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a year with only minimum inflationary impetus. Because increased
utility and transport rates and reduced agricultural subsidies
are expected to contribute significantly to higher wage demands,
however, the government will be hard-put to minimize this infla-
tionary impact of the budget.

Credit expansion moderates as financiagl liquidity tightens

In spite of strong demand for new loans, increasingly
tighter financial conditions in Austria, resulting mainly from
an enlarged balance of payments deficit, have slowed the tempo of
credit expansion and are exerting a restraining effect on economic
expansion. In the first nine months of 1966, new loans granted
by banks and other credit institutions rose slightly over 11 per
cent, compared with 13 per cent in the same period of 1965. (See
Table 4.) Commercial banks and provincial mortgage banks have
granted a considerably lower volume of new credits so far this
year than in 1965, but savings banks and agricultural and industrial
credit cooperatiws have expanded their loans much more rapidly,
primarily in response to the demand for building credit.

Deposit growth--as well as money supply--has also slowed
from last year's pace in response to the lower rate of credit
extenslon and the international payments drain. The volume of new
non-bank deposits increased only Sch 8 billion between the end of
1965 and September 1966, compared with a Sch 10 billion increase in

the same period of 1965. (See Table 4.)
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Table 4. Austria: Selected Monetary Statistics
(billions Austrian schillings)

Cash Net fgn. Net
resexves assets official
Total of of gold & Loans

Money 1/depositsof credit / credit / fgn. exch, out-
End of period supply~ non-bank insts.~ insts.~" holdings~—'standing

1965
1 47.5 94.24 11.49 1.31 30.48 81.58
11 50.2 96.18 10. 82 .90 30.94 85.57
III 52,1 100.34 10. 82 1.57 32.42 88.26
v 51.9 103.17 11.37 -1.45 31.64 93.18
1966
I 51.9 106.89 10.40 - .81 29,50 96.95
I1X 54.5 108.59 10. 60 -1.85 30.13 101. 04
July 55.6 109,58 12.04 -2.11 31.97 102.30
August 55.2 110. 69 11.61 -1.05 31.52 102,43
Septembter 55.4 111.03 12.38 -1.22 31.45 103.92

l/ Notes and currency outside banks, commercial bank sight liabilities
(excludirg interbank deposits), and minor liabilities of the Austrian
National Bank to the private sector.

2/ Casch plus deposits with the Austrian National Bank.

3/ Credit institutions' holdings of liquid foreign assets minus
liquid foreign claims against them.

4/ Austrian National Bank holdings of gold, foreign exchange and
foreign riotes less liabilities to foreign credit institutions.

Source: QOesterreichische National Bank, Mitteilungen.
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Cash reserves of the credit institutions clearly reflect the
severe liquidity pressures that the Austrian financial system has been under
this year; in the first six months the credit system's cash and balances
at the Nstional Bank were down roughly Sch 800 million. Although they
were increased temporarily in the third quarter by the inflow of foreign
tourist receipts, cash reserves are expected to continue under pressure from
the balarce of payments deficit,

In order to offset tightening liquidity, banks and other credit
institutions sharply increased their borrowings both at the Austrian
National Bank and from foreign banks. At mid-October, the central bank's
advances against collateral and rediscounts totaled Sch 3 billion, or five
times wore than in mid-October 1565. At the same time liabilities to foreign
banks had climbed to Sch 7.4 billion from Sch 4.4 billion a year earlier,
and the banks' combined foreign position at the end of September was a net
liability position of Sch 1.22 billion, compared to a net asset position
of Sch 1.57 billion a year earlier.

In view of the current upward trend in wages and prices the
Austrian National Bank has continued its policy of monetary tightness and
has acted to moderate the effects of the balance of payments deficit only
at times of severe pressure on the fipancial system, In June (1¢66) the
central bank raised the rate which it charges for loans against collateral
by 1/2 per cent in an effort to discourage borrowings and encourage commercial
banks to use funds accruing to them from the summer tourist inflow to reduce

outstanding borrowings. Also, in August (1966) the central bank redeemed

Sch 1 billion of money-market Treasury bills and encouraged the banks to
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use the funds so made available to them to reduce their advances from it.
However, in order to avoid a year-end liquidity squeeze and offset in part
the foreign payments drain expected during the last two months of the year,
the Austrian National Bank reduced minimum reserve requirements for the
entire banking system by 2 percentage points for November and December
only,

In addition to liquidity conditions, credit ceilings administered
under the credit control agreements have also acted to restrain credit
expansion in 1966, All credit institutions have been operating this year
much closer to their credit ceilings than previously, and certain groups
of institutions have been consistently over their ceilings for much of
the year. 1In May and June, credit in excess of the ceilings increased
sharply; to forestall the need for a disturbing sharp reduction, the central
bank raised the percentages fixed for calculation of the credit ceilings
by 5 points for central savings bank institutions and by 2 points for all
other credit institutions.

Stringent monetary conditions have also carried over into the
capital market where the volume of new issues so far this year is off
23 per cent from last year, With the autumn issue program fairly complete,
the total volume of new issues this year may be a little over Sch 4 billion,
compared with Sch 5.4 billion last year. Although a 6 per cent nominal rate
for long-term issues has been maintained in the fall offerings, actual
yields to maturity have risen. For example, the Federal Government's
Sch 700 million 15-year bond issue in October was sold at ©6 per cent to

give a yield to maturity of 6.42 per cent. Conditions in the bond
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market are expected to be marked by uncertainty during the winter,
given the expected continuation of stringent credit conditions.

Balance of payments in large deficit

The Austrian balance of payments showed a deficitl/ of
$60 million in the first half of this year (the iatest period for which
data are available), continuing a tendency which has been underway since
the third quarter of 1965, This compares with a slight surplus in the
first half of 1¢65 and a deficit of $82 million in the latter half of
the year. (See Table 5.)

The chief reason for these large deficits lies in the increasing
trade deficit which rose from $240 million in the first six months of
1¢65 to $355 million in the same period this year or by almost 50 per cent,
Imports increased much faster than exports due to a growing competitive
edge for some foreign goods against Austrian goods in domestic markets
in addition to the purchase abroad of items not produced in Austria,
Large increases in imports of special machinery not manufactured in
Austria, transport equipment and other investment-type goods resulted
from a step-up in investment spending in the early spring. Larger food
imports, which were u) over 36 per cent from January-June 1965, were doubt-

less accounted for by last year's very poor harvests and flood damage.

1/ Measured by a decrease in official reserves, increase in IMF
drawing rights and increase in commercial banks' net liability positions
vis-8-vis foreign banks,
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Balance of Payments, 1¢65-66

(in millions of U.S, dollars)

165
I &1I1 111 & IV Year
Goods and siervices
Exports 757.2 842,8 1,600.0
Imports 956, 7 1,103, 8 2,100.5
Trade balance -239.5 - 261,0 - 500.5
Travel balance 168.6 250.7 41,3
Other services balance 15.7 0,3 16,0
Total goods and services
balance - 55,2 - 10,0 - 65,2
Unilateral payments (net) 32,1 21,3 53.4
Long=term capital (net) - .2 -\
/o= 70.7 - 69.9
Short-term capital (net) 10,0 ;
Errors amd Omissions 25,5 - 22,6 2.9
Balance (1 to 5) 3.2 - 82.0 - 78.8
Financed Ly:
Drawing rights on
IMF (lncrease -) 0 0 0
Banks' net foreign position - 39.0 110,7 1.7
Austrian National Bank
(increase =)
Special accounts 2,0 - 0,9 1.1
Foreign exchange €5.¢ 10.1 106.0
GO‘Ld - 62.1 - 37.9 - 100.0
'fotal - 3‘ 2 82.0 78'8

Source; Oesterreichische National Bank,-Mitteilungen.

1966

"I &I

812.8

1,167.8

- 35500
178.4

7.3

~ 16¢.3
34,2
- 32,8
30.8

77.5

- 25.9
32,0

- 11.6
65.2

2%.7
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The capital account was roughly in balance, as it was in the
first half of 1965; a large outflow of long~term capital was offset by
an almost equal inflow of short-term capital., The long-term capital
outflow--the reverse of what for years was a traditional inflow of
long-term capital--resulted from increased export promotion credits
and loans granted by Austrian credit institutions to non-residents--
mainly dollar loans to Eastern bloc countries--and larger Austrian
purchases of foreign shares. The short-term capital inflow was the
result of a greater volume of foreignm credits--again mainly trade
credits--being extended to domestic businesses.

Thz relatively large amount of errors and omissions--$77.5
million--chiefly reflects the time-lag in the trade account between
delivery and payments., The official statistics used in computing the
balance of trade give figures for deliveries rather than for payments;
when imports are rising as they are at present, the errors and omissions

item in the payments accounts is increased.

Foreign tradz deficit increases sharply

Austria's foreign trade deficit rose very sharply in the
first two quarters of 1966 due to strong import demand. Imports
exceeded exports during the January-June period by $342 million (on
the bacis of seasonally adjusted data), compared with a deficit of
$276 million in the final half of 1965. Seasonally-adjusted imports
grew at an annual rate of roughly 10 per cent between January and
June this year, but more recent data indicate some slowing down in

this rate of growth, (See Table 6,)



Tab1e16.'_Austria: Foreign Trade
(seasonally adjusted, in millions of U.S. dollars, month or monthly average)

1665 1966
111 v I 11 Jul. _Aug,
Imports, c,l.f. 17¢ 18¢ 162 1¢8 189 199
Exports, f,o0.b, 138 138 138 138 144 140
Balance 41 -51 =54 -60 -45 -5%

Source: OECD, Main Economic Indicators.

Expcrts, on the other hand, showed no growth in the first half
of the year, and only a small growth in the third quarter. Machinery
vXports rose only slightly whereas exports of vehicles actually declined,
The reduction in food exports primarily reflects restrictions on the
export of live cattle imposed to improve tight domestic supply situations
and difficulties in exportation of cattle to Italy as a result of Common
Market regulations,

To some extent, the slowdown of Austria's export growth reflects
sales difficulties in the EEC. The recent adjustment in the EEC external
tariff, which became effective July 1, 1966, worsened Austria's competitive
position considerably. In July-August of this year, Austrian shipments to
the Common Market were 5 per cent lower than in tle same two months of 1965,
Although a rather short period of two months may reflect erratic factors,
it may also indicate the nature of emerging Austrian trade difficulties,

which are being watched by the government with increasing apprehension,
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However, the authorities supposedly do not intend to correct the situation
by reintroducing quantitative restrictions or by increasing duties. Instead,
they hope to encourage Austrian exports through various promotional schemes,
especially through cheaper export credit,

Official gold and foreign exchange holdings unchanged

The large foreign payments deficits Austria has been running for
the past year have been reflected in only moderate changes in official
reserves; these deficits have resulted mostly in changes in commercial
bank net foreign positions. At the end of September Austrian National Bank
holdings of gold and foreign exchange totaled $1,224 million, only slightly
below the December 1965 level, (See Table 7,) However, by mid-November
total official reserves were down to $1,188, reflecting the continuing
foreign exchange drain,

Austrian gold holdings increased by only $1 million equivalent
during the period under review, However, gold purchases in 1965 had
pushed gold holdings o the $700 million level with which the current year
began and the gold ratio from 48 per cent to the 58 per cent level which

it has averaged during the first nine months of 1€66,

Table 7, Austria; Official Gold and Foreign Exchange Reserves
(end of month, million U,S. dollars)

164 1965 166
Dec, Dec. Mar, June Sept. Nov, 15
Gold 595 700 700 700 700 700
Foreign exchange 645 536 453 474 524 488
Total 1,240 1,239 1,153 1,17¢ 1,224 1,188
Change + 45 - 1 - 86 + 21 + 50 - 36

(for yr.)

Gold as 7 of reserves 48.0 56.5 60.7 59.6 57.2 59.0

Source: Oesterreichische National Bank, Wochenausweise,






