PRIME MINISTER 16 June 1989

GERMANY'S COVERT EXCHANGE CONTROL

You were interest in FRG's covert exchange controls.

are three samples:-

1 Restrictions on Insurance Companies holdings of

assets.

The law on insurance supervision (VAG) specifies the assets

required to meet contractural insurance liabilities:

(1) The lList of prescribed assets does not aliow holdings

of any foreign currency assets;

The law also reguires an exact matching of assets

and liabilities which implies all Dmark holdings;

Severe restrictions apply to equity holdings,
eg less than 5 per cent may be in "foreign corporations”

and must be traded domestically and denominated

in Dmarks;

Comparing with insurance companies in the UK in

1984, we find the following nortto'i~ c~mnosition:-

Loan Steck Government Mortgages Equities

cdebt
L 24 21 5
27 6 41

In the UK we are entirely neutral between sterling

and other currencies.




2% Restrictions on Foreign Currency Bonds

Sectiorn 3 of the Currency Act prevcnts German residents
from issuing and buying domestic bonds denominated in a

foreign currency (including ECU).

Federal Debt

Althcocugh most securities are now cpen to non-residents,
the FRG still does not allow foreigners to buy certain bonds
with less than two year maturity (Treasury financing notes

and Federal Savings Bonds).

4. Compatibility with Capital Liberalisation Directive
(CLD)

The FRG rationalisces. the insurance company restrictions
on the grounds of "prudential".supervision. This is reccgnised
acs legitimate in the CLD. But there are clear grounds

for arguing that such currency restrictions go weli beyond

any orudential requirement.

Both the resirictions on foreign currency bonds and on foreign

heolding ~f federal debt clenrly viecloate the CLD.

Do CONCLUSTION

It would bz useful t~ ask the Treasurv to examine the extent
and effectiveness of covert exchange contrels in all Community

countries. -
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