. Moreover, there remained a
considerable discrepancy between the two major
branches of insurance as regards the financial trend.
The wage earners’ pension fund, whose contribution
receipts grew disproportionately slowly while pension
payments rose at an above-average rate, had a deficit
of DM 0.5 billion in the third quarter, whereas the salary
earners’ pension fund made a surplus of DM 1.3 billion —
an even more favourable result than in the same period
of 1972. In these circumstances the wage earners’ pen-
sion fund could purchase mobilisation and liquidity
paper, the equivalent of which was to be immobilised at
the Bundesbank (such purchases were envisaged under
the Federal Government's stability programme for the
purpose of supporting credit policy), only by making
shifts in its investments. All the same, from July to Octo-
ber the wage earners’ fund bought DM 0.9 billion of such
paper; although, inclusive of the transactions of the
second quarter, the total intended for this branch of
insurance (DM 1.5 billion) was not quite reached, the
Federal Insurance Institution for Salary Earners, which
had invested considerable sums in this form in the first
half of the year, made up some of the deficiency.

Another substantial overall surplus for both branches of
insurance is to be expected in the last quarter of 1973.
Over the whole of 1973 the result of the two preceding
years, in each of which there was a surplus of DM 5.5 bil-
lion, will probably be repeated. In 1974, too, surpluses of
substantial size may be anticipated, unless the effects

?_The comparison is based on original (i.e. not seasonally adjusted)
igures.
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of a protracted oil crisis have an unduly adverse in-
fluence on contribution receipts. In any case the rise in
contribution receipts will prcbably slacken even if busi-
ness activity takes a normal course, but pension fund
finances will benefit from the fact that the Federal
Government intends to reduce its cash grants by only
DM 650 million in 1974, compared with DM 2.5 billion in
1973. The trend in expenditure will be mainly determined
by the 11.2% rise in pensions at mid-year — i. e. approxi-
mately as high a rate as in 1973 — and by the further

effects of the introduction of the flexible retirement age;
however, a particular element of uncertainty resides in
the fact that the controversial question of financing the
pensioners’ health insurance has still to be resolved.

The upward tendency evident since 1972 in the financial
situation of the Federal Labour Office slackened in the
third quarter. It is true that the surplus usual at this time
of year, at DM 0.6 billion, was over DM 0.2 billion greater
than a year previously, but if adjustment is made for the
special influences arising from the time-lag between the
levying of the contribution for the promotion of winter
construction and the disbursements normally to be
financed from this source, the cash result is only DM 0.1
billion more favourable than a year previously.? Con-
tribution receipts again went up steeply (by 11% as
against the third quarter of 1972), but on the expenditure
side spending on vocational promotion measures in the
period under review once more increased by 8% on the
year, after its explosive rise in 1970 and 1971 had been
reduced to only 2% in the second quarter of 1973. Fur-
thermore, expenditure on unemployment benefits, short-
time-working allowances and follow-up unemployment
assistance from July to September was not lower than
a year before, as in the second quarter, but at roughly
the same level (just on DM 0.3 billion); seasonally ad-
justed, such expenditure actually rose by about one fifth
compared with the second quarter. Nevertheless, in the
fourth quarter the Federal Labour Office will probably
have a substantial surplus again, so that a significant
surplus (DM 0.5 to 0.75 billion) can be expected for the
whole of 1973, for the first time for seven years. In view
of the obscure overall economic situation, the course of
the Federal Labour Office’s finances next year cannot
be assessed satisfactorily; but they can safely be ex-
pected to deteriorate.

9 In the case of the Federal Labour Office it does not seem useful to
calculate seasonally adjusted overall receipts and overall expenditure
and the corresponding financial balances because the expenditure trend
of the last few years has been determined by the enormously steep rise
in expenditure on vocational promotion measures, so that no seasonal
pattern is discernible; this also applies to the levy made since 1972 for
the promotion of winter construction and the payments made out of it.
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l. Overall monetary survey

a - *
1. Money stock and its determinants
Miilions of DM
i. Bank lending to domestic non-banks I1l. Net external assets 2 {il. Mong-
Banks (not including Bundesbank) Banks
Domestic enterprises | Domestic public
and individuals authorities
of which
Deutsche Deutsche Medium
Bundes- of which of which Bundes- and
Period Total bank 1 Total Total Securities | Total Securities | Total bank Total long-term | Total
1963 +26,844 + 978 +26.866 +22,324 + 44 + 3.542 + 191 + 3.293 + 2,745 + 548 + 1,253 +22,933
1964 +30,194 — 1,032 +31.226 +25,157 + 762 + 6,069 + 748 + 1,703 + 432 + 1,271 + 1,322 +25,707
1965 +34,165| — 433 +34,598 +27,537 + 715 + 7,061 + 287 + 27| —1.304 + 1,331 + 1,344 +28,118
1966 +28,203 + 292 +27.911 +21,556 + 103 + 6,355 + 415| + 3423 + 1.892 + 1,531 + 1,143  +24.541
1967 +32,892 + 668 +32,224 +18,332 + 470 +13.892 + 2,815 + 4,670 — 169 + 4,839 + 1.641 +23.918
1968 +39,990 — 2,074 +42,064 +30,895 + 2,736 +11,169 + 1,790 +10,703 + 6,812 + 3,891 + 6,629  +30,949
1969 453,480 + 672 +52,808 +51,215 + 1,314 + 1.593 + 580 — 2874 —10.520 + 7.646 +11,971 +34,635
1970 +50,531 — 240 +50,771 +43, + 895 + 6966 — 958 +14,231 +21585| — 7384 — 291 +35,397
1971 +69,054 — 626 +69,680 +59,522 + 601 +10.158| — 404 +11,516 +15.913 — 4,397 — 3284 +46,397
1972 +86,414| — 2,068 +88,482 +78,222 + 353 +10,260 | — 131 +10,157 +15,491 — 5,334 — 4900| +62,130
1968 1st qtr. + 6.260 — 2,307 + 8567 + 3.452 + 683 + 5,115 + 725 + 4,431 + 1.533 + 2,898 + 1,051 + 8.534
2nd qtr. +10,758 - 17 +10.929 + 9,028 + 567 + 1,901 + 223 + 1,531 + 1,416 + 115 + 1,768 + 5.133
3rd qtr, + 9,821 — 365 +10,186 + 7.204 + 669 + 2,982 + 41 + 2,777 + 775 + 2,002 + 2.781 + 5.859
4th qtr, +13,151 + 769 +12,382 +11,211 + 817 + 1,171 + 431 + 1,964 + 3,088 — 1,124 + 1,229 +11,423
1969 1st aqtr. + 8,317 — 1,150 +10,467 + 9,187 + 870 + 1,280 + 9 + 477 — 7.213 + 7,690 + 2973 +10.243
2nd qtr. + 8,024 - 627 + 9,651 +10.178 - 3 — 527 - 72 + 9,183 + 7.574 + 1,609 + 1,968 + 6.422
3rd qtr. +11,042 — 18 +11,060 + 9.755 + 223 + 1,305 + 545 + 4,829 + 7,309 — 2,480 + 1.697 + 6.447
4th qtr. +24,097 + 2,467 +21,630 +22,095 + 260 — 465 + 2 -—17,363 -18,190 + 827 + 5333 +11,523
1970 1st qtr. + 6,878 — 2,014 + 8,892 + 7,713 + 454 + 11791 — 427 + 1,552 + 562 + 990 + 1,881 + 7.084
2nd qtr. +14,206 + 415 +13,791 +12.881 — 142 + 910 — 285 + 4,313 + 5,383 - 1,070 — 139 + 4.819
ard qtr. + 9,307 — 757 +10,064 + 8342 — 8 + 172 — 58 + 5665 + 8.028 — 2,363 —1,159| + 6.497
4ath atr. +20,140 + 2,116  +18,024 +14,869 + 670 + 318 — 18] + 2701 + 762 — 4821 — 874  +16.987
1971 1st qtr, + 6,037 — 2,412 + 8,449 + 6.833 - 127 + 1,616 — 295 +11,925 + 7.556 + 4,369 — 423 + 9.215
2nd qtr. +16,490 + 344 +16.146 +13,928 — 33 + 2,218 — 295 + 6,061 + 3.275 + 2,786 — 1,388 + 7.359
3rd qtr. + 18,760 -7 +18,837 +16.559 + 484 + 2278 + 212 - 1,231 + 1,781 — 3.012 — 1,139 + 9,175
4th qtr. +27,767 + 1,519 +26,248 +22,202 + 2n + 4,046 - % — 5,239 + 3,301 - 8,540 — 334 +20,648
1972 1st qtr. +12,782 - 2,400 +16,191 +12,780 + 547 + 2411 + 501 + 7,962 + 3,177 + 4,785 — 1,855 +14.643
2nd qtr. +23.371 + 5 +23,366 +20.725 — 468 + 2.641 —_ 281 + 4,980 + 9,922 — 4,942 — 2,124 +13.821
ard qtr. +17,532 -— 158 +17.680 +15,037 -—_ 6 + 2,653 — 140 + 3.213 + 4,407 — 1,194 — 439 +12.020
4th qtr. 432,729 + 494 +32,235 +29,680 + 278 + 2,555 — 21 — 5,998 — 2,015 — 3,983 — 482 +21,646
1973 1st qtr. +15,051 — 626 +15,677 +12,716 + 342 + 2,962 + 135| +13.552 +19,927 — 8,375 — 687| 7 +13.030
2nd atr. +18.045 + 438 +17,607 +16,599 — 290 + 1,008 — 226 + 7,682 + 2,733 + 4,949 — 833| 7 + 9.618
3rd qtr. +13,867 — +13,867 +12,503 + 30 + 1,364 + 160| + 6,477 + 8274 —1t1707| — 921| 7 + 7,032
1971 Jan. — 671 — 1,228 + 557 — 452 - 315 + 1,008 - 132 + 5,332 + 868 + 4,464 - 317 + 3.196
Feb. + 3,060 —~ 714 + 3,774 + 3.433 + 141 + 341 26 + 3,156 + 2,678 + 478 + 114 + 3.410
March + 3,648 — 470 + 4,118 + 3.852 + & + 266 — 137 + 3.437 + 4,010 — 573 — 22 + 2.609
April + 3.835 + 464 + 3,371 + 2,566 — 88 + 805 - 15 + 3.673 + 3.157 + 516 — 258 + 2,772
May + 4,080 - 77 + 4,257 + 3.381 + 284 + 876 90 + 5.853 + 7.843 —1,9% — 454 + 2.624
June + 8,575 + 57 + 8,518 + 7,981 — 23 + 537 — 190 — 3,465 — 7,725 + 4,260 — 678 + 1,963
July + 4,925 + 555 + 4,370 + 3511 + 10 + 859 - 8 + 1,056 + 1,831 — 776 — 754 + 3.415
Aug. + 6,124 - 211 + 6.335 + 5.606 + 353 + 78 + 175 — 2,609 — 626 — 1,983 168 + 3.686
Sep. + 7.711 — 4 + 8,132 + 7.442 + 121 + 690 + 119 + & + 576 — 253 — 217 + 2.074
Oct. + 6.253 — 405 + 6.658 + 5.559 + 4N + 1,099 — 3 + 269 + 442 — 173 — 33 + 3.484
Nov, + 7,077 + 585 + 6,492 + 5,153 - 77 + 1,339 + 11 - 30 + N — 71 — 302 + 2,751
Dec. +14,437 + 1,338 +13,098 +11,400 - + 1,608 — 108 — 5,478 + 2,168 — 7,646 + 1 +14,413
1972 Jan. — 736 - 2,019 + 1,283 + 20 + 578 + 1,081 + 302 + 6,769 + 1,383 + 5,386 — 705 + 5,423
Feb. + 4,774 — 429 + 5,203 + 4,511 - & + 692 + 13 + 2,135 + 1,821 + 314 — 199 + 5.034
March + 8,744 + 39 + 8,705 + 8,067 + 56 + 638 + 68 — 942 - — 915 951 + 4,186
April + 7,156 + 163 + 6,993 + 6,268 — 53 + 725 — 13 — 312 + 403 — 15 — 541 + 5.029
May + 6.826 — 183 + 6, + 6,338 + 172 + 653 —_ 1 + 356 + 465 — 109 — 158 + 4,023
June + 9,389 + § + 9,384 + 8,121 — 585 + 1,263 — 148 + 4,936 + 9,054 — 4,118 — 1,425 + 4,769
July + 2,752 — 189 + 2,941 + 2,010 -+ 89 + 931 + 5 + 2,885 + 5.687 —~ 2,802 — 552 + 4,548
Aug. + 4,281 - 135 + 4,416 + 3. + 12 + 770 — 240 + 1,198 — 457 + 1,655 + 92 + 4,130
Sep. +10,499 + 166 +10,333 + 9,381 — 107 + 952 + 95 — 870 — 823 - 47 + 21 + 3.342
Oct. + 5.807 + 83 + 5,724 + 4,636 - 3 + 1,088 + 78 — 1,024 — 493 — 531 + 39 + 3.988
Nov. +10,004 + 247 + 9,757 + 9,305 + 154 + 452 — 226 — 242 — 1,183 + 941 — 116 + 2,945
Dec. +16,918 + 164 +16,754 +15,739 + 155 + 1,015 - 63 — 4,732 -~ 339 — 4,393 — 757 +14,713
1973 Jan. + 1,347 + 203 + 1,14 + 180 — 255 + 964 -~ 36 + 2,922 — 458 + 3,380 + 423 + 5,335
Feb. + 5,763 — 920 + 6, + 5627 + 51 + 1,056 + 50 + 6,763 +14,032 — 7.269 — 640 + 5,248
March + 7,941 + N + 7,850 + 6,908 + 546 + 942 + 121 + 3,867 + 6,353 — 2,486 — 470} 7 + 2,447
April + 4,202 + 137 + 4,065 + 3,943 — 185 + 122 — 233 + 1,455 — 52 + 1,977 — 319} 7 + 3,307
May + 4,781 + 464 + 4,317 + 4,288 + 41 + 29 _ 24 + 2,785 - 386 + 3,171 — 241 7 4+ 3,951
June + 9,062 — 163 + 9,225 + 8,368 — 146 + 857 + 3 + 3,442 + 3,641 — 199 — 490| 7 + 2,360
July + 1,292 + 250 + 1,042 + 770 + 35 + 272 + 24 + 2,430 + 4,823 — 2,393 — 803| 7 + 1,951
Aug. + 4,651 — 177 + 4,828 + 4,457 + 224 + 371 -— 33 + 96 -~ 1,697 + 1,693 — 141 7 + 3,854
Sep. + 7,924 — 73 + 7,997 + 7,276 — 229 + 721 + 169 + 3,951 + 5,048 — 1,007 + 23| 7 + 1,227
Oct. p + 2,491 - 4 + 2,532 + 1,118 + 345 + 1,414 + 21 + 3,325 — 785 + 4,110 + 7 + 4,965

* The data in this survey are based on the

* Consolidated batance sheet of the banking system”
es have been
Assets and liablfities

(cf. Table |, 2); statistical chan
eliminated, — 1 Ct. Table 11, 1

2'!

g

of the Deutsche Bundesbank”. — 2 Comprising short,
medium and long-term items including acquisition
of foreign issuers’ securities by the banking system

and granting of development ald loans by

Reconstruction Loan Corporation. ~ 3 Excluding
time deposits with maturities of less than 4 years. —
4 Including capital and reserves of the Deutsche

Bundesbank. — 5 Balance of the remaining items




I. Overall monetary survey

tary capital formation with banks from domestic sources 3

Vl. Money and quasi-money stock

(I plus 1l plus V less i1l less IV)

Currency 6 and sight deposits
(= money stock)

V. Other Time
Intluences deposlis
H with
Time IV. Central | (including maturitles
deposits bank balances Sight of less
with Bearer deposlts on cash deposits than
maturities Bank bonds out- | Capital of German | deposit of domes- | 4 years
of 4 years | Savings savings standing and public special Cur- tic non- (quasi-
and over deposits bonds (net) reserves 4 | authorities j accounts) | Total Total rency 6 banks money) Period
+ 4,772 +11,548 + 4,91 + 1,622 ~ 807 — 1,849 + 5,962 + 4,407 + 1,269 + 3,138 + 1,555] 1963
+ 4,614 +12,530 + 6,600 + 1,963 —~ 851 — 614 + 6,427 + 5,399 + 2,376 + 3,023 + 1,028 | 1964
+ 3,747 +16,258 + 5,991 + 2,122 ~ 1,111 — 1,061 + 6,124 + 5,572 + 1,767 + 3,805 + 55211965
+ 3,254 +16,271 . + 3,275 + 1,741 — 528 — 1,146 + 6,468 + 1,094 + 1,224 — 130 + 5,374 1 1966
+ 2,554 +17,399 + 248 + 1,800 + 1,916 + 285 + 826 +14,185 + 8,302 + 631 + 7.671 + 5,883 | 1967
+ 1,485 +20,454 + 1,569 + 4,652 + 2,789 + 1,189 — 405 418,150 + 5,531 + 959 + 4,572 +12,619 | 1968
+ 5,524 +19.649 + 1,941 + 4,915 + 2,606 + 443 — 980 +14,548 + 5,963 + 2,102 + 3,861 4 8,585 11969
+ 4,257 +19,052 + 1,457 + 7.898 + 2,733 + 4,089 — 8,868 +16,408 + 8,690 4 2,200 + 6,490 + 7,718 { 1970
+ 7,073 426,343 + 2,135 + B,152 + 2,694 + 4,203 — 6,003 +24,967 +13,243 + 3,623 + 8,720 +11,724{ 1971
+ 8,683 +30.779 + 3,475 + 14,984 + 4,209 —~ 3,846 — 4,782 + 33,505 +17,546 + 5,475 +12,071 +15,959 | 1972
+ 102 + 5,681 + 44 + 1,422 + 885 + 2,886 -~ 3,815 — 4,544 — 6,793 — 368 — 6,425 + 2,249 | 1968 1st qtr.
+ 16 + 2,663 + 297 + 827 + 1,185 — 207 — 979 + 6,384 + 4,359 + 925 + 3,434 + 2,025 2nd qtr.
+ 9N + 3,379 + 379 + 882 + 308 + 1,756 — 1,364 + 3,619 + 1,476 — 14 + 1,620 + 2,143 3rd qtr.
+ 2 + 8,731 + 448 + 1,541 + 41 — 3,246 + 5,753 +12,691 + 6,489 + 546 + 5,943 + 6,202 4th qtr,
+ 2,11 + 5,005 + 805 + 1,436 + 796 + 2,727 — 1,869 — 5,045 — 5,915 — 7 — 5,908 + 870| 1969 1st qtr.
+ 956 + 3,295 + 367 + 686 + 1,118 — 600 — 4,212 + 8,173 + 5,208 + 1,031 + 4177 + 2,965 2nd qtr.
+ 906 + 3,057 + 433 + 1.765 + 286 + 1,7% — 2,545 + 5,083 + 1,522 + 255 + 1,267 + 3,561 3rd qtr.
+ 1,551 + 8,202 + 336 + 1,028 + 406 — 3,480 + 7,646 + 6,337 + 5,148 + 823 + 4,325 + 1,189 4th qtr.
+ 1,043 + 3,090 + 486 + 1,454 + 1,021 + 3,251 - 6,126 — 8,041 — 5,977 — 83 — 5,346 — 2,064 1970 1st qtr.
+ 388 + 1,518 + 338 + 1,713 + 862 + 2531 3341 +10,106 + 5,088 + 930 + 4,158 + 5,018 2nd qtr.
+ 1,511 + 1,898 + 28 + 2,401 + 408 + 1,378 — 5,814 + 1,283 + 532 + 610 — 78 + 751 3rd qgtr.
+ 1,315 +12,548 + 352 + 2,330 + 442 — 793 + 6.413 +13,060 + 9,047 + 1,291 + 7,756 + 4,013 4th qtr.
+ 1,208 + 5410 + 699 + 1,275 + 623 + 4,618 — B,187 — 4,058 — 6,360 — 94 — 5,426 + 2,302 | 1971 1st qtr.
+ 1.0 + 3,508 4+ 346 + 1,422 + 1,074 + 1,020 — 4,070 +10,102 + 8,227 + 1,457 + 6,770 + 1,875 2nd qtr.
+ 2,418 + 2,957 + 415 + 2,905 + 480 4+ 924 — 5,184 + 2,246 + 2,163 + 1,044 + 1,119 + 83 3rd qtr.
+ 2,436 +14,470 + 675 + 2,550 + 517 — 2,359 +12,438 +16,677 + 9,213 + 1,956 + 7,257 + 7.464 4th qtr.
+ 1,559 + 6,082 + 1,330 + 4,626 + 1,046 + 4,436 — 8,222 — 6,557 — 4,377 + 124 — 4,501 — 2,180 } 1972 1st qtr.
+ 1,722 + 6,473 + 520 + 3,788 + 1,318 — 2,500 — 4,507 +12,523 + 8,751 + 2,299 + 6,462 + 3,772 2nd qtr.
+ 1,968 + 4,447 + 870 + 3.847 + 888 — 718 — 3,742 + 5,701 + 2,198 + 812 + 1,586 + 3,503 ard qtr.
+ 3.434 +13,777 + 756 + 2,723 + 957 — 5,084 +11,689 +21,838 +10,974 + 2,440 + 8,534 +10,864 4th qtr.
+ 2,518 + 1,920 + 1,782 + 5,577 + 1,233 | B + 5,465 -—11,162 — 1,054 — 5,984 — 1,094 — 4,890 + 4,930 | 1973 1st qtr.
+ 2,187 — 1,841 + 934 + 7.008 + 1,330 8 + 47 — 5,688 +10,374 — 35 1,554 — 1,589 +10,409 2nd atr.
+ 2,682 — 2,751 + 1,541 + 5,117 + 443| 8 + 4,005 — 4,047 + 5,260 — 4,281 422 — 3,859 + 9,541 3rd qtr.
+ 414 + 1,768 + 369 + 536 + 109 + 947 — 6,442 — 5,924 — 7,597 — 1,495 — 6,102 -+ 1,673 | 1971 Jan.
+ 343 + 2,296 + 181 + 32 + 264 + 837 40 + 2,009 + 1,127 + 313 + 814 + 882 Fab.
+ 451 + 1,346 + 149 + 413 + 250 + 2,834 — 1,785 - 143 + 110 + 248 — 138 — 253 March
+ 425 + 1,228 + 161 + 448 + 510 — 654 + 1721 + 5562 + 2,89 + 1,099 + 1,797 + 2,666 April
+ 384 + 1,119 + 104 + 835 + 382 + 182 + 622 + 7,749 + 4,899 + 676 + 4,223 + 2,850 May
+ 202 + 1,159 + 8 + 339 + 182 + 1,492 — 4,864 — 3, + 432 — 318 + 750 — 3,641 June
+ 1,254 + 636 + 155 + 1,190 + 180 — 1,781 — 2,360 + 1,986 + 2,663 + 1,798 +  B67 — 677 July
+ 822 + 1,622 + 13 + 1,045 + 58 + 473 + 1,250 4+ 615 + 106 — 577 + 683 + 508 Aug.
+ 342 + 699 + 121 + 670 + 242 + 2,232 4,083 — 355 — 606 — 175 — 431 + 251 Sep.
+ 664 + 1,549 + 196 + 1,041 + X — 1.651 — 1,544 + 3,145 + 900 + 153 + 747 + 2,245 Oct.
+ 49 + 1,350 + 168 + 852 + B85 — 495 + 1,978 + 6,769 + 6,081 + 952 + 5,129 + 688 Nov.
+ 1,276 +11,571 + M + 857 + 398 - 213 +12,004 + 6,763 + 2,232 + 851 + 1,381 + 4,531 Dec.
+ 238 + 2,415 + 531 + 1,863 + 376 + 1,733 — 5,995 — 7,118 — 7.829 — 1,499 — 6,330 + 71111972 Jan.
+ 762 + 2,425 + 428 + 1,130 + 289 + 560 + 497 + 1,812 + 841 — 108 + 947 + 9N Feb.
+ 559 + 1,242 + 37 + 1,633 + 38 + 2,143 — 2,724 — 1,251 + 2,611 + 1,728 + 882 — 3,862 March
+ 660 + 2,572 + 191 + 1314 + 292 — 1,318 + 245 + 3,378 + 2,625 + 424 + 2,201 + 753 April
+ 800 + 1,847 + 146 + 983 + 247 — 644 + 146] + 3,949 + 846 — 4 + 695 + 3,303 May
+ 262 + 2,054 + 183 + 1,491 + 179 —~ 538 — 4,898 + 5,196 + 5,480 + 1,924 + 3,556 — 284 June
4+ 519 + 1,733 + 328 + 1,640 + 328 — 3,219 + 937 + 5,245 4+ 2,749 + 789 + 1,960 + 2,496 July
+ 859 + 1,606 + 305 + 1,015 + 345 — 725 — 1,087 + 987 — 1,092 — 509 — 583 + 2,079 Aug.
+ 590 + 1,108 + 237 + 1,192 + 215 + 3,226 — 3,592 — 531 + 541 + 332 + 209 — 1,072 Sep.
+ 520 + 2,118 + 245 + 993 + 112 — 1,217 + 489 + 2,501 + 201 — 1,091 + 1,202 + 2,300 Oct.
+ 808 + 1,119 + 228 + 719 + 7 —~ 3,252 —~ 855 + 9,214 + 8,880 + 2,494 + 6,386 + 334 Nov.
+ 2,108 +10,540 | + 282 + 1,011 + 12l — 595 +12,055|  +10,123 + 1,893 + 1,037 + + 8,230 Dec.
+ 918 + 1,213 + 772 + 1.997 + 435 + 851 — 6,666 — 8,583 —11,449 — 3,137 — 8,312 + 2,866 | 1973 Jan.
+ 1127 + 974 + 546 + 22N + 330 + 1,256 - 1,127 + 4,895 + 740 + 670 + 70 + 4,155 Feb.
+ 473 — 267 + 464 + 1.309 + 468 8 4 3,358 -— 3,369 + 2,634 + 4,725 + 1,373 + 3,352 — 2,091 March
+ 708 + 48 + 317 + 1,952 + 286| 8 — 1,668 — 69 + 3,949 + 590 + 261 + 32 + 3,359 April
+ 1,390 — 589 + 302 + 2,139 + 709} 8 — 1,028 + 1,685 + 6,328 -— 3,162 + 99 — 3,261 + 9,480 May
+ 2l — 1,298 + 315 + 2,917 + 335} 8 + 2,743 — 7,304 + 97 + 2,537 + 1,194 + 1,343 — 2, June
+ 861 — 1,625 + 608 + 1,930 + 177 | 8 — 501 + 496 + 2,768 — 463 + 183 — 646 + 3,231 July
+ 1,359 — 797 + 529 + 2,669 + 94| 8 — 286 + 1,547 + 2,726 — 4,143 + 146 — 4,289 + 6,869 Aug.
+ 462 — 329 + 404 + 518 + 172 8 + 4,792 — 6,090 — 234 + 325 — 75 + 1,076 — 559 Sep.
+ 1,036 + 1,013 + 364 + 2,490 + 62 — 3,150 — 45 + 3,956 — 807 — 696 — 1 + 4,763 Oct. p

of the consolidated balance sheet of the banking
system; changes are chiefly dus to fluctuations in
items in the course of settiement within the

banking system, in profit and loss accounts, and in
interbank claims and liabilities. — 6 Excluding
banks’ cash balances, but including DM notes and

coins held abroad. — 7 Excluding proceeds of the
Federal Governments's stability [oan. — 8 Including
proceeds of stability loan. — p Provisional.
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I. Overall monetary survey

2. Consolidated balance sheet of the banking system *

Assets
Milllons of DM
Lending to domestic non-banks
Deutsche Bundesbank Banks
Federal Railways and
Public authorities Federal Post Office Enterprises
Book Book
credits, credits,
Treasury Treasury
bills and bills and
dis- dis-
Domestic countable countable Domestic
Total non-banks, Treasury Special Equalisa- { Treasury non-banks,
End of month | assets Total total Total bonds Securities | credits tion claims | bonds Securities | total Total
1965 Dec. 381,202 319,602 12,805 12,451 1,418 13 2,339 8,681 335 19 306,797 259,267
1966 Dec. 414,614 347,805 13,097 12,781 1,573 10 2,516 8,682 302 14 334,708 280,744
1967 Dec. 458,229 380,536 13,765 13,081 2,220 591 1,588 8,682 — 684 366,771 298,879
1968 Dec. 11 515,792 420,556 11,691 11,188 1,349 348 808 8,683 —_ 503 408,865 329,804
Dec. 11 515,555 420,606 11,691 11,188 1,349 348 808 8,683 — 503 408,915 334,545
1969 Dec. 573,637 474,087 12,425 11,996 2,369 199 745 8,683 182 247 461,662 385,948
1970 Dec. 12 654,115 524,584 12,162 11,579 2,334 175 387 8,683 385 198 512,422 429,884
Dec. 12 654,553 625,242 12,162 11,579 2,334 175 387 8,683 385 198 513,080 430,542
1971 Dec. 743,677 594,752 11,554 11,140 2,349 67 41 8,683 77 337 583,198 490,567
1972 June 795,595 631,165 9,150 9,049 305 61 — 8,683 — 101 622,015 524,332
July 804,574 634,047 8,961 8,900 157 60 8,683 — 61 625,086 526,472
Aug. 809,038 638,348 8,826 8,772 30 59 — 8,683 — 54 629,522 530,138
Sep. 817,884 648,867 8,992 8,741 — 58 — 8,683 218 33 639,875 539,539
Oct. 821,580 654,704 9,075 8,726 — 43 — 8,683 318 3 645,629 544,205
Nov, 834,000 664,748 9,322 8,961 236 42 —_ 8,683 332 29 655,426 563,550
Dec. 848,564 681,676 9,486 9,143 440 20 - 8,683 318 25 672,190 569,329
1973 Jan. 854,161 683,063 9,689 9,571 875 13 — 8,683 98 20 673,374 569,589
Feb. 877,394 691,826 8,769 8,690 — 7 — 8,683 62 17 683,057 578,216
March 892,373 699,767 8,860 8,690 — 7 — 8,683 150 20 690,907 585,124
April 892,429 703,969 8,997 8,776 86 7 — 8,683 200 21 694,972 589,067
May 899,450 708,750 9,461 9,253 563 7 — 8,683 189 19 699,289 593,355
June 910,994 717,912 9,298 9,090 400 7 — 8,683 189 19 708,614 601,823
July 913,041 719,264 9,548 9,340 650 7 — 8,683 189 19 709,716 602,653
Aug. 918,596 723,915 9,371 9,163 473 7 — 8,683 189 19 714,544 607,110
Sep. 934,000 731,839 9,298 9,090 400 7 8,683 189 19 722,541 614,386
QOct. p 937,390 734,330 9,257 9,149 459 7 — 8,683 89 19 725,073 615,504

Liabilities

Millions of DM
Currency, domestic non-banks' sight and time deposits with maturities
of less than 4 years (money and quasi-money stock = “M,”)
Currency and siguht geposits Time deposits with maturities of less
{money stock = “M,") than 4 years {quasi-money stock)
. R Sight
Sight deposits deposits
Cur- of which |and
rency Public Time special
(exclud- authori- deposits | deposits
ing Enter- ties (ex- Enter- with of public | Balances
banks prises cluding prises maturi- authori- | on cash
Total ggfgnces) .anéi_ 'd gen';(ral anéi p Put;]lic ties of ties with | deposit
fotal individ- an, individ- | authori- | less than | Bundes- |special
End of month | liabilities | Total Total 5 Total uals 1 deposits) | Total uals 1 ties 3 months | bank 6 accounts
1965 Dec. 381,202 106,921 78,525 29,652 48,873 43,143 5,730 28,396 18,121 10,275 5,155 1,249 -
1966 Dec. 414,614 | 113,389 79,619 30,876 48,743 43297 5,446 33,770 22,013 11,757 4576 '720 —
1967 Dec. 458,229 127,574 87,921 31,507 56,414 50,084 6,330 39,653 27,405 12,248 7,800 1,005 -
1968 Dec. 11 515,792 145,724 93,452 32,466 60,986 54,293 6,693 52,272 38,31 13,961 9,491 2,194 —
Dec. 11 £15,555 142,327 93,466 32,587 60,879 55,811 5,068 48,861 37,688 11,173 9,584 2,194 —
1969 Dec. 673,637 156,875 99,429 34,689 64,740 58,943 5,797 57,446 43,739 13,707 14,822 2,637 —
1970 Dec. 12 654,116 173,383 108,219 36,889 71,330 65,786 5,544 65,164 49,281 15,883 28,427 6,726 -
1971 Bec. 12 654,553 173,383 108,218 36,889 71,330 65,786 5,544 65,164 49,281 15,883 28,427 6,726 —
ec. 743,677 198,595 121,522 4