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Apr i l 17, 1961 

t igh tened i n 
l a t e February and e a r l y March because of t h e impending March 10 deadl ine f o r major 
t a x payments. Later i t eased, p a r t l y because of easing ac t ions on March 3 by the 
German Federal Bank, but even more because of t he renewed inf low of funds from abroad 
a f t e r the March 6 r eva lua t i on of t he deutsche .mark. In a renewed e f f o r t t o discourage 
such i n f l o w s , t h e Bank reduced r e se rve requirements again on March 8 , and lowered 
f u r t h e r the r a t e a t which i t s tands prepared t o s e l l Treasury b i l l s t o t he market; by 
March 23 the y i e l d on 90-day Treasury b i l l s was down to 2 5/8 per c e n t . 

Although the fo re ign exchange markets were calmer i n t he l a s t h a l f of 
March than during t h e h e c t i c week a f t e r r e v a l u a t i o n , they remained u n s e t t l e d as l a r g e _ 
amounts of funds continued t o f low i n t o Germany. 

On the bond market , t h e conf ident tone t h a t had p reva i l ed i n January and 
February continued throughout March. The/s t rengthening of bond p r i c e s produced a de-
c l i n e in long-term i n t e r e s t r a t e s during the month. The index of i n d u s t r i a l bond 
y i e l d s , which i n January dropped below 6 per cent f o r the f i r s t t ime s ince l a t e 1959, . 
continued t o dec l i ne in February and March. 

Share p r i c e s tended upward in the l a t t e r p a r t of March t o l e v e l s only 
s l i g h t l y below those p r e v a i l i n g j u s t be fo re r e v a l u a t i o n . Money market ease and r i s i n g 
dividends gave the market a l i f t . Non-resident funds which a f t e r the r eva lua t i on had 
moved i n t o o ther c o n t i n e n t a l coun t r i e s whose cur renc ies were rumored f o r p o s s i b l e r e -
v a l u a t i o n flowed back i n t o German shares be fo re the end of March, jThese funds may 
have moved back t o Germany in t h e hope of a poss ib l e f u r t h e r upward r eva lua t i on of 
t h e mark, but by the end of t he month were expected t o s t a y i n t he German shares so long as 
market oppor tun i t i e s remained a t t r a c t i v e . 

Money market . P r i o r t o t h e major t a x payment dead l ine of March 10, the 
German money market was r e l a t i v e l y t i g h t , a change from the comparative ease p r e v a i l -
ing during most of February (See Chart i t ) . A f t e r March 10 the market eased some-
what and remained so f o r t he res t , of the month. In an a n t i c i p a t o r y move t o guard 
aga ins t an end-of-month (p re -Eas te r ) r i s e i n c i r c u l a t i o n and renewed t i g h t n e s s in 
the market , the Federa l Bank on March 8 lowered reserve r a t i o s ( r e t r o a c t i v e t o 
March 1} f o r t he t h i r d time s ince January 20. The t h r e e reduct ions r e l e a s e d an 
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es t imated DM 1 .2 b i l l i o n ($300 m i l l i o n ) of r e se rves to the commercial banks o Twice 
i n February and four times i n March the Federal Bank a l so lowered i t s s e l l i n g r a t e s 
on Treasury paper and r e s t o r e d p a r t of previous cu ts i n t h e rediscount quotas of 
the commercial banks. A f u r t h e r reduc t ion i n rese rve requirements on Apr i l 6 was 
expected t o r e l a s e an add i t i ona l DM itOO mi l l i on t o t h e banks. 

*Since l a s t November (i960) t he German Federal Bank has pursued an ac t i ve 
p o l i c y of pushing down Treasury b i l l r a t e s (See Chart i t ) . At that t ime s the Bank 
changed from a r e s t r i c t i v e c r e d i t po l i cy t o one of easing i n t e r e s t r a t e s i n order 
t o narrow the i n t e r n a t i o n a l d i f f e r e n t i a l t h a t had con t r ibu ted t o the continuing 
l a r g e inf lows of funds . B i l l r a t e s were lowered by a t o t a l of 3 /8 per cent i n two 
moves on success ive days i n ea r ly November and by another l / 2 per cent a f t e r the 
November 11 reduct ion of the discount r a t e from 5 to it per cen t . In e igh t f u r t h e r 
s t eps from November 11 t o da t e , b i l l r a t e s have been reduced by an a d d i t i o n a l 1 - 1 / 2 
per cent and the discount r a t e was f u r t h e r lowered to 3 - 1 / 2 per cent on January 200=/ 

60=90 days 6-month 
From Treasury b i l l s Treasury bonds 

1 9 6 0 Nov . 1 1 li.OO L . 2 5 
Dec. 20 3 .75 it.00 

1961 J a n . 20 3 .25 3.50 
F e b . > 9 - 3 .13 3.38 
Feb. Hi 3 . 0 0 . 3o25 

1 Mar. 3 " 2.88 3 .13 
Mar. 8 2.75 3.00 
Mar. I ? 2.63 2.88 
Mar. 23 2.50 2.72 

Money market r a t e s i n F rankfu r t dec l ined throughout t he month. In t he 
F rank fu r t market day-to-day money dec l ined over the month from 3.88 - It.25 per cent 
-to 2.50 - 3.00 pe r cen t . Declines over the same per iod f o r 30-day money were from 
li.OO per cent t o 3.38 per c e n t , and f o r 90-day money from it.00 t o 3.38 per c e n t . 

F rankfu r t Money Market Rates 

Day-to-day money one-month Three-month 
Lowest r a t e Highest r a t e loans loans 

1960 . . — 
December (monthly range) 3.50 5.13 5.25 - 5.75 5.00 - 5.13 

1961 
January (monthly range) 3.00 it.75 " it.13 - it.50 it.50 - it.88 
February (monthly range) 2.63 it.13- 3 .75 ~ it.13 3.88 - it.38 
March (weekly range) 1 -7 3.88 it.25 3 .75 - it.00 3.88 - it.00 

8-15 - 2.88 3.88 3 .50 - 3 .75 3 .63 - 3.88 
16-23 2.63 3.00 3.38 - 3.50 3.50 - 3.63 
2U-31 2.50 3.00 3.38 - 3.50 3.38 - 3.50 

1 / Treasury b i l l r a t e s are t he ra tes> s e t by the Federal Bank, a t which the Bank 
s tands ready t o s e l l government paper, i n t h e open market. . F rankfur t money market r a t e s , 
on the o ther hand, r ep re sen t commercial bank lending r a t e s to p r i v a t e i nd iv idua l s or 
i n s t i t u t i o n s ; t h e s e r a t e s a re not f i x e d or q u o t e d - o f f i c i a l l y , but are r epor ted by the 
commercial banks and may be considered t o be r e p r e s e n t a t i v e . 
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As a r e s u l t of money market t i gh tness i n ea r ly March, t he gap between s h o r t -
term y i e ld s i n the United S ta tes and Germany widened, as compared t o t he end of 
February o The gap then narrowed during most of March r i s i n g s l i g h t l y i n the l a s t 
week of the month0 The spread between German 3-month Treasury b i l l s and 90-day U0S0 
b i l l s has narrowed s t e a d i l y s ince the end of l a s t yea r . 

1960 
Dec 

1961 

Mar« 

! i960 
I Dec 

1961 

Mare 
« 

German ~ - • 
5 moso Spread 

lending UeSc b i l l over 
r a t e r a t e U.S. 

Forward ex-
change discount ( - ) , 
premium (+) as per 

cent per aimum^/ 

Net 
incen t ive 
on covered 

bas i s 

30 U.25 2.20 2.05 -1.58 . <.U7 

27 k.13 .... 2.18 1.95 - .98 .97 
2U 3.38 2.52 .86 .86 
3 U.13 2.51 1.62 -0 1.62 

10 3 » a 2.1*2 1.02 1.02 
17 3,00 2.30 .70 .70 
2k 3.50 2,32 1.18 . 1.18 

German Forward ex- Net 
3 mos. Spread change discount ( - ) , incent ive 
Treasury U . S . b i l l over premium (+) as per on covered 
b i l l r a t e r a t e U.S. cent per annum!/ v bas i s 

30 3.7$ 2.20 1.55 -1 .58 -o03 

27 3.25 2.18 1.07 - .98 - .09 
2U 3.00 2.52 •U8 M' 
3 2.88 2 ,51 .37 •»«= .37 

10 2.75 2.12 .33 .33 
17 2.63 2.30 .33 .33 
2h 2.50 2.32 .18 — . .18 

j Foreign exchangee The 5 per cent apprecia t ion of the DM on March 6 
*(followed almost immediately by a s imi la r appreciat ion of the Dutch bu i lder ) upset 
I exchange markets genera l ly during most of March throughout Europe0 An "outflow of 
funds from Germany following the apprec ia t ion , in, an t i c ipa t ion of exchange r a t e changes 

;elsewhere (Switzerland, I t a l y , France) , were more than o f f s e t by a subsequent ref low 
-J i n t o Germany speculat ing t ha t the revaluat ion might be ca r r ied fu r the r« The American 

' 27 Between the end of August i960 and February 13, 1961, the premium on the 
forward do l l a r r e su l t ed from t h e swap arrangement of the Federal Bank under which 
German commercial banks could s e l l IM's spot f o r do l l a r s and repurchase the DM* s 
forward, a premium being given on the do l l a r s sold forward. Establ ished at one per 

: cent per annum, the premium was ra i sed to 1 - 1 / 2 per cent in October. Pr ior t o e s t ab -
lishment of the premium the Federal Bank granted do l l a r swaps a t par and s ince 
February 13 has granted do l l a r swaps f o r the exchange cover of shor t - term c a p i t a l ex-
p o r t s , but only a t par* v 
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d o l l a r dropped a f t e r ho ld ing nea r par on March 7 and 8S and was quoted th roughout 
most of t h e r e s t of t h e month a t t h e lower i n t e r v e n t i o n p o i n t 5 r i s i n g h i g h e r only 
r a r e l y a n d - t h e n only s l i g h t l y 0 The d o l l a r remained nea r or a t t h e lower i n t e r v e n t i o n 
p o i n t dur ing t h e f i r s t week of A p r i l 0 

DM-Dollar middle r a t e pa r (DM Uo20 = $ 1 t o 3 -5-61) 
(DM UoOO = $ 1 from 3-6 -61) 

Feb, , I L . 1 7 U 
28 Uol joo 

Mar, > 3 U01705 
6 3.9900 
7 3.9830 
8 3.9700 

15 3.9700 
23 3.9700 
30 3.9700 

Apr, , 5 3.9701 

On February 13, t h e F e d e r a l Bank abo l i shed the d o l l a r swap premium which i t 
had e s t a b l i s h e d l a t e l a s t August , as an i n c e n t i v e f o r commercial banks t o l end d o l l a r s 
abroad or t o lend a t s l i g h t l y lower Tates t o German impor t e r s of d o l l a r goods, t he reby 
d i scourag ing impor te r s f rom borrowing abroad e Under t he a r rangement , - German com-
m e r c i a l banks could buy d o l l a r s spot ( s e l l IM's ) and s e l l d o l l a r s fo rward (buy DM*s) 
a t a premium of one pe r cent p e r annum f o r t h e d o l l a r 0 The premium was r a i s e d t o 
1 - 1 / 2 pe r cent i n October0 I t h a s been r e p o r t e d t h a t , t o promote c a p i t a l o u t f l o w , 
t he Fede ra l Bank now p r e f e r s t o make German long- te rm r a t e s a t t r a c t i v e t o f o r e i g n 
borrowers r a t h e r than t o promote s h o r t - t e r m c a p i t a l expo r t s by the commercial banks , 
through the swap premium, s i n c e such ou t f lows could be r e p a t r i a t e d by t h e banks a t 
t imes which the F e d e r a l Bank found inconvenien t„ Moreover, t h e Fede ra l Bank f e l t 
t h a t by l ead ing to t he movement of funds out of t h e domestic market t h e swap premium 
a t t imes had r e s u l t e d i n an a r t i f i c i a l l y h igh German money market r a t e . I n a d d i t i o n , 
the monetary a u t h o r i t i e s expect t he r e v a l u a t i o n of t h e DM to reduce t h e i n f l o w of 
funds and thus t o dampen t h e r i s e i n l i q u i d i t y . 

The F e d e r a l .Bank s t i l l g r a n t s d o l l a r swaps f o r t h e exchange cover of s h o r t -
term c a p i t a l e x p o r t s , b u t only a t p a r , i . e . wi thout g iv ing a premium, but a l s o wi thou t 
charging a f e e . 

Bond marketo The bond market s t r eng thened dur ing March as t he Fede ra l Bank 
i n t e n s i f i e d i t s e f f o r t s t o lower German i n t e r e s t r a t e s . The March a c t i v i t y con t inued 

• the modest r a l l y i n the bond market which began wi th t h e i n c e p t i o n of t h e Bank's 
lower i n t e r e s t r a t e p o l i c y l a s t November. In t h e p reced ing t e n months t h e market 
had been s t a g n a n t , no major i s s u e s , e i t h e r publ ic , or p r i v a t e , having been p l a c e d . 

The January 20 r e d u c t i o n i n the d i s c o u n t r a t e , accompanied by a lower ing of 
r e s e r v e r equ i r emen t s , had done l i t t l e more than h e l p t o ma in ta in t h e modest improve-
ment -.evident i n t h e l a s t weeks of I960 . The January a c t i o n s s t i m u l a t e d t h e bond 
market ot only a s l i g h t ex t en t as a s u b s t a n t i a l p o r t i o n of t h e funds made a v a i l a b l e 
w?s absorbed by a DM 1 ,5 b i l l i o n development a i d l oan c o n t r i b u t e d by German i n d u s t r y . • 
However, wi th the- e x p e c t a t i o n c-f a con t inu ing downward t r e n d i n l o n g - t e r m ^ i n t e r e s t 
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r a t e s , the bond market improved f u r t h e r in February. These expecta t ions were ,• 
g rea t ly s trengthened during March as a r e s u l t of f u r t h e r s t eps taken by the Bank 
to br ing r a t e s down. The s e v e r a l reduc t ions in the Treasury b i l l and bond r a t e s 
were taken by the bond market as a s i g n a l t h a t t he lowering of long-term r a t e s i s 
not going t o be h a l t e d . V 

Demand f o r mortgage 'bonds and bonds of t he publ ic a u t h o r i t i e s increased 
markedly during t h e month. Six per cent mortgage bonds were s e l l i n g a t the end of 
March a t 101, up 1 - l A per cent from the end of February, whi le 5 -1 /2 per cent 
mortgage bonds were up approximately 1 point t o 97-1/2 . 

P r i ces of both pub l i c and i n d u s t r i a l i s s u e s jros.e genera l ly by 1 t o 1 - 1 / 2 . 
po in t s during March. (February end-of-month pr ices f o r publ ic and i n d u s t r i a l bonds 
had been approximately 1 pjoint above the l e v e l a t t he 'beg inn ing of February . ) I s sues 
with var ious tax exemption p r i v i l e g e s remained in s t rong demand, t h e it per cent -
Federal Redemption Loan of 1957 r i s i n g t o 103-1/8 , up.7/8 during March. 

The l a t e s t Government i s s u e , the Federa l Railways DM 250 mi l l i on 12-year 6% 
loan i ssued i n February a t 99, rose t o 101-l/U by t h e end of March and has s ince ad-
vanced to 101-5/8 (Apri l 7 ) . This loan was absorbed by the market as soon as s a l e s 
opened and was p laced , so f a r as i s known, e n t i r e l y in Germany. - The Pres iden t of the 
Federa l Bank had pointed out a t t he time of i s s u e t h a t , f o r reasons of monetary and 
fo r e ign exchange p o l i c y , i t would be undes i rab le f o r any p a r t of the loan t o be, 
p laced abroad. However, f o r e i g n i n t e r e s t i n the bond market was repor ted s t rong as 
of the end of March. The demand of indus t ry f o r c a p i t a l market funds remains ve ry 
s t rong . 

The s t reng then ing of bond p r i c e s produced a dec l ine i n long-term i n t e r e s t 
rates during t h e month. The y i e l d on i n d u s t r i a l bonds (based on a composite y i e l d 
of the German Federa l Bank) had f a l l e n i n January to 5 .8 per c e n t , t he f i r s t time 
since l a t e 1959 t h a t y i e l d s were below 6 per cen t . Yields on i n d u s t r i a l bonds f e l l 
f u r t h e r i n Februaiy t o 5 .7 per cent and an a d d i t i o n a l po in t or two i n March. 

Yields of F i x e d - I n t e r e s t - b e a r i n g s e c u r i t i e s ( p e r cen t ) 

Mortgage 
bonds 

I n d u s t r i a l 
bonds. 

Loans of 
publ ic a u t h o r i t i e s 

1959 Feb. 5 .8 5.7 : 5.6 -
Dec. 5.9 6.2 . 6.2 

I960 Jan . 6 . 0 i "6.5 1 6.5 
Apr i l 6.2 6 .0 6.U 
Ju ly 6 .5 6 .5 6 .7 
Oct. 6.U 6 . 1 6.3 
Dec. 6.2 6 . 1 6 .2 

1961 Jan . 6.2 5.8 6 . 1 
Feb. 6.2 5 .7 6 .0 
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During t h e month the Federa l Government announced i t s i n t e n t i o n of going 
l a t e r i n the year i n t o t he market f o r something i n excess of DM 300 m i l l i o n . No 
d e t a i l s as to types and amounts of any planned i s s u e s were given. 

Stock market. Share p r i c e s tended cons tan t ly upward during the l a s t week • 
of Marchs but did not qu i te rega in the l e v e l s of March 6 j u s t be fo re the break i n 
p r i c e s fol lowing r eva lua t ion (See Chart 5 ) . I n t e r n a t i o n a l developments, no tab ly the 
b e t t e r c l imate f o r a Laos s e t t l emen t , may have in f luenced the month-end improvement, 
but most r epo r t s ind ica ted t h a t i n v e s t o r s , having ad jus ted t o the r e v a l u a t i o n , s t i l l 
found German e q u i t i e s a good buy in the s t i l l booming economy. More important f a c t o r s 
giving the market a 1 4 f t were the t r end toward lower i n t e r e s t r a t e s , r i s i n g d iv idends , 
p r i n c i p a l l y t h e r i s e from 16 to 18 per cent i n t h e dividend dec lared by Farbenfabrikan 
Bayer A. G« (one of the major successor f i rms t o t h e former I . G. Farben complex), 
and the almost c e r t a i n inc rease of the same magnitude i n the dividends t o be de-
c la red by t h e o ther two major chemical concerns—Hoechst and Badische Ani l ine und 
Soda Fabr ike , 

The Bayer dividend was of major s i g n i f i c a n c e s ince i t d i spe l l ed the f e a r s 
of inves to r s t h a t German manufacturers , e s p e c i a l l y those who export h e a v i l y , would 
use the r eva lua t i on as an excuse f o r not inc reas ing t h e i r I960 dividends although 
earnings in t h a t year had not been a f f e c t e d by t h e r e v a l u a t i o n . E a r l i e r , when two 
of the th ree major banks—Commerzbank and Dresdner Bank—held t h e i r I960 dividends 
at t h e 1959 l e v e l s , the f e a r s had inc reased . • 

Following the p o s t - r e v a l u a t i o n f l u c t u a t i o n s in t he market one f a c t seems 
clear--'in general, non-German i nves to r s have held t h e i r sha res . A f t e r the market 
break following r e v a l u a t i o n , the l a t e r r e tu rn of fo re ign funds i n t o t h e market was 
ascribed to specula t ion on a poss ib le f u r t h e r upward reva lua t ion of t he mark. Market 
ana lys t s now believe t h a t a major p a r t of the fo r e ign funds inves ted are i n the market 
to stay until it becomes less a t t r a c t i v e as compared to o ther oppor tun i t i e s f o r i n -
vestment, • 

The s t r eng th of the cur ren t market i s genera l t o most types of sha re s . 
Automotive s tocks ( e s p e c i a l l y Daimler-Benz), chemicals and e l e c t r i c a l manufacturing 
s tocks ( p a r t i c u l a r l y Siemens), were strong a t t he end of the month, almost rega in ing 
4he i r p r e - r eva lua t i on l eve l s of ea r ly March. Stocks of the t h r ee major banks— 
Dresdner'Bank, Deutsche Bank and Commerzbank—also closed s t ronger a t approximately 
t h e i r h ighes t l e v e l s of the month, desp i t e no increase in t he dividends of two of , 
the banks, as noted . 

Well before March 15, the c los ing date fo r s u b s c r i p t i o n s , t he Government's 
o f f e r i n g of Volkswagen shares was oversubscribed by more than 8£ per cen t . A t o t a l 
of 1,5 mi l l i on ind iv idua l s entered subsc r ip t ions f o r the a v a i l a b l e 3 .6 mi l l i on 
shares which were p r i ced at EM 35>0 each (par value DM 100) minus c e r t a i n s p e c i a l 
r eba te s based on family and income s t a t u s . The shares were expected to be quoted 
a t around DM 5>00-600 when t r ad ing opens. Trading was o r i g i n a l l y scheduled t o open 
s h o r t l y a f t e r Apr i l 7 but may be delayed i f t h e Cons t i t u t i ona l Court prevents i s sue 
of t he shares as scheduled. Several cases are now before the Court arguing t h a t t he 
p r e f e r e n t i a l t rea tment of Volkswagen employees and low-income groups i s u n c o n s t i t u t i o n a l . 
Considerable "under-counter" deal ings have r epo r t ed ly taken p lace , however, s ince the 
middle of March with "gray" quota t ions r i s i n g from around 600 to a peak of around 
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800 on March 28, dec l in ing t h e r e a f t e r t o around 650 as f e a r s increased t h a t t h e 
Court would delay the i ssuance of the sha r e s . 

The March a c t i v i t y in the German stock market continued t h e movement which 
has p e r s i s t e d s ince the middle of I960. The upsurge began i n the f i r s t ha l f of I960 
with the i n d u s t r i a l share index reaching i t s peak of 330 (1958 = 100) i n l a t e ' A u g u s t , 
dec l in ing to a lower l e v e l of 288 i n l a t e November. The index of i n d u s t r i a l shares 
has remained a t roughly t h i s l e v e l i n succeeding months, as shown i n t h e monthly 
averages below. At t he end of I960, however, s t rong support from the banks had been 
requ i red to maintain t h i s l e v e l . 

Index of i n d u s t r i a l share p r i c e s 
(1958 = 100) 

1960 
J anuary 
February 
March 
Apr i l 
May 
June 
Ju ly 
August ' 
September 
October 
November 
December 

1961 
J anuary 

European Section.' 
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