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. 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.





