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Abstract—This article analyzes German monetary policy from 1974 to 1990. During this period, Germany 
experienced rapid economic growth and maintained the inflation rate at an average low level. This article 
would like to analyze German monetary policy to find the reasons why Germany could have rapid economic 
growth and maintain inflation rate at an average low level. Then specific main goal, right choices of 
monetary policy tools and intermediary indicators, and timely adjustment of the policy were found as the 
reasons. We also learn some successful experience about monetary policy from Germany and apply them in 
China. 

1 Introduction 
This article chooses period from 1973 to 1990. In 1973, 
the Bretton Woods system collapsed and Germany 
started to adopt floating exchange rate and in 1990, East 
Germany and West Germany unified which brought big 
changes to German economics and politics and then to 
monetary policies. This article analyzes monetary policy 
including main goal, specific monetary tools and 
intermediary indicators during this period. And the 
article draws conclusion about whether these monetary 
policies in different stage were successful by analyzing 
whether GDP growth and inflation were improved at the 
end of every specific period and comparing the results of 
policy implementation to its target in every stage. The 
article also focuses on adjustments of monetary policy 
conducted by Deutsche Bundesbank. By analyzing 
German monetary policy, the author would like to learn 
some successful experience about the monetary policy 
formulation, implementation and adjustment according 
to different domestic and foreign economic 
environments.  

2 1974-1978: Expansionary monetary 
policy 

At the beginning of the 70s, after a long period of 
economic growth, the Western countries were generally 
stagnate due to the influence of Keynes's demand 
management policy. At the same time the war broke out 
in the Middle East, the price of oil rose sharply. The 
production costs of factories and enterprises in the 
western countries increased greatly, and the inflation of 
goods rose sharply. The inflation rate increased by 16% 
in 1974 compared with 1973. In addition, the Bretton 
Woods system centered on the US dollar collapsed, the 
fixed exchange rate system no longer existed and 

German got back the control of their monetary policy. In 
response to these changes and German stagflation, 
Deutsche Bundesbank made its own monetary policy in 
the following three aspects.  
First, the main goal of German monetary policy was to 
fight against inflation, which was different from most 
other western countries[1]. According to Phillip Curve, 
inflation has a negative relationship with unemployment 
rate. Many countries believed that tolerating and even 
stimulating limited inflation could lead to greater 
economic growth and more employment. But the 
Deutsche Bundesbank Bank insisted the primary goal 
was to maintain price stability. 

Second, Deutsche Bundesbank chose monetary 
volume growth as the intermediary indicator, which 
equaled with cash plus bank reserves[2] and Deutsche 
Bundesbank usually published its monetary volume 
growth target in December of each year considering the 
expectation of the potential output growth of the German 
economy, the maximum tolerance of inflation, and the 
adjustments that should be made due to the change of 
velocity of money.  

Third, Deutsche Bundesbank mainly used discount 
rate, Lombard rate and deposit-reserve ratio as tools to 
implement monetary policies. Usually, discount rate was 
the lowest rate among the short-term interest rates and 
German discount policy payed attention to the quota 
which was calculated based on liable capital of different 
credit institutions[3]. And during this period, in order to 
offset the inflation brought by capital over inflow as 
shown in figure 1 and 2, discount quota was cut down by 
Deutsche Bundesbank. Besides, Lombard rate was 
always higher than discount rate and it was always used 
as emergency financing when bank used out all discount 
quota[3]. Lombard rate was decreased in this stage and 
even fell to less than 4% in 1978, as shown in figure 3. 
That means Deutsche Bundesbank made expansionary 
policy to stimulate economics development. In addition, 
Deutsche Bundesbank adjusted deposit-reserve ratio to 
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change banks’ credit expansion capacity. In this stage, 
Deutsche Bundesbank made different deposit-reserve 
ratio for residents and non-residents to offset capital 
inflow. According to Deutsche Bundesbank Act, demand 
deposit could not exceed 30%, time deposit could not 
exceed 20%, while Liability reserve ratio ceiling for 
non-residents was 10%[4]. 

The result of monetary policy in this stage was that 
inflation rate decreased year by year, as shown in figure 
4 and GDP growth rate increased and grew by 3% in 
1978 to 4.2% in 1979, as shown in figure 5, 
accompanied by unemployment decreased as shown in 
figure 6. Stagflation of Germany was improved in this 
stage. 

 
Figure 1.  Foreign direct investment to Germany from World Bank Open Data[5] 
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Figure 2.  Financial account of Germany from Deutsche Bundesbank Bundesbank[6] 

 
Figure 3.  Lombard rate from Deutsche Bundesbank Bundesbank 
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Figure 4.  Inflation rate from World Bank Open Data 

 
Figure 5.  GDP growth rate from World Bank Open Data 
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Figure 6.  Unemployment rate from Deutsche Bundesbank Bundesbank 

3 1979--1981: Tightening policy. 
Inflation rate was not optimistic in this stage. 
International oil prices began to soar in 1979, coupled 
with the previous loose monetary policy, which led to 
high inflation in Germany. In particular, in 1978, the real 
monetary growth rate reached 11%, far exceeding the 
8% target set by the Deutsche Bundesbank that yearas 
shown in table 1. Besides, in August 1980, and the 
German Mark entered the channel of continuous 
devaluation, as shown in figure 7. The change of the 
exchange rate of the Mark in 1980 was mainly due to the 
Current Account deficit, as shown in figure 8. The sharp 
increase in import prices, especially energy prices, led to 
Germany's Current Account deficit for the first time in 
1979, which lasted to 1981. In early 1979, due to the 
inflationary pressure and the Current Account deficit, 
Deutsche Bundesbank changed its monetary policy and 
began to implement a tightening monetary policy.  

In 1979, Deutsche Bundesbank made two 
adjustments in monetary volume growth targets. One 

was to change measurement method----the annual 
growth rate of the Deutsche Bundesbank's money supply 
was changed to the fourth quarter of each year to the 
fourth quarter of the next year. The other one was that 
the growth target changed from a certain target value to a 
target range, which gave the bank more flexibility about 
monetary policy[7]. 

During this period, in order to fight against inflation, 
Deutsche Bundesbank decreased their monetary volume 
growth target, as shown in table 1. Meanwhile, interest 
rate and discount rate were increased to tight the 
inflation, as shown in figure 9. Discount rate was raised 
from 3% in 1979 to 7% in 1981, which increased the 
cost of loan of commercial bank from Deutsche 
Bundesbank and then reduced enthusiasm for liquidity. 
Lombard rate was also increased and showed the same 
intention of tightening policy. Besides, with more issue 
of government bonds, Deutsche Bundesbank used open 
Market operation more frequently then before and 
bought or sold bonds to influence commercial bank 
liquidity and then the interest rate[4]. 
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Table 1 Monetary targets and their implementation[8] 

 

 
Figure 7.  Exchange rate against dollar from fred[9] 

 
Figure 8.  Current account from fred 
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Figure 9.  Discount rate from Deutsche Bundesbank Bundesbank 

4 1982--1985: Expansionary monetary 
policy. 

Tight monetary policy in 1979 led to a fall in inflation 
and it started to decrease in 1982. The trend of German 
currency against dollar was the depreciation which 
helped Germany's current account deficit turned into a 
surplus in 1982. The exchange rate against dollar was 
2.3660 on Feb 1982 and constantly depreciated year by 
year, and the exchange rate was 3.3025 on Feb 1985. 
Besides, the energy crisis ended and the weakening 
domestic economy led to a reduction in import demand. 
And the weakening domestic economy also helped 
Germany maintained a Current Account surplus in the 

following years. At the same time, American economy 
recession influenced Germany and it led to German 
economy grow at a lower pace[10] and GDP growth rate 
in 1982 was even less than zero. The unemployment rate 
was also pessimistic. 

Based on these two backgrounds, Deutsche 
Bundesbank focused on the growth of economics and 
took expansionary monetary policy in this stage. 
Deutsche Bundesbank placed the fight against the 
devaluation of the Mark at the secondary place, making 
every effort to promote domestic economic growth[11]. 
Interest rate and discount rate are at low level to 
stimulate economics development, as shown in figure 10. 
As a result, GDP growth rate began to increase from 
1983, as shown in figure 5. 

 
Figure 10.  Interest rate, discount rate for Germany from fred 
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5 1986--1990: changed intermediary 
indicators to M3 

In 1986, according to table 1 the Deutsche Bundesbank's 
money volume grew faster than the target range of 2.5 
percentage points. Despite this, Deutsche Bundesbank 
did not raise the official interest rate in this year, which 
was caused by several factors. During the year, Mark 
appreciated by 35% against the US dollar, which 
reduced the competitiveness of German exports in the 
international Market and brought pressure on German 
exports. In addition, the fall in oil prices on the world 
Market at that time also increased the pressure on 
Germany's domestic price level. As a result, in 1986, 
Germany's consumer price index showed a negative 
growth of -0.1%, as shown in figure 4. The decline in 
price levels, coupled with low growth in output, has 
encouraged people to hold short-term financial assets, 
including those in the Deutsche Bundesbank's currency, 
so that the total amount of money has increased 
substantially[3]. In the current situation, if the interest 
rate is raised, the Mark will further appreciate. Further 
appreciation will hurt the economic growth and further 
reduce the domestic price level. In 1987, the growth rate 
of the Deutsche Bundesbank's currency volume once 
again exceeded the upper limit of the target range, 
mainly due to excessive bank cash issuance.  

Then in 1988, after real growth rate was much larger 
than target for 2 years, the Deutsche Bundesbank 
changed the intermediary indicator from the Deutsche 
Bundesbank money stock to M3. According to Deutsche 
Bundesbank monthly report[12], Deutsche Bundesbank 
made the adjustment based on the fact that cash growth 
was too fast and cash accounted for a large proportion of 
the Deutsche Bundesbank's currency so that Deutsche 
Bundesbank money stock tended to exaggerate monetary 
growth. In long term, the Deutsche Bundesbank's 
monetary volume and M3 movements were in the same 
direction. Besides, short-term interest rate only effected 
M3 structure without effecting M3 total amount[13] and 
therefore M3 could be the intermediary indicator for 
monetary policy. 

The growth rate of money supply in 1988 still 
exceeded the target range. There were three reasons for 
this: first, the lag effect of interest rate fall continued to 
increase demand for currency; second, the foreign 
demand for Mark increased significantly; third, the 
government announced that they would collect 
withholding income tax. It led investors to withdraw 
cash from their long-term deposit and these cash 
naturally expanded the total amount of M3[14]. 

After the adjustment, Deutsche Bundesbank M3's 
growth rate in 1989 was about 5%. Due to the tightening 
monetary policy implemented by Deutsche Bundesbank 
at the time and the abolition of the withholding income 
tax on capital income since July 1, the growth rate of M3 
had slowed significantly. During the fourth quarter of 
1988 to the fourth quarter of 1989, M3 grew at a rate of 
4.6 percent, thus reaching the published about 5% target. 

In 1990, west Germany and east Germany unified 
which brought some fluctuation to economy. At the 

same time, Deutsche Bundesbank reiterated to the public 
that reunification will not change the ultimate goal of 
monetary policy stabilized by its currency. 

6 Conclusion 
German monetary policies from 1974 to 1990 
successfully helped Germany develop economics 
constantly and maintain inflation rate at an average low 
level. The clear main goal which was to fight against 
inflation gave Germany monetary policy a definite 
direction. The choice of intermediary indicators and 
adjustment from monetary volume growth to M3 helped 
Deutsche Bundesbank make specific target in different 
year. Besides, timely adjustment of monetary policy 
according to specific economics, inflation and other 
factors was also important. Meanwhile, right application 
of different monetary tools helped the policy implement. 
These all are the reasons why German has rapid 
economics growth and average low inflation. 
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