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THE FRG ECONOMY

SUMMARY
1. Kohl went to the Venice Summit determined not to be forced to

change the direction of domestic fiscal and economic policy and
appeared to have achieved that aim. Some scepticism about other
aspacts of the Summit.

2. Unwelcome confirmation from the OECD that foracasts for growth in
1587 need to be scaled down. Consensus developing among domastic
analysts that growth 1n real GNP will ba batween 1.5% and 2% but
prospects for thae remaining months of the year ara far from gloomy.

Signs of a revival of private consumpticn and in the construction
industry. Investment and foreign trade prospects seen as less
downbeat than in recent months. Despite this the May IF0 businass
climate survey recorded a large fall mainly because of uncertainties
about consumar demand.

3. Disappointing Q1 results indicate a 1% fall in GNP compared with
Q4 1586 (2.4% up on Ql 1986). Capital investment bettar than axpectead
at 3% (+6.1% on Q1 1986) but construction investment fall by 13.5%
(=3.1% on Q1 1986). Exports down 1% (+0.4% on Ql 1986) and imports
also down by 1.5% (5.9% on Q1 1984).

4. Ganaral Govermment deficit projected to rise to DM 64.5 billion
in 1990: Federal deficit forecast to reach DM 27 billion in 1889,
Draft budget for 1988 expected to show a rise in Federal spending of
2.4% to DM 275 billion.
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5. Péhl reappointed President of the Bundesbank with Schlesinger his
daputy. Bundesbank allows private use of the acu by rasidents.

§. Interest rates, yield on bonds cutstanding rise, in a series of
erratic jumps to a monthly average of 5.3%. -
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New orders rose strongly in April by 5.1% over March although 1%
down on a year earlier. Industrial aut'p-u_m- by 3.5% month on
month but this was alsc lower than a year earlier by 1.5%. Private
consumption rose by 5% in May compared to April.

8. Unemployment stood at 2.09 million (8.3%) in_ll_ﬂ'_ Employment
rose to 25.93 million but there are clear signs of a slowdown in the
monthly WM Thers was trouble in the steel industry
wvhen unicns and employers combined to try to get financial help from
tha GCoverrment to stave off mass redundancies. oM 180 millicn was
‘affarad to assist in the adjustment but the employers want a further
DM 700 million on which the Government has delayed a decision until
the Autumn. ' = -

2. Inflation, cost of living index, in May stood at 0.2% and
provisienal figures for June indicate no change.

10. The current account surplus totalled DM 5.9 billiecn in April,
down from DM 7.9 billion a year earlier. TDTMM gtood at
oM 25.3 billion compared to DM 23.5 billion a year earlier. The
visible trade surplus fell toc DM 8.9 billion after DM 10.1 billion a
year earlier.
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