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GﬁtQEQ?fl5; 196k Helen 3. Junz

Recent Economic Developments in Germany, June-September, 1964

Summary

From June to September, the tendencies evident earlier in 1964 of a
relatively balanced business expansion in Germany continued, despite acute labor
sliortages and a pickup in domestic investment activity.l/ A slowdown in export
orders which happened to coincide with a brisk expansion in domestic demand,
especially in investment goods, contributed to the continued balanced growth.
Developments in Germany during the period under review thus contrasted with
trends iﬁ neighboring European countries: the fully-employed German economy con-
tinued to adjust to growing demands with only minimum strain on capacity and with
only limited price advances.

Several factors contributed to the continued balance in the German
economy. The decline in export orders came at a time when the investment climats
improved. Growing order backlogs (in part from the earlier flood of export orders),
widening profit margins (as capacity utilization increased and price rises abroad
permitted German manufacturers to advance their prices) and the growing conviction
that the German authorities would not attempt to curtail demand substantially
gave a new impetus to investment. But strains on German resources were eased by

& rise in productivity greater than had been anticipated; these gains grew out of

new capacity which came into production from earlier capital-deepening {labor~saving)

investments stimulated by Germany's persisting labor shortages. In addition,

1/ For a review of earlier developments, sce '"Recent Economic Developments in

. Germany, March-June, 1964," dated July 10, 1964,
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1~agavernmént efforts seem to have reduced somewhat the overstrain in the building

sector which had been one of the major sources of inflationary pressure.
Despite labor market tension and repeated official statements that

‘ profit~m3rgins and productivity gains were growing faster than labof costs,

wage increases under union settlement remained moderate, particularly in contrast

with wage developments in neighboring European countries. The settlement in

the metal industry early this summer appears to have set the pattern and helped
to kegp wage increases within a general average of about 6 per cent, although it
does appear that wage payments above contract rates have accelerated with the
economic expansion,

However, German prices advanced throughout the summer. Rising world
market prices and favorable demand conditions both at home and abroad contributed
to the upward drift of the price level. Particularly export prices for inve‘stm‘f ’
goods responded to the upward pull of rising demand. But German prices generally
are not risiﬁg faster than are prices elsewhere in Europé.

At the same time, imports have been rising more rapidly. The general
business expansion, the unilateral ﬁariff reductions made by Germany on Ssome EEC
products in July and the uptrend in import prices contributed to rising import
values. Cn the other hand, exports have been slowing down and the large trade
surpluses of earlier this year seem to‘be receding. Because prices abroad are
advancing, import competition may not help a great deal in holding down the German

price level.

Luring the third quarter, the German balance of payments swung into
deficit. The reduction in the trade surplus, the better-than-seasonal growth

in German tourist expenditures and the stoppage of private capital inflows were

three factors which contributed to this swing in the payments balance, .
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. On rhe external side, therefore, two primary objectives of the authorities'

anti-inflationary efforts seem to have been achieved: stopping the private capital
inflow and reducing the large trade surpluses. But steps taken during the period under;
review to curtail domestic credit expansion--especially the higher minimum reserve ;
requirements against resident deposits on August l--have encouraged the German banks
to bring back some funds from abroad. In September, for example, the banks reversed
a sizeable part of the swap agreements they had with the Bundesbank to hold U.S.
Treasury bills. Hence, tightening of credit conditions in German financial markets
tends, under present circumstances, to defeat the attempts by the German authorities

to encourage private capital outflows on a net basis. 1

Balanced growth of demand and output

The German economy entered the autumn period of seasonal upswing with ;?
‘Iicensiderably fewer signs of apparent strain than had generally been expected. ‘
Demand continued to expand during the summer months, but at perceptibly more
moderate rates of growth as compared with the beginning of the year. On a seasonally
adjusted basis, the total inflow of orders to industry in June-July rose by 6.6 per
cent over the April-May average, but this was not quite sufficient for the index
to regain the April, 1964 peak. (See Table 1.)

The shift in demand from foreign to domestic customers, which emerged

earlier this year, became more pronounced over the summer. Foreign orders grew

by only 1.8 per cent between April-May and June-July, while domestic orders were

up 7.0 per ceat. On a year-to-year basis foreign orders were up only 2.4 per cent

in July as compared with earlier annual growth rates of around 20 per cent; but

this was in part to be expected since the upsurge in foreign demand was particularly
strong in the summer of 1963. In July, domestic orders exceeded the preceding year's

'I'Ievel by 17.7 per cent, indicating the continuing strength of the demand situation,



 Table 1. Germany: Hew Orders Received by Industry, 1962-July 196l
" {Index numbers » 195]; turnover = 100 ’ seasnnai% adjusted)

All Domestic Foreign Basié Capital Consumer
:Endustriesl*/ orders orders  industries _gpods _Boods
1962
January 207 200 2l 190 255 166
April 207 198 237 184 261 156
July 203 199 22l 183 2hé 17k
October 211 203 2Lu8 194 281 176
- 1963
January 206 196 25L 18L 252 17k
April 218 20k 290 19L 270 175
July 223 209 294 197 285 17h
October 235 221 305 211 292 188
196k
January 236 220 311 216 290 188
April 266 2L8 253 242 325 206
May 219 210 265 194 28L 161
June 260 2Ll 328 228 330 198
July 2/ 257 2L6 301 236 313 210

1/ Excludes mining, construction, food and power.
2/ Preliminary.
vource: DBundesbank. Monthly Report.
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‘rates of increase appear to be moderating somewhat. However, it is in-

.Eficult to assess changes in rates of growth during the summer months

because of the growing tendency towards lomger summer vacations which cannot be

 ﬂfu&iy5ac¢ounted for in the seasonal adjustment process.

As in preceding months, the pattern of demand continued to reflect the
favorable investment climate. A mid-year survey of business investment plans showed
that an earlier forecast of an increase of 5 per cent was revised upward to an
increase of 10 per cent. A good part of this increase has apparently already
materialized in the inflow of orders to the investment goods sector in the first half
of the year. However, recent growth rates of orders for investment goods tend to
‘undergtate the rise in demand for industrial equipment since the capital goods sector
includes automobiles; and demand for automobiles--partly because of a drastic reduc-

tion in exports to Italy--has recently been growing more slowly.

. The order flow to the basic industries in June-July also failed to regain

the April peak, possibly because the building boom was moderating. Demand for
residential building and road building has been falling off, and was partially offset
by rising demand for industrial building in the current investment expansion.
Although no appreciable relaxation in the building sector is yet evident, the easing
of some pressures is beginning to weaken the effect of one of the principal infla-
tionary stimuli.

Industrial output expanded more or less in line with the growth in demand.
In July-August the index of industrial production (after seasonal adjustment) was
1.5 per cent above May-June and about 8 per cent above the preceding year's level.
(See Table 2.) These rates of growth were somewhat more moderate than those recorded

earlier in the year; they may in part reflect the trend toward longer vacations.
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E _ Germany: Inéustrial Productmx_}_,_k 1962-August 196h
..:icIncféx numbers, 1950 = 100, seasonally adjusted)

Basic & , Food,
All producer Capital Consumer Dbeverages
Industries goods _goods _goods & tobacco  Building
270 280 373 228 228 238
273 291 - 315 232 226 - 265
280 300 382 23h 237 278
283 297 382 237 2h1 265
266 274 360 222 238 135
May 284 308 373 236 2k 302
Auvgust 291 318 385 2h2 2L6 314
November 300 330 Lo3 2ly7 2L6 306
196L,
February 300 329 L0o5 246 2L8 270
May 319 357 L28 258 271 3hb
June 301 339 402 2L9 2k6 289
July 1/ 315 35h 118 262 262 301
August 1/ 31k 356 L2l 25h 258 309

1/ Preliminary.
Source: Bundesbvank, Monthly Report
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On the whole, supply availabilities have remained rather elastic. This

~year, the upswing ir investment activity, particularly for capital-deepening projects,

eﬂ’wéilibefore industrial capacities were being strained. 1In addition, thé
' ;existence of sufficiently large inventories of finished goods served to supplement
/fcurrent production. As a result, industrial sales have generally exceeded additionms
to output and have temporarily helped to hold down the growth of order backlogs.

In June-July the ratio of order inflows to turnover of 103 was appreciably lower
than in April-May, when it stood at 107; the only exception was the capital goods

sector, where order backlogs continued to rise significantly.

Labor reserves squeezed

The extremely tight labor market became even more strained during the
summer months. Unemployment from June to September was down to 0.5 per cent of
».':he labor force, the same percentage as in the preceding year, but job vacancies
were appreciably higher. 1In September there were 6.6 vacancies for each person
unemployed compared with 6.0 a year ago.

Despite rising difficulties in the recruitment of foreign workers--because
of the competition from other countries and the exhaustion of labor reserves in
Southern Europe--there were about 100,000 more foreign workers in Germany during
the first eight months of 1964 than in the preceding year. Foreign workers numbered
980,000, and constituted 4.3 per cent of the labor force in 1964.

The continuing trend toward more efficient use of labor (reflected in the
large increases in capital-deepening investment) acted to relieve somewhat the over-
all labor shortages. In addition, the growth industries, particularly in the invest-

ment goods sector, continued to attract labor from the slower growing branches.




dage and price movements up moderately  |
 Despite the potential pressure generated by the tight labor market--

~which was intensified by repeated official statements that both productivity and

- profit margine were growing faster than wages--wage increases remained comparatively

”, tm0derate. The settlement concluded for the metal industry during the summer éPPears

éo be setting the pattern for other wage contracts. In general, increases are being
held to about 6 per cent, although contracts now are being writtem for a somewhat
shorter period than last year--averaging 15 rather than 18 to 24 months. Evidently,
labor is sufficiently concerned about possible inflationary pressures generated by
the tight labor situation not to press wage negotiations too forcefully; this 1is
suggested by the decision of the metal union to put off for one year--from July 1965
to July 1966--an agreed reduction in working hours. But demands for labor are so

strong and competition for workers so keen that employers often pay prices above

union levels so that workers do not have to press union officials to undertake hard
bargaining. As a result, the difference between hourly wage rates and hourly earnings
has tended to widen during the first half of the year.

Buoyant demand in Germany and rising world market prices continued to
push prices upward, though on the whole only moderately. Price rises were largest in
those sectors in which prices had earlier been cut because of lagging demand. Thus,
export prices of investment goods rose by 1.4 per cent between April and July, 1964
to a level 4.1 per cent above July, 1963. (See Table 3.) Export prices in general
rose 0.6 per cent between April and July and 3.8 per cent over the year. Over-all
producer prices, on the other hand, were up only fractionally between April and
July and rose a moderate 1.4 per cent over the vear, despite a comparatively large

increase--by 3.8 per cent--in industrial raw materials prices over the year.

Consumer prices also continued to trend upward primafily because of higher food an.

service prices. Prices for consumer goods other than food remained comparatively

stable.
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Table 3. Germany: Prices and Wages, January 1963 - = _ﬁ. 1964
(Index numbers, 1958 = 100)
1963 1964
Jan, April July Oct. Jan. April  June July@ a/
strial
#S 103.5 103.5 103.4 103.9 104.3 104.6 104.7 104.8
tment good7b/ 107.3  107.2 107.3 107.4 107.5 108.0 108.3 108.3
4mer 800d3~ 106,0 106.6 107.1 107.5 108.5 109.1 109.1 109.2
111.1 112.8 111.6 112.1 114.0 114.6 114.9 115.3
111.0 114.1 110.3 110.1 113.6 114.1 114.2 115.0
100.4 100.4 100.6 100.8 102.2 103.8 104.3 104.4
I"estment good?— 107.0 107.3 107.8 108.0 110.2 110.6 111.0 112.2
sumer goeds 101.2 101.2 101.1 101.5 101.7 102.0 102.3 102.5
rt Prices
1 g5.¢6 95.7 94.7 96.2 96.9 98.6 97.4 97.5
nvestment goodi- 97.4 97.7 97.9 98.3 101.5 101.6 102.0 101.9
nsumer goods 94.5 94.8 94.6 94.5 94.3 93.7 93.6 93.7
1ings
age hourly earn-
nb in industryd/  147.2 151.6 154.1 156.4  158.1 </ cf cf

‘a/ Preliminary.

Grouped according to end-use of goods.

Not available.

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

 Source: Statistisches Bundesamt, Wirtschaft upnd Statistik.

The relatively moderate price developments may reflect the lag in the growth
R in private consumption demand behind the expansion in disposable incomes. Disposable
§ incomes grew at an annual rate of 9 per cent during the first half of 1964 but private
§ consumption demand rose by only 7.5 per cent. (See Table 4.)

Moreover, personal consumption has continued to grow more slowly than gross
fnaticnal product. The major expansionary factors in the 9 per cent growth of GNP in
the second quarter were an 1l per cent increase in gross investment and a 12.5 per

'cenivincrease ia exports of goods and services. Public sector consumption grew at
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Table L., _Germany: Gross National Product, 1963 - II Quarter Al%h

{Current prices, per cent change from preceding year)

1963
I SR S ¢ SRR
 Gonsumption
Private 5 4.5 6 5.5
Public 16.5 - 6.5 3:5
Total 5 1 b 5.5
Gross '
investment
Construction -20 L 1k 11.5
Equipment == 3 _3.5 L
Total 1/ -9 8.5 - -
Exports 25 9. w12
Less Imports 6 9.5 11.5 1
Total GNP 3 1 1 1.5
Price change —;~_ ‘~;t; —;T; ~;T;
Real GNP - _3.5 4.5

I+

1/ Excludes irventory change.

Source: Deutsches Institut fuer Wirtschaftsforschung.

1961k

1 1L
8 7
55 2
L5 6
53 11.5
8.5 11
26 11
18 12.5
11,5 7
11.5 9

2 2
9.5 7
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f«»a much diminished rate of only 2 per cent, in line with the general policy of
fiscal restraint. The reduced rate of growth is also due to the acceleratian in
public sector expenditures in the second quarter of 1963 to make up for the effects
of the severe winter last year. With over-all price deflators rising by 2 per
cent, real GNP increased at a year-to-year rate of 7 per cent during the second
quarter,

The rate of growth during the second half is expected to slow down
slightly, resulting in a third quarter year-to-year rise of about 6 per cent in
real GNP. Investment demand is expected to remain the major expansionary factor,
although consumption demand, both private and public, may grow slightly faster
than during the first half of the year., Private consumption demand should increase
because incomes in the fourth quarter will reflect previously contracted wage in-

of 1964, the effects of external influences should decline.

creases. With imports expected to rise faster than exports during the second half

Trade surplus declines

The decline in the trade surplus, already apparent in the second quarter,
continued in July and August as imports grew more rapidly than exports. (See Table 5.)

Commercial imports had not risen appreciably through the end of last year,
but at the beginning of the year they began to respond to the industrial expansion.
The increase in industrial demand for imports was somewhat obscured because of a
rather large decrease in the imports of armaments. Thus, total imports during the
second quarter rose only 6.8 per cent over the second quarter of 1963, but commercial
imports were up by 14 per cent. The upward trend of imports was apparently stim-
ulated by the intensified export efforts of a number of European countries as part

of their stabilization programs, and by the unilateral tariff reductions vis-a-vis




 Tscasonally adjust

June
July
August 1/

ble 5, Germany

y: Merchandise Trade, 1962 - August 196hL
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§§Eerts

b.35
L.h2
L.Lk
L.kl

L.L5
L .85
5.00
5.07

5.3h
5.1
5.68
5oLl
5.0L

ted, monthly averages, in billions of DM)

Iggorts

a/ L.08
a/ L.o7
4.10
L.22

a2
L.bLo
L.57
L.30

L.h6
L.71
L.97
5.14
L .8k

Industrial
goods

imports_

2.91
2.80
3.00

3.13

3.11
3.33
3.1
3.21

3.38
3.50
3.67
n.a.

Nead.

Trade

ba;&ﬂcﬁf ’

.33
RIS
43
17

.88
.70
<71
«30

+20

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

1962 vy DIt 0.12L billion (monthly rate) and those for April by a negligible amount.

1/ Preliminary.
n.a. ~ not available.

Source: Bundesbank, ronthly Hep

ort.,




‘ﬁﬁﬁﬁééﬁntties effected by Germany at the beginning of July. In addition, higher
1/?"¥d;m§rket prices were automatically reflected in increased values of raw m&tgrials

The accelerated growth in imports was accompanied by a perceptible slow

~down in exports. The bouyant domestic demand situation, particularly in the invest-

“ ment goods secior, protably shifted some sales to the domestic sector, but exports
of raw materials and semi-finished goods also slowed down. On a regional basis,
‘falling demand from Italy and France, was about offset by increases in demand else-
'whe;re, particularly from the United States and the United Kingdom. Exports to the
primary producers also began to rise.

With exports slowing down and imports rising more rapidly, the trade surplus
declined from the very high $220 million monthly rate (seasonally adjusted) registered
in the first quarter of 1964 to $175 million in the second quarter and further to

,.SG million in August. But the latter figure may have been exceptionally low because
of inadequate seasonal adjustment.

For the first eight months of the year, however, the cumulative trade surplus
amounted to $1,107 million, as compared with $703 million for the corresponding period

of 1963,

Balance of payments in deficit in July

As a result of the reduced trade surplus and the seasonal increase in the
outflow on service account, the current balance swung into deficit in July. The
net outflow of long-term private capital, which had persisted since the announcement
in March of the intended withholding tax on income from fixed-interest securities held by
foreigners, was reversed in July. There were also some short-term inflows, but these
were not sufficient to offset the small current account deficit of DM 44 million ($11

.xil}.ion) plus the continued substantial official payments abroad of DM 463 million

(5116 million).
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As étgresu}.t, there was an over-all balance of payments deficit of DM 193.
vﬁillibﬂ;($48*million) in Jﬁly. (See Table 6.) The July deficit reduced the cumulé-
_ tive balance of payments surplus for the first seven months of 1964 to DM 1,206
million ($302’million), as compared with a surplus of DM 2,080 million ($520 million)
registered over the corresponding period of 1963.

The reduction in the 1964 balance of payments surplus largely reflects the
success of the Government's measures to prevent further capital inflows and to
promote capital outflows. The small inflow on long-term private capital account in
July was due t.o foreign purchases of newly issued shares of German subsidiaries of
foreign companies; there were also small net sales of fixed-interest bearing securities
by foreigners. In August, however, the Bundesbank reported slight net additions to
foreign holdings of such securities for the first time since April. But private

capital imports in August were probably not sufficient to offset the seasonal

current account deficit--estimated at about $100 million--plus the continued outfla‘l'
on Government account. It is therefore likely that the balance of payments was in
deficit in August., The deficit may have continued in September, when sales of
German bonds by foreigners resumed following Government statements that the authorities
would not accept any weakening of the withholding tax proposal, e.g., by exempting
existing issues. The flurry of foreign sales of German bonds in September probably
reflected public belief that the measure will eventually be passed without much
alteration, though Parliamentary action might be postponed until early next year.

In view of the large propensity of Germans to spend their summer vacation
abroad, the German payments balance tends generally to be seasonally weak in the

third quarter.




,Snand~0missions

surplus or Deficit ()

1, Commercizl banks
Foreign exchange »
assets {increase-) - Thk9 - 928 - 942 288 828 274

2: HReserve Movements
Drawing rights on

IMF (increase~) - 9 - 552 - 368 - 216 -276 32
Bundesbank liabilities - L6 67 3k 38 56 - 5
Gold ard foreign

excharge (increase-) -1,276 207 - 58 =175 -951 Lho

Total 1,331 - 278 -392 -353 41,171 L67
Total Financing -2,080  -1,206 -1,334 -~ 65 ~343 -193

[ —

icludes commercial bank capital other than foreign exchange assets.
szc data from Bundesbank and International Flnanclal Statlstios,




‘h declined by $109 million during the month. (See Table 7.)  In 

'fwasva further decline of $26 million in official gold and fdrgigh{6x~

s, Althodgh the official position was unchanged through the fi;stf"

. of September, there probably were some reserve gains during the month as

fcﬁmmercial banks reversed swaps with the Bundesbank for investment in U. S.fTreésury

eribillS to the tune of about $110 million.

,;DMEQHOEatiQnS ease

Demand for the D-mark eased slightly from July to mid-September. 'ihé,
announcement in early July of further restrictive measures by the Bundesbaﬁkﬂ 
generated some additional demand for the D-mark; but with trade surpluses:diﬁ;uisni‘
and a balance of payments deficit emerging, D-mark quotations in foreign'exéﬁaﬁ
markets moved down from 25.165 U. S. cents at the beginning of July to 25.150 ééﬁts
at the end of the month and remained at about that level through mid-September,
when it started to move back up to 25.161 cents. (See Table 8.) This strengthening
may well have been caused by the repatriation of some funds by commercial banks

because of the very tight money-market conditions in Germany.

Financial markets under pressure

In early July the authorities took further measures to contain inflationaryf?
pressures emanating from the large foreign trade surplus and the expansion of domesti
demand. Effective August 1, the Bundesbank increased minimum reserve requirements

which commercial banks have to maintain against resident deposits by 10 per cent;

this immobilized an estimated DM 1.2 billion of bank funds in August. In additionm,

in order to discourage credit institutions from borrowing abroad, rediscount quotas




ign,é exchange B

Gold

Total
B. Drawingrights on

Ces Commereial banks
foreigr exchange

Total A through C

Foreign exchange

mMr

655

35

-3
O
A

l

110

-9l
16

23

2y

————

128 1
B 226
bh 237

69
71 =207
= 2

NaBe = NOL &VALIADIEs

Source: International Financial Statistics; Bundesbank, Monthly Kegort..

Nie  Talle

Ratey
1963 - Jane-March 2h 991
April-June 25.085
July-Sept. 25.110
Oot enDet 25 ¢152
196l - Jan.-March 25.160
April-dune 25,161
June~Sept . 25.155

Par Valus
Upper Limit
Lower Limit

Fomr?/

*0.3%
-0.1%
+0,2%
«042%
+0.9%
+0.6%
+0,0%

25.000
25,188
25.875

196L - July };
1

Aug. :u-l»
28
Jept. L

9 Toon buying rates.

: ',wc.ef: Feder:l Reserve

Quarterly and monthly data averages of Friday quotations.
Board.

Table §. Germany: Exchange Rate and Forward Rate in U.S. Cents per DM and
Per Cent per Annum 1963-3epte

Spot

Rate

25.165
25,158
25.150
25.151
25.152
25.150
25.153
25.158
25,161
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The new measures, combined with seasonal factors-~an increase i

~fnééﬁs for liquid funds during the vacation period and the approaca of the

September tax date--resulted in a considerable tightening of the money ma

-money rates in Frankfurt were quoted well above the discount rate--betwgé 0

1.0 percentage points higher--through most of August and September. Rece

indicate that bank reserves were tightening considerably: bank holdingsgl

market paper towards the end of September were about DM 400 million below t,’

ceding year's level and rediscount liabilities increased by about DM 2 b11i16ﬁ to

DM 3.8 billion.

The effect of the recent monetary measures on credit extensions cannot be
assessed as yet. Data through the second quarter of 1964 show a quickening of the
pace of crecit extension as compared with the preceding year, but the rate of increas
was not very substantial particularly when measured against the upswing in economic
activity. (See Table 9.) In addition, deposits received from nonbank customers
rose substantially and the first half 1964 excess of credit extensions over deposits
received, of DM 2.3 billion, was no greater than that registered during the first half
of 1963. However, the second quarter drain of liquid funds to non-banks of DM 0.7
billion contrasted with an excess of deposits received over credit extended of

DM 0.1 billion in the second quarter of 1963.



Change ;n Se1=cted Eank Statistics 1962--June 1964
, ~ (billion DM)

Year
1962

L
QO

i,

o

> O P

-
*

PR N TR

Conie reigﬁ customers
~Purchases of securities
Total

W N oo

.

-0 M
LI
~ N O W

[y
-

|
:;:
|

N
o™
n
Ny
o0
)

-~
N
»

B~

|
|
|

‘Deposits received from
domestic customers 1/
Private sector
Public sector
foreign customers
‘Sale of bank bonds
“Other
Total

.

1

1
NNO OO

;

T wo oW

P
o

|

. Balance credit extensions
less deposits received

Commercial banks' foreign
exchange assets - +0.4 +0.9 +0.4 +1.1 -0.1

Borrowings at Bundesbank +0.8 -0.3 +0.6 +0.5 +1.1 -0.3

1/ Non-bank sector
Source: Deutsches Institut fuer Wirtschaftsforschung

But there can be no doubt of the restrictive effects of recent developments
on the financial markets. Dr. Troeger, a member of the Board of the Bundesbank, was
quoted in the press on October 2 as saying that "the minimum reserve action, which
earlier had been considered to have been a mild measure, has, in interaction with
other develcpments, led to a substantial restrictive effect." 1If the tightening
credit conditions are having the desired effect upon domestic credit extensions,

. they may well again stimulate further inflows of funds into Germany. German firms,




~continue to have the option of seeking credits from foreign: o&fcé&

can pe found in the Euro-dollar market, to offset any reduction in domeés

eéts weaken

Both the bond and the stock market reflected the effects of the*latest
éfﬁmEHt adctions. The bond market, which had steadied considerably duringfﬁuly
, :én&iAugust, weakened in September when it became clear that the GovernmEnt_wasv
going to insist upon passage of the 25 per cent withholding tax proposal without any

compromise,

4 In addition, a large volume of new Government issues-~amountingmto’abaut
DM 1 billion--came on the market in September and early October, further depressing
bond prices. The Bundesbank reportedly engaged in support purchases of Govérnment
bonds to a very limited extent only--about DM 60 - 70 million--according to press
accounts--ard prices of some 6 per cent Federal Government bonds were allowed to‘
decline belcw 98 (the issue price announced for the new DM 400 million tranche of
the Federal Government loan to be floated in early October) for the first time since
announcement of the withholding tax proposal. According to the Frankfurter
Allgemeine Zeitung, yields of 6 per cent Government issues increased to 6,39 per
cent in September, while average yields on industrial issues rose from 6.25 per
cent to 6.41 per cent per annum.

The Stock market also weakened in September, after having recovered a
large part of the losses sustained between April and June. Foreign sales of German
shares came to a halt during the summer and the general business optimism eventually
affected the stock market, particularly when the public became more confident that
the Govermnment was not going to move drastically to curtail the expansion of demaand.
And, the weakening of share prices during September was generally attributed to th.

shortage of liquid funds rather than to any loss in business confidence.





