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Recent Economic Developments in Germany, September-December, 1964

Summary

By year-end, the rapid pace of business expansion in Germany
of the first half of 1964 had distinctly slowed down. 1/ For the yeafv
as a vhole, the Deutsches Institut Fuer Wirtschaftforschung estimates
that CNP, in real terms, will rise by 7 per cent from 1963 to 1964 and
that a continuation of the tendencies toward somewhat more moderate
growth of the second half of 1964 should produce a year-to-year rise
of about 6 per cent in 1965. 1In general, the performance of the German
economy in 1964 surpassed earlier growth expectations: at the end of
1963, for example, the German authorities put the 1964 growth rate at
only 4.5 per cent, The faster growth was achieved without the emergence

" of acute inflationary pressures which had been widely feared by German
officials even at the lower rate of growth.

At the end of 1964, however, there was more evidence to support
these fears than had been apparentearlier in the yvear. The somewhat
slower growth in the second half of 1964 is attributed in part to the
slowing down of demand, but to a greater degree to output limitations.

A recent IFO-Institut survey put capacity utilization in the autumn
months at about the level reached at the peak of the preceding cycle.

As a result, productivity increases, which had been very large during

the first half of 1964 when industry was moving toward fuller capacity

*i/ For a review of earlier developments, see '"Recent Economic Develop-
ments :in Germany, June-September, 1964," dated October 15, 1964.




i‘{utilization, are currently falling back to gains accruing from
ratienulization (1.e., c#pital-deepening) investments. 1In this
situation, the continuing labor tightness is becoming an increas-
ingly'liﬁiting'facior to output expansion.. The labor market; deépigé.
a greater than ant{cipated influx>of foreign labor, remains very
strained: unemployment was down to 0.4 per cent of the labor force

in the third quarter of 1964 and the ratio of unfilled vacancies to .

number of unemployed was up to 6.7,

With less elasticity in supply availabilities, pressures on
costs and prices are Eecoming more pronounced., During the first half
of 1964, productivity increases consistently outpaced wage increases,
but recently they appear to have fallen behind and unit labor costs
have again begun to rise. Higher cosfs, also 'in part because of rising world
market prices for raw materials, put extra pressure on the p?ice level.
Producer prices of industrial goods, which had risen, on the average,
by 0.1 per cent a month through the first seven months of the year, moved
up by 0.6 per cent in September and O.Syper cent in October. As a conse-
quence, the internal price level rose more rapidly than did the export

price level,which had moved up earlier because of the very favorable .

demand situation in foreign markets.
With domestic demand continuing to expand, preséures on the
price lavel may well continue even though order backlogs are no longer
growing: recently the inflow of new orders has been matched_and in
some instances outpaced by deliveries., While rising imports have
helped o augment domestic supplies, the increase has been particularly large

forsemi-finished goods which have not directly helped to keep down
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 ﬁbmesti¢ prices. The passage of the tax cut last November-and the
expiration of a large number of wage contracts currently are expected
to add gignificantly to mass incomes. There already has been a dis-
cernible quickening in the rate of increase of private consumption
demand. However, as in past months, it continues to lag behind the
increase in disposable incomes resulting in further rises in the rateA
of savings.

At a time of rising consumption demand, private investment
deménd, according to investment plans, céntinues to show a'rising trend,
This is particularly apparent in industrial building plans, But the
general situation in the building sector is somewhat less strained than
it has been in the past as a result of earlier government measures,

Thus the danger that the building sector could once again become the
ignition point for inflationary wage and cost advances may be less
acute ét this time than over the past few years.

Since the spring, external demand has no longer been a major
expansionary factor. The inflow of foreign orders continues high, but
is no longer growing as it did early in 1964: in September-October the
flow was somewhat below the levels reached during the fivst four .cnths
of the year, Export deliveries also are below the high mid-year levels,
although the October-November flows were above the third quarter rates.

With imports rising faster than exports, the trade surplus
h7s been considerably reduced from the high first half 1964 levels of
an annual rate of $2.4 billion. In November, there actually was a
slight trade deficit (on a seasonally-adjusted basis). Nevertheless,
it is estimated that the 1964 trade surplus will reach about DM 5 billion

($1.25 billion), approximately DM 1 billion below the 1963 surplus.



With the reduction in the trade balance, the balance of
‘paymentu surpluses also have been much reduced. 1In the' third quarter,
'there artuaily was 2 deficit of DM 156 million ($39 mllllon) because
seascna]ly high services expenditures (mainly for travel) cut back the
current account surplus. Although there were some private capital in-
flows, these were not sufficient to offset continuing governmént capital
expenditures abroad, However, with the services balance swinging into
surplus again in October, a balance of payments surplus reappeared,

The Bundesbank's holdings of foreign exchange were reduced
apéreciably in the second half of 1964, particularly in November and
early December. But a large part of this reduction was in connection
with DM drawings on the International Monetary Fund by khe United States.
In the second half of Decembér 1964 there again were reserve accruals,
probably mainly as a result of year-end window-dressing operations.

In an effort to minimize window-dressing flows qcrdss the
foreign egchanges the Bundesbank gave banks an opportunity to borrow
against securities at 3/4 point below the normal (4 per cent) rate
cﬁgééeé for such transactions and banks reportedly have made use of
these facilities. Bank liquidity in general continued to be under
pressure. Inflows of foreign exchange no longer offset the pressures
of the requirements of an expanding economy on bank liquidity. 1In
addition, the effects of government transactions appear to have been
more contractive in 1964 than in 1963, primarily because the Federal
Government financed its requirements to a large extent in the long-
term securities market rather than by taking cash credits at the

Bundesbank as in 1963. However, the financing of Laender government
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operations to some extent offset these contractive influences; they
~contiaued to draw down their cash balances.

Pressures on the capital market may well intensify in 1965 as
‘the Laender are increasingly forced to have recourse to the capital market
for their financing requirements, Even if these developments add to the
upward pressures on interest rates, there is less concern about their
effects on the external balance than there might have been earlier in
the year. Restrictive measures in other countries have helped to push
up internationaléinterest rates and given Germany slightly more room to
maneuver for domestic, policy purposes. In addition, aﬁproval of the
25 #er cent withholding tax on interest accruing to foreigners from
German fixed interest securities seems assured now that it has been
accepted by the Finance Committee of the Bundestag.

The bond market, which steadied in the last few months of
1964, was not affected by the imminent passage of the tax proposal.
Bond yields remained stable at about 6.4 per cent for the 6 per cent
coupor. issues. The stock market also had a somewhat firmer, steady
tone towards year-end.

Developments in securities markets were in marked contrast
with the turbulence on the foreign-exchange markets following the
pressure on the pound sterling in November. The main effgct~of these
disturbances within Germany was renewed speculation about whether the
Bundesbank might also raise discount rate., However, the authorities
firmly denied any such intention; but they did make it known that

higher rates abroad and reduced balance of payments surpluses gave

them a greater measure of control over domestic monetary developments
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‘than they had been able to exercise earlier in the year and that they
would not hesitate to move accordingly if such a step should prove

necessary.

Steady expansion of demand and supply

At year-end, economic activity in Germany continued to expand
at a healthy rate. The growth of demand, as measured by the inflow of
new brders to industry, continued to moderate somewhat, relieving some
fears that too fast a growth in demand would soon overstrain available
capacities. The inflow of new orders to industry in September-October
was only 1.2 per cent above the July-August level, but still a very
healthy 8.8 per cent above September-October, 1963, (See Table 1.)
The inflow of domestic orders was virtually unchanged between July-
August and September-October, while there was again a perceptible
quickening in fofeign demand. However, it would be too early to tell
whether the previous trend--when the major stimulus had shifted from
foreign to domestic demand--is in process of being reversed.

On the whole, investment continues to provide the main basis
for the steady expansion, both in demand for equipment (as indicated
by the steady increase in the flow of orders to the capital goods
industries) and for construction (as indicated by the rise in orders
flowing to the basic industries). But there also is no doubt that
demand in these areas is moderating slightly.

By contrast, there are indications that consumer demand may
be rising somewhat faster than in the past. Retail sales, which had
remained comparatively steady during the first half of the year, rose

7.4 per cent between May-June and September-October, 1964 (afterx




manys New orders received by industry, 1963-October 196l
ndex numbers, 1954 turnover = 100, seasonally adjusted)

., Domestic Foreign Basic Capital;,»Cbné
L0

ALl industries)/ orders orders  industries goods. . goods .

202 191 257 178 250

211 197 276 186 261

213 199 279 192 | 267

July-Au 220 206 289 196 - 277

Sept.-Oct, 228 a5 292 - 20 - 281

: 5§§V§7Dec'” 224 208 298 20} 27h

196l . :

an.~Feb, 2l 1226 - 326 222 . 300 193
) Mar.-Apr, - 248 233 322 225 30k 195
- May-June 239 227 298 211 307 - 180
July-Aug. 245 233 302 224 299 200
Sept. =Oct. 2/ 2,8 23], 317 228 303 192

1/ Excludes mining, construction, food and power
2/ Preliminary
Source: Bundesbank, Monthly Report

Table 2. Germany: Industrial Production, 1963-October, 1964
{Index numbers, 1950 = 100, seasonally adjusted)
Basic Food,

All producer Capital Coasumer beverages, . .. =

industries gools goods goods and tobacco Building

1963 .
~ Jan.-Feb. 268 276 362 225 237 1,8
Mar.-Apr. 282 © 299 381 234 240 275
May-June 288 312 38y 238 248 314
July-Aug. . 290 31 385 241 “2L9 313
, Sept.-0ct. 295 322 393 245 248 308
.; Nov.-Dec, 297 327 39 23 250 . 296
| @s: | - ST
; Jan.~Feb, 299 325 100 245 255 258
Mar.-Apr. 304 338 1406 252 216 277
May~June 310 38 415 253 260 317
July-Aug. 1/ 3l 355 416 259 258 307
fent, -Oct ,~ 31h 360 410 259 256 308
oct.Y . 321 36l 1,28 261 . 260 T 306

1/ Preliminary ‘
Source: Bundesbank, Monthly Report




'gééspméi adjustment). But this upward trend so far has not been trans-

alabeﬁvinto a rising level of orders flowing to the consumer goods induStiies.
Industéial output kept pace with the growth ;% demand. The

index of industrial production moved steadily upward and registered a

particularly large in;rease in October: the September-October average

was 6.4 per cent above the preceding year's level. 2/ (See Table 2.)

The fact that this year-to-year increase was below the increases of

preceding months may indicate that virtually full capacity utilization

is beginning to be reached in a growing number of industries. A recent
survey conducted by the IFQO-Institut indicated that the level of
capacity utilization in the fall of ‘1964 was about equal to the preceding
cyclical peak reached in 1960. Even so, only the building sector appearé
to be working at a level of capacity which allows no further expansion

in output this year. All other major sectors of industrial activity
continue to register healthy year-to-year growth rates, ihdiéating both
the growth and elasticity of capacity in those areas.

Although supply availabilities are becoming increasingly less '
elastic, the moderation of growth of demand, combined with the steady
pace ofl output expansion, has recently been sufficient to put a stop to
the growth in order backlogs. 1In September, for the first time in 1964,
deliveries exceeded order inflows in all major industrial sectors (e.g.,
basic, capital goeds and consumer goods industries). But the Economics

0

Ministry reported that in October order books probably did not shrink

further and that, in fact, export order backlogs were growing again.

2/ The low September figures are largely explained by the frend'towards
longer vacations which could not be fully reflected in the seasonal adjust-

ment factors,




et very tight
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' As industry continues to move towards virtually full capacity
- utilization, the continuing labor tightness is becoming a greater limiting

.

féctnr to output expansion. The unemployment rate in tpe third quarter
of 1964 was down to 0.4 per cent, which was probably very close to a
structural minimu% lgyel. (See Table 3.)

At the same:time, vacancies as a ratio of unemployment continued
to rise: in the third quarter, there were 6.7 vacancies for each person
unemployed, as compared with 6.2 vacancies in the corresponding period of
1963. A recent government survey ascertained that more than two-thirds
of all male unemployed and over 30 per cent of female unemployed were in
tke 55-65 age group. In addition, the same survey found that long-term
unemployment (one year or more) conétiiuted-a very small percentage of
overzll unemployment: 11 per cent for men and 3 per cent for women; by
contrast, short-term unemployment (one mgnth or less) accounted for a
large percentage: 25 per cent for men and over 40 per cent for women.
These findings lend further support to the view that the $ab§r reserve
is virtually exhausted.

The continuing larger than anticipated influx of foreign labor,
which brought the foreign labor force at the end of September to 986,000,
helped to ease some of the strains in the labor market. In additionm,
labor mobility continued to incfease, with slower growing industries
yielding labor to faster growing branches. Thus it was possible for

the investment goods and the basic industries to increase their level

of employment appreciably primarily at the expense of the mining industry.

Costs and prices trend upward

With productivity increases largely related to capital deepen-

ing iavestment because capacities are fully utilized, pressures on costs
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Isble 3. Germany: Lsbor Market, III Quarter 1963-III Quarter 196k

19638/ . 196

L , 111 v 1 11 — I11.
Employment in industry (million) 7.970 7.912 - 8.715 82% 87358
‘Unemployment (million) . 0.096 0.236 0.227 0.112 0,100
Vacancies (million) 0,600 0.427 0.623 0.662 0.671
Vacancies as per cent of

unemployment 625 181 27 591 671
Uhemployment as per cent of . .

labor force 0.5 1.1 1.0 0.5 Osls

a/ Excluding West Berlin
Source: Bundesminister fuer Wirtschaft, Die Wirtschgftliche Lage in der
Bundesrepublik - Deutsghland

U

Table L., Germany: Prices and Wages, January 1963 - Oct., 1964
(Index numbers, 195F = 100)

1963 _ 1964 ﬂ/
Jan.  Oct. Jan,  April July  Aug. Sept. Oct.

_;ggggpervﬁrices

Total industrial
products 103.5 103.9 10Lh.3 104.6 104.8 105.1 105.7 106.2
Investment gooi1733/ 107.3 107.k 107.5 108.0 108.; 108,7 109.1 109.8
Consumer goodsl 106.0 107.5 108.5 109.1% 109.2 109.4 110.1 110.3

Consumer Prices

General index , 111.1 112,12 114.0 11L.6 115.3 115.0 115.1 115.3
Food : 111.0 110.1 113.6 11Lk.,1 115.0 114.0 113.8
Export Prices .
General index 100.k 100.8 102.2 103.8 104.6 104.6 104.9
Investment goods®/  107.0 108.0 110.2 110.6 111.2 111.2 111.4
, Consumer goodsh/ 101.2 101.5 101.,7 102.0 103.1 103.2 103.3
fImport Prices
{ General index 95.6  96.2 96,9 98,6 97.5  97.5  97.3

¢ Investment good?‘_’/ 97.h, 98,3 101.5 101.6 10l.Lh 10l.L 103.2
" Consumer goods 9L.5 9h.5 9.3 93,7  94.0  9h.1  9h.7
Earnings v

Average hourly aa§7—

ings in industry 7.2 156.L 158.1 163.7 166.9 ¢/ c/ c/

a/ Preliminary

b/ Grouped according to end-use of goods

¢/ Not available

d/ February, May, August, and November for 1963

Source: Statistisches Bundesamt, Wirtschaft und Statistik
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and prices are becoming more pronounced, Unit labor costs, which had \
fallen during the first half of 1964 because productivity increases
cohsistently outpaced wage increases, appear to be rising again,

At present, the tight labor situation is providing a
favorable bargaining climate for labor and the upward movement of
wages is accelerating at a time when wage contrasts are expiring in
increasing numbers. Recently negotiated contracts indicate that the
earlier trénd towards longer contract periods is being reversed: con-
tracts-currently are being written for an average period of fifteen
monthis, while in 1963 they averaged eighteen months or more. Further-
more, wage increases currently fall within a 8-9 per cent range, com-
pared with 7-8 per cent in 1963. The higher contract rates combined
~with & continuing tendency for effective hourly earnings (because of
cvertime, bonuses, eté.) to rise faster than hourly wage rates are
putting further pressure on unit labor costs at a timejwhen productivity
increases are moderating somewhat.

This upward movement of labor costs, jointly with rising
prices for imported raw materials, is putting extra pressure on the
Germarn price level. In contrast with the current situation, price
rises,in earlier monfhs were primarily' attributed to the very favorable
demand situation; this was particularly noticeable in the movement of
export prices, which after relative stability through most of 1963,
rose by 3.8 per cent between October 1963 and July 1964. (See Table 4.)

But recently the pocition has been reversed. Export price
rises have again become more moderate and are averaging about 0.2 per

cent a month. On the other hand, the internal price level, which earlier

in 1964 had been much more stable than the export price level, is
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ﬂéﬁrrentiy moving up faster. Producer prices for industrial products,
for example, rose by only 0.9 per cent between October 1963 and July
1964; but between July and October 1964 they increased by 1.3 per cent.
Consumer prices in September and October were relatively stable as
seasor.al declines in food prices partly offset price increases for
primarily services and fuel. As compared with the preceding year,

consumer prices in October 1964 were up by 2.9 per cent.

1964 economic performance satisfactory

The overall performance of the German economy in 1964 appears
to have surpassed earlier growth expectations. The Deutsches Institut
fuer ﬁirtschaftsforschung estimates that GNP, in real terms, will grow
by 7 %er cent in 1964 as compared with 1963. (See Table 5.) At the
end of 1963, the German authorities had expected that only a 4.5 per
cent growth rate could be achieved in 1964, Even this lower rate had
given rise to widespread fears that acute inflationary pressures would
materialize during 1964. Thus the record for the year appears to have
been better than expected on all counts: not only was a much higher
rate of growth achieved, but it was also much more balanced than had
been decemed possible. The rise in the overall price level, estimated
at 3 per cent, was virtually unchanged from the 2.9 per cent recorded
in 1963,

The main reason for the relative balance between the growth
of demand and supply in 1964 is to be found in the fortuitous shift in
the pattern of demand during the year., The early expansion was carried

by rising foreign demand, which triggered a rise in domestic investment




»Conﬂuﬁption
Private

 Jvk' Pub1ic

Total

Gross
investment

Construction
Equipment
Total 1/
Exports -
Less Imports
Total GNP
Price change
Real GNP

v Ta‘blez 51
" T (Current prices, per cent change from preceding year)

- lGa -

Germany: Gross National Product, 1963 ~.1965

_____ Year 1963 196l |
1963 196l a/ 1965 a/ TIII v I I 111
5., 8 9 6 5.5 8 7 8.5
02 6 10 1 ks 55 1 35
b 1.5 9.5 6.5 5.5 1.5 5.5 1
8.0 15 11 WS 135 52 15 7.8
21 15 W 3 Iy 8.5 1 8.5
b5 16 0 13 9 9 26 11 8
8.8 11 9 1u 12.5 18 2.5 6.5
.2 105 1 o1 2 1.5 15 9 _
62 10 10 7 7.5 1.5 9.5 8.5
2.9 3 T 28 2,5 2 2 2.8
32 71 6 L5 5 9.5 3 5.5

a/ estimated

1/ Excludes inventory changs for guarterly data.

Source:

Deuteches Institut fuer Wirtschatistoerschung.
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demand. The latter, however, came into full swing only after the rise
in foreign demand had begun to moderate.

Currently it appears that investment demand may be moderating -
just at the time when a more rapid increase in consumer demand is being
anticipated. However, with the current level of capacity utilization,
it is not expected that §upp1y avajilabilities can accomodate rising
demand fully to the extent this was possible in 1964.

Therefore, the D.I.W. expects the general price level to rise
by about 4 per cent in 1965, somewhat more than in 1961;, while final
demand is expected to go up by 6 per cent (in real terﬁs) somewhat less
than in 1964, Both“private and éublic consumption demand are expected
to rise faster than in 1964; actually it is already expected that fburth.
quarter 1964 figures will reflect some- of the acceleration.

Private consumption demand i; expected to receive a strong:
stimulus not only from larger wage increases but also from the tax cut
.which was passed‘in November 1964. The bill finally enacted actually
was somewhat more generous than that originally proposed by the Govern-
ment btringing the total annual revenue loss to-DM 3 2 billion. Under
the current division of revenues between the Federal Government and the
Laender, the Federal Government will bear 39 per cent of the/revenue
loss,” Despite the loss in revenue, expectations are that'government
consumption expenditures, both for civil and for military purposes will
go up appreciebly in 1963. Private investment demand and expofts, on
the other hand, are estimated to grow somewhat more slowly than in 1964,

while imports are expected to increase at about the 1964 rate.
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Trade balance deteriorates

The trend towards*ﬁlower growth‘of exports and confinuing
increases in imﬁorts has become more clearly pronounced in recent
wonths. Although exports recovered from the‘third qua?ter low (which
was primarily due to seasonally adjustmeht proﬁlems for the month of
August), they did not rise elther as fast as during the first half of
the year nor as fast as imports. . (See Table 6.) Consequently, the
iarge trade surpluées of the last quarter of 1963 and the first half
of 1964 have been diminishing and in November-therg.acéually was a
fractional trade deficit. Ngvertheless, it is estimat;d that the
1964 tirade surplus will total about DM 5 billion, approximately
DM 1 billion B;low the 1963 surplus,

The major factor in the slower export growth was the alowdqwn'
in demand for foreign products of other EEC countries, particularly {in
Italy and France. Exports of German products to other areas, on thé
other hand, continued to expand, In particular, exports to the EFTA-
countries, and within that bloc to Great Britain, rose considerably
The effects on German exports of the surcharge on imports into Britain
instituted in October probably will not become. discernible until early
this year. With exports to the other EEC countries, exce;t to Belgium-
Luxembourg, no longer rising faster than deliveries to other: areas, the
sha?% of the EEC in total German exports dropped from 38.1 per cent in
the first quarter of 1964 to 35.1 per cent in September-October 1964.

A further factor explaining the slower developmen: of exports probably
derives from the favorable domestic demand situation which to some

extent reduces the incentive for German producers actively to seek

export opportunities, L




ﬁgbla.é. Germany: Merchandise Trade
\seasonally adjusted, monthly averages, in billions of DM

1962

II.
ITT

4

1963

11
III

196l
I
II
III
June
July
Aﬁgust
September

- October
Novemberl/

Exports

b3
b2
bl

R oh

s

L.85
5.00

5.07

.34
S;hl
5.29
5.68
5.hy
5,04
5.40
5.59
5.38

= '212»3“.-

Imports

a/ 1,.08

a/ 4.07
| .o

h.22

L.12
Lo
L.57
L.30

1.6
L
5.04
b9t
5.1
1.8
5.15
5.31
5.40

1/ Preliminary

n.a. -« not available
Source: Bundesbank, Monthly Report

rate) and those for A

1962 - November 196l

Industrial
goods
imports

2.9}
2.80
3.00
3.13

3.11

3.33
3.0

321

3.38
3.50
- 3.8
3.67
3.92
3.65
, 3.86
L.07

n.a,

Trade
balance

27
.35
S
«19

«33
k5
43
T

.88

"~ .70
.28

.71"
.30
.20
.25
.28

-.02

a/ Change in import accounting procedure raised imports for the first quarter, 1962

by DM 0.124 billion (monthly

pril by a negligible amount.
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The continuing upsurge of imports is to a large degree assq;)
”‘ciated with the expansion of the domestic economy and to a lesser degree
with the rise in world market prices for raw materials. Both thgsé
factors are reflected in the shift in the import structure whichAtOOk
place during the year: -the relative importance of raw materials and
semi-finished goods in total imports rose, while that of finished goods
declined, But the latter decline was to some extent explained by the
lower imports‘offdefense goods as compared with 1963, commercial imports
of finished goods in the third quarter of 1964 were 22 per cent above
the preceding year;s level, agout the -same rate of increase as was re-

’ cordéd for semi-finished goods in that quarter. S ;
i'  Imports from the EEC count¥ies expanded particularly fast and.
theit share in German imports grew from 31,9 per cent ip the first quarter',
of 1964 to 37.3 ber cent in September-October. This may in part ;eflect \
greater competitiveness of the EEC partners in the German market both

because of the higher price level in Germany and becauqe of the ynilateral

tariff reduction which became effective in July,

Balarice of payments reflects diminished trade surplus

The much diminished trade surplus, combined with a seasonally
large deficit on service account, was the main factor in the third quarter
swing of the balance of payments into deficit. (See Table 7.) The huge
first quarter, 1964 surplus was much diminished in the second quarter,
partly because of a reduction in the trade surplus,'but primarily because
of the shift from private cépital inflows to a substantial outflow (after
the aanouncement of the proposed 25ﬁp§r cent withholding tax on dividends

paid on foreign held fixed intergst,securities). In the third quarter,
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Tatle 7, Germany: Balance of Payments, 1963-October 1964 -
: (in millions of DM) '

January-October
1964

, _ 1963
1, Goods and Services
Trade balarce 4,031
Services ‘ -363
.Total . 3,668
2, Official Payments .
Donations 1/ -4,246
Long-term capital -676
Short-term capital 990
Total —3!932

3, Private Capital
Securities transactions
Foreign purchases 2/ 2,467

German purchases 3/ ~300
Other long-term 662
Short-term 4/ © 838
Errors and omissions 584

Total 4,251

"8urplus or Defteit (3) 3!987

Financed by

1, Commercial banks
Foreign exchange
assets. (increase-) -1,957

2, Reserve Movements
Drawing rights on
IMF (increase-) -120
Bundesbank liabilities -116
~ Gold and' foreign

exchange (increase-) .1,794
‘Tatal j -2.030
Total Finan:cing -3,987

a/ Preliminary,

1/ Also includes foreign workers' remittances,

Z/ Net foreign purchases of German securities,

g/ Net German purchases of foreign securities,

4/ - Includes commercial bank capital other than foreign exchange assets,
Source:: Basic duta from Bundesbank and International Financial'Statistics,

rearranged by author,

-]., 280

=320

(%) ]

-
O
(%))

'
ot
N
(=]

t
et
E;
S
o

1964

JI

288

2

470
20

490
==

-461




' thE§bntflow of private capital wasAagain reversed, but the renewed
inflow--this time primarily owing to borrowings abroad by German sub-
'vsiﬁiatiesrof foreign companies--was not sufficient to offset the con-
tinued heavy government payments abroad. In October, however, the
seasonzl outflow on service account had ended; the current account
balance, combined with a further private capital inflow, was more
than sufficient to offset government capital outflows,

For the ten-month period January-October, 1964, the com-
bined balance of payments surplus amounted to DM 1,400 million or
$350 million, with most of the inflow concentrated in the first three
months of the year. This compared with a cumulative surplus of
DM 3,987 million ($997 million) for the first ten months of 1963,

when most of the inflow was concentrated in the second half of the

year,

Official reserves decline

The change in the German balance of payments position
from a large surplus during the first half of 1964 to virtual balance
in the four months from July to October was reflected in a drawing
down of official holdings of foreign exchange which continued through
mid-December. Official holdings of gold and foreign exchange were
reduced by $362 million between the end of June and mid-December,
1964. (See Table 8.) However, drawing rights on the IMF increased

in December in connection with a DM drawing by the United States.él

3/ Ar earlier U.S. drawing in October was more than offset by re-
purchases by other countries.

The $180 million equivalent of DM made available to the IMF under

the General Agreements to Borrow did not affect the official reserve

position since this transaction only constituted a shift from freely usable

assets to foreign assets of limited usability held by the Bundesbank.
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Table 8, Germany: Changes in Reserve Position 4
1583 - December 196l
(in millions of U.S. dollars)

1963 196k R
Jan.»Dec.. Jan.-June July-Sept. Oct, Nov, Dec. 1-15

A. Bundesbank gold and
foreign exchange

Gold 16} 238 68 - - 9L
Foreign exchange Lo1 -178 -167 -7 -109 -2h1 .
Total 655 60 -99 7 <109 =147
B. Drawing rights on IMF LS 146 - 56 n.a. n.a.
C. Commercial banks
foreign exchange 73 165 2 115 n.a. n.a.
Total A through C 763 371 =57 | 42  n.a. n.8.
n.a. - not availgble.
Sources International Financial Statistics; Bundesbank, Monthly Report.
Tsble 9. Oermany: Exchange Rate and Forward Rate in U.S. Cents per DM and
Per Cent per Annum,1963-Dec, 196l
Par Value 25.000
Upper Limit 25.188
Lower Limit 24,875
Spot Forwar Spot Forward .
Ratel/ Rate?l Rate Rate

1963 - Jan.".‘:"iarch 2 0991 +0; EZ 196,', - Oct. 2 2!;.1;8 -0.6%
AprileJune 25,085 -0.1% 16 25,158 -0,0%
July-Sept., 25.110 +0.2% 30 25,152 -0,0%
Oct,~Dec. 25.152 -0.2% Nov. 13 25.1k3 +0,3%

196!-‘ - Jano"Mar‘:h 25.160 +0.9% 27 250151 +0.3%
April-Juse 25.161 +0.6% Dec., 11 25.143 +0,5L%
June-Sept.  25.155 +0.6% 2l 25.165  3/+0.,2%
Oct.-Dec, 25.151 +0, 3% 31 25,1l _ +0,6%

%_/ Noon buying rates

§/ Quarterly ax monthly data averages of Friday quotations.
/ December 23

Source: Federal Reserve Board
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';‘ f’Cc;x;s’teéu’entIy, the German official reserve position actually has de‘térior’atéd
onl‘y ;v,‘ea.;y little when the IMF transactions are taken into account.

Commercial banks, which had increased their holdings of foreign
exchange only slightly during the third quarter, added substantially to
their holdings in October and reportedly continued to put funds abroad
subsequently. But by mid-December funds were again being repatriated for
year-end window-dressing purposes,

The third quarter balance of payments deficit and money exports
by German commercial banks were reflected in a slight weakening of demand
for the D-mark in foreign exchange markets. (See Table 9.) The D-mark
quotations moved down from 25.161 U.S. cents in the second quarter to
25.155 in the third and 25.151 in the fourth quarter of 1964. This rate
was well above the par value of 25,000 U.S. cents, but somewhat below
the upper limit of 25,188 U.S. cents at which the Bundesbank is committed
to intervene in the foreign exchange market,

During the period there were some upward fluctuations in the
D-mark cuotations, particularly in November when sterling came under
pressure, and in the second half of December when banks were trying to
meet year-end requirements. The three-months forward rate on the D-mark
averaged 0.3 per cent per annum, well below the rate prevailing in preced-
ing months, but well above the fourth quarter rate of the preceding year,
possibly indicating that year-end operations may have been less extensive
than in 1963 and that foreign exchange markets in early 1965 may be less
influencad by the unwinding of year-end window-dressing operations than

in 1964,




iﬂanaialymérkets relatively quiet

The balance of payments developments combined with the
"festrictive action of the monetary authorities produced increasing.
pressure on bank liquidity, Foreign exchange operations, which had

added substantially to bank liquidity in 1963 and early 1964, contributed
only little during the second and third quarters of 1964. (See Table 10.)
In addition, public authority transactions had a more contractive influence

in 1964 than in the preceding year, .

In this situation, the rise in reserve requirements in the third
quarter forced the banks to increase their indebtedness at the Bundesbank
substantially while at the same time reducing their holdings of government
paper. These contractive influences appear to have continued during the
fourth quarter of the year. In an attempt to minimize the effects of the
liquidity squeeze and year-end operations on the foreign exchange market,
the Bundesbank offered a 3/4 of 1 per cent rebate on advances against
securities reducing the cést of such advances to 3-1/4 pér cent. Banks
reportedly availed themselves heavily of this opportunity towards the
end of the year, As a result, call money rates in Frankfurt remained

relatively easy, in view of the heavy seasonal requirements, at about

3-1/4 per cent through most of December,

The bond market steadied towards the end of the year, Although
the Federal loan floated in October could be placed only slowly despite
support purchases by the Bundesbank of older government issues, pressures
on the bond market appear to have eased and bond yields have steadied

around 6.4 per cent for 6 per cent coupon issues,

The final approval of the 25 per cent withholding tax proposal

in its original form by the Finance Committee of the Bundestag on



operations -

s at Bundesbank +.9
Total +.9
ompare: Lo
hange in required
reserves - +,5

-.6 -l
-1.1 ::E
-1.7 +.1

+,6 , +.1

Anmial Report for 1963
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vf é§écember 16 appears to have caused no further sales. It now appears
Zlikely that the tax will become effective shortly before the mid-year
1965 interest payments become due. Shortly after passage of the tax
proposal had virtually become assured, the Federal Loan Consorfium
decided to float a DM 400 million Federal bond issue at ar effective
yield of 6.29 per cent on January 4, 1965. Early 1965 floatations by
public authorities are expected to amount to about DM 1 billion with

terms and conditions (6 per cent coupon rate, issue price of 98)

about the same as prevailed at the end of 1964, This would indicate
that no further weakening requiring special tailoring of issues to
suit market conditions is expected,

The stock market also exhibited a firmer tendency towards
the end of the year. Stock Prices had weakened during October and
November but recovered some lost ground in December. But prices
still remained about 7 per cent below September quotations.

The relative quiet in the domestic financial markets was in
sharp contrast with the hectic atmosphere of the foreign exchange
markets during November when sterling came under pressure, and with the

uncertainties following the discount rate changes in Great Britain, .

the United States and Canada. For some time, there was speculation

in the press about impending Bundesbank actions in the discount rate
field but this talk died down quickly after the $3 billion stabilization
package for the pound sterling was announced on November 25. However,
the virtusl cessation of foreign exchange inflows and the rising interest

rate level in neighboring countries have made the monetary authorities

feel less hampered in instituting measures to control the domestic monetary

situation if this should pProve necessary.





