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Irade balance improves

The improvement in Germany's foreign trade balance in the fourth
quarter provided clearer evidence of the easing of demand pressures in
the economy than either labor market or wage/price developments. There
was a slow-down in the expension of imports; imports rose less than 1
per cent between the third and fourth quarters in contrast to expansions
of 3.6 and 6.3 per cent in the two previous quarters. Exports, on the
other hand, rose somewhat more than they had in the two previous quarters.
As a result, the seasonslly-adjusted German trade deficit shrank to a
monthly average of only $5 million.  (See Chart.)

Part of the slower expansion of imports come from 2 diminished
growth of military imports following earlier rapid increases in the in-
flow of these goods, but the effects of the demand snd production slow-
douns were also evident. Imports of raw moterials and semi-manufactures
did not rise beyond the fourth quorter 1964 level wheress imports of
these items had exponded quite strongly in previcus quarters. This
stabilization corresponded closely to the decline of new orders teo
domestic producers of basic waterials and reflected the fact that pro-
ducers no longer sdded to stocks. Imports of finished manufactures con-
tinued to show the strongest expansion.

GCerman exports, on the other hand, expanded strongly. GCerman
exports to Italy scored a year-to-year increase of 23 per cent in the

fourth quarter and exports to France, which had stagnated for months, also
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showed a subistantial increase. The strong economic expansion in the
United States allowed Germany to increase its exports to the UsS. by

26 per cent on year-to-year basis., The rise in new foreign orders to
German indusitry over the past two quarters and the prospect of further
economic expansion in Italy and France suggest that German export growth
should expand further in 1966. Since the lessening of demand pressures
in Cermany msy lead to a slower growth of imports during 1966, there
would seem .o be good prospect that Cermany‘'s trade balance will improve

further in the quarters ahead,

Balance of payments deficit shrinks

Improvement in Germany's trade account and » scasonally
strengthening of the services asccount led to 2 substantisl improvement in
Cermeny's payments balance in the fourth quarter. The overall deficit
was only DM 0.7 billion, or sbout half the size of the third quarter
deficit and substantially smaller then that of the second quarter.
Germany's balance of payments closed the year with an annuval deficit of
DM 1.8 billion,

The dwindling of the deficit on goods and services and the con~
tinued inflow of privete capital allowed a payments surplus to re-emerge
in October ond November. The fourth quarter deficit therefore arose
entirely in December as the result of large ocutflows of private short-term
capit2l connected with vezr-end window dressimg operations of private

firms, German-based companies had borrowed abroad in increasing volume




during the course of 1965, tzking up 2 net total of approximately DM 700
million in short-term loans from January through September; these com-
panies added another DM 700 million to their short-term indebtedness in
October and November. 1In December, however, the flow of funds was re-
versed as they repaid DM 334 million, evidently for end-of-year balance
sheet purposes; total short-term capital outflows, however, were much larger
at DM 1,223 million. Since the largest outflow of short-term capitsl
were unrecorded flows, it is possible that window-dressing activities on
the part of foreign owned companies took place in even greater volume
than the recorded transactions indicate.

Following the turn of the year, however, short-term funds re-
turned to Cermany in greater volume than exported in December. Referring
to the total net flow of short-term private capital (including errors and
omissions, which allegedly consists largely of unrecorded capital movements),
DM 1,223 million woved out of Cermany in December while DM 1,407 million
entered in January. In other words, a net inflow of privote short-term
capital totalling DM 184 million occurred over this two-month pericd.
Therefore, when the December and January payments balances are combined
(to eliminate offsetting turn-of-year wovements), Cermany's balance of
payments shows a small deficit of only DM 57 million, For the October-
January perioed as a whole, the German balance of payments showed a sur-

plus of DM 5392,
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Table 4. Germany: Balance of Payments, 1965-January 1966
{in millions of DM)

1965
Dec. ‘65
I 1I 11X 1v Jan, '66
1. Goods and Services - - -
Trade balance 1098 - 46 - 453 604 831
Services -2 ~-_78 - 852 45 - 456
Total 1096 - 835 -1305 649 375
2, 0fficial Payments
Donations 1/ -1349 -1778 -1359 -1333 - 968
Long-term capital - 172 - 33 - 735 - 502 - 416
Short-term capital 138 -~ 49 620 421 209
Total -1383 .2161 -T&74 -1414 ~1175
3. Private Capital
Securities
transactions
Foreign purchases 2/ 109 172 144 340 136
German purchases 3/ -~ 625 - 112 . 55 - 254 - 199
Other long-term 926 462 425 454 622
Short-term 4/ 273 -~ 12 303 236 237
Errors and omissions 1041 1358 527 -_715 -_53
Total 1724 1868 1344 61 743
Surplus or deficit (-) 1437 -1128 -1435 - 704 - 57
Financed by:
1. Commercial banks' net
foreign exchonge
assets (increase ) -2069 4 1039 876 - 646
2. Reserve movements
Drawing rights on
IMF (increase -) 132 - 715 - 8 - 60 - 56
Bundesbank liabilities 63 - 32 47 84 64
Gold and foreign ex-
change (increase -) 437 1871 357 - 196 657
Total 632 1124 396 - 172 703
Total [inancing -1437 1128 1435 704 57

1/ Also includes foreign workers' remittances,
2/ Net foreign purchases of German securities.

3/ Net German purchases of foreign securities (minus).

4/ Excludes total net cowmercial bank foreign exchange holdings.

Source: Basic dats from Bundesbank and International Financial Statistics,
1earranged by author,




Reserve changes
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The movements in the balance of payments were financed primarily

by changes in commercial banks'

net foreign exchange positions, which

deteriorated $219 million in the fourth quarter but rose $457 million in

January fer a net gain of $238 million over the four months, The commer-

cial bank gain was partly offset by a $163 million decline in Bundesbank's

foreign exchange holdings in January which reflected purchases of foreign

Table 5. Germany:

Changes in Reserve Position

(in millions of U.S. dollars)

1965 1966
II III v HoV. Dec. Jan. Feb,®/
A. Bundesbank gold and
foreign exchange
Gold 135 12 20 2 4 - -4
Foreign exchange - 602 -102 _29 _17 -6 -163  -47
Total ~467 - 90 49 19 - 2 -163 -51
B. Drawing rights on
IMF -179 12 15 10 -- 14 -—
C. Commercisl banks net
foreign exchange - 1 -260 -219 41 -296 457 9
Total A through C -289 - 348 -155 70 -298 308 -42

e/ Estimated.

Source: Bundesbank and International Financial Statistics,

exchange from the Bundesbank by the commercial banks preparatory to invest-

ing funds abroad again. A small loss of 42 million in total German reserves

for February indicated a small payments deficit for that month.

However

for October-February as a whole, total German reserves rose $209 million.





