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Foreign and Commonwealth Office document

Reference: FCO Despatch DD 1988/384

Description: Her Majesty's Ambassador at Bonn to the Secretary of
State for Foreign and Commonwealth Affairs — The Free Democratic Party
and its Role in Federal German Politics

Date: 29 July 1988

Reference; FCO Despatch DD 1988/185

Uescription: Her Majesty's Ambassador at Bonn to the Secretary of
State for Foreign and Commeonwealth Affairs — Take Trouble with Germany

Date: 7 March 1988

Reference: FCO Despatch DD 1987/52

Descriphion Her Majesty's Ambassador at Bonn to the Secretary of
State for Foreign and Commonwealth Affairs — Chancellor Kohl

Cate: 28 January 1987

The above FCO documents, which were enclosed on this file have been
removed and destroyed.

Such documents are the responsibility of the Foreign and Commonwealth
Office. When released they are available in the appropriate FCO CLASSES.
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OECLASEIFIED
SAVING TELEGRAM

FROM BONM

FEAME ECONOMIC

TO FCO TELNO 02 SAVING OF 02 March 19%0. Info. Brussale,
Luxembourg, The Hague, Paris, Roma, UERep Brussels,
URDEL OECD, UEMis Geneva, all Consulates-GCeneral in
the Federal Republic and West Berlin, Washington,
Tokyo, Vienna.

__.-"
FRG ECONOMY _ﬁ-ﬂfﬁ

SUMMARY

i, B Lty i . Real growth of around
4% in Q489. Domestic demand has assumed locomotive rols. 1990
growth expected to exceed 3% (pam®)

2. Supplemeptsrv budget of DM 6 9bn passad by Cabinet. Bulk of
funds allocated to GDR-related expenditure. Unlikely to suffice.
{pares 10 smd 1)

3. Unemplovment rose above 2.1 milliopg in January but still

lower than & year earlier. Labour market pressures intensify as
flocd of resettlers continues. Mo sign of breakthrough in wage
negotiations. (parssi12asd 11}

4. 1 inspired by
prospact of unification. Beoth new orders and production ended
last year on a high note. Construction sector reassumes role of
key growth sector. Concern that rising mortgage rates could
throttle current boom. (parss14ie 16

3 inflation eages o 2 E% in Fabruary but could rise later

tilii YBATr. (pars IT)

B. ] against
background of tumbling bond markect, Average bond yiald scales
heights unseen for eight Years asg nervousness about

FRG/GDE economic and monetary union takes hold. (pam 19y

7. SLtrong moneTary growth in January but 6-monthly M3

1ﬁdicatnr within target corridor. DM subdued. Stock markets
unsettled by the prospects of GEMU. {parss 20 to 23)

E. L - in 1988%.
UL share of FRC non-oil import market edges up to 6.3% in 1989.
widens to DM 24. 7hn. (perss23 w19




DETAIL
GROWTH AND OUTLOOK

3. The momentum of economic activity continues undiminished.
Provisional estimates suggest continued strong growth in the
final quarter of last year with real GNP some 4% up on a year
earlier, The expected shift in emphasis set in towards the end
of the year, with domestic demand increasingly taking over from
8XpPOITs as the mainspring of economic expension as foreign demand
faded slightly. This shift is likely to become more marked
during 1990 as the strong rise in incomes stemming from Etage III
of the tax reform is reflected in higher private consumption.
Lively corporate demand for capital goods has held up (capital
investment rose by an estimated 11.5% in Q489) and, with szales
and earnings prospects favourable, the propensity to invest can
be expected to remain high throughout 1990. Company prefits are
forecast to rise by 12% this yvear after the 13% increase recorded
in 1989. Overall GNP growth in 1990 iz already expected to
excead 3% comfortably.

BUDGET

10. On 14 February the Federal Cabinet passed a supplementary
budget for 1950 totalling DM 6. 9bn net, necessitated by
developments in the GDR and Eastern Europe. This will push total
Fecderal expenditure up to DM 307bn. The bulk of the funds has
been earmarked for GDR-related expenditure, though mainly within
the FRG, and for costs caused by the continuing influx of
resettlers. The expanditure in detail: -

- DM 2bn will be put aside as contingency for future nesds under
the loosely defined heading "immediate measures caused by
developments in GDR and arrival of fiber- apd Aussiedler”

- DM 2. 15bn reserved for foreign exchange fund
- DM 400m as first instalment to ERP special fund. By 1993 this

figure will total DM 2bn in order to finance low-interest credits
amounting to DM Ebn for small and medium-sized firms in the GDR

- DM 90m will go to small and medium-gized firms for seminars,
courses, RED and technology transfer

- DM 200m for improvement to roads, motorwayve and railways
situated near the border

- DM 140m for environment projects in the GDR

- OM 75m for health care for GDR visitors to FRG. An immediate
DM 320m is intended to ensure upkeep of medical welfare in GDRE

- the Linder will receive an additional DM 500m in investment
grants te assist in provisieon of housing for new arrivals

- Berlin aid will be increased by DM 400m to help cope with
influx of resettlers

= DM 1bn for other Eastern Eurcpean countries.

3.
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FRG_ECONOMY M

SUMMARY
1. & CONFIDENT START TO THE YEAR, THOUGH SOME CONCERN ON THE LABOUR
FRONT AND RESIDUAL WORRIES ABOUT INFLATION. A DEBATE HAS BEGUN ABOUT
THE EXPECTED COS5TS5,., BOTH SOCIAL AND FINANCIAL, OF ECONOMIC AND
MONETARY UNION WITH THE GDR.

DETAIL

2. REAL GNP GROWTH OF & PER CENT LAST YEAR HAS SET THE TONE FOR
1990. THE GOVERNMENT'S ANNUAL ECONOMIC REPORT, RELEASTED ON 22
JANUARY, FORECAST GROWTH THIS YEAR OF 3 PER CENT. ALTHOUGH EXPORTS
ARE EXPECTED TO EASE BACK, INVESTMENT WILL REMAIN LIVELY AND THE
JANUARY CUTS IN INCOME TAX SHOULD STIMULATE PRIVATE CONSUMPTION.
IMPORTS WILL ALSO INCREASE, THOUGH NOT ENOUGH TO REDUCE THE TRADE
SURPLUS MUCH. IT SEEMS LIKELY TO HAVE REACHED DM135 BILLIOM LAST
TYEAR,

3. EVENTS IN THE GDR ARE NOW DOMINATING THE ECONOMIC AGENDA. POLICY
HAS BEEN ACCELERATED BY THE CONTINUING STREAM OF RESETTLERS (OVER

IMMINENT ECONOMIC COLLAPSE OF THE GDR. THE DEBATE IS NOW OVER HOW
AND WHEN MONETARY UNION WILL HAPPEN. FEW DOUBT THE LONG-TERM
ECONOMIC BENEFITS OF UNION FOR THE FRG AS WELL_ AS FOR THE GDR. EBUT
THE IMMEDIATE PRICE WOULD BE HIGH FOR BOTH, AND MUCH WOULD DEPEND ON
TIMING AND THE SPEED OF ACCOMPANYING ECONOMIC REFORM.

L. INFLATION = 2.8 PER CENT LAST YEAR AND 2.6 PER CENT IN JANUARY -
WAS ALREADY A PREOCCUPATION EVEN WITHOUT THE PROSPECT OF MONETARY
UNION WITH THE GDR. MONETARY POLICY IS STILL TIGHT, WITH INTEREST
RATES-AT & PER CENT, THE HIGHEST SINCE THE EARLY 198DS8. THE
BUNDESBANK WILL ND DOUBT REMAIN CAUTIOUS UNTIL THE SITUATION ON
MONETARY UNION AND THE TRENDS IN THE CURRENT WAGE ROUND BECOME
CLEAR. TRADES UNIONS, INCLUDING THE POWERFUL METALWAORKERS, ARE
NEGOTIATING CLAIMS OF 8.5 PER CENT OR MORE, COMBIMED WITH FURTHER

PAGE 1
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MODLIAN "’53

MOVES TOWARDS A 35 HOUR WORKING WEEK.

5. THE EFFECTS OF EVENTS IN THE GDR ARE BEING FELT IN INCREASED
SOCIAL SPENDING, A TIGHT HOUSING MARKET AND HIGHER UNEMPLOYMENT.
ALTHOUGH RESETTLERE DO NOT FEATURE ON THE REGISTER FOR THE FIRST TWO
MOKTHS OF THEIR STAY, UNEMPLOYMENT HAS RISEN STEADILY SINCE NOVEMBER
AND NOW STANDS ABOVE 2 MILLION AGAIN. THE FEDERAL FINANCE MINISTER
HAS PUT FORWARD A SUPPLEMENTARY BUDGET OF SOME DM 6.9 BILLION NET
WHICH WILL BE PAID FOR BY ADDITIONAL BORROWING. LITTLE OF THE MONEY
- SOME DM B60 MILLION - IS SPECIFICALLY EARMARKED FOR ASSISTANCE
MEASURES WITHIN THE GDR. MODST IS TO FUND THE EFFECTS OF RESETTLEMENT
IN THE FRG. THE SFPD HAVE ALREADY PICKED UP THIS POINT.

COMMENT

6. THE STREMGTH OF THE FRG ECONOMY REMAINS EEYOKD DOUBT. CONFIDENCE
HAS NOT BEEN DENTED BY THE UNCERTAINTIES SURROUNDING DEVELOPMENTS

IN THE GDR. BUT A DEBATE HAS BEGUN ABOUT THE ULTIMATE COST OF UNITY.
THE OFFER OF TALKS ON MONETARY UNION WITH THE GDR IS INTENDED TO
BUILD CONFIDENCE THERE AND HENCE RESTRAIN EMIGRATION. BUT THE
CONSEQUENCES OF MONETARY UNION, ASSUMING IT COMES ABOUT, COULD BE
DIFFICULT FOR BOTH SIDES. WHILE THE BUMDESBANK ACQUIESCED IN THE
DECISION TO OFFER THE GDR MOENTARY UNION, POEHL HAS POINTED OUT THAT
MUCH WORK REMAINS TO BE DONE BEFORE IT CAN BE EFFECTED. CHALLENGED
IN A TV INTERVIEW ON THE COSTS INVOLVED, HE SAID THAT GERMANY SHOULD
BE PREPARED TO PAY THE PRICE OF UNITY.

NEVILLE-JONES
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FRAME ECONOMIC

TQ FCO TELHQ 01 SAVIEG OF 02 February 1590. Info. Brusgels,
Luxembourg, The Hague, Paris, Rome, UEKRep Brussals,
UEDEL OECD, URMis Ganaeva, all Consulates=Genaral in
the Federal Republic and West Berlin, Washington,
Tokyo, Vianna.

FRG ECONOMY

SUMMARY

1. Beal GNP crowth of 4% in 1989, highest since 1979. Growth

led by exports and capital investment. Government confident of
over 3% growth in 1990. (parsaii and 1)

2. 1989 tax zevenue up by 9 7% Net borrowing reguirsment
falls to lowest level for 15 years. (pamid)

3. Unemplovment back above 2 million in December. Rasattlers

placing strain on labour market. The 1950 wage round has begun on

an encouraging note, the the main sectors have vet to settle.
{(parss 14 nad 15)

4. Industrial confidence remains buoyant. Incoming orders and

coutput maintain upward trend. Construction secter output
reflects lively demand. (parmsiéiols)

- B lnilﬂiiﬂﬂhﬁﬂkﬂn_Iﬂ_Ehﬂi in January. Inflation in 1989
averaged 2. 8% after 1.3% in 1988. (pem2m

6. Eey ipnterest rates unchanged but underlying mood remains

nervous. Average bond ylield touches 5 year high at over E%. (persiD)

7. M3 growth remaips balow 5% in December, ensuring

achievement of 1389 monetary target. (pea1l)

|
8. Stock mazkets sSoar to all-time highs at turn of year but |
have since beean tempered by political uncertainties in Eastarn .
Euzope. [(pacs 15 |I

9. Becord foreign trade and currept account gurpluges in 1989, i(pam i)

10. Small improvement in FRG/UEK trade as FRG imports from the UK
cutpaca growth of exports to UE. (pars 28)

4




DETAIL
GROWTH

11. Provisional GNP figures raleased on 10 January by the
Federal Statistical Office in Wiesbaden showed real GNP growth of
4% 1in 1989, the strongest increase since 1979. In nominal terms
GHPF rosa by 6.3 par cent to DM 2255bn. The flywheels of economic
growth were exports and capital investment, while both private
and Government consumption were weak. Exports grew by 10. 8 per
cant real, the highest growth rate since 1974, agalinet a &. 4 per
cent rise in imporis, pushing net exports in real terms up from
CM 51bn to DM 80. 3bn and contributing 1.7 per cent to overall GHP
growth. The buoyant econcomy alsc fuelled investment, leading to
a2 9.1 per cant rise in machinery and eguipment investment and a
5.2 per cent rise in building investment. The investment ratio
climbed to 21.3%, its highest level since 1981, Private
consumption growth was digsappointing at only 1. 6% after 2.7% in
1988, while government consumption actually declimed by 0. 8%, the
first fall gipce 1973, Overall domestic demand rose by 5. 3%
nominal, 2.3% real. With import prices rising by 5% and export
prices by 2. 8%, the Terms of Trade worsened for the first time
gince 1384, MNational income rose by 5.7% to DM 1745bn with wages
and salaries income rising by 4. 5%, santrepreneurial and property
income by £.3% The proportion of wagee and salaries income as a
percentage of national lncome fell to 67. 4% compared with 74. 4%

in 1981,

GNP ANNUAL GROWTH (real)

& changd am & yesd asrlisr

Frivgie Mochinesy Exporis Imports
consumpt, & Egpt {(Goadas &
IfiEEl T ES T PRt L T ¥







