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I. Germany
II, Nine Charts on Financial Markets Abroad

I. Germany: Money and Capital Markets in September

Money and capital markets were unsettled in Germany during
September and early October. The stock market was particularly weak and
prices of industrial shares were sharply lower following a mid-October shake-
out. Bond yields continued to advance. On October 9, Dr. Adenauer announced
a three-point economic program to combat inflation and to strengthen Germany's
competitive position in world trade.

Money market rates rose in September from a range of 2-7/8 to 3 per
cent to a range of 3 to 3-1/h per cent. Conditions in the money market
tightened as a result of the September tax date. The Bundesbank also took
steps to discourage short-term capital exports by the commercial banks on B
investments maturing during December. To this end, on October 2, the Bank
raised by 1/8 of 1 per cent the rates on 90-day Treasury bills and other money
market paper, The Bank also decided not to enter into swap exchange engagements
for U.S. dollars maturing during the month of December. These steps will
reduce the shifts of funds by the commercial banks for year-end window-dressing
and, to that extent, add to the current availability of funds on domestic
financial markets.

On the bond market, prices continued to decline during September and
the long-term market yield exceeded 6 per cent for the first time since
early 1961. Prime market names have found it difficult to place loans at a
6 per cent rate even 1/L of a point below par. The weak state of the market
led the monetary authorities to postpone the tranche of the Federal loan
scheduled for early October. The loan is expected to be offered to the market
at the end of October on revised terms to make the securities more attractive,

German industrialists are reported to be concerned about their”
contracting sources of liquidity. With reduced profits, internal resources -
are estimated to be able to finance 56 per cent of investment spending in 1962
compared with 62 per cent in 1961 and 72 per cent in 1960. At the same time,

. the banks are no longer providing accommodations as freely as in the recent
past while the prospects of raising funds on the capital market, and especially
by sales of shares, have not been encouwraging in the past few months. The
Berlin Economic Institute attributes the tight conditions on the capital
market to three factors: (a) the additions to liquidity due to the foreign-
exchange inflow have been balanced by withdrawals of liquidity by the public
sector; (b) the banks have found the ratio of the:u:' liquid assets to deposits
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reduced from 10.L per cent in September 1961 to 8,5 per cent in June 1962 and
the central bank has not taken steps to ease this position; and (¢) industrial
firms appear tc have shifted from short-term to longer-term credits since 1960.

On Octcber 11, after drifting slowly downward almost continuously
since mid-August, German stcck prices broke sharply. On that day, the industrial
stock index fell from 139 to 135 on a heavy turnover. Trading was reported
to be limited to prcfessionals. But the index fell further on October 12
under the impact of sustained selling by frightened small-scale private
investors, Between Octcber 16 and. 19, the market rallied after one of the
German banks had made arrangements to finance a Bremen merchant and, thereby,
kept a large bleck of privately-held shares from being sold on the market.

During the pericd under review, the Federal Government took further
steps tc reduce inflati®nary pressures. The Federal budget for 1963 was
drastizally cut back to DM 56,8 billion from an estimated DM 62 billion previously

" being considered., Under this budget, DM 200 million has been allocated to the
housing prcgram compared with DM 290 million in 1962,

In the second piace, Chanceller Adenaus: announced on October 9 to
the Bundestag in a formal policy statement the Cabinet's economic proposals
to bring demand pressures under contrcl. The principal measures included:

) < a. The building hocm is to be restrained by
- suspending fcr twe years facilities for writing
of f the cost of new housing (except for owner-
oocupied dwellings) amd Government subsidies are
> be 2ut bazk;
b, Anti-zartel legislation is to be tightened up
and 2ther steps taken to encourage reductions in
retail prices: and .
. Emplcyers and brokers were asked *to reach "sensible"
o zollective bargaining agreements.

°

Mcney market, The merey market was relatively easy during the
first half of September; call rates ranged between 2<7/8 ard 3 per cent. (See
Table 1.) “Rates for call money rose to 3= 3=1/L per cent in the last half of
the month, reflecting a tightening of liquidity which stemmed from additions
by commercial tanks tc thzfr balances at the Bundesbank. The money market
remained relatively rtigh® through the first three weeks in October. There is
heavy demand for money maturing in December; the December inter-bank loan rate
now stands at L = L=1/2 per cent, Treasury mobilization of the Laender
contribution to the 1962 budget and the release of the final tranche of the
"Blessing Billion" are expected tc ease liquidity somewhat toward the end of

Octeober and in November,
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Table 1, Money Market Rates in Frankfurt, August and September

Auvg. 1=7
8-15
16-23
2431

Sept. 3=7
10-1k
17-21
2428

On October 2nd the Bundesbank increased Treasury bill rates by

(in per cent per annum)

Day-to-day money

2-5/8 -
2-3/8 -
2-3/8

2
2-7/8
2-7/8

3

3

LI I I B I |

3

2-5/8
3
2-7/8

Three-month loans

3-3/8
3-1/8 - 3-1/k

3-3/8
3-3/8 - 3-1/h
3-1/8 - 3-1/h
3-1/kL
3-1/8 - 3-1/L
3-1/8 - 3-1/k

1/8 of 1 per cent, thereby raising the rate on three-momth bills to 2-5/8 per
cent, (see Chart 3) and announced it would not enter into swap engagements

maturing in December. This action appears to be an attempt to keep funds in
Germany until the end of the year and thus to give support to the bond market

Bond market.

and to avoid large-scale window-dressing operations in December.

Total gross bond placements in August amounted to

DM 971 million. (See Table 2.) The bond market remained weak and lethargic
during September and most of October. )
data, gross bond placements in September totaled only DM 817 million and gross
stock placements only DM Ll million,
market names have experienced difficulties in placing 6 per cent issues even
at 99-3/L of par. Bond prices continued to drift downward in September,
bringing the long~-term interest rate above 6 per cent for the first time since
early 1961, (See Chart 6 and Table 6,) Investors held back in September in

expectation of higher interest rates.

According to preliminary Bundesbank

Table 2, Gross Placements in German Security Markets

(in millions of DM, monthly or monthly average)

Since mid-September a number of good

25

1961 1962
IO D W I I Jwe Juy A
"Occasional® borrowers' bonds:
Industrial 39 16 -- 50 112 72 78 258
Public authority ba 78 84 79 - 3L 136 20 638 360
Foreign issuers - 32 e e e --
Other bonds &/ o0 u7. 5 8 8 1@ 109 151 5%
Total occasional borrowers*
bonds 581 211 1h1 213 sk7 340 207 1253 LL1
Mortgage and communal bonds 526 525 L6l 503 665 U453  Lho 6LO 530
Total gross bond placements b/ 1,107 736 805 716 1,212 793 L7 IF93 971
Gross share placements .35L 263 352 130 185 205 6y 312 148
Total security placements . -
at _issue value 1,L61 999 957 8L6 1,397 998 711 2,005 1119

a/ Mostly bonds of specialized credit institutions,
B/ Includes medium-term notes (Kassenobligationen).
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The weak condition of the bord market forced postponement of the
Federal loan scheduled for early October, The terms of the issue were revised:
the size of the tranche was reduced from DM 300 million to DM 250 million and
the time to maturity is now 10 years rather than the usual 15 or 20. -The
Government has waived its right to terminate or convert the loan and the
issue will be non-redeemable for the entire span to maturity. The investor
thereby receives a guarantee of receiving 6 per cent interest per annum for
the entire life of the lcan.

_—" The 1nab14,:.ry of the bond market to satisfy the needs of the economy
for long-term financing has produced an increasingly lively interest in
) Kassenobligationen, medium-term notes issued by banks and other borrowers for
- periods from 3 to 5 years. According to Bundesbank data, DM 515 million of
such medium-term notes were negotiated in the first half of 1962 alone as
compared to a total of DM 389 for all of 1961,

Stock market, On October 1ith the German stock market fell 3 per
cent in cne day of trading to a postwar low of 135. (See Chart 7.) At 135
the stock index stood LO per cent below its level at the beginning of the
year and 50 per cent below the index peak of 26l registered in August 1960.
Investors continue to feel that there will be continued pressure on profits
from increased foreign competition, from rising wage costs and from the
three-point economic stabilization program passed on October 9th. On October 1llth
a number of large firms were forced to sell large blocks of securities. Some
creditors, including commercial banks, thereupon began to sell securities they
had been holding as backing for loans. By selling while some profit could
still be realized, the banks were trying to cover the losses they had already
suffered. Foreign investors were also big sellers, The general publie,
although not a participant in the October 1lth sel]ing wave, entered the market
as a large=-scale seller on the 12th,

By October 12th, the stock index had reached the low of 133, Prices
had risen 7 per cent by October 19 but the market remained weak and uneasy.
Action by the Dresdener Bank in buying large blocks of shares from a well-known
Bremen timber merchant helped tc eliminate one possible source of selling which
had added to market uncertainty. The merchant reportedly used the cash to
cover credits due tc other banks., This particular deal had been discussed in
May but the bank found the offer price at that time tco high.

Federal budget for 1963, The increase in the Federal-budget for 1963
has been tied tc an estimated real increase in the gross national product of
345 per cent. The volume of the budget was held to DM 56.8 billion. This
represents a drastic cut-back in size from the originally proposed DM 62 Willion,
The budget is to be financed by éxpected tax receipts of DM 52,8 billion, loan
flotations in the crder of DM 1,8 billion and Laender contributions totaling
DM 2 billion. This last, however, is double the size of the Laender contribution
in 1962 and so far the Laender have refused all demands to increase further
the modest supplementary sum finally cbtained from them in 1962 by the Federal
Government., In the light of this fact and the current weakness of the bond
market, it appears very uncertain whether or not Minister of Finance Starke can
keep his promise of no tax increases in 1963.
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Recent price trends. The most notable increase in costs in the
German economy has been in the wage sector. Hourly wage rates in manufacturing
rose by 7 per cent between the end of 1960 and 1961 and by a further 5 per cent
by the end of June 1962. (See Table 3.) During this period, retail prices
have increased by 6 per cent but wholesale prices have remained remarkably stable;
with only a 2 per cent rise recorded. It would appear that producers' profit
margins have absorbed a great part of the wage increases. The export price
(unit value) index has not changed since the fourth quarter of 1961 but the cost
to foreigners of German exports was raised by 5 per cent as a result of the
exchange revaluation in March 1961.

Table 3., Selected Price Indices for Germany

1953 = 100
End-of-Period -
1961 1962
1960 I IT IIT Iv - I II June  July Aug.

Industrial production 186 191 190 188 192 195 199 198 196
- Hourly wages in manu- .

. facturing 1L 152 153 161 163 169 172 173
i: Consumer prices 112,0 113.0 11h.1 114.9 115.3 117.0 118,9 119.5 120.0 118.2
‘- Wholesale prices 104.2 104.8 1047 1049 105.3 105.7 106.1 106.2 106.2 106.2
. Export prices 101 100 101 101 102 102 102 102 102
.~ Source: OECD

Di

Foreign aid financing. In a statement on September 27, Minister for
Economic Cooperation Scheel stated that in the future 1 per cent of Germany's
GNP would be set aside for assistance to underdeveloped countries., For 1961,
German aid totaled DM 30 billion of which DM 2.1 billion came from public
sources. However, he stated that Germany could not provide additional aid funds
out of the budget and that the World Bank would have to undertake "much financing"
on the capital market. He indicated that the Federal Republic might find it
necessary to require that aid recipients spend part of their money in West
Germany .

On September 20, a consortium of German banks, headed by the Deutsche
Girozentrale, granted a DM 80 million credit to Egypt to pay for goods and
services from Germany., The credit is guaranteed by the Federal Government and
is the German share of a World Bank financing program, In addition, DM 20
million was granted as development aid to finance a river fleet to transport
iron ore from Aswan to the Helvan Steel Mills,

On October 21, it was announced that Spain would receive a DM 200
million credit from the Reconstruction Loan Corporation to finance irrigation
projects. The loan is at.3-1/L per cent interest and is repayable over 15 years

beginning on December 31, 1967.
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Restrictions have been placed by the German givernment on guarantees
of private credits tc Brazil. The private creditors® share of the risk has
been increased from 10 tc 25 per cent. As a result, the press expects that
private investment in Brazil will drop sharply. The unsuccessful attempts
by a German official delegation last spring to agree on the extension of
DM 250 million in development aid to Brazil and recent steps taken by the
Brazilian gevernment (restric tlng the transfer of profits tc 10 per cent and
the fixing of the valuatior ¢f future -apital investmen® at the value of the
sruzierc at the time of the invesiment) contributed t the decision tc reduce
Government guarantees cf privats zreditz.

Foreign trade, Trade results for July and August, were very
disappointing. Even though agrizultural imports began tc decline as expected,
the year-tc-year growth of total impcrt-s remained high (11 per cent in July

and 1l per cent in Augusi). A pessible zontribuiing fartor was the July 1st
. reduction of tariffs witnin the Commcr Market, Seasonally-adjusted exports
™~ declined in July by L per cent but rcse 2 per cent in August cn a year=to-year

basis. (See Table L.,) Preliminary estimates for September seem to indicate
that German trade has recovered and moved away from the unusually low trade
surpluses registered in July and August. The September trade surplus was
generally in line wi‘n these recorded in-the last quarter of 1961 and the
first two quarters of 1962,

Table Ly, Cerman Fcreign Trade
(seasonally adjusted, monthly cr calerdar merth
in millions c¢f U,S, dollars)

-

Calendar Year 1961 1962
1960 1561 1 T I 1. 1 TT " July Augs Sept.d/

Exports 952 1,057 1,027 1,071 1,085 1,052 1,080 1,110 1,052 1,088 1,109
Imperts §!:L_z 912 853 -917 918 Sl7 989 1,0% 1,033 1,035 1,005
Surplus 105 ins 7L 15h 167 105 91 91 19 53 104

2/ Preliminary estimate based cn partial data,

The rate of increase of imports was mere mederate; September 1962 imports
were only 6 per cent higher than last year's,

Chancellor Adenausr announced, in conjunction with the 3-peint
economic stabilization program, that the Federal Government would support
justified demands for the removal cf distortions in international trade, Behind
this lay complaints from the. shipbuilding and motor industries that the German
turnover tax placed them at a disadvantage with their foreign competitors. As
another counter-measure against price increases in the construction field, the
Government reduced intra-EEC tariffs for selected building materials,
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Reserves and swap rates. Gross gold and foreign exchange reserves
of the Bupdesbank rose $20 million in August; commercial bank holdings of
foreign exchange decreased by $59 million. The resulting decrease in combined
reserves was $39 million for August.

Table 5, German Foreign Exchange Reserves
(in millions of U.S. dollg;s)

1961 1962
T T II _1IV T _II July Aug. Sept.
Bundesbank +300 282 -570 +68 463 48 <19 +20 +211
Comm, banks a/  +479 +hol - 7h -L27 +601 -89 +4h  -59 n.a.
Total ¥799 b/+122 B -359 413 0 B0 425 -39 T

2/ Balances with foreign banks and money market investments abroad.

__/ After special debt prepayments of $776 million to the United States and
the United Kingdom. The total would be a reserve gain of $898 million, if
adjusted for these transactions,

In September commercial banks repatriated $260 million net of swap
engagements, On September 24th the Bundesbank reduced swap charges by 1/2 of
1 per cent in order to stem the large-scale repatriation of banking funds
but repatriations continued in September despite the. reduction in rates and
L commercial banks entered into relatively few ($4O million) new engagements.
o Burdesbank gross gold and foreign exchange reserves rose $211 in September.
. Preliminary estimates therefore would seem to mdicate a moderate decline in
combined German reserves for September.

Exchange rates. The D-Mark was weak against the dollar during the
" second half of September and most of October. (See Chart 8.) The rate of
exchange ‘quoted on the DM remained below par, fluctuating between 24.998 and
24.970. The continued strength of the dollar against the mark is attributed
to the passive German balance of payments for July and to the conclusion of
the IMF meetings.

Europe and British Commonwealth Section.

II. Nine Charts on Financial Markets Abroad

OFFICIAL USE ONLY

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Germany: Selected Money Market Yields and Exchange Rates

-8 -

_Table 6.
(per cent per annum)
3-mo., Euro- 3-mo. U.S. §
dollar de- 3-mo, inter- Spread into Marks 3-mo, Treas. bills
posits bank loans in favor Comm,
London Frankfurt, London bank?/ Market UK. Ger. U.S.
1961-Oct.. 6 3.25 L.00 -0.75 -0.25 =0.60 6,00 2313 2,31
Nov. 10 3.31 3.63 ~0432 -0.25 =073  5.31 2,00 2.L7
Dec, 22 3.88 3.75 +0.13 -~ =130 5.28 2,00 2,60
1962-dan. S 3.63 _— 3.00 +0.50 -0.25 -0.95  L.3h 188 2.7L
Feb. 16 © 3l 2.75 +0,56 =0,50 =0.62 S.lily 1,88 2,83
Mar. 30 3.69 2,63 +1,06 -0.25 =0.35  Lo3h 2.00 2,75
Apr, 27 3.50 2.9 +0.56 -0.25 =0.32  L4e03 2,13 2.7k
May 25 3.81 3.13 +0,68 T 0,25  -0.35 © 3.69 2.13 2,69
June 3,66 n.a. Neae 0,25  -0.21 3,78 2,25  2,7h
July 27 3.9 3.31 +0.63 -0.50 -0.82 3,81 2.38 2,88
Aug. 24 - 3.72 3.38 +0.3l 0,75 =0.63 3,69 2.50 2,82
Sep. 7 3.8l 3,19 +0.65 ~0.75 =065  3.66 2,50 2,79
1 3.91 3,25 +0,66 -0.75  -0.69 3,63 2,50 2,78
21 3.9k 3.19 40,75 =0.75  -0.65 3.63 2,50 2.76
28 3.81 3.19 +0.62 =0.75 =0.48  3.56 2.50 2.7k
Octe 5 3.81 n.a. Neae -0.75  -0.Lu7 3,55 - 2.63 2,76
12 3,91 n.a. Neas - -0.75 -0.58 3,53 2.63 2,77
a/ Bundesbank special rate for 2 to 6 month deposits. -
Germany: Selected Loan, Deposit and Security Rates
(per cent per annum) _
Bond yields
Comm., 6-12 mo. deposits -1, Public
bank Railway author- Share Yield
Toans?/ Savings  Time  1958-83 ities yields gap
1959-March 7425 3425 2.50 Sels 5.6 3422 2.4
Dec. 8450 3.25 3.25 5.9 6.2 2019 4.0
1960-March 8050 3,75 3.25 6.3 [N 2,27 Lol
Dec, 8.50 k.50 3,50 5.9 6.2 1.96 Le2
1961-March 8.00 L.25 3.25 5.8 5.9 2,11 3.7
Dec, - 7,50 3.50 2.75 6.0 6.0 2.L9 3.5
1962-Jan, 7.50 3.50 2.75 5.8 5.9 2,57 3.3
Feb, 7.50 3.50 2,75 5.7 5.7 2,61 3.1
Mar. 7.50 3.50 - 2,75 5.6 5.6 2,65 3.0
Apr. 7.50 3.50 2.75 6.6 5.6 2,77 2,8
May 7.50 3.50 2,75 5.7 5.8 3.23 2.6
June 7.50 3.50 2,75 5.8 5.9 3.49 2.3
July 7450 3,50 2,75 5.8 5.9 3.71 2.1
_ Aug. 7.50 3.50 2,75 5.8 6.0 _ 3,58 2.2
Sept. 59

a/ Approved credits on current account,.
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Chart 1

INTEREST ARBITRAGE, UNITED STATES /CANADA _
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Chart 2

INTEREST ARBITRAGE, NEW YORK/LONDON

Friday figures Per cont per annum
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Chart 3
IN‘I'ERES'I' ARBITRAGE FOR GERMAN COMMERCIAL BANKS

friday figures
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Chart 4

INTEREST ARBITRAGE FRANKFURT/LONDON

Friday figures Per cent per annum.
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Chart 7

INDUSTRIAL STOCK INDICES®
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Chart 8
"SPOT EXCHANGE RATES - MAJOR CURRENCIES AGAINST U.S. DOLLAR
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Chart 9
3-MONTH FORWARD EXCHANGE RATES

_Per_cent per annum
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