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FRG ECONOMY

SUMMARY

1. GHP growth remainad strong. Beliablae agtimatas sheow 3. 9%
growth in the second guartsr, and the consensus is that GNP
growth for the full year will be between 3.5 and 4%. (Perms7& 1)

2. Employment continued to rise. Short time working was at its
lowest level sinoce 13973, (Pamw

3. ILopdustrial aad Dusigess activity maintained a high level,

Haw ordars and production inoreased. Capacity utilisation rose.
Tha business and consumer climate indices remained high, and
retail trade turnover is now expected to grow by 3% this vear.
[Paras B0 1o 14}

4. Inflatiopn fell €0 2.9 % in August. Interest rates remained
fteady. Monetary growth accelerated in July, but M3 remainad within
the 5% target., (Parmaidwim)

3. ©On the foreign exchanges the Dollar regained ground and the

Pound held up against the Mark. Stook markets attained an all
Eima high. (Pares (94309

6. Foreign trade reached record levels in June. The trade
surplus was tThe second highest at DM 13.9 bn. The current
acoount surplus rose to DM 10 bn., Capital flows were positive
for the first time in two years. The trade gap with the UK rose
Erom DM 1B.35 bo to DM 24.9 bn.  (Perssll o3

DETAIL
GENEP

7. Indications were of contipued strong growth in the sacond
quarter of 1989. Although official figures ara neot yet
available, GNP estimates issued by the DIW Institute ip Berlin,
whose previous estimates have proved to be extremely accurate,
show real growth in Q2 of 3. 9% aftar 4.2% in Ql. Many
econonists had feared that the slowdown Lin growth would be more
marked aa the first quarter was boosted by exceptional factors
such as the mild winter and the high level of esarnings on
investment abroad. The makeup of growth shifted from Q1 to Q2

with bulldipng investmant growth trailing off to 2. 7% from 10. 8%




wniie growth in gachinery apd equipmenc ipvestment roee Ezom T, E‘
e 125, Exports top made a greater contributicn towards overall
growth, up by a real 15 4% on Q288 against a 12.9% rise in

lgoorss, pushing geabt eXxgoris up to DM 17. 7bn compaced with

OM 12, 5bn a year esarlier. The expansion in pri SeTE e
edged up to 1. 9% alter 1.3% im Q1.
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B. In the light of ths cﬂntlnued strangth of economic
indicatars, rog 239 as a whola are busily belng
revised upwards. While the Economica Mipistrv spoke confidently
of 3.5% growth, the Ifg Inatitute released its forecast of 4%.
The consensus lies somewhere in-between. The current optimism
has alaso spread ta sexpectaticons for 1990 with most commentators
now predicting further expansign of around 3% Tha Ecanomics
Ministry' s sooncmic proijection for 1983-1093 shows axpected
average growth of 2. 5% rceal. Inflation 18 expectad Lo be
contalined arpcund 2% With domestic demand growing faster than
ovarall GNP, bocstad By lively corporate investment, nominal net
EXpDOIs5 ©5 o proportion of ST will decline from 5. 5% im 1988 to
4% in 1993. Building investment is also predicted to remain
strong while government consumption and public sector investment
will lag behind a8 a result of continued efforts to reduce both
atate spending and tax ratios.

LABOUR & SOCIAL AFFAIRS

9, Aalthough poemployment ip July rose by 57, 300 or 3% to
1,972,500, thiz was lower than the usual risa at this time of
year when the holiday pericd and school-leavers swell the
pumbers. The upemplovment cate climbed from 7. 4% to 7. 7%,
Seasgpally adiusted upemplovment fell. Compared with a year

sarlier unadjusted unemployment iln July was 226,800 o 10% lower.
Bhort-time srorking fall to 1ts lowast level since July 1973 at
12,6824 while the number of wvacancles was steady at 255, 000.

r for Jume show & r£iga on a year sarlier of
313,000 Eo 27,6 millien but the: rate of increase isg no longar aAs
strong as at the turn of tha year. Attention is already being
focussed on the 1920 wage coupd which sees the expiry of the
three-year wage agreements in & number of important industries.
The powerful IG Metall trade union has already reatfirmed Lits
cbjectlve of achieving the 35-hour wesk while at the same time
highlighting the marked rise in corporate profits over the last
few years. Econcmic institutes, the Government and employers arce
warning of the need for moderstion on the wages front if the
current Sconomid upsSwWing is to be maintained.




