N3

EUROPEAN CENTRAL BANK

INVE TVHLNIO NVvIdOodNn3a

@

o)

N4

6661 Aaenaqay

1999

February

M O NTHIULY

B ULLET

NILITTNEG ATHLNOMW



&)

EUROPEAN CENTRAL BANK

M O NTHIULY
B ULLETIN

February 1999



© European Central Bank, 1999
Address

Postal address

Telephone
Internet
Fax

Telex

This Bulletin was prepared under the responsibility of the Executive Board of the ECB. Translations are prepared and published by

the national central banks.

All rights reserved.

Reproduction for educational and non-commercial purposes permitted provided that the source is acknowledged.

Kaiserstrasse 29

D-60311 Frankfurt am Main
Germany

Postfach 16 03 19

D-60066 Frankfurt am Main
Germany

+49 69 13440
http://lwww.ecb.int

+49 69 1344 6000

411 144 ecb d

The cut-off date for the statistics included in this issue was 4 February 1999.

ISSN 1561-0136



Contents

Editorial
Economic developments in the euro area

Euro area monetary aggregates and their role in the Eurosystem’s
monetary policy strategy

Euro area statistics
Chronology of monetary policy measures of the Eurosystem

Documents published by the European Central Bank (ECB)

ECB Monthly Bulletin » February 1999

29

37%

39*



Abbreviations

Countries

BE
DK
DE
GR
ES
FR
IE
IT
LU
NL
AT
PT
FI
SE
UK
P
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Others

ACEA/A.AA.

BIS
BPM4
BPM5
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C.if.
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EMI
ESA 95
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EU
EUR
F.o.b.
GDP
HICP
ILO
IMF
MFls
NCBs
Repos
SITC Rev. 3

Belgium
Denmark
Germany
Greece

Spain

France
Ireland

Italy
Luxembourg
Netherlands
Austria
Portugal
Finland
Sweden
United Kingdom
Japan

United States

European Automobile Manufacturers’ Association
Bank for International Settlements

IMF Balance of Payments Manual (4th edition)
IMF Balance of Payments Manual (5th edition)
Certificates of deposit

Cost, insurance and freight at the importer’s border
Consumer Price Index

European Central Bank

European Currency Unit

European Monetary Institute

European System of Accounts 1995

European System of Central Banks

European Union

Euro

Free on board at the exporter’s border

Gross domestic product

Harmonised Index of Consumer Prices
International Labour Organisation

International Monetary Fund

Monetary Financial Institutions

National central banks

Repurchase agreements

Standard International Trade Classification (revision 3)

In accordance with Community practice, the EU countries are listed in this report
using the alphabetical order of the country names in the national languages.
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Editorial

Two main monetary policy decisions were taken
by the Governing Council of the ECB at its
meetings on 21 January and 4 February 1999.

First, the Governing Council decided at both
meetings that the conditions applicable to the
main refinancing operations of the Eurosystem
would be kept unchanged, i.e. that these would
continue to be conducted as fixed rate tenders
at a rate of 3.0%.

Second, on 2l January 1999 the Governing
Council confirmed its earlier announcements
that it would widen the band defined by the
two standing facilities. The Governing Council
thus set the interest rate for the marginal lending
facility at 4.5% and that for the deposit facility at
2.0%, thereby returning to the interest rates it
had set for the start of Stage Three. It was
deemed appropriate to discontinue application
of the temporary narrow corridor, which had
been in effect from 4 to 21 January 1999, as the
initial difficulties of market participants in
adapting to the new money market environment
had significantly diminished since the start of
the year and as the integration of the euro area
money market had progressed sufficiently in
the first three weeks after its inception.

These interest rate decisions were taken in
accordance with the stability-oriented monetary
policy strategy of the Eurosystem following a
careful evaluation of the latest monetary,
financial and other economic developments,
which confirmed the earlier overall favourable
assessment of the outlook for price stability.

An important element of the monetary policy
strategy of the Eurosystem is the detailed
examination and assessment of monetary trends.
A special article in this Bulletin describes in
detail how the monetary aggregates of the euro
area are constructed and the role they play in
the Eurosystem’s monetary policy strategy. The
monetary data for December 1998, which were
released on | February 1999, bear witness to
the continuation of favourable prospects for
price stability in the euro area. The 12-month
growth rate of M3 declined slightly in December
1998 to 4.5%, having stood at 5.0% in October
1998 and 4.7% in November 1998. The three-
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month moving average of the 12-month growth
rate of M3 up to December 1998 was 4.7%, a
level unchanged from the three-month period
from September to November 1998, and very
close to the reference value for broad monetary
growth of 4/2% per annum set by the Governing
Council.

Developments in the narrow monetary
aggregate M| have been more buoyant recently.
Similarly, the growth of credit to the private
sector was relatively high in December 1998, in
line with the evolution of the previous months.
These developments, which need to be carefully
monitored in the coming months, seem to
reflect, above all, the current low levels of both
short-term and long-term interest rates in the
euro area. In addition, the strong growth of
credit suggests the absence, at present, of
deflationary risks in the euro area.

Turning to financial indicators, long-term
nominal interest rates continued the falling trend
which had been evident throughout most of
1998. The yield curve shifted downwards in
January 1999, while the spread of nominal bond
yields over comparable yields on inflation index-
linked bonds issued in the euro area narrowed
further. These developments suggest that the
long-term inflation expectations of market
participants may have declined further in recent
months.

New information on indicators of economic
activity in the euro area continued to provide
mixed signals. On the one hand, industrial
output growth slowed down, capacity utilisation
in manufacturing decreased, and the decline in
unemployment appears to have stalled around
the year-end. On the other, Eurostat’s revised
estimates for euro area real GDP growth for
the first three quarters of 1998 indicate that
quarter-on-quarter real GDP growth has been
broadly stable at around 0.7% since the
beginning of 1998. In addition, the latest data
indicate that the deterioration in industrial
confidence appears to have been halted.
Furthermore, in January 1999 export order
books improved slightly
confidence increased further, exceeding the
peak level recorded in 1990. Recent external

and consumer



developments were also rather mixed. While
developments in Brazil led to a bout of volatility
in financial markets and increased uncertainty,
the economy of the United States continued to
show resilience.

Overall, while there are indications of a
slowdown in real GDP growth in the euro area
around the turn of the year, the extent and
duration of such a weakening of economic
activity remain a matter of uncertainty.

Recent price developments are consistent with
future price stability. The HICP inflation rate
for the euro area continued the downward
movement seen in the second half of 1998,
falling to 0.8% in December 1998. The decline
in inflation rates was influenced by the fall in oil
prices which, from July to December 1998, was
approximately 25% in ECU terms. The pattern
of unit labour costs, which showed slightly
negative growth rates in the third quarter of
1998, has also contributed to the decline in
inflation rates.

While, on balance, the outlook for price stability
remains favourable, some risks can be identified.
On the downward side, further turbulence in
emerging markets or a more serious than
expected slowdown in economic activity in the
euro area may have negative effects on prices.
On the upward side, excessive wage growth
and a relaxation of fiscal policies could adversely
affect the prospects for future price stability.

Furthermore, exchange rate developments and
trends in commodity prices need to be
monitored closely.

Anticipation of some downward pressure on
prices as a result of expectations of a slowdown
in economic activity had already been reflected
in the co-ordinated interest rate decision of
NCBs to reduce their key rates to 3.0% on
3 December 1998 and in the Governing Council’s
confirmation of the appropriateness of that level
on 22 December 1998. By January 1999 the
three-month nominal interest rate had fallen to
3.1%, reflecting a decline of more than | 10 basis
points over the past 12 months. According to a
definition of the real interest rate as the nominal
interest rate minus the current HICP inflation
rate, a measurement which is influenced to a
considerable extent by the recent decline in
energy prices, the real three-month interest rate
stood at 2.3% in January 1999, i.e. approximately
80 basis points lower than a year earlier. At the
same time, nominal long-term interest rates
have fallen by 140 basis points over the past
12 months, to stand at around 3.8%. In real
terms, i.e. if corrected for current HICP inflation,
long-term interest rates reached a level of around
3% in January 1999, standing 110 basis points
lower than a year earlier. These interest rates
are very low by international and historical
standards. Monetary and financial conditions are
therefore favourable for sustained growth of
output and employment in the euro area in line
with price stability.
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Economic developments in the euro area

I Monetary and financial developments

Monetary policy decisions by the
Governing Council of the ECB

Following the meetings of the Governing
Council of the ECB on 2l January and
4 February 1999, the ECB announced that
for the four main refinancing operations
to be settled between 27 January and
|7 February 1999 the same conditions would
apply as for the first three such operations,
i.e. they would be offered as fixed rate
tenders conducted at an interest rate of 3.0%.
These decisions were deemed appropriate in
view of the stable development of M3 and
the favourable overall assessment regarding
the outlook for price stability, which had
remained unchanged since the meeting of the
Governing Council on 7 January 1999.

On 21 January 1999 the Governing Council
also confirmed its previous announcement
that it would terminate the transitional
measure of the narrow corridor established
by the interest rates on the two standing
facilities. For the period between 4 and
2| January 1999 the interest rates on the
marginal lending facility and the deposit
facility had been set at 3.25% and 2.75%
respectively. This narrow corridor was aimed
at facilitating the adaptation of market
participants to the new monetary policy
environment in Stage Three. The narrow
corridor proved to be an effective
instrument, mitigating initial problems of
individual credit institutions with the
functioning of the euro area payment systems
and money market. However, difficulties that
some market participants encountered in the
initial days of trading on the euro money
market diminished considerably over time. In
view of the more satisfactory degree of
integration of the euro money market and
the fact that continuing to maintain a narrow
corridor would have been likely to hamper
the development of an efficient money
market in the euro area in the longer term,
the Governing Council decided to set the
deposit rate and the marginal lending rate at
2.0% and 4.5% respectively as from 22 January
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1999. These rates are equal to the interest
rates which had already been set officially for
the start of Stage Three on | January 1999
(see Chart | below and the “Chronology of
monetary policy measures of the Eurosystem”
at the back of this Bulletin).

Stable trend of broad money growth
continued

In December 1998 the broad monetary
aggregate M3 grew by 4.5% on an annual
basis, decreasing from 4.7% in November (see
Chart 2). The three-month moving average
of the 12-month growth rate of M3, covering
the months from October to December
1998, stood at 4.7%. This was the same as
the rate recorded for the period from
September to November 1998 and was very
close to the reference value of 4'2% per
annum set by the Governing Council. The
moderate slowdown in the pace of M3
growth in December 1998 compared with
November was primarily the result of a
substantial

contraction of marketable

ECB interest rates and the over night market
interest rate
(percentages per annum; daily data)

--- margina lending rate

— - deposit rate

e  main refinancing rate

— overnight interest rate (EONIA)

5.0 5.0
45}--- e 145
4.0 4.0
35p 5 35
3.0 . . . e 130
25 | | 25
201 - [ 20
15 15
" " " " " L
10 1 8 15 22 29 1o
January
1999
Source: ECB.



instruments included in M3 (debt securities
issued with a maturity of up to two years,
repurchase agreements, money market fund
shares/units and money market paper), which
more than offset a moderate increase in the
growth rate of the other components of M3
(currency in circulation and short-term
deposits).

The narrow monetary aggregate M| grew at
an annual pace of 9.2% in December 1998,
increasing from 8.7% in November. The
relatively high rate of growth of narrow
money reflected the steady rise in the
demand for overnight deposits, the 12-month
growth rate of which reached II1.1% in
December (compared with a rate of 10.8% in
November). Moreover, the annual growth of
currency in circulation increased to 1.4% in
December, from 0% in November. The fast
pace of growth of M| reflected primarily the
low opportunity costs of holding liquid
instruments in an environment of historically
low short and long-term interest rates in the
euro area and of price stability.

With regard to other short-term deposits
included in M2 (and M3), the annual growth
rate of deposits redeemable at up to three
months’ notice fell to 5.6% in December —
from 6.6% in November — whereas the
12-month rate of change of deposits with an
agreed maturity of up to two years rose to
-1.2% in December from -3.4% in November.
The [2-month growth of the intermediate
monetary aggregate M2, which includes the
components of M| and these short-term
deposits, increased to 5.5% in December
from 5.0% in November.

The aforementioned contraction of the
marketable instruments included in M3 was
particularly evident for debt securities issued
with a maturity of up to two years, as their
annual growth rate became negative in
December (-6.7%), compared with a value
exceeding 20% in November. In some
countries the decline in this relatively small
component of M3 might have been related to
the requirements
applicable to them prior to | January 1999.

absence of reserve

Monetary aggregatesin theeuro area
(annual percentage changes)

=== M1 - - M2 — M3
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Repurchase agreements decreased by |1.7%
in December compared with a year earlier
(against a decline of 8.0% in November). The
positive 12-month rate of growth in money
market fund shares/units and money market
paper slowed down to 5.2% in December
from 7.3% in the previous month. The overall
contraction of these marketable instruments
can also be related to the steady decline in
short-term interest rates. The reduction in
holdings of these financial instruments is not
a recent phenomenon, but has been evident
since July 1998 (with the sole exception of
October 1998 - a month marked by
particularly high volatility in international
financial markets). In absolute and non-
seasonally adjusted terms, the levels for
December 1998 of repurchase agreements
and debt securities with a maturity of up to
two years were 15.9% and 27.3% below their
July 1998 respectively. The total
amount of money market fund shares/units
and money market paper in December 1998
was 2.8% below its July 1998 level.

levels
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Credit to the private sector
continued to grow at a strong pace

On the assets side of the consolidated
balance sheet of the MFI sector, the
[2-month growth rate of credit to the private
sector remained high in December, at 9.2%.
The continued strong growth of credit to
the private sector seems to be associated
primarily with the favourable financing
conditions for non-financial firms and
households as shown by the significant decline
in retail bank lending interest rates over
recent years. It also reflects the fact that
economic activity expanded at a relatively
strong pace during 1998 in several parts of
the euro area.

By contrast, the 12-month growth rate of
credit to the public sector (including lending
in the form of the acquisition of securities)
remained subdued, even though it rose
moderately in December 1998 to 1.6%. The
I2-month rate of change of loans to general
government was -0.2% in December
compared with -1.8% in November, while
MFI holdings of public sector securities grew
at an annual rate of 2.9% in December,
compared with 3.6% in November.

Among the other counterparts of M3, the
longer-term financial liabilities of the MFI
sector (comprising longer-term deposits,
debt securities issued and the capital and
reserves of MFIs) expanded at an annual rate
of 2.6% in December 1998 (down from 3.4%
in November). The subdued growth of this
component may be linked to the reduction in
the spread between long-term and short-
term interest rates in recent months.

Furthermore, the rate of growth of both
external assets and liabilities of the MFI
sector fell in December 1998. Compared with
December 1997, the external assets of MFls
rose by 2.5% and their external liabilities
increased by 11.3%. On balance, the net
external asset position of the MFI sector
deteriorated by €110 billion in 1998.
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In summary, in the year to December 1998,
the moderate growth of M3 was accompanied
by a substantial growth in credit extended by
MFIs to the non-government sector in the
euro area, some expansion in MFIs’ non-
monetary liabilities and a rather large decline
in MFIs’ net external asset position, while
MFls increased their credit to the government
by only small amounts.

Liquidity conditions subject to some
volatility

The overnight money market rate underwent
some fluctuations during the first weeks of
1999. In the first few days of Stage Three,
euro area money market conditions were
relatively tight. Between 4 and 13 January
1999, the overnight rate, as
measured by the EONIA (“euro overnight
index average”, i.e. the weighted average of
the rates on unsecured overnight contracts
reported by a panel of major banks in the
euro area), stood at around 3.2%, a level
close to the then applicable interest rate of
3.25% on the marginal lending facility (see
Chart 1). This pattern was accounted for in
the very first business days of Stage Three by
an accumulated shortage of liquidity in the
money market. Thereafter, the allotment of
liquidity in the first main refinancing operation
of the Eurosystem on 7 January 1999 was
sufficient to create a temporary surplus in
the banking system’s liquidity position, so
that the credit institutions’ reserve holdings
on their current accounts with the
Eurosystem could be in excess of the reserve
requirement (see Chart 3a). The fact that
the overnight interest rate did not fall quickly
after the allotment in the first main
refinancing operation probably reflected the
very cautious behaviour in the money market
on the part of credit institutions that were
uncertain their
requirement, while being confronted with the
challenge of adapting to the new environment
and, in particular, to the functioning of
TARGET and other cross-border payment
systems (see also Box ).

interest
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Conditions in the euro money market started
to ease after the Eurosystem settled its
second main refinancing operation on
13 January 1999 and its first longer-term

I5 January 1999 the overnight interest rate
fell to 3.1%, and it gradually declined further
to around 3.0% in the course of the following
week. Several elements contributed to this

refinancing operation on 14 January 1999. On  downward movement. First, the allotments

Theintroduction of the TARGET system

The TARGET (Trans-European Automated Real-time Gross settlement Express Transfer) system became
operational at 7 am. on 4 January 1999. On average, TARGET as a whole has processed payments worth
around €1,000 billion every day, an amount that is comparable with the Fedwire system in the United States.
This represents a substantial increase in the value of payments processed in the real-time gross settlement
(RTGS) mode in EU countries (which was around €650 billion on average per day in 1998). Approximately
60% of these payments were processed within local RTGS systems, while around 40% were processed using
the Interlinking mechanism established between EU NCBs.

The large payment flows have enabled the primary objectives of TARGET to be fulfilled swiftly and
effectively; these are the following: to serve the needs of both the Eurosystem’s monetary policy and the
money market in euro, to provide a safe and reliable mechanism for the settlement of cross-border payments
and to increase the efficiency of intra-EU cross-border payments.

Overall, the technical performance of TARGET throughout the first month was satisfactory and, with the
exception of amajor breakdown in the hardware of one national Interlinking component on 29 January 1999,
the system has proven to be reliable from atechnical point of view. In afew financial centres some difficulty
was experienced during the first week in redistributing liquidity at the end of the day. The main reasons for
thiswere related to local credit institutions, many of which had some initial difficulties in adapting to the new
technical and business environment. There had already been a substantial reduction in these difficulties by the
second week.

To assist banksin adapting to new treasury management practices and to the TARGET environment, the ECB
decided on 11 January 1999 to provide an “Extended Service Window” — extending the opening hours of
TARGET by delaying the closing time by one hour from 6 p.m. to 7 p.m. between 11 and 29 January 1999.
The arrangement met the needs of most banks. The ECB also decided to levy a special fee of €15 per payment
made during the Extended Service Window in order to avoid any abuse of this arrangement. Less than 1% of
the total number of payments (4-7% in value terms) were processed between 6 p.m. and 7 p.m., and the
end-of-day matching procedures were executed more smoothly than at the beginning of January.

The number of cross-border payments processed grew steadily from 5,000 on 4 January 1999 to around
28,000 at the end of January 1999. The value of the cross-border payments processed increased at a slower
pace: it stood at €250 billion on 4 January and increased to €400 billion on 7 January 1999, before stabilising
at adaily value of between €350 billion and €400 billion.

As expected, most transactions were interbank payments (85-90% in terms of volume and 98-99% in terms of
value). At the beginning of the month the value of payments sent during the last working hour was very high
(26% of the total value of payments on 8 January 1999). However, by the end of the month the intraday pattern
was more even, with a modest peak in the morning, a smaller one mid-afternoon and less than 15% of the
value of payments being processed during the last hour of operation. The sharp decrease in the payment
rejection rate (from 11% on 4 January 1999 to around 1% at the end of the month) combined with a lower
concentration of payments after 5 p.m. should facilitate the return to normal operating hours asfrom 1 February
1999.
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Banking liquidity and the over night market

interest rate
(EURbillions; daily data)

— - estimated reserve requirement (left-hand scale)
- dalily reserve holdings with the Eurosystem
(left-hand scale)
— accumulated daily average of reserve holdings with
the Eurosystem (left-hand scale)
— overnight interest rate (EONIA) (right-hand scale)
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Note: Overnight interest rate in percentages per annum.

provided sufficient liquidity to enable credit
institutions to
surplus positions on their reserve accounts
with the Eurosystem. Second, uncertainty
about the exact reserve requirements of
credit institutions was gradually reduced.
Third, credit institutions quickly adjusted to
the new environment of an area-wide euro
money market, as confirmed by the rapid
decline in recourse to the standing facilities
seen throughout the euro area. The average
daily recourse to the marginal lending facility
declined from €15.6 billion in the first week
of January to €4.3 billion in the second week;
similarly, the average daily recourse to the
deposit facility declined from €6.3 billion to
€1.3 billion (see Chart 3b).

accumulate comfortable

In late January and early February 1999,
however, the overnight rate
rebounded to a level of between 3.1% and
3.2%. The rebound reflected a slight
tightening in the money market, which was
to some extent caused by increases in
deposits on Treasury accounts with some

interest
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Factors contributing to the banking system's
liquidity
(EURbillions; daily data)

[ longer-term refinancing operation (left-hand scale)
main refinancing operation (left-hand scal€)

— other factors affecting the banking system's
liquidity (right-hand scale)
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NCBs. Some of these increases reflected a
normal pattern of tax collection in certain
Member States, which takes place during the
second half of each month. However, other
increases had not been expected by the
Eurosystem and had to be compensated in
the subsequent main refinancing operations
of the Eurosystem.

Table | provides an overview of the factors
contributing to the liquidity of the banking
system between | January 1999 and the
cut-off date for this Bulletin, 4 February 1999.
The figures in this table are presented as
daily averages. The average amount of the
Eurosystem’s monetary policy operations
outstanding under the main refinancing
operations was €91.9 billion. The amount of
liquidity supplied through the first longer-
term refinancing operation was €45 billion,
but, as this operation was only settled on
14 January 1999, the average daily amount
provided through this operation between
| January and 4 February 1999 was only

€28.3 billion. Net recourse to the standing
facilities, computed as the difference between
the recourse to the marginal lending facility
and to the deposit facility, was €3.2 billion
Finally, monetary policy
operations which were initiated by NCBs
during 1998 and which gradually matured
during the first weeks of January 1999
provided the banking system with an average
of €47.2 billion of liquidity.

on average.

The banking system’s liquidity position is also
affected by movements in other items of
the consolidated balance sheet of the
Eurosystem.
amounted to €33 1.1 billion on average during
January 1999, while government deposits with
the Eurosystem stood at €38.9 billion, and
the net foreign asset position of the
Eurosystem (including gold) amounted to
€329.2 billion. Finally, the sum of all other
positions on the Eurosystem’s balance sheet
represented an average net liability position
of €31.5 billion. These items either provide

Banknotes in circulation

Contributionsto the banking system’sliquidity

(EURDbillions)
Daily average from 1 January to 4 February 1999

Liquidity providing

Liquidity absorbing Net contribution

Monetary policy operations of the Eurosystem

Main refinancing operations 91.9 - +91.9
Longer-term refinancing operations 28.3 - +28.3
Standing facilities 4.9 17 +3.2
Other operations 0.0 0.0 0.0
Stage Two monetary policy operations (net) ¥ 47.2 0.0 +47.2
TOTAL (a) 172.3 1.7 +170.6
Other factors affecting the banking system’sliquidity
Banknotesin circulation - 3311 -3311
Government deposits with the Eurosystem - 38.9 -389
Net foreign assets 329.2 - +329.2
Other factors (net) - 315 -315
TOTAL (b) 329.2 401.5 -72.3
Credit institutions’ holdingson
current accounts with the Eurosystem  (a) + (b) 98.3

Memorandum item:

Estimated reserve requirement for the period from 1 January to 23 February 1999 2

around 98

1) Monetary policy operations initiated by NCBs in Stage Two and outstanding at the start of Sage Three (excluding outright

operations and the i ssuance of debt certificates).
2) Estimateasof 4 February 1999.

ECB Monthly Bulletin ¢ February 1999



the banking system with liquidity or withdraw
liquidity from it, depending on whether they
are assets or liabilities of the Eurosystem.

On average over the period from | January
to 4 February 1999 the liquidity of the
banking system, which is reflected in the
balance of the current accounts held by credit
institutions with the Eurosystem, was equal
to €98.3 billion. This was broadly in line
with the estimated reserve requirement of
around €98 billion which credit institutions
have to fulfii on average over the first
maintenance period, which runs from
| January to 23 February 1999.

Further decline in the three-month
interest rate

The three-month market interest rate
declined in the first few weeks of Stage
Three, continuing the downward trend of
1998. Starting from a level of 3.24% on the
first day of trading of the euro, i.e. 4 January
1999, the three-month EURIBOR had fallen
to 3.05% by 19 January 1999 but edged up
slightly afterwards (see Chart 4).

On 4 February 1999, the cut-off date for this
Bulletin, markets expected a gradual decline
in short-term rates, as was evident from the
interest rates on futures contracts with
delivery dates in 1999. On 4 February 1999
the three-month futures rate on euro for
delivery in March 1999 was 3.04%, while the
three-month futures rates for delivery in June
1999 and September 1999 were 2.94% and
2.90% respectively.

Market expectations of a gradual fall in short-
term market rates in 1999 were also revealed
in the first longer-term refinancing operation
of the Eurosystem, which was settled on
14 January 1999. In order to phase in this
kind of operation, it was conducted as three
separate tenders with maturities of
(approximately) one month, two months and
three months respectively. As the
Eurosystem does not intend to send
monetary policy signals with these longer-

ECB Monthly Bulletin « February 1999

Three-month interest ratein the euro area
(percentages per annum; daily data)
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Note: Euro area average of national three-month interbank
rates until 29 December 1998; three-month EURIBOR from
30 December 1998 onwards.

term operations, they were conducted in the
form of variable rate tenders with a pre-
announced volume. The resulting interest
rates were 3.13% for the operation maturing
on 25 February 1999, 3.10% for that maturing
on 25 March 1999, and 3.08% for that
maturing on 29 April 1999.

Long-term bond yields continued
their declining trend

By the end of January 1999 the average
10-year government bond yield across the
euro area stood at 3.77%, a level which was
low by historical standards. This low level is
partly a reflection of global factors, but also
bears witness to the impact of many
favourable influences associated with the
move to Stage Three of EMU. Internal
influences include the progress towards price
stability within the euro area, the gradual
elimination in some countries of risk premia
associated with intra-EU exchange rate
uncertainty during the run-up to the
changeover to the euro and the process of
convergence in the fiscal area. Linked to this,



the low bond yields reflect the attainment of
a high degree of confidence in financial
markets that the single monetary policy will
deliver low and stable rates of inflation in the
future.

In the course of January 1999 [0-year bond
yields in the euro area declined by almost 20
basis points (see Chart 5). This development
contrasted with developments in the United
States, where 10-year bond yields showed
little discernible trend over the period from
end-December 1998 to end-January 1999. As
a consequence, the differential between
10-year bond yields in the United States and
comparable yields in the euro area widened
by over 20 basis points.

At the very beginning of 1999 this
development in the spread reflected
international portfolio reallocation in favour
of securities denominated in euro. This was
apparent in the sharp increase in trading
volumes in contracts on bonds in euro area
derivatives exchanges compared with the
levels recorded at the end of 1998. The
pattern of trading volumes on derivatives
exchanges in recent months would tend to
suggest that some market participants may
have postponed investments in euro-
denominated securities until the changeover
had been seen to have been completed
smoothly.

As the month progressed, other influences
also played a supportive role in the decline in
long-term bond yields in the euro area. First,
some domestic indicators of activity,
particularly in the industrial sector, may have
led to market expectations of slower
economic activity in the euro area. A second
factor was a further bout of volatility in global
financial markets following the currency
devaluation in Brazil. As with the Russian and
Asian financial crises over the summer
months of 1998, this development prompted
a “flight to quality” from emerging markets to
industrialised countries, as well as a “flight to
safety” within the capital markets of
industrialised countries from stock markets
to bond markets. Third, market perceptions

L ong-term gover nment bond yieldsin the
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that the economic situation in Brazil may
influence the outlook for global economic
activity, as well as continued evidence that
price stability in the euro area will be
maintained, appear to have led to a further
decline in bond market expectations
concerning the average pace of price change
in the longer term. This view of a downward
revision of financial market expectations for
long-term inflation was supported by the
narrowing of the differential between yields
available from fixed nominal income bonds
and those available from inflation index-linked
bonds with a comparable maturity in France
(see Box 2).

Consistent with the view that there has been a
decline in long-term expectations for inflation,
the euro area yield curve shifted downwards
across all maturities in the course of January
1999 (see Chart 6). This change in expectations
was particularly evident in the decline in
expected forward overnight interest rates on
longer maturities. At the same time, in line
with the observations outlined above with
regard to futures markets, there was a
configuration of implied forward overnight
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Implied forward euro area overnight interest rates

(in percentages, daily data, end-period)
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Sweden 1992-94” by L. E. O. Svensson (1994), IMF WP/94/114, Washington, DC. The data used in the estimation are derived from
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interest rates at the short end of the yield
curve which reflected market expectations of a
decline in these rates in the months to come.
According to this indicator, financial markets
expect overnight interest rates to increase again
after the first half of 1999.

In early February, against a background of a
global upturn in long-term bond yields, 10-year
bond yields in the euro area reversed some of
the declines seen in January, although the
increase in the euro area was less pronounced
than in the United States.

Stock markets remain volatile

In an environment of renewed volatility which
characterised the stock markets of
industrialised countries, stock prices in the
euro area, as measured by the broad Dow
Jones EURO STOXX index, increased by
more than 8% in the first three trading days
of 1999, before suffering a setback which left

ECB Monthly Bulletin « February 1999

them 3.5% above their end-1998 levels at the
end of January 1999 (see Chart 7). Over the
same period, in the United States, the
Standard and Poor’s 500 index rose by more
than 4%, while in Japan the Nikkei 225 index
increased by almost 5%.

The initial strength of stock prices in the
euro area relative to overseas markets might
have been a reflection of the aforementioned
international reallocation in favour of
securities denominated in euro once the
changeover was seen to have been completed
smoothly. In addition, the successful launch
of the euro appeared to lead to heightened
expectations of merger activity in the euro
area corporate sector.

The subsequent setback in the euro area
stock market, which was common to stock
markets in most industrialised countries,
reflected heightened uncertainty about the
implications of the economic situation in
Brazil for global growth following the



Deriving inflation expectations from inflation index-linked bonds

In general, a comparison of the yields on inflation index-linked bonds and those from nominal fixed income
securities with similar maturities can provide some insight into inflation expectations in the economy. Until
recently inflationindex-linked bonds had not been issuedin theeuro area. Indeed, the French Treasury issued the
firstsuchinflation-indexed bond (“OATi" or Obligation Assimilabledu Trésor Indexée) in September 1998. This
bond will maturein 2009 and it carriesa3% real couponthat ispaid annually. The nominal coupons on thisbond
are calculated ex post and the indexing lag is at most three months. The coupon and principal payments of the
OATI arelinked to the French consumer priceindex (CPI) excluding tobacco prices.

The differential between along-term nominal bond yield and the real yield available on an index-linked bond
of the same maturity is generally known as the " break-even inflation rate”. Thisis because, under this rate of
inflation, the expected nominal return to an investor will be the same regardless of whether the investment is
made in a fixed nomina income or an index-linked bond. However, the break-even inflation rate is not a
direct measure of inflation expectations. First of all, it also contains an inflation risk premium to allow
for the additional uncertainty faced by an investor in a fixed income bond due, in particular, to the volatility
of inflation. Furthermore, it reflects a premium related to the relatively lower level of liquidity that usually
characterises index-linked bond markets. While the existence of an inflation risk premium implies that the
break-even inflation rate overestimates true market expectations of inflation, the liquidity premium works in
the opposite direction. However, the narrowness of the spread currently observed between quoted bid and ask
pricesfor the OATI tendsto suggest that the liquidity premium may be of alimited magnitude only.

The chart below shows recent break-even inflation rates which are derived from a comparison of the
rate on the OATI that will mature in 2009 and the rate on a comparable fixed nominal income OAT (which
carries a fixed 4% nominal coupon and matures in 2009). It shows that the break-even inflation rate has
declined more or less continuously since the OATI was issued and reached a level of around 0.8% in early
February 1999. To the extent that the aforementioned risk premia are assumed to have been relatively stable
over time, it may be inferred that market expectations concerning long-term inflation in France have fallen as
well. It isimportant to reiterate that the measure of inflation used in the OATI is a variant of the French CPI.
Hencethe OATI can only provide information on inflation expectations in France and not on those for the euro
area as a whole. Nonetheless, to the extent that French inflation expectations are indicators of inflation
expectations in the euro area as a whole, break-even inflation rates in France may provide useful indicative
information regarding financial market expectationsin the euro areamore generally.

Break-even inflation rate calculated for the French CPI (excluding tobacco prices)
(in percentages)
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Sources: French Treasury, |SMA and Reuters.
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devaluation of the Brazilian real. These
developments appeared to lead to a
downward revision of corporate earnings
expectations. A further factor may have been
a rise in the risk premium associated with
equity investment. Such a development, which
is typical during episodes of turbulence in
international financial markets, highlights the
key role which common external factors
often play in driving movements in
international equity markets.

In the first few days of February stock prices
in the euro area reversed some of the gains
made in January. This development mainly
reflected similar setbacks in the United States
and Japan.

All in all, by 4 February 1999 these
developments left euro area stock prices
at around 9% below the peak levels observed
in mid-July 1998, although this was still
almost 33% above the levels recorded at
end-1997.



2 Price developments

Consumer price increases continued
to edge downwards

At the end of last year the annual increase in
consumer prices in the euro area edged
downwards further. As measured by the
Harmonised Index of Consumer Prices
(HICP), the increase was 0.8% in December
1998, i.e. 0.1 percentage point lower than in
the previous month. For 1998 as a whole the
annual percentage change in harmonised
consumer prices was |.1%, down from 1.6%
in 1997.

The further reduction in the annual rate of
increase in December 1998 was mainly due
to the continued decline in energy prices;
these account for almost one-tenth of total
HICP and were down -4.7% compared with a

Breakdown of HICP inflation in theeuro

area by components
(annual percentage changes; monthly data)
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Note: For further information on the data used, see the respective
tables and charts in the “ Euro area statistics’ section of this
Bulletin.

year earlier (see Chart 8). Underlying this
decline was the protracted fall in oil prices,
which, in ECU terms, in December 1998
stood 45% below the level recorded a year
earlier. In January 1999, however, oil prices
increased slightly. Prices of processed food
and non-energy industrial goods showed a
slightly lower rate of increase in December
after having remained largely unchanged in
the previous months. In contrast to
developments in recent months, increases in
unprocessed food prices did not slow down
further, but rather picked up to 0.9%. Overall,
the rate of increase in goods prices continued
to fall, reaching 0.2% in December 1998,
compared with 0.3% in November 1998 and
1.1% in December 1997. At the same time,
the rate of increase in services prices, which
account for one-third of total HICP,
remained stable at around 2%, i.e. at the level
recorded during the whole of 1998.

Other cost and price indicators continued to
support the general picture of price stability
in the euro area (see Table 2). In particular,
the annual percentage change in unit labour
costs was negative in the first three quarters
of 1998. In the third quarter unit labour costs
fell by 0.7% compared with a year earlier
owing to moderate wage increases and
productivity growth at around the average
level for the 1990s. Commodity prices
continued to fall in December 1998 and
remained considerably below the levels
recorded in the previous year. The subdued
growth in labour costs, combined with the
decline in oil and non-energy commodity
prices, was also reflected in lower industrial
producer prices. Producer price increases
have slowed down gradually since the end of
1997. The slowdown was mainly concentrated
in prices of intermediate goods. In May 1998
producer prices started to decrease in
absolute terms and in November 1998 were
2.3% lower compared with a year earlier.
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Priceand cost developmentsin theeuro area

(annual percentage changes, unless otherwise indicated)

1996 1997 1998 1998

1998 1998 1998 1998 1998 1998 1998 1998 1999

Ol 02 Q3 Q4| Aug. Sep. Oct. Nov. Dec. Jan.
Harmonised I ndex of
Consumer Prices (HICP)
and its components
Overall index 22 16 11 12 14 12 09 12 10 10 09 038
of which:
Goods 18 11 07 07 11 07 03 07 05 04 03 02
Food 20 15 16 17 21 17 11 18 14 12 10 11
Processed food 20 15 14 13 16 15 12 15 13 13 13 12
Unprocessed food 19 15 20 23 29 21 08 23 15 10 06 09
Industrial goods prices 17 09 02 02 05 02 -01 00 01 00 -01 -02
Non-energy industrial gopods 15 05 09 06 10 11 10 11 11 10 10 09
Energy 24 26 -26 -15 -13 -32 -43 -38 -38 -40 -43 -47
Services 31 24 20 20 20 20 20 21 20 21 21 20
Other priceand cost indicators
Industrial producer prices? 06 10 . 04 02 -13 . 14 -16 -20 -23 . .
Unit labour costs? 18 06 . 23 07 -07 . - - - - - -
Compensation per employee? 34 26 .10 11 11 : - - - - - -
Labour productivity 2 16 21 . 33 17 18 ) - - - - - -
Oil prices (EUR per barrel) 3 159 171 120 136 128 117 100 112 119 112 102 88 95
Commodity prices (EUR) 4 -69 130 -125 -01 -10.7 -181 -20.5 -19.0 -209 -23.6 -184 -195 -17.2

Sources: Eurostat, national data, HWWA-Institut fur Wirtschaftsforschung, Hamburg, and ECB calculations.
Note: For further information on the data used, see the respective tables and charts in the “ Euro area statistics’ section of this

Bulletin.
1) Excluding construction.
2) Whole economy.

3) BrentBlend (for one-month forward delivery). ECU up to December 1998.

4) Excluding energy. ECU up to December 1998.

3 Output, demand and labour market developments

Revised data on real GDP growth

Compared with the previous release (in
December 1998), the latest Eurostat estimates
of euro area quarterly real GDP growth imply
a downward revision for the first quarter and
an upward revision for the second and third
quarters of 1998. On the basis of these revised
data, real GDP growth in the third quarter was
2.7% compared with the same period a year
earlier, which is around 0.5 percentage point
lower than average growth in the first half of
1998 (see Table 3). In terms of quarter-on-
quarter changes, euro area real GDP increased
by 0.7% in the third quarter of 1998, which was
the average pace of growth during the first half
of the year.
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In general, the revised data also suggest a
somewhat smoother pattern of output growth
over the first three quarters of the year than
was apparent from the previous data, owing to
the fact that they are now based on data for
German GDP which have been adjusted for
variations in the number of working days.
However, uncertainties about the precise
quarterly development of real GDP growth
remain, given that this kind of adjustment is not
currently available for the majority of the
remaining Member States. In addition, the
quarterly pattern in the first half of 1998
remains subject to certain other distortions in
connection with, inter alia, a VAT increase in
Germany that had a favourable impact on
output growth in the first quarter, at the
expense of growth in the second. However,
these factors do not change the overall
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impression that the pace of economic
expansion may be seen as having been broadly
undiminished up to the third quarter.

By contrast with the broadly favourable pattern
of real GDP growth up to the third quarter of
1998, some recent monthly indicators continue
to point to the possibility that overall output
growth may have slowed down towards the
end of the year. Measured on the basis of
moving averages, industrial production in the
three-month period up to November 1998
increased by 3.1% compared with the same
period a year earlier, which was down from
3.6% and 4.0% respectively in the preceding
two reference periods. When measured in

terms of changes from the previous period,
industrial production in the most recent three-
month period was 0.1% higher than the level in
the period from June to August, while in the
two preceding three-month periods the growth
rate had been 0.4% and 0.9% respectively.

Notwithstanding the slowdown in overall
industrial production growth, the data available
up to November 1998 suggest a mixed picture
across the main categories of output. On a
year-on-year basis there was a continued
decline in the rate of growth in production of
intermediate goods industries (i.e. those which
manufacture inputs such as chemicals and steel
and which account for more than two-fifths of

Output, demand and labour market developmentsin theeuro area

(annual percentage changes, unless otherwise indicated)

1996 1997 1998

1998 1998 1998 1998 1998 1998 1998 1998 1998 1998

QL Q2 Q3 Q4| Juy Aug. Sep. Oct. Nov. Dec.
3-month centred moving averages

Real gross domestic product 16 25 37 29 27 . - - - - - -
- Change from previous period Y - - - 09 05 07 . - - - - - -
Industrial production excl. construction 00 41 63 44 40 . 40 40 36 31
- Change from previous period 2 - - - 11 08 09 . 07 09 04 01
of which:

Manufacturing -02 47 73 50 44 . 44 44 40 32
by main industrial groupings:

Intermediate goods -0.7 54 73 42 33 . 35 33 27 23

Capital goods 17 42 92 66 71 . 67 71 71 62

Consumer goods -06 18 36 40 37 . 36 37 35 31
Construction -25 -12 . 29 04 -17 . -04 -17 . . . .
Capacity utilisation (%) ¥ 80.3 816 83.1 831 836 833 824 - - - - - -
Economic sentiment index 25 27 31 39 45 28 12 36 28 18 15 12 14
Consumer confidence indicator 4 -8 -3 7 4 7 7 10 7 7 8 9 10 1
Industrial confidence indicator 4 -8 3 7 10 10 7 0 8 7 5 3 0o -1
Construction confidence indicator -13 -10 4 -2 1 10 8 7 10 9 9 8 11
Retail sales, constant prices 11 08 . 28 18 30 . 29 30 24 29 .
New passenger car registrations 66 39 77 126 33 75 77 66 75 51 78 77 .
Employment (whole economy) 02 03 10 11 13 - - - - - -

Unemployment (annual changein 000s) 420 104 -757
Unemployment (% of labour force) 116 117 111

-426 -709 -911 -982 -875 -911 -956 -995 -982
113 111 110 108 110 110 109 108 10.8

Sources: Eurostat, European Commission Business and Consumer Surveys, ACEA/A.A.A., national data and ECB calculations.
Note: For further information on the data used, see the respective tables and charts in the “ Euro area statistics” section of this
Bulletin. All data are seasonally adjusted, apart from industrial production (adjusted for variations in the number of working days),

retail salesand new passenger car registrations.
1) Seasonally adjusted data.

2) Seasonally adjusted data; monthly data are calculated as three-month centred moving averages against the corresponding

average threemonthsearlier.

3) Data are collected in January, April, July and October of each year. The quarterly figures shown are the average of two
successive surveys, i.e. the surveys conducted at the beginning of the quarter in question and at the beginning of the following
quarter. Annual data are quarterly averages. Latest observations: 83.7% (July 1998), 82.8% (Oct. 1998) and 81.9% (Jan. 1999).

4) Percentage balances; data shown are calculated as deviations from the average over the period since January 1985.
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Output and industrial confidencein the

euro area
(annual percentage changes; percentage balances for industrial
confidence)
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Sources: Eurostat and European Commission Business and
Consumer Surveys.

Note: For further information on the data used, see the respective
tables and charts in the “ Euro area statistics’ section of this
Bulletin. All data are seasonally adjusted; data for industrial
production (total, excluding construction) and industrial
confidence are three-month centred moving averages.

total industrial output), while growth was
broadly sustained at around 6% and 8% in the
capital goods and durable consumer goods
industries respectively. Judging from the pattern
emerging from month-on-month changes
(which are not shown in the table), there is
some evidence of a slight pick-up in production
in the intermediate goods sector since the
summer months, while the capital goods
industry saw a decline in growth rates after
having experienced sustained increases during
the summer. With regard to output in the
capital goods industry, it should be noted that
production also includes cars for commercial
and private use. Given that car production has
remained strong, this could possibly indicate
that the demand for machinery and equipment
may have been weakening. As regards
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consumer goods, no clear trend is apparent
from the most recent monthly figures.

According to the preliminary survey data from
the European Commission published for January
1999, capacity utilisation in the manufacturing
sector declined further. The average of the
January 1999 and October 1998 survey figures
suggests that capacity utilisation in the fourth
quarter of 1998 was around | percentage point
lower than in the third quarter, although it
remained slightly above its long-term average
up to the beginning of this year. However, the
latest data are provisional and may be subject
to subsequent revision.

Retail sales volumes, which are based on national
data and — for some countries — include
passenger car sales, increased by 2.9% compared
with a year earlier in the three-month period
up to November 1998. The most recent rate of
expansion corresponds closely to the
temporarily high average growth rate seen in
the first quarter of the year. New passenger car
registrations increased in the second half of
1998 at a steady rate of around 7.5% compared
with a year earlier and showed no signs of
slowing towards the end of the year. In the
three-month period up to December they had
grown by 3.0% on the preceding quarter. This
points to an ongoing willingness on the part of
consumers to make major purchases.

There was an unusually long phase of divergent
developments in industrial and consumer
confidence from the spring of 1998 up to
December 1998, with assessments in the
manufacturing sector worsening to below their
long-term average and consumer confidence
reaching its highest level since the series began in
1985. According to the preliminary results for
January 1999 as released by the European
Commission, consumer confidence continued to
improve ata steady rate and industrial confidence
saw no further decline compared with the
previous month (see the Box below for further
details of recent developments in confidence
indicators in the euro area). In addition, the rise in
confidence in the construction sector observed
in the course of 1998 appears to have resumed.

21
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Recent developmentsin confidence indicatorsin theeuro area

Developments in confidence indicators have attracted considerable attention in recent months. In view, in
particular, of the limited availability of other reliable and timely statistics, analysis of these confidence
variables may provide useful information on a number of key questions regarding the current conjunctural
situation and the prospects for output growth in the euro area. At the area-wide level there has been a clear
divergence in the paths of consumer and industrial confidence since the spring of 1998. Most notably, while
consumer confidence has continued to improve, there has been a significant decline in industrial confidence.
By the end of last year, consumer confidence had risen to the highest level attained by the indicator since
1985, whereas industrial confidence had fallen back from a peak in March 1998 to a level slightly below its
long-term average. The extent and the duration of the recent divergence of consumer and industrial confidence
indicators is highly unusual. The series have been highly correlated with one another in the past (with
industrial confidence perhaps dlightly leading the consumer confidence indicator, but only by one to two
months).

Both consumer and industrial confidence indicators are produced by averaging the responses to a number of
questions put to households and businesses respectively. Consumer confidence comprises the responses to a
total of five questions: two questions on the financia situation over the past and the next 12 months, two
further questions on the economic situation over the past and the next 12 months, and one question on attitudes
concerning major purchases. The industrial confidence indicator averages the responses to questions on
production expectations, order books and (with the sign reversed) stocks of finished products. An analysis of
the responses to the individual questions that are used to compile the consumer and industrial confidence
indicators does not suggest that there are any particular problems or peculiarities with either of the two overall
series. In general, the trends towards improving or deteriorating confidence in each of the indicators are also
broadly followed by the various underlying components. The national confidence indicators which are
available also generally support, rather than conflict with, the European Commission survey data.

Movements in consumer and industrial confidence appear to follow developments in the real economy
relatively closely (see the chart below). Industrial confidence is closely correlated with GDP (as well as
industrial production; see Chart 9 in the main text), while consumer confidence is linked to GDP (and,
although to alesser extent, to private consumption). It is more difficult, however, to be precise about the extent

Confidence indicatorsand real GDP in theeuro area
(percentage balances; annual percentage changes for GDP)

—— industrial confidence (Ieft-hand scalle) = —— real GDP (right-hand scale)
consumer confidence (left-hand scale)

1 1 1 1 1 1 1

.3

1991 1992 1993 1994 1995 1996 1997 1998

Sources: European Commission Business and Consumer Surveys and Eurostat.
Note: For further information on the data used, see the respective tables and charts in the “ Euro area statistics’ section of this

Bulletin. All data are seasonally adjusted. Survey data shown are calculated as deviations from the average over the period since
January 1985.
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to which the series provide reliable leading information on developmentsin real economic activity; in general
the various indicators would appear to have a rather short lead over activity or even to be coincident. As data
on confidence are available prior to actual data on sectoral activity or GDP, however, the survey evidence may
be considered quite valuable, even if the series are to be seen primarily as coincident indicators. Moreover, an
analysis of turning-points in output suggests that the timing of any relationship with activity is variable
(although the identification of turning-points is itself open to some debate). Overall, this suggests that a
mechanistic interpretation of these indicators should be avoided.

In addition to the aggregate industrial confidence figures, the European Commission also publishes a detailed
breakdown of the results of the industrial survey by sector. The chart below shows the developments in total
manufacturing and three broad categories— intermediate goods, investment goods and consumer goods.
Considering the period from March 1998 onwards, it would appear that by far the sharpest decline in
confidence has occurred in the intermediate goods sector. Although adecline is evident in all sectors, the fall
in confidence in the intermediate goods sector has been much larger than that in the investment goods sector,
while the decline in confidence in the consumer goods sector, which appears to be less volatile, has clearly
been smaller. This corresponds in part to actual industrial production data, as data for the intermediate goods
sector show that production in this sector weakened the most over the past year and that the level of production
has remained broadly unchanged since the spring.

Industrial confidence by sector for the euro area
(percentage balances; seasonally adjusted)

—— total manufacturing - -- - investment goods
— — intermediate goods —— consumer goods

] R T T ]
1993 1994 1995
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Sources: European Commission Business and Consumer Surveys and ECB calculations.
Note: Data shown are calculated as deviations from the average over the period since January 1985.

Furthermore, the development of the consumer and industrial confidence indicators appears to be broadly
consistent with actual economic developments to date. Private consumption has been fairly robust over the
past year, but industrial production has slowed in line with the deterioration in the external environment and
increased uncertainty about the global situation. It is quite reasonable to assume that the current path of
divergence between the consumer and industrial confidence indicators cannot continue. However, there are
two possible ways in which the divergence could be reduced. One possibility isthat low industrial confidence,
especially in theintermediate goods sector, will spread to other industrial sectors, adversely affecting investment
and employment, and thus also leading to a retrenchment in consumption. At present, however, there is little
evidence that this has occurred. The other possibility is that continued robust consumption growth and
consumer confidence, underpinned by further growth of employment —in the absence of afurther deterioration
in the external situation — may lead to a gradual recovery in industrial confidence and production. Such an
outcome would be consistent with a more modest slowdown in output growth concentrated around the turn of
theyear.
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Unemployment rate unchanged

In December 1998 the standardised
unemployment rate in the euro area, at
10.8%, was unchanged from the preceding
two months (see Table 3). When considering
these latest data releases in the context of
the developments over the year as a whole,
the most recent results appear to confirm
that only very slow progress is being made in
reducing euro area unemployment. In fact,
over the past 12 months the rate has come
down by less than 0.1 percentage point per
month on average and, moreover, the decline
seems to have virtually stalled altogether in
the last quarter of the year. This is also
suggested by the absolute levels of
unemployment. Although the number of
unemployed declined by over 900,000 in
the course of 1998, there was almost no
reduction in seasonally adjusted unemployment
in December 1998. Unemployment of those
under 25 years of age appears to be
decreasing further, possibly also as a result
of recent government initiatives which, in a
number of countries, have targeted this
group. By contrast, no progress can be seen
in the large fraction of those over 25 years
of age; this may indicate that, given the
current  structures and  institutional
arrangements in the labour markets, even
steady output growth rates of the magnitude
seen over the past few quarters may not be
sufficient to bring about a decisive reduction
in unemployment. In addition, the limited
information available from national statistics

on vacancies also suggests a slowing-down in
the demand for labour from the third quarter
of 1998 onwards.

With regard to employment developments,
there now also appear to be signs that job
creation is slowing down in those sectors
which are primarily exposed to global
developments. In particular, quarter-on-
quarter growth in manufacturing employment
decelerated markedly in the third quarter of
1998 to 0.3% (revised from 0.4%), compared
with 1.2% and 0.8% respectively in the first
and second quarters. By contrast, up to the
third quarter, strong net job creation seems
to have continued in the more domestically
oriented sectors of the economy, probably
driven by sustained consumption against the
background of high consumer confidence.
Overall, growth in total employment, albeit
revised slightly downwards from a year-on-
year rate of |1.4% to 1.3%, appears to have
remained steady in the third quarter of 1998,
at the same quarter-on-quarter pace as seen
in the first two quarters. Thus, employment
is expected to have increased by more than
1% in 1998. However, given the latest
indicators of the state of the economy, it
should be remembered that employment
usually reacts with time lags with regard to
actual and expected economic developments.
Therefore, any change in the actual or
prospective pace of economic expansion
would only have an impact on employment
developments after a certain delay.
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4 Exchange rate and balance of payments developments

Moderate weakening of the euro

Since the euro started trading on 4 January
1999 foreign exchange markets have been
characterised primarily by the gradual
strengthening of the US dollar and the pound
sterling vis-a-vis the euro, and by the
significant volatility of the Japanese yen
vis-a-vis other major currencies. Specific
developments, such as the decision of the
Brazilian Government in mid-January to float
the real — which had depreciated by around
40% against the US dollar by the end of the
month — had only limited spillover effects on
foreign exchange markets with regard to the
currencies of both industrial and emerging
economies.

Against the US dollar, the euro weakened by
around 3%% during January 1999, being
quoted at USD 1.14 at the end of the month,
compared with USD 1.18 on 4 January. This
development may be seen as a reflection of
the general strengthening of the US dollar

Patternsin exchange rates

(daily data)
— USD/EUR (left-hand scale)
118 — — GBP/EUR (right-hand scale) 072
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Source: ECB.
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amid evidence of an unexpectedly strong
growth performance of the US economy
and a continuation of subdued inflationary
pressures. Boosted by strong consumption
and export performance, real GDP grew at
an annualised rate of 5.6% in the fourth
quarter of 1998 and by 3.9% in 1998 as a
whole, as the US economy displayed
considerable resilience in the face of the
unfavourable international environment. In
addition — and notwithstanding the possible
negative impact on the economy of the
unfolding crisis in Brazil — a number of
indicators of domestic demand, mostly
referring to private consumption, appear to
suggest a continuation of these trends in the
early part of 1999. Furthermore, there are
no signs of imminent inflationary pressures
despite a historically low unemployment rate
of 4.3% in December 1998. Against
this background, the strength of the
US dollar observed in early 1999 continued
into the first few days of February. On
4 February 1999, i.e. the cut-off date for the
data contained in this issue, the euro was
being quoted at USD 1.13.

After showing significant volatility during
January, the exchange rate of the euro against
the Japanese yen ended the month at JPY 132,
i.e. close to its starting level. This volatility —
implying fluctuations of between JPY 126 and
JPY 134 — was mainly related to concerns
about the financial impact of the growing
fiscal deficit in Japan and reflected the fact
that the fundamental outlook for the Japanese
economy remained mixed. In particular,
although the April 1998 stimulus package
appears to be taking effect, private demand —
both for investment and consumption —
continues to be weak. On 4 February 1999
the euro stood at JPY 128.

Against the pound sterling, the euro
weakened from GBP 0.7] on 4 January 1999
to GBP 0.69 on 28 January, with the pound
sterling moving closely in line with the
US dollar. Vis-a-vis the Swiss franc, the euro
ended the month close to its starting level of
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CHF 1.62. At the end of the reporting period
the euro was being quoted at GBP 0.69 and
CHF 1.60 respectively.

In nominal effective terms, i.e. on the basis of
the trade-weighted average index provided
by the Bank for International Settlements
(BIS), the euro weakened by 3.7% between
4 January and 4 February 1999, mainly
reflecting developments vis-a-vis the US dollar
and the pound sterling. Compared with the
average level for the first week of trading in
the euro, which may be a better reference
point than the quotation on its first trading
day, by early February 1999 the euro had
declined by 2.9% in effective terms. Taking a
medium-term perspective, the most recent
developments imply that both the nominal
and the real effective exchange rate (deflated
by the respective CPls) are estimated to be
somewhat below their respective longer-term
averages.

Cumulative trade balance surplus
declines slightly

As noted in the January 1999 issue of the
Monthly Bulletin, few reliable statistics are as
yet available on overall balance of payments
developments for the euro area. Therefore,
until later in 1999, reference will be made
only to external trade data produced by
Eurostat. These data are based on gross
figures for exports and imports between the

Effective exchangerates of theeuro area 9
(monthly averages; index 1990 = 100)

—— nomind - — redl, CPl
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100 100
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Source: BIS

1) Data are BIS calculations; for information on the
methodology used, see Table 10in the“ Euro area statistics’
section of this Bulletin. An upward movement of the index
represents a currency appreciation for the euro area.
Horizontal lines are averages over the period shown.

euro area and the rest of the world, excluding
intra-euro area transactions.

The trade balance surplus for the euro area
in October 1998 (the latest month for which
data are available) was ECU 7.5 billion,
i.,e. ECU 2.2 billion lower than in the
corresponding month in 1997. The decline in

Table 4

Tradein goodsof theeuroarea

1996 1997 | 1997

1997 1997 1997 1998 1998 1998 | 1998 1998

Q@ Q3 Q4 Q1 Q2 Q3] Sep. Oct

Q1
Exports
ECU billions 667.8 7619 1702
Annual percentage changes 73 141 7.8
Imports
ECU billions 594.4 6725 158.1
Annua percentage changes 56 131 6.7
Trade balance
ECU billions 735 894 12.2
ECU billions, cumulative ? 735 894 122

1916 1935 2065 1938 203.7 1941 656 687
157 191 136 139 63 03 -41 -62

167.6 166.6 180.2 1804 1786 1688 603 61.2
137 179 144 141 6.6 13 -10 -37

240 269 263 135 251 253 52 75
362 631 894 135 385 638 638 714

Source: Eurostat.
1) For theyear to date.
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the surplus in merchandise trade was mainly
due to the continuing weakness of exports,
which have been increasingly affected by the
worsening of the global environment. On an
annual basis, export values fell by 6.2% in
October — the second consecutive month in
which a negative rate of growth was recorded
in 1998. The value of imports, which had
declined already in September, decreased

ECB Monthly Bulletin « February 1999

more strongly in October (-3.7% compared
with the same month in 1997), reflecting the
weakness of oil and commodity prices. Over
the first 10 months of 1998, the cumulative
surplus in the trade balance reached
ECU 71.4 billion, which was ECU I.5 billion
lower than the value recorded for the
corresponding period in 1997.
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Euro area monetary aggregates and
their role in the Eurosystem’s monetary
policy strategy

The primary objective of the Eurosystem, consisting of the European Central Bank (ECB) and the national
central banks (NCBs) of the | | Member States which have adopted the euro, is to maintain price stability.
As there is wide agreement that the development of the price level in the medium to long term is a
monetary phenomenon, developments in the amount of money held by the public may reveal useful
information about future price movements and thereby offer an important compass for the conduct of
monetary policy. In addition, analysis of monetary aggregates can contribute to the general assessment of
developments in the financial system and the broader economy.

A monetary aggregate can be defined as the sum of currency in circulation plus the outstanding amounts of
certain liabilities of financial institutions which have a high degree of “moneyness™ or liquidity in a broad
sense. The Eurosystem has defined a narrow (M1), an “intermediate” (M2) and a broad aggregate (M3).
These aggregates differ with respect to the degree of moneyness of the assets included. According to the
analysis conducted at the ECB and by its predecessor, the European Monetary Institute, broad euro area
monetary aggregates might be less controllable in the short term but have more favourable properties than
narrow ones in terms of their stability and their information content regarding price developments in the
medium term. The monetary policy strategy of the Eurosystem requires identification of a monetary
aggregate which is a stable and reliable indicator of inflation over the medium term. Therefore, the
Governing Council of the ECB has decided to give the broad monetary aggregate M3 a prominent role in

the monetary policy strategy by announcing a reference value for its annual growth rate.

I  The importance of monetary aggregates

The information content of monetary
aggregates

The primary objective of the Eurosystem is to
maintain price stability. Monetary policy,
however, cannot directly control euro area price
developments, but has to operate through a
complex transmission process. This process
normally involves the financial system, financial
markets and the real economy. It is characterised
by several channels of monetary transmission,
each havinglong, variable, and not fully predictable
time lags between monetary instruments and
prices. In consequence, monetary policy has to
analyse the outlookfor future price developments
and to assess carefully the timing and magnitude
of the effects which monetary policy actions have
onfuture prices. To this end, central banks analyse
and monitor a number of monetary, financial and
other economic indicators that help to provide a
more accurate assessment of the economic
environment, the outlook for future price
developments and the transmission of monetary
policy measures.

Among the variables that are useful in this
respect, money plays a key role. Consequently,
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the Governing Council of the ECB has decided
that money will be accorded a prominent role
in the monetary policy strategy of the
Eurosystem. This role was signalled by the
announcement of a reference value for the
growth of a broad monetary aggregate by the
Governing Council in December 1998 (see the
article “The stability-oriented monetary policy
strategy of the Eurosystem” in the January 1999
edition of the Monthly Bulletin of the ECB).

Monetary developments can reveal useful
information about future price developments
and thereby offer an important compass for the
conduct of monetary policy. There is broad
consensus, based on substantial empirical
evidence, that the development of the price
level is a monetary phenomenon in the medium
to long term. In particular, increases in prices
are normally closely linked to rates of monetary
growth in excess of the real growth capacity of
the economy over the medium term. Moreover,
the historical experience of central banks in
Europe and beyond demonstrates that it is
important for the success of monetary policy to
carry out a thorough analysis of monetary
aggregates and the information they contain.
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Apart from revealing information about future
price developments, such investigations play an
important role in the general assessment of the
economy. Monetary aggregates — and their
counterparts — are normally determined by
variables measuring economic activity and
wealth, and by interest rates or their spreads.
Given that the reaction of monetary aggregates
to specific shocks may depend on their asset
composition, an analysis of different monetary
aggregates can contribute to a Dbetter
understanding of developments in the banking
sector, financial markets and the broader
economy. Monitoring monetary developments
helps to identify the nature of shocks hitting
the economy and, thus, contributes to the
assessment of overall economic developments.

While broad monetary aggregates normally
contain information for price developments in
the medium to long term, this link may be
distorted by a variety of special factors in the
short term. Month-to-month growth rates of
monetary aggregates do not give an
unambiguous and clear signal regarding future
price developments. Such distortions may result
from shocks that affect the demand for money,
e.g. institutional changes in the banking system,
financial innovation, changes in taxes and reserve
requirements or the use of the currency in
other countries. It is therefore important to
distinguish, as far as this is possible, between
changes in monetary aggregates which are
caused by special factors, and those changes
which signal risks to price stability. The leading
indicator properties of money with regard to
prices may also be undermined in the short
term by shocks directly affecting the price level,
which stem, for example, from changes in
indirect taxes or regulated prices or from
commodity price shocks.

Against this background it is essential to base
the analysis of monetary aggregates on advanced
analytical methods and a good understanding of
those economic and institutional factors which
may have an impact on the relationship between
money, real activity, interest rates and prices in
the short term. This enables central banks to

assess and estimate distortions and to use the
information content of monetary aggregates in
the most effective way.

The role of central banks

In addition to the empirical observation that
money is closely linked to price movements
over the medium term, there are conceptual
and institutional reasons pointing to the
importance for the Eurosystem of monitoring
monetary developments. Central banks are
institutions that create money in the
most liquid form, i.e. currency and central
bank deposits held by credit institutions.
In  this respect, central banks have a
monopoly. This central bank money, the
so-called “base money”, is the only asset that
simultaneously performs both a payment and a
settlement function. The Eurosystem not only
has a monopoly on issuing banknotes with legal
tender status in the euro area, it also requires
credit institutions to hold minimum reserves,
which, in turn, creates an additional demand for
central bank money from the financial sector.

Central banks, owing to their monopolistic
supply position, can directly influence the price
(or opportunity cost) of holding base money,
namely the short-term market interest rate.
They do so by providing liquidity in the form of
base money to credit institutions at policy-
determined interest rates. The creation of bank
deposits and other monetary instruments is in
turn related to the availability of central bank
money and the level of official central bank
interest rates. Through these channels, the need
for central bank money provides the Eurosystem
with leverage for influencing the expansion of
the money stock as a whole.

Base money is, however, very volatile in the
short term and not a reliable indicator of future
inflation. The focus of monetary policy is
therefore typically on broader aggregates. In
the case of the euro area these consist of
currency in circulation and certain liabilities of
Monetary Financial Institutions (MFls; see Box I).
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Monetary Financial I nstitutions (M FIs)

The concept of Monetary Financial Institutions (MFls) was developed by the European Monetary Institute
(EMI) in co-operation with the national central banks (NCBSs) in the context of the preparation for the single
monetary policy. MFIs comprise three main groups of institutions. The first are central banks. The second are
resident credit institutions as defined in Community law. These are defined as “an undertaking whose business
isto receive deposits or other repayable funds from the public (including the proceeds arising from the sal es of
bank bonds to the public) and to grant credit for its own account”. The third group consists of all other resident
financial institutions whose business is to receive deposits and/or close substitutes for deposits from entities
other than MFIs and, for their own account (at least in economic terms), to grant credits and/or to make
investmentsin securities. This group comprises mostly money market funds (MMFs).

In order to identify the third group of MFIs, the ESCB has defined the term “close substitutes for deposits’
with regard to liquidity characteristics. This definition combines the characteristics of transferability,
convertibility, certainty and marketability, and hasregard, where appropriate, to the term of issue. Specifically,
“close substitutability for deposits’ is assessed on the basis of the following criteria:

« “transferability” refers to the possibility of mobilising funds placed in a financial instrument by using
payment facilities such as cheques, transfer orders, direct debits or similar means;

» ‘“convertibility” refers to the possibility and the cost of converting financial instruments into currency or
transferable deposits;

e “certainty” means knowing the liquidation value of a financial instrument in terms of the currency
precisely in advance; and

» “marketability” refersto securities quoted and traded regularly on an organised market.

The Eurosystem establishes and maintains a list of MFIs for statistical purposes. The population of MFls
congtitutes the actual reporting population for compiling the consolidated balance sheet of the MFI sector of
the euro area. However, NCBs may grant derogationsto small MFls, provided that the MFIs which contribute
to the monthly consolidated balance sheet account for at least 95% of the total MFI balance sheet in the
respective participating Member State.

2 Definition of euro area monetary aggregates

The starting-point for the definition of euro
area monetary aggregates is the consolidated
balance sheet of the MFl sector (see Table 1). In
general, the appropriate definition of a monetary
aggregate largely depends on the purpose for
which the selected aggregate is intended. Given
that many different financial assets are
substitutable, and that the nature and features
of financial assets, transactions and means of
payment are changing over time, it is not always
clear how money should be defined and which
financial assets belong to a certain definition of
money. For these reasons, central banks usually
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define and monitor several monetary aggregates.
These range from very narrow aggregates such
as central bank money or base money, consisting
of currency (i.e. banknotes and coins) and
central bank deposits, to broader aggregates,
which include currency, bank deposits and
certain types of securities.

In defining money, both the microeconomic
perspective of the individual holder of money
and the empirical properties of monetary
aggregates resulting from the joint behaviour of
holders of money are relevant.
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Schematic consolidated balance sheet of the M FI sector for theeuroarea?

Assets Liabilities
1. Loans 1. Currency incirculation
2. Securities other than shares 2. Deposits of central government
3. Sharesand other equities 3. Deposits of other general governments/other euro
4. External assets arearesidents
5. Fixed S 4. Money market fund shares/units and money
market paper
6. Remaining assets o
5. Debt securitiesissued
6. Capital and reserves
7. Externd liabilities
8. Remaining liabilities

1) Adetailed description of theinstrument categoriesis provided in Annex 4 of the ECB publication: “ The single monetary policy in
Sage Three: General documentation on ESCB monetary policy instruments and procedures’ , September 1998.

Microeconomic criteria

Money fulfils three functions in the economy. It
serves as a medium of exchange, as the unit of
account and as a store of value. As a medium of
exchange, money facilitates the exchange of
goods and services by lowering information and
transaction costs. As a unit of account for
economic transactions, money facilitates the
access of economic agents to information on
relative prices of various goods in a convenient
manner. As a store of value, money is also held
for saving purposes (although the bulk of savings
are held in the form of other, i.e. non-monetary
assets). Money can fulfil these functions in an
optimal way only if prices are stable. Thus, the
share of wealth which is held by economic
agents in the form of monetary assets — and
hence the demand for money — is generally
enhanced by price stability.

The better a certain asset fulfils the functions
typically performed by cash, the higher its
“degree of moneyness”. This is generally
measured by the degree of liquidity (defined in
a broad sense) of the asset. The lower the
transaction costs (e.g. fees, taxes and, under
specific circumstances, penalties) incurred when
making a payment using the purchasing power

embedded in the asset, and the less volatile the
nominal value of the asset over time, the higher
its liquidity will normally be. For example,
overnight deposits have a very high degree of
moneyness. By contrast, equity shares and real
estate properties are far removed from money.

However, if only a narrow monetary aggregate
were monitored, central banks would run the
risk that close substitutes for money, e.g. short-
term savings deposits, would be overlooked in
their analysis of monetary developments. On
the other hand, a broader definition of money
might not reflect the function of money as a
medium of exchange to the same extent.

Macroeconomic criteria

It is an empirical matter to identify which
monetary aggregates show a close relation
to important macroeconomic variables, in
particular to the price level and to those interest
rates that are closely influenced by monetary
policy. Three main criteria can be distinguished.

* Stability of money demand is given if the level
of the money stock has a stable relationship
with the price level, so that a central bank
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can judge what rate of money growth is
consistent with price stability. The usual
approach is to investigate the stability of a
money demand relationship, where the
money stock is related to the price level and
other macroeconomic variables, in particular
real income and interest rates. It is useful to
distinguish between long-term and short-
term stability of money demand.

® Money has leading indicator properties if the
monetary aggregate contains information that
will help to predict the price level in the
future, when lagged effects have worked
through.

¢ Controllability of a monetary aggregate is given
if its growth rate can be steered over a short
time horizon by the central bank using
monetary policy instruments. Controllability
is particularly important if the central
bank announces a target for monetary
growth for which it wants to be held
accountable.

Broad aggregates normally show higher stability
and better leading indicator properties than
narrow aggregates. This is mainly because they
are less affected by substitution between various
MFI liabilities. By contrast, narrow aggregates
appear to be easier to control in the short
term, via official interest rates, than broad
aggregates. This is because many components
of narrow money are not remunerated at
interest rates close to the short-term market
rate. These assets therefore become less
attractive for investors when short-term rates
rise, implying a fall in the demand for narrow
money. By contrast, broad money is less
controllable in the short run since many of its
components are remunerated at interest rates
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close to short-term market rates, making the
demand for it relatively interest inelastic in the
short term.

The ECB’s definition of euro area
monetary aggregates

The ECPB’s definition of euro area monetary
aggregates is based on the following:

(1) A harmonised definition of the money-issuing
sector. It consists of those entities that issue
liabilities with a high degree of moneyness
to non-MFls located in the euro area
(excluding central government). This sector
comprises MFls resident in the euro area
(see Box I).

(2) A harmonised definition of the money-holding
sector, which comprises all non-MFls resident
in the euro area (except central
government). In addition to households,
non-financial corporations and financial
institutions which are not MFls are included,
as well as state and local governments and
social security funds. Central governments
are considered to constitute a “money-
neutral” sector, with one exception: central
government liabilities with a monetary
character (Post Office accounts, national
savings accounts and Treasury accounts) are
included as a special item in the definition of
monetary aggregates.

(3) The harmonised definitions of MFI liabilities
categories. These make it possible to
distinguish between MFI liabilities according
to their degree of moneyness (see Box 2),
while also taking into account the features
of different financial systems.
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Harmonisation of euro area monetary aggr egates

The reporting scheme for euro area monetary aggregates was harmonised in two main phases by the EMI and
the ECB in co-operation with the NCBs of the European Union.

First phase

In the early 1990s the Committee of Governors of the Central Banks of the Member States of the European
Economic Community developed a number of harmonisation proposals for national monetary aggregates in
EU countries, mainly based on the degree of moneyness of the existing national instrument categories.
However, this pragmatic approach had a number of drawbacks. In particular, only a limited degree of
harmonisation was achieved owing to the heterogeneity of the underlying statistical definitions and
classifications. Furthermore, these aggregates were still based on the national money and banking statistics.
The harmonised monetary aggregates were named by adding the letter H to the code, e.g. M3H, so as to
distinguish them from non-harmonised national monetary aggregates.

Second phase

The EMI carried out extensive preparatory work to harmonise money and banking statistics, resulting in the
adoption of the “ Statistical requirements for Stage Three of Monetary Union (Implementation Package)” in
July 1996. On the basis of the statistical requirements set out in this report, the NCBs have performed
comprehensive reviews of their statistical reporting systems, in particular to provide harmonised instrument/
maturity and sector categories. Statistical requirements were then also extended to cover the reporting of
cross-border positions within the euro area. The resulting (new) statistical system for the euro area, covering
the consolidated balance sheet of the MFI sector, is based on the following two main elements: the list of MFIs
for statistical purposes (see Box 1) and a detailed specification of the statistical information reported by these
MFIs at monthly and quarterly intervals. This statistical information is collected from the MFls by the NCBs
according to national procedures and on the basis of harmonised definitions and classifications.

In order to derive a definition of euro area monetary aggregates from the Eurosystem’s money and banking
statistics, the degree of moneyness of various assets (or, from the point of view of the MFls, liabilities) is
distinguished by reference to four basic criteria (i.e. transferability, convertibility, maturity and period of
notice). The criteria of “transferability” and “convertibility” are explained in Box 1. “Maturity” makes a
distinction between instruments according to the time between the contract date and the redemption date, prior
to which it is difficult to convert funds placed on deposit. The “period of notice” corresponds to the time
between the moment the holder gives notice of his/her intention to redeem the instrument and the date on
which the holder is allowed to convert the respective instrument into cash without incurring a penalty.
Generally, the shorter the maturity and the period of notice, the higher the degree of moneyness of an asset.

First data from the new harmonised money and banking statistics for the whole euro area started to become
available at the ECB in the summer of 1998. Further improvementsin the overall quality of monetary statistics
are expected in early 1999. Ongoing refinements will be aimed at taking separate account of recent
developmentsin financial innovation.

Based on conceptual considerations and the euro area monetary aggregates using the

empirical studies, and in line with international
practice, the Eurosystem has defined a narrow
(MI), an “intermediate” (M2) and a broad
aggregate (M3). These aggregates differ with
respect to the degree of moneyness of the
assets included. Table 2 shows the definitions of

definition of liabilities issued by the MFI sector
(see Table 1) as well as by entities belonging to
the central government sector (Post Offices,
Treasuries) of the euro area. As noted above,
these aggregates include only positions of
residents of the euro area which are held with
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Definitions of eur o area monetary aggr egates

Liabilities?

M1 M2 M3

Currency in circulation

Overnight deposits

Deposits with agreed maturity up to 2 years
Deposits redeemabl e at notice up to 3 months
Repurchase agreements

Money market fund (MMF) shares/units
and money market paper

Debt securitiesup to 2 years

X X X X
X X X X X

x

1) Liabilities of the money-issuing sector and central government liabilities with a monetary character held by the money-holding

sector.

MFls located in the euro area. Holdings by euro
area residents of liquid assets denominated in
foreign currency can be close substitutes for
euro-denominated assets. Therefore, the
monetary aggregates include such assets if they
are held with MFls located in the euro area.

Narrow  money (MI) includes currency,
i.e. banknotes and coins, as well as balances that
can immediately be converted into currency or
used for cashless payments, i.e. overnight
deposits.

“Intermediate” money (M2) comprises narrow
money (MI) and, in addition, deposits with
maturities of up to two years and deposits
redeemable at notice of up to three months.
Depending on their degree of moneyness, such
deposits can be converted into components of
narrow money, but in some cases there may be
restrictions involved, such as the need for
advance notification, delays, penalties or fees.
The definition of M2 reflects the particular
interest in analysing and monitoring a monetary
aggregate that, in addition to currency, consists
of deposits which are liquid.
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Broad money (M3) comprises M2 and marketable
instruments issued by the MFI sector. Certain
money market instruments, in particular money
market fund (MMF) shares/units and money
market paper, and repurchase agreements are
included in this aggregate. A high degree of
liquidity and price certainty make these
instruments close substitutes for deposits. As a
result of their inclusion, M3 is less affected by
substitution between various liquid asset
categories than narrower definitions of money,
and is more stable.

With regard to the components of M3 the
following shares have been calculated on the
basis of December 1998 data (see Chart I).
Overnight deposits account for the largest
share, namely 33% of M3. The share of deposits
with agreed maturities up to two years is 20%
and that of deposits redeemable at notice up to
three months is 28% of M3. The share of
currency in circulation is 7% and that of money
market fund shares/units and money market
paper is also 7%. Finally, the outstanding stock
of repurchase agreements accounted for 4% of
M3 and that of debt securities issued with
maturities up to two years for 2%.
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Per centage shar es of the components of M3
(December 1998)

Debt securities up to 2
years
2%

Money market fund shares/units
and money market paper
7%

Repurchase agreements
4%

Deposits redeemable at
notice up to 3 months
28%

Currency in circulation
7%

Overnight deposits
33%

Deposits with agreed
maturity up to 2 years
20%

Source: ECB.
Note: Differencesin totals are dueto rounding.

3 Assessment of historical developments of euro area monetary

aggregates

As from January 1999 euro area monetary
aggregates have been compiled from the
consolidated balance sheet of the euro area
MFI sector denominated in the single currency,
the euro. This consolidated balance sheet in
euro is available with the same degree of detail
back to September 1997. Time series going
further back in the past, which are needed to
assess longer-term trends in monetary
aggregates, can only be constructed on the basis
of the aggregation of estimated national
contributions to the corresponding euro area
monetary aggregates. These estimates have to

be based on national money and banking
statistics that were not fully harmonised in the
past (see Box 2). In the same vein, the choice of
the aggregation method for linking pre-1999
data to the post-1999 euro area statistics is not
straightforward, reflecting the fundamental
problem that it is only from 1999 onwards that
a single currency has been in place. The charts
below and all other monetary statistics in this
Bulletin use the irrevocably fixed conversion
rates vis-a-vis the euro which were determined
on 3| December 1998 in order to obtain the
corresponding historical series for the euro area
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Monetary aggregates for the euro area
(annual percentage change)
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Sources: National data and ECB calculations.

Note: Change fromthe previous year in %, smoothed by means of a three-month centred moving average.

monetary aggregates. The Annex to this article
provides data and methodological notes on
historical monetary series.

Chart 2 illustrates that broad money growth in
the euro area has slowed down since 1990 and
has thereby paved the way for further
reductions in euro area inflation. Rapidly
growing volumes of MMF shares/units and
money market paper appear to have increased
the growth rates of M3 relative to M2 between
1987 and 1993; MMF shares/units and money
market paper, on occasion, have accounted for
substantial differences between the annual
growth rates of M3 and M2. Since the mid-
1990s M3 and M2 growth rates have, however,
been fairly similar. Furthermore, Chart 2
demonstrates that movements in M| are
generally more volatile than those in M3. This
is, inter alia, because the growth rate of narrow
money is more sensitive to interest rate
changes. Since end-1996, M3 growth has
stabilised at rates of between 32 and 5%. At
the same time, lower interest rates in the euro
area and the improved outlook for price stability
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have made the most liquid assets more
attractive, causing M| growth to increase.

An important measure for the assessment of
the behaviour of monetary aggregates over
longer periods is the velocity of circulation. The
income velocity of M3 is defined as the ratio
between the nominal gross domestic product
(GDP) and (nominal) M3. Over the last two
decades M3 velocity has shown a relatively
smooth downward trend (see Chart 3); over
this period M3, on average, grew at around 1%
per annum faster than nominal GDP. Between
mid-1992 and mid-1995 this downward trend
was temporarily distorted. In this period velocity
first fell sharply until end-1993 and then
increased significantly over the following one
and a half years. The exchange rate crises in the
European Monetary System (EMS), substantial
movements in interest rates and also special
factors — such as major changes in the taxation
of interest income in some countries — appeared
to have affected monetary developments during
this period.
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Note: Velocity is measured as the ratio of actual levels of nominal GDP to M3; seasonally adjusted data; national levels of nominal
GDP have been converted to euro using the fixed conversion rates of 31 December 1998.

Notwithstanding this temporary volatility in
velocity in the mid-1990s, econometric analysis
of euro area monetary aggregates over the past
two decades supports the view that the long-
run stability of money demand holds for past
developments of M3, as well as for M2. By
contrast, long-run stability does not appear to
exist for the narrow aggregate M1.

Furthermore, broad money growth (M3) data
contain useful information for future price
developments. In Chart 4 M3 growth is
compared with increases of consumer price
indices for the euro area, whereby M3 growth
has been shifted forward by six quarters. The

chart illustrates that changes in broad money
under normal circumstances lead consumer
price developments over the medium term.

Formal empirical analysis of leading indicator
properties conducted at the ECB confirms that
broad money is a better indicator of future
price developments than narrow money (Ml).
However, as already mentioned, in the short
and also in the medium term, prices may deviate
from the path mapped out by monetary growth.
For example, portfolio shifts in the mid-1990s,
which partly reflected institutional factors,
appear to have temporarily weakened the
leading indicator properties of broad money.

4 The Eurosystem’s reference value for the growth of broad

money

In view of the favourable empirical properties of
M3, the Governing Council of the ECB decided
to give broad money a prominent role in the
Eurosystem’s monetary policy strategy. To this
end, the Governing Council has announced a
quantitative reference value of 42% per annum
for the growth of this broad monetary aggregate.

The reference value is intended to help the
Governing Council analyse and present the
information contained in the broad monetary
aggregate in a manner that offers a coherent and
credible guide for monetary policy aimed at price
stability.
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Derivation of the reference value

As was explained in the January 1999 edition of
the Monthly Bulletin, the reference value was
derived in a manner that is consistent with —
and serves the achievement of — price stability.
Substantial or prolonged deviations of monetary
growth from the reference value would, under
normal circumstances, signal risks to price
stability over the medium term.

The derivation of the reference value was based
on the well-known relationship between
monetary growth, inflation, real GDP growth
and changes in velocity. It embodies the
definition of price stability (“increase in the
HICP of below 2% per annum”) as announced
by the Governing Council of the ECB in
October 1998. The derivation of the reference
value was further based on medium-term
assumptions regarding the trend of real GDP
growth and the trend in the velocity of
circulation of M3.

For the medium-term trend in real GDP growth
for the euro area, an assumption of 2-22% per

annum was made, in line with estimates from
both international organisations and the ECB.
In setting the assumption for the decline in the
velocity of circulation, various approaches were
applied. One approach was to base it on a trend
derived from the historic evolution of velocity.
This was done by looking at various sample
periods and using different specifications. As a
second approach, a medium-term assumption
for velocity was derived by making use of
estimates  of money demand
relationships together with the assumptions for
real GDP growth and prices mentioned above.
It was found that the estimates of medium-term
velocity trends implied by stable long-run money
demand relationships are broadly in line with
the range identified by various estimates of the
time trend of velocity.

long-run

As can be seen from Chart 3, the estimate of
the velocity trend depends on the sample
period. For example, over the period 1983-98
the trend decline was around 1% per annum,
whereas over more recent periods, starting
around the beginning of the 1990s, the trend
decline was smaller, coming closer to /2%.

Longer-term trendsin the money stock and pricesfor theeuro area

(annual percentage change)

—— M3 growth (shifted forward by 6 quarters)

— — inflation (consumer prices)
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Sources: Eurostat, national data and ECB calculations.
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Note: Change from the previous year in M3 and consumer pricesin %, smoothed by means of an eight-quarter moving average; for
the period before 1996, changes in consumer prices are derived from national consumer priceindices, thereafter the HICP is used.
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Against this background, and also reflecting the
uncertainties related to the move to Stage
Three, the Governing Council chose a range of
%2 to 1% for the trend decline in velocity, rather
than a single figure.

Taking into account these assumptions for the
medium-term trends in real GDP growth and
velocity, and based on its intention to maintain
HICP inflation for the euro area below 2%, the
Governing Council decided to set its first
reference value for M3 growth at 4/2% per
annum. Money growth substantially in excess of
this value would tend to signal inflationary risks
if the relationship between M3, prices and real
GDP underlying the velocity trend decline of /2
to % remains stable.

Although several of the components used in the
derivation of the reference value were
expressed in the form of a range, the Governing
Council has decided to announce a single
reference rate for monetary growth, rather than
a range. Announcing a reference range might
have been falsely interpreted by the public as
implying that interest rates would be changed
automatically if monetary growth were to move
outside the boundaries of the range.

5 Concluding remarks

There is broad consensus that the development
of the price level is a monetary phenomenon in
the medium to long term. Consequently, the
Governing Council of the ECB has decided that
money will be accorded a prominent role in the
Eurosystem’s monetary policy strategy. This role
was signalled by the announcement of a
reference value for the growth rate of the broad
monetary aggregate M3 of 4/2% per annum
by the Governing Council in December 1998.

The Governing Council deliberately announced
a reference value, not a target that it would
intend to meet. The concept of the reference
value does not entail a commitment on the part
of the Eurosystem to correct deviations of
monetary growth from the reference value over
the short term. Interest rates will not be
changed “mechanistically” in response to such
deviations in an attempt to return monetary
growth to the reference value. The fundamental
idea behind the concept of a reference value is
that deviations of monetary growth from the
reference value will be thoroughly analysed. If
monetary developments signal risks to price
stability, monetary policy will normally act in
order to maintain price stability.

The Governing Council analyses monetary
developments in relation to the reference value
on the basis of a three-month moving average
of 12-month growth rates of broad money. This
approach is intended to smooth out monthly
fluctuations. The Governing Council will review
the reference value of 42% in December 1999
with a view to assessing whether the
assumptions underpinning its derivation are still
valid.

The derivation of this rate embodies the
Eurosystem’s definition of price stability. It is
based on medium-term assumptions regarding
real GDP growth and the trend decline in the
velocity of circulation of M3. In order to achieve
its primary objective of price stability, it is
important for the Eurosystem to analyse closely
the development of this aggregate against the
reference value and to monitor other monetary
aggregates.
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Annex

Euro area monetary aggregates from 1980 to 1998

The historical time series on euro area monetary aggregates comprise M1, M2 and M3 as defined in
the main article. End-of-month, non-seasonally adjusted levels for the three aggregates have been
compiled starting in January 1980, with |2-month growth rates available from January 1981
onwards. In order to achieve the best possible approximation to the ECB’s definition of euro area
monetary aggregates, a considerable amount of estimation was necessary, particularly for earlier
dates. Moreover, further work may lead to revisions to these data. These series should therefore be
treated with caution.

Sources and data availability - Source ll: best estimates of national
contributions to the euro area aggregates.
The following statistical information provided These data take account, as far as
by the NCBs was used to compile the possible, of the cross-border positions of
historical series: Monetary Financial Institutions (MFls)
within the euro area. When no data are
- Source I: MFI balance sheet statistics. This available from Source |, Source Il provides
source comprises data collected under the the closest possible approximation to the
new harmonised reporting system as well euro area aggregates as defined by the
as best estimates of individual balance ECB.
sheet items. The new reporting system is
defined within the framework of the ECB - Source lll: national monetary aggregates. In
Regulation of | December 1998 some cases national and non-harmonised
concerning the consolidated balance sheet data have been used to fill gaps.

of the Monetary Financial Institutions

sector (ECB/1998/16). The balance sheets The use of the different sources for each
of euro area NCBs and — from June 1998 — euro area Member State is set out in the
the ECB are included. table below.

Sour cesand periods of coverage

Country Sourcel Sourcell Sourcelll

MFI balance sheet Best estimates of National monetary aggr egates

statistics national contributions (national
to the euro area aggr egates non-harmonised data)

Belgium Asfrom December 1996 January 1980 to November 1996
Germany Asfrom January 1980
Spain Asfrom January 1980
France Asfrom January 1980
Ireland Asfrom September 1997 December 1995 to August 1997 January 1980 to November 1995
Italy Asfrom December 1995 January 1980 to November 1995
Luxembourg Asfrom September 1997 January 1980 to August 1997 ¥
Netherlands Asfrom December 1990 December 1982 to November 1990 January 1980 to November 1982
Austria Asfrom November 19962 | January 1980 to October 1996
Portugal Asfrom January 1980
Finland Asfrom January 1980

1) Estimated by applying the EU10 growth rates.
2) Includesinterpolationsfor the period from November 1996 to August 1997.
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Compilation

The following approach has been used to
provide full coverage using the best statistics
available.

The complete consolidated balance sheet of
the euro area MF| sector derived from
harmonised statistical information on the MFI
balance sheets is available from September
1997 onwards. For this period the ECB is in
a position to calculate the euro area
monetary aggregates according to its regular
compilation procedures (see Source |). The
monthly data from September 1997 onwards
are those published in the section of the
Monthly Bulletin entitled “Euro area statistics”
(see “Monetary and financial developments in
the euro area”).

For periods prior to September 1997 most
NCBs were in a position to estimate the
detailed breakdown as given in the ECB

Regulation (ECB/1998/16). These estimates
are included under Source |. However, not
all NCBs could provide figures for periods as
far back as January 1980. Where the full
balance sheet data were not available for a
given country, Sources Il or Il were used.
When linking the data from the different
sources, consistency in levels was achieved
by applying, where necessary, the annual
growth rates derived from Sources Il or |l
to the levels of MI, M2 and M3 as calculated
from the full balance sheet data. In addition,
some national series were adjusted for
important breaks, for example the statistical
impact of German unification in July 1990.

Finally, in order to aggregate the national
data and calculate euro area aggregates, for
the purposes of this publication the series
were converted into euro by applying the
irrevocable conversion rates fixed on
31 December 1998 (see main article).

Table 4

M onetary aggr egates
(EUR hillions (not seasonally adjusted; end-of-period stocks) and annual percentage changes?)
M1 M2 M3
Annual Annual Annua
Total percentage| Total percentage| Total percentage
change ? change ? change ?
1980 Jan. 456.6 1,139.3 1,165.5
Feb. 451.4 1,139.1 1,166.2
Mar. 460.4 1,146.3 1,176.2
Apr. 460.2 1,150.4 1,181.0
May 463.8 1,155.1 1,185.7
June 479.5 1,167.5 1,198.3
July 479.4 1,173.4 1,205.3
Aug. 4734 1,176.5 1,208.4
Sep. 479.1 1,176.7 1,207.0
Oct. 478.1 1,182.9 1,212.6
Nov. 501.2 1,211.0 1,242.6
Dec. 506.4 1,249.6 1,281.4
1981 Jan. 492.8 7.9 1,241.7 9.0 1,275.1 94
Feb. 490.9 8.8 1,246.5 9.4 1,281.7 9.9
Mar. 493.0 7.1 1,245.8 8.7 1,286.1 9.3
Apr. 492.3 7.0 1,254.8 9.1 1,296.2 9.8
May 501.9 8.2 1,268.4 9.8 1,3111 10.6
June 512.3 6.9 1,277.5 9.4 1,322.0 10.3
July 503.8 51 1,278.3 8.9 1,325.1 9.9
Aug. 501.1 5.8 1,280.1 8.8 1,328.0 9.9
Sep. 507.7 6.0 1,285.4 9.2 1,331.8 10.3
Oct. 505.0 5.6 1,291.2 9.2 1,337.4 10.3
Nov. 524.6 4.7 1,311.3 8.3 1,358.9 9.4
Dec. 534.2 55 1,358.4 8.7 1,406.3 9.7
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Table 4 cont’d

M onetary aggr egates 9

(EURMbillions (not seasonally adjusted; end-of-period stocks) and annual percentage changes?)

M1 M2 M3
Annua Annud Annual
Total percentage] Total percentage] Total percentage
change ? change ? change ?
1982 Jan. 525.9 6.7 1,361.7 9.7 14117 10.7
Feb. 523.5 6.6 1,366.6 9.6 1,418.1 10.6
Mar. 525.2 6.5 1,368.1 9.8 1,422.1 10.6
Apr. 526.0 6.8 1,380.3 10.0 1,431.9 10.5
May 537.5 7.1 1,392.3 9.8 1,443.9 10.1
June 552.3 7.8 1,405.6 10.0 1,463.0 10.7
July 547.8 8.7 1,413.8 10.6 1,472.5 111
Aug. 546.4 9.0 1,422.3 111 1,481.5 11.6
Sep. 553.3 9.0 1,426.6 11.0 1,483.6 114
Oct. 556.3 10.2 1,437.5 11.3 1,494.0 11.7
Nov. 576.8 9.9 1,455.1 11.0 1,512.9 113
Dec. 588.0 10.1 1,507.7 11.0 1,568.7 11.6
1983 Jan. 581.4 10.5 1,508.3 10.8 1,570.9 11.3
Feb. 579.4 10.7 1,510.6 10.5 1,573.2 109
Mar. 578.1 10.1 1,503.3 9.9 1,566.9 10.2
Apr. 583.3 10.9 1,516.7 9.9 1,581.1 10.4
May 594.7 10.6 1,526.5 9.6 1,591.0 10.2
June 611.1 10.6 1,5385 95 1,603.3 9.6
July 614.2 121 1,553.8 9.9 1,620.7 101
Aug. 603.3 10.4 1,554.6 9.3 1,621.8 9.5
Sep. 604.0 9.2 1,550.7 8.7 1,615.5 8.9
Oct. 611.2 9.9 1,566.9 9.0 1,632.6 9.3
Nov. 628.3 8.9 1,586.5 9.0 1,653.5 9.3
Dec. 648.5 10.3 1,643.2 9.0 1,710.7 9.1
1984 Jan. 631.7 8.7 1,631.3 8.2 1,703.5 84
Feb. 623.8 7.7 1,625.7 7.6 1,699.3 8.0
Mar. 622.7 7.7 1,620.1 7.8 1,695.8 8.2
Apr. 631.2 8.2 1,637.3 8.0 1,714.3 84
May 635.0 6.8 1,645.0 7.8 1,722.5 8.3
June 648.1 6.0 1,656.5 7.7 1,734.2 8.2
July 650.4 59 1,669.9 75 1,750.5 8.0
Aug. 637.0 5.6 1,669.7 74 1,751.7 8.0
Sep. 653.8 8.2 1,688.4 8.9 1,767.4 9.4
Oct. 651.4 6.6 1,691.3 79 1,768.5 8.3
Nov. 665.9 6.0 1,706.6 7.6 1,783.9 7.9
Dec. 703.5 8.5 1,777.4 8.2 1,854.4 84
1985 Jan. 680.5 7.7 1,765.6 8.2 1,846.7 84
Feb. 674.3 81 1,768.0 8.8 1,852.8 9.0
Mar. 679.0 9.0 1,767.8 9.1 1,857.6 9.5
Apr. 678.7 75 1,778.2 8.6 1,868.3 9.0
May 676.1 6.5 1,773.7 7.8 1,865.0 8.3
June 701.7 8.3 1,795.9 8.4 1,887.5 8.8
July 701.4 79 1,801.4 79 1,896.1 8.3
Aug. 687.3 7.9 1,797.7 1.7 1,893.6 81
Sep. 704.1 7.7 1,806.6 7.0 1,898.9 74
Oct. 703.2 8.0 1,811.4 7.1 1,903.1 7.6
Nov. 721.4 8.3 1,825.9 7.0 1,919.2 7.6
Dec. 752.6 7.0 1,890.6 6.4 1,983.8 7.0
1986 Jan. 721.3 6.0 1,870.4 59 1,967.2 6.5
Feb. 717.1 6.3 1,864.2 54 1,963.3 6.0
Mar. 740.6 9.1 1,875.7 6.1 1,977.9 6.5
Apr. 738.1 8.7 1,875.0 54 1,979.7 6.0
May 745.0 10.2 1,878.4 59 1,984.5 6.4
June 766.3 9.2 1,898.5 5.7 2,003.9 6.2
July 767.0 9.3 1,909.6 6.0 2,014.7 6.3
Aug. 759.0 104 1,916.2 6.6 2,022.2 6.8
Sep. 769.4 9.3 1,922.7 6.4 2,024.8 6.6
Oct. 765.8 8.9 1,932.5 6.7 2,035.8 7.0
Nov. 794.9 10.2 1,962.9 7.5 2,067.5 7.7
Dec. 818.3 8.7 2,017.8 6.7 2,120.1 6.9
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Table 4 cont’d

M onetary aggr egates
(EUR billions (not seasonally adjusted; end-of-period stocks) and annual per centage changes?)

M1 M2 M3
Annua Annua Annud
Total percentage Total percentage| Total percentage
change ? change ? change ?
1987 Jan. 793.4 10.0 2,008.6 74 2,1139 75
Feb. 783.0 9.2 2,001.0 7.3 2,112.2 7.6
Mar. 793.7 7.2 2,002.9 6.8 2,117.7 7.1
Apr. 801.1 85 2,018.3 7.6 2,138.1 8.0
May 810.5 8.8 2,030.3 8.1 2,155.0 8.6
June 836.1 9.1 2,050.2 8.0 2,170.9 8.3
July 828.2 8.0 2,053.1 75 2,179.0 8.2
Aug. 822.7 84 2,058.2 74 2,192.6 84
Sep. 8311 8.0 2,060.7 7.2 2,194.4 84
Oct. 830.8 8.5 2,072.6 7.3 2,208.6 85
Nov. 858.2 8.0 2,098.7 6.9 2,240.2 84
Dec. 877.1 7.2 2,151.1 6.6 2,290.3 8.0
1988 Jan. 858.7 8.2 2,141.3 6.6 2,287.5 8.2
Feb. 847.7 8.3 2,131.6 6.5 2,284.5 8.2
Mar. 846.3 6.6 2,122.5 6.0 2,279.0 7.6
Apr. 859.5 7.3 2,148.1 6.4 2,3115 8.1
May 871.7 7.6 2,161.7 6.5 2,329.0 8.1
June 894.5 7.0 2,183.9 6.5 2,344.9 8.0
July 904.9 9.3 2,206.5 75 2,370.0 8.8
Aug. 885.3 7.6 2,204.4 7.1 2,374.3 8.3
Sep. 885.2 6.5 2,199.9 6.8 2,370.4 8.0
Oct. 900.5 8.4 2,2254 74 2,399.1 8.6
Nov. 922.4 75 2,249.0 72 2,427.3 84
Dec. 951.9 85 2,311.6 75 2,486.0 85
1989 Jan. 924.6 7.7 2,295.2 7.2 2,479.3 8.4
Feb. 9134 7.7 2,288.9 74 2,483.9 8.7
Mar. 916.5 8.3 2,288.0 7.8 2,490.3 9.3
Apr. 925.1 7.6 2,311.1 7.6 2,520.1 9.0
May 929.3 6.6 2,317.1 7.2 2,531.8 8.7
June 954.3 6.7 2,342.7 7.3 2,558.9 9.1
July 968.0 7.0 2,369.1 74 2,590.9 9.3
Aug. 947.0 7.0 2,363.6 72 2,591.2 9.1
Sep. 955.3 7.9 2,368.7 7.7 2,5935 9.4
Oct. 962.7 6.9 2,381.0 7.0 2,611.0 8.8
Nov. 988.0 7.1 2,407.0 7.0 2,643.4 8.9
Dec. 1,044.0 9.7 2,499.4 8.1 2,736.0 101
1990 Jan. 1,001.6 8.3 2,470.5 7.6 2,725.0 9.9
Feb. 985.4 7.9 2,460.1 75 2,726.6 9.8
Mar. 979.9 6.9 2,443.3 6.8 2,718.7 9.2
Apr. 994.3 75 2,465.2 6.7 2,745.6 9.0
May 995.7 7.1 2,463.4 6.3 2,750.1 8.6
June 1,023.3 7.2 2,488.7 6.2 2,778.8 8.6
July 1,029.0 6.3 2,500.3 55 2,797.5 8.0
Aug. 1,004.2 6.0 2,494.2 55 2,797.6 8.0
Sep. 1,031.5 8.0 2,520.2 6.4 2,820.8 8.8
Oct. 1,022.4 6.2 2,521.9 59 2,831.6 85
Nov. 1,040.2 53 2541.1 5.6 2,858.9 8.2
Dec. 1,114.0 6.7 2,644.4 58 2,961.1 8.2
1991 Jan. 1,049.9 4.8 2,599.0 5.2 2,932.2 7.6
Feb. 1,041.6 5.7 2,597.5 5.6 2,943.2 7.9
Mar. 1,043.1 6.5 2,593.2 6.1 2,9485 85
Apr. 1,050.5 5.6 2,610.8 5.9 2,967.7 8.1
May 1,046.6 51 2,611.2 6.0 29711 8.0
June 1,085.0 6.0 2,646.9 6.4 3,008.4 8.3
July 1,074.5 44 2,644.6 58 3,020.1 8.0
Aug. 1,053.0 4.9 2,644.8 6.0 3,031.0 8.3
Sep. 1,067.8 35 2,651.9 5.2 3,035.8 7.6
Oct. 1,056.0 33 2,656.0 53 3,049.5 7.7
Nov. 1,085.8 4.4 2,691.7 59 3,090.4 81
Dec. 1,155.1 37 2,795.9 5.7 3,187.1 7.6

44

ECB Monthly Bulletin ¢ February 1999



Table 4 cont’d

M onetary aggr egates 9

(EURMbillions (not seasonally adjusted; end-of-period stocks) and annual percentage changes?)

M1 M2 M3
Annua Annud Annual
Total percentage] Total percentage] Total percentage
change ? change ? change ?
1992 Jan. 1,079.9 29 2,736.9 53 3,147.1 7.3
Feb. 1,066.7 24 2,730.6 51 3,153.9 7.2
Mar. 1,081.9 37 2,737.1 55 3,167.5 74
Apr. 1,090.2 38 2,762.6 5.8 3,207.6 8.1
May 1,101.2 52 2,774.9 6.3 3,2335 8.8
June 1,118.0 30 2,786.0 53 3,248.8 8.0
July 1,102.1 2.6 2,7835 53 3,263.5 81
Aug. 1,092.2 37 2,787.8 54 3,272.5 8.0
Sep. 11114 4.1 2,809.5 59 3,295.1 85
Oct. 1,107.7 4.9 2,813.0 59 3,3034 8.3
Nov. 1,147.7 57 2,849.6 59 3,344.9 82
Dec. 1,200.7 39 2,926.2 4.7 3,413.7 7.1
1993 Jan. 1,137.0 53 2,881.9 53 3,391.7 7.8
Feb. 1,121.7 51 2,877.9 54 3,398.8 7.8
Mar. 1,1331 4.7 2,894.8 58 3,433.2 84
Apr. 1,132.8 39 29115 54 3,447.7 75
May 1,146.5 41 2,930.1 5.6 3,467.9 7.3
June 1,173.6 50 2,948.3 5.8 34745 7.0
July 1,161.4 54 2,951.2 6.0 3477.3 6.6
Aug. 1,150.4 53 2,955.0 6.0 3484.1 6.5
Sep. 1,166.7 50 2,958.4 53 3,474.0 54
Oct. 1,177.1 6.3 2,984.3 6.1 3,504.3 6.1
Nov. 1,214.0 5.8 3,020.4 6.0 3,540.0 5.8
Dec. 1,272.6 6.0 3,132.6 7.1 3,628.5 6.3
1994 Jan. 1,228.3 8.0 3,100.9 7.6 3,606.4 6.3
Feb. 1,219.0 8.7 3,097.3 7.6 3,603.1 6.0
Mar. 1,235.3 9.0 3,114.6 7.6 3,613.9 53
Apr. 1,236.4 9.2 3,127.8 74 3,631.2 53
May 1,236.1 7.8 31224 6.6 3,626.3 4.6
June 1,268.9 8.1 3,143.9 6.6 3,638.8 4.7
July 1,257.3 8.3 3,144.8 6.6 3,646.9 4.9
Aug. 1,239.0 7.7 3,132.5 6.0 3,635.4 43
Sep. 1,248.9 7.0 3,126.2 5.7 3,609.1 39
Oct. 1,255.5 6.7 3,136.3 51 3,628.5 36
Nov. 1,273.1 4.9 3,147.6 4.2 3,652.8 32
Dec. 1,328.8 44 3,226.3 30 3,712.6 23
1995 Jan. 1,270.3 34 3,178.3 25 3,692.4 24
Feb. 1,262.3 36 3,174.8 25 3,704.3 2.8
Mar. 1,262.0 22 31714 18 3,695.1 23
Apr. 1,272.2 29 3,188.8 20 3,720.9 25
May 1,276.0 32 3,193.0 2.3 3,733.8 30
June 1,300.2 25 3,212.9 22 3,751.5 31
July 1,295.3 30 3,213.3 22 3,752.7 29
Aug. 1,274.9 29 3,216.2 2.7 3,769.9 3.7
Sep. 1,298.4 4.0 3,229.6 33 3,766.8 44
Oct. 1,292.4 29 3,239.5 33 3,781.9 4.2
Nov. 1,322.8 39 3,269.0 39 3,823.3 4.7
Dec. 1,413.4 6.4 3,386.7 5.0 3,924.6 57
1996 Jan. 1,339.2 54 3,341.2 51 3,909.6 59
Feb. 1,327.0 51 3,335.9 51 3,920.2 58
Mar. 1,344.2 6.5 3,340.6 53 3,929.8 6.4
Apr. 1,354.8 6.5 3,362.4 54 3,948.0 6.1
May 1,354.4 6.1 3,365.7 54 3,952.2 59
June 1,395.8 74 3,394.5 5.7 3,964.7 5.7
July 1,377.1 6.3 3,384.1 53 3,954.7 54
Aug. 1,366.1 7.2 3,391.8 55 3,971.7 54
Sep. 1,396.1 75 3,400.8 53 3,965.4 53
Oct. 1,392.8 7.8 3,402.8 50 3,967.6 4.9
Nov. 1,435.4 85 34411 53 3,998.7 4.6
Dec. 1,519.2 75 3,553.8 4.9 4,079.8 4.0
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Table 4 cont’d

M onetary aggr egates
(EUR billions (not seasonally adjusted; end-of-period stocks) and annual per centage changes?)

M1 M2 M3

Annua Annua Annud

Total percentage Total percentage| Total percentage

change ? change ? change ?

1997 Jan. 1,445.7 8.0 3,505.1 49 4,058.0 38

Feb. 1,440.2 85 3,498.9 49 4,067.1 38

Mar. 1,459.9 8.6 3,498.7 4.7 4,072.1 36

Apr. 1,454.7 74 3,504.4 4.2 4,087.7 35

May 1,475.3 8.9 3,520.0 4.6 4,119.0 4.2

June 1,525.3 9.3 3,546.8 45 4,139.2 44

July 15134 9.9 3,545.2 4.8 4,140.4 4.7

Aug. 1,498.2 9.7 3,543.5 45 4,136.3 41

Sep. 1,517.7 8.7 3,536.2 4.0 4,123.0 4.0

Oct. 1,520.5 9.2 3,548.8 43 4,133.6 42

Nov. 1,555.3 8.4 3,581.0 41 4,171.9 4.3

Dec. 1,618.6 6.5 3,672.3 33 4,246.4 41

1998 Jan. 1,561.5 8.0 3,644.7 40 4,238.0 44

Feb. 1,562.4 85 3,646.3 4.2 4,2455 4.4

Mar. 1,592.0 9.0 3,651.3 44 4,255.3 45

Apr. 1,607.0 10.5 3,682.0 51 4,290.4 50

May 1,626.4 10.2 3,701.9 5.2 4,313.3 4.7

June 1,673.7 9.7 3,731.0 52 4,334.1 4.8

July 1,638.4 8.3 3,698.0 43 4,326.9 45

Aug. 1,623.9 8.4 3,692.8 4.2 4,312.0 4.3

Sep. 1,641.3 8.1 3,697.6 4.6 4,307.1 45

Oct. 1,646.7 8.3 3,709.0 45 4,339.2 5.0

Nov. 1,689.9 8.7 3,758.6 5.0 4,368.4 4.7

Dec. ® 1,767.2 9.2 3,875.6 55 4,436.1 45
Source: ECB.

1) Monetary aggregates comprise monetary liabilities of MFIs and central government (Post Office, Treasury) vis-a-vis non-MFI|
euro area residents excluding central government.

2) Calculated fromamounts outstanding.
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1 Monetary policy statistics

Consolidated financial statement of the Eurosystem

(EURmillions)
1. Assets
Gold and gold| Claimson non-| Claimson euro[ Claimson non- Lending to
receivables| euro areal arearesidentsin euro area| financial sector Main Longer-term Fine-tuning
residents in| foreign currency residents| counterparties in refinancing refinancing reverse
foreign currency ineuro|  the euro areal operations operations operations
1 2 3 4 5] 6 7] 8
1999 1 Jan. 99,598 230,342 6,704 8,939 185,120 144,924 24,698 6,680
8 99,598 234,128 5,255 8,786 174,769 145,067 22,230 49
15 99,589 235,398 6,541 8,110 173,146 122,898 44,998 0
22 99,589 235,387 7,277 7,238 155,287 106,918 44,998 0
29 99,589 233,019 7,385 9,094 182,912 127,967 44,998 0
2. Liabilities
Banknotes in Liabilities to Debt certificates
circulation| financial sector|Current accounts| Deposit facility Fixed-term Fine-tuning Deposits| issued
counterparties|  (covering the| deposits] reverse related to
in the euro area minimum operations|  margin call
ineurol reserve system)
1 2 3 4 5 6 7| 8
1999 1 Jan. 341,708 87,308 84,437 973 1,886 0 12 13,835
8 336,551 106,002 102,518 3,475 0 0 9 11,651
15 330,796 109,936 107,824 2,110 0 0 2 11,651
22 326,555 87,970 87,733 234 0 0 3 11,651
29 326,534 85,353 84,632 709 0 0 12 11,650
Source: ECB.
4* ECB Monthly Bulletin * February 1999



Total assets|
Securities of Generd Other assets]
Structural Margina| Creditsrelated]  Other lending euro area) government debt
reversel lending facility| to margin cals residents| in euro
operations| in euro
9 10, 11 12, 13| 14 15] 16,
0 6,372 26 2,420 21,650 60,125 84,683 697,160 1999 1 Jan.
0 5,434 24 1,966 20,914 60,125 81,554 685,128 8
0 2,655 58 2,537 21,335 60,130 82,743 686,992 15
0 2,111 80 1,180 21,794 60,183 80,867 667,622 22
0 8,700 127 1,120 22,096 60,185 80,358 694,638 29
Total liabilities|
Liabilities to Liabilities to Liabilities to Liabilitiesto] Counterpart of Capita and| Other liabilities
other euro areal  non-euro areq)| euro area|  non-euro area| specia drawing reserves
residents| residents| residentsin residents| rights allocated
in euro in euro| foreign currency in foreign by the IMF
currency
9 10, 11 12, 13| 14 15 16
61,477 9,969 595 3,314 5,765 112,498 60,690 697,160 1999 1 Jan.
32,203 11,538 1,051 3,929 5,765 112,488 63,950 685,128 8
33,020 10,899 1,529 4,068 5,767 110,878 68,448 686,992 15
43,442 9,148 1,297 4,344 5,767 110,956 66,492 667,622 22
56,652 14,049 1,618 4,325 5,767 110,937 77,753 694,638 29
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ECB interest rateson standing facilities
(levelsin percentages per annum; changesin percentage points)

Deposit facility Marginal lending facility
Level Change] Level Change
1 2 3 4
1999 1 Jan. 2.00 - 4.50 -
4 Jan.Y 2.75 0.75 3.25 -1.25
22 Jan. 2.00 -0.75 4.50 1.25

Source: ECB.

1) On 22 December 1998 the ECB announced that, as an exceptional measure between 4 and 21 January 1999, a narrow corridor of
50 basis points would be applied between the interest rates for the marginal lending facility and the deposit facility, aimed at facilitating the

transition to the new regime by market participants.

Eurosystem monetary policy operations executed through tenders
(EURmillions; interest rates in percentages per annum)

Main refinancing operations

Date of settlement Type of Bids Allotment| Fixed rate tenders| Variable rate tenders
operation (amount) (amount) Fixed rate| Margind rate Weighted Running for
average rate| [..] days
1] 2 3 4 5| 6 7
1999 7 Jan. 481,625 75,000 3.00 13
13 563,409 48,000 3.00 14
20 593,418 59,000 3.00 14
27 689,467 69,000 3.00 14
3 Feb. 757,724 62,000 3.00 14
Longer-term refinancing operations
Date of settlement Type of Bids| Allotment| Fixed rate tenders| Variable rate tenders
operation (amount) (amount) Fixed rate| Margind rate Weighted Running for
average rate| [..] days
1] 2| 3 4 5] 6 7
1999 14 Jan. 79,846 15,000 313 42
14 39,343 15,000 3.10 70
14 46,152 15,000 3.08 105
Other tender operations
Date of settlement Type of Bids Allotment| Fixed rate tenders Variable rate tenders
operation (amount) (amount) Fixed rate| Marginal rate Weighted Running for
average rate] [..] days
1 2| 3 4 5] 6 7
1999
Source: ECB.
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Table 1.4

Minimum reserve statistics

1. Reservebase of credit institutions subject to reserverequirements?

(EURmillions)
Reserve Total| Liabilitiesto which a 2% reserve coefficient is applied | Liabilitiesto which a 0% reserve coefficient is applied
base Deposits| Debt securities up| Money market Deposits (over Repos| Debt securities
asat (overnight, up to| to 2 years agreed paper 2 years agreed over 2 years
2 years agreed maturity| maturity agreed maturity
maturity and and notice period)
notice period)
1] 2 3 4 5 6 7
1999 1 Jan.
Source: ECB.
1) Liabilities vis-a-vis other credit institutions subject to the minimum reserve system, the ECB and participating national central banks are

2)

excluded from the reserve base. If a credit institution cannot provide evidence of the amount of its issues of debt securities with a maturity of up to
2 yearsand of money market paper held by the institutions mentioned above, it may deduct 10% of these liabilities fromitsreserve base.

The reserve base of credit ingtitutions as at 1 January 1999 is used to calculate the minimum reserves for the maintenance period starting on
1 January 1999 and ending on 23 February 1999. The relevant aggregated data will be reported to the ECB by the end of February 1999.

2. Reserve maintenance?
(EURmillions; interest rates asannual percentages)

Maintenance Required Actua Excess] Deficiencies ® Interest rate on
period reserves 2 reserves ¥ reserves 4 minimum
ending in: reserves 9

1 2 3 4 5

1999 Feb.

Source: ECB.

1) This table will contain data for completed maintenance periods. The first maintenance period of the minimum reserve system ends on
23 February 1999.

2) The amount of reserve requirement of each individual credit institution is first calculated by applying the reserve ratio for the corresponding
categories of liabilities to the eligible liabilities, using the balance sheet data as at the end of each calendar month; subsequently, each credit
institution deducts from this figure a lump-sum allowance of EUR 100,000. The resulting reserve requirements for each credit institution are then
aggregated at the euro area-wide level.

3) Aggregate average daily holdings of credit institutions subject to minimum reserve requirements on their reserve accounts over the maintenance
period.

4) Average actual reserve holdings over the maintenance period in excess of the required reserves, computed on the basis of those credit institutions
that have fulfilled the reserve requirement.

5) Average shortfalls of actual reserve holdings fromrequired reserves over the maintenance period, computed on the basis of those credit institutions
that have not fulfilled the reserve requirement.

6) This rate equals the average, over the maintenance period, of the ECB's rate (weighted according to the number of calendar days) on the

Eurosystem’ s main refinancing operations (see Table 1.3).
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2 Monetary and financial developments
in the euro area

Aggregated balance sheet of the Eurosystem 92

(EURDbillions (not seasonally adjusted; end-of-period stocks))

1. Assets
Total
Loans to Holdings Holdings External Fixed| Remaining assets
euro area) MFIs| Generd Other of MFIs| Genera Other| of shares/ MFls| Other assets| assets| assets|
residents| govern-| euro area| securities| govern-| euro area) other euro area
ment| residents| other than ment| residents equity residents|
shares| issued
issued by euro
by euro areq)
areal residents|
residents|
1] 2| 3 4 5| 6 7| 8 9| 10 11 12 13| 14 15
1997 Sep. 2451 2226 218 0.6 1158 0.8 1137 13 28 0.5 23 2788 71 449 6945
Oct. 250.7 2283 218 06 1140 0.7 1120 13 28 0.5 23 2782 72 432 69.1
Nov. 2421 2197 218 0.6 1139 0.7 1117 15 2.8 0.5 23 2803 72 540 700.3
Dec. 2543 2325 211 06 1143 0.7 1121 15 29 0.5 24 2888 70 523 7196
1998 Jan. 2381 2165 212 04 1119 1.0 1095 15 29 05 25 2909 72 412 6923
Feb. 261.0 2392 212 0.7 108.3 1.0 105.9 15 29 0.6 24 2912 73 425 7133
Mar. 246.7 2253 212 02 106.7 23 1031 13 30 0.6 25 290.0 75 396 6934
Apr. 2410 2194 212 04 1025 25 99.2 0.9 3.0 0.6 25 2946 76 439 6927
May 2430 2216 212 0.3 1019 28 982 0.9 31 0.6 25 2979 7.7 470 700.6
June 3254 3041 211 0.2 1054 6.6 980 0.8 33 0.8 25 288.0 78 480 7779
July 3385 3172 211 02 878 32 838 0.8 4.7 21 26 2922 80 501 7814
Aug. 3399 3185 211 02 881 28 845 0.9 4.7 20 2.7 2904 80 551 786.1
Sep. 326.7 3054 211 02 827 10 810 0.7 4.7 20 27 2881 80 503 7605
Oct. 3269 3056 211 02 733 09 717 0.7 4.7 2.0 27 2975 81 499 7604
Nov. 3222 3007 211 04 780 10 763 0.6 4.7 20 27 3051 81 515 769.6
Dec. ® 2257 2052 204 01 878 11 86.2 0.5 54 17 3.7 3165 80 476 6910
2. Liabilities
Total
Currency Deposits Money Debt Capital External Remaining liabilities
in| of euro areq) MFls| Centra | Other general market securities and lighilities| liabilities
circulation residents| government| government/ paper issued reserves|
other euro
area residents
1] 2 3] 4 5| 6 7| 8| 9 10 11
1997 Sep. 337.2 139.6 80.4 55.8 33 17.3 16.8 100.8 15.9 67.0 694.5
Oct. 337.2 144.0 88.6 51.9 35 17.0 16.6 99.9 15.7 65.6 696.1
Nov. 340.7 141.6 82.3 54.5 4.8 13.3 156 101.0 159 72.3 700.3
Dec. 352.8 147.0 91.9 52.2 29 13.2 15.0 105.6 16.1 69.8 719.6
1998 Jan. 338.7 136.3 834 50.7 22 13.9 16.3 107.4 16.1 63.5 692.3
Feb. 338.7 159.2 93.7 61.5 4.0 13.3 16.5 105.6 151 64.9 7133
Mar. 339.3 137.9 88.4 46.8 27 11.3 17.2 104.8 153 67.5 693.4
Apr. 342.6 131.3 84.8 443 22 12.0 16.9 103.7 16.4 69.6 692.7
May 344.9 141.9 90.9 47.0 4.0 131 15.3 103.5 15.9 66.1 700.6
June 344.2 208.0 149.3 54.2 45 135 141 111.6 20.8 65.6 777.9
July 349.2 199.9 132.8 64.0 3.0 139 14.3 110.3 24.0 69.9 781.4
Aug. 3434 208.8 1355 69.7 35 12.4 135 110.2 216 76.2 786.1
Sep. 340.3 195.9 124.4 67.1 45 11.2 12.8 106.4 23.2 70.8 760.5
Oct. 3411 198.2 129.2 64.7 4.3 11.7 11.8 106.6 226 68.4 760.4
Nov. 342.9 2105 147.3 56.8 6.4 125 11.6 103.3 20.0 68.9 769.6
Dec. ® 357.7 146.9 89.1 54.9 29 7.2 6.7 97.4 185 56.6 691.0
Source: ECB

1) The ECB was established on 1 June 1998. The data shown for the Eurosystemrelate to the ECB (as from June 1998) and the national central banks
of Member Statesintheeuro area.
2) Datahave been revised in thelight of new information.
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Aggregated balance sheet of the other euro area MFls (excluding the Eurosystem)
(EURDbillions (not seasonally adjusted; end-of-period stocks))

1. Assets
Total
Loans to Holdings Money| Holdings External Fixed Re- assets
euro area MFIs| Generd Other of MFls| Generd Other| market|of shares/ MFls] Other assets) assets| maining
residents| govern-| euro area securities| govern-| euro area) paper other euro area) assets|
ment| residents other ment| residents equity residents|
than issued
shares| by euro
issued areg)
by euro residents|
areq)|
residents|
1 2] 3 4 5 6| 7 8| 9 10 11] 12 13 14 15] 16
1997  Sep. 81396 2,7352 8144 45900 1,8884 6311 1,0689 1884 1049 307.0 90.5 2165 15533 2384 776.1 13,007.7
Oct. 82263 2,7935 8164 46164 1,891.2 6354 1,0681 1877 1057 3118 91.7 220.1 15405 2413 789.1 13,1058
Nov. 83221 28461 8345 46415 19032 639.7 10734 1901 1037 316.6 925 2241 15974 2439 8223 13,309.2
Dec. 84336 29036 8214 4,708.7 1,8658 6339 1,050.3 1816 986 3298 942 2356 15921 2389 796.8 13,355.7
1998  Jan. 84995 29730 806.3 4,720.1 1,909.1 647.0 1,0738 1884 1041 3511 1022 2489 15956 2364 827.2 13523.0
Feb. 8,537.0 29855 8079 47436 19304 650.7 1,086.0 1936 1057 363.6 1046 259.0 1,6220 236.7 832.6 13,628.1
Mar. 8560.1 29787 806.0 4,7754 19562 6542 11038 1982 1046 3844 1089 2754 16758 2380 811.1 13,730.2
Apr. 8,616.1 2999.1 8109 4806.1 19770 6639 11146 1985 1056 3960 1121 2840 1,6326 2382 8294 13,7949
May 8,617.8 29941 799.7 48240 19986 6706 1,126.2 201.8 1062 4039 1144 2895 16311 2470 8437 13,8484
June 87516 3,0699 8058 48759 20137 6808 1,137.5 1953 1038 4009 1162 284.7 16744 2402 736.3 13920.8
July 8,7322 3,008.7 8014 49221 20329 6949 11371 2009 1039 3922 1154 2768 16331 2353 780.7 139104
Aug. 8,755.1 3,0352 8039 49160 2,040.8 7035 1,136.0 2014 1034 3864 1164 2700 16406 2363 768.8 13,931.6
Sep. 8,819.6 30485 8069 49641 2,046.7 709.0 1,1357 2019 1019 379.7 1078 2719 16245 2370 7821 139915
Oct. 89429 31317 8128 49984 2,0699 7096 11545 2058 1017 3868 1142 2726 16211 239.0 7821 14,1435
Nov. 9,071.2 32087 819.6 50429 20711 7190 1,151.7 2003 1085 4012 1152 286.1 16656 2412 795.0 14,353.8
Dec.® 90751 3,556 8205 5099.0 20346 7296 1,1096 1954 1024 4241 1203 3038 1,611.8 2430 8104 14,301.3
2. Liabilities
Total
Currency| Deposits Money Debt| Money| Capita| Externa Re-|liabilities
in| of euro MFIs| Centra Other market| securities|  market and| liabilities| maining
circulation area govern-| general Over- With| Redeem-| Repur- fund|  issued paper| reserves| ligbilities|
residents| ment| govern- night| agreed| ableat chase| shared
ment/ maturity|  notice|  agree- units|
other ments|
euro
areq)
residents|
1 2 3 4 5 6 7| 8| 9 10 11 12 13| 14 15 16
1997  Sep. 04 7,467.7 28418 95.8 4,530.1 1,140.7 1,897.7 1,284.8 207.0 254.7 1,906.8 143.6 677.1 1,338.8 1,218.7 13,007.7
QOct. 04 75458 2,904.3 994 45420 1,141.3 19075 12864 2068 2492 19132 1466 6755 1,343.1 1,232.0 13,105.8
Nov. 04 76378 29728 884 4576.6 1,169.3 19026 1,289.1 2156 2519 19239 1456 677.7 1,393.7 1,278.2 13,309.2
Dec. 04 77640 29998 1021 46621 1,227.7 19027 1,3264 2054 2434 19251 1388 6875 1,383.0 1,213.5 13,355.7
1998  Jan. 04 77819 3,029.6 956 4,656.6 1,1780 1,919.3 13419 2175 2479 19445 1452 690.8 1,435.7 1,276.6 13,523.0
Feb. 04 78300 3,066.3 984 46653 1,179.8 19240 13452 2163 2503 1,967.8 1472 696.0 1,469.4 1,267.0 13,628.1
Mar. 04 78362 3,076.9 92.8 4,666.5 1,2088 1,8989 13465 2123 2516 19851 1495 7103 1,521.2 1,275.7 13,730.2
Apr. 04 7,.866.8 3,079.7 97.2 46900 12232 19141 13461 2066 2545 19994 1563 702.6 1,492.3 1,322.4 13,794.9
May 04 7,.890.0 3,092.8 88.2 4,700.0 1,2400 19128 1,3480 2082 257.8 20121 1509 7122 14852 1,339.8 13,8484
June 04 79991 31748 940 4,730.3 1,287.9 1,892.3 1,346.7 2034 2572 20412 1459 7187 1,496.1 1,262.1 13,920.8
July 04 79622 3,163.3 924 4,706.5 12485 1,896.4 1,346.1 2155 2583 2,061.8 1528 7201 1,471.4 1,2834 13,9104
Aug. 04 79818 31837 954 4,702.7 1,239.7 19070 1,347.8 2082 2624 20726 1529 720.1 1,475.8 1,265.6 13,931.6
Sep. 04 80137 32126 96.3 4,704.8 1,260.6 1,889.7 1,346.9 207.7 2580 2,0748 1532 7184 14849 1,288.2 13,991.5
Oct. 04 81051 3,285.9 97.0 47222 12657 1,888.1 1,350.1 2183 256.9 2,077.7 1602 7225 15324 1,288.2 14,1435
Nov. 04 82135 3,370.6 982 4,7447 1,306.0 1,887.6 1,352.7 1983 257.0 20936 1686 7243 1,600.1 1,296.4 14,353.8
Dec. ® 04 82611 33123 1022 4,846.6 13755 1,906.2 1,383.7 1812 2421 20908 1653 730.0 1,538.1 1,273.4 14,301.3
Source: ECB.

1) Datahave been revised in the light of new information.
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Consolidated balance sheet of the euro area MFl s (including the Eurosystem V) 2
(EURDbillions (not seasonally adjusted; end-of-period stocks))

1. Assets
Total
Loans to Holdings of Holdings of External Fixed| Remaining assets
€euro area| General Other|  securities| Genera Other | shares/other asets| assets| assets|
residents| government euro| other than| government| euro area| equity
areal shares| residents| issued by
residents|  issued by other
€euro area| euro area)
residents| residents|
1 2 3 4 5| 6 7| 8| 9 10 11
1997 Sep. 5,426.8 836.2 45906 13723 11826 189.7 2189 11,8321 2455 7928 19,8884
Oct. 5,455.3 8382 46171 13690 1,180.0 189.0 2224 18187 248.4 8044 99183
Nov. 5,498.5 856.4 46421 13767 1,185.0 191.6 2264 1,877.6 251.1 848.1 10,0784
Dec. 5,551.8 8425 47093 13455 1,162.4 183.1 2380 1,880.9 2459 814.3 10,076.4
1998 Jan. 5,548.1 8275 4,720.6 13731 1,183.2 189.9 2514 1,886.5 243.6 8395 10,142.1
Feb. 55734 8291 47443 13870 11919 195.2 2614 19133 244.0 846.5 10,225.6
Mar. 5,602.8 8272 47756 14063 1,206.8 199.5 2779  1,965.7 2455 8215 10,319.8
Apr. 5,638.6 8321 48065 14132 12138 199.3 286.4  1,927.2 2458 8439 10,355.1
May 5,645.2 8209 14,8243 14271 12244 202.7 2920 1,929.0 254.7 861.4 10,409.4
June 5,703.0 826.8 48762 14317 12355 196.1 2872 19624 248.0 7539 10,386.1
July 5,744.8 8225 49223 14226 12210 201.7 2795 19253 2433 800.6 10,416.2
Aug. 5,741.2 8250 49162 14227 12204 202.2 2727  1,931.0 244.3 793.8 10,405.7
Sep. 5,792.4 8280 49644 14193 1,216.7 202.6 2746 19127 245.0 8024 10,446.3
Oct. 58325 8339 49986 14327 1,226.2 206.5 2753 19187 247.1 802.6 10,508.8
Nov. 5,884.0 840.7 50433 14290 1,228.1 201.0 2888 1,970.7 249.3 816.3 10,638.1
Dec. ® 5,940.0 840.8 5,099.1 11,3918 1,1959 195.9 3075 1,928.2 250.9 822.7 10,641.0
2. Liabilities
Total
Currency| Deposits| Deposits Money Debt| Capital Extemi| Re-| Excess| liabilities
in|of central| of other Over- With| Redeem-| Repur-| market| securities] and| liabiliti maining| of inter-
circular| govern-| genera night| agreed| ableat chase fund|  issued|reserves| liabilities] MFI
tion ment| govern- maturity notice] agree-| shares lighilities|
ment/ ments| units and
other money
euro| market
ar paper
resident:
1] 2 3| 4 5| 6 7 8| 9 10 11 12 13| 14
1997 Sep. 309.3 151.7 45334 1,1439 1,897.7 12848 2071 310.7 1,291.8 687.0 1,354.6 1,285.7 -35.6 9,8884
Oct 309.8 151.3 45456 1,144.6 1,907.6 1,2864 2069 307.1 1,293.7 6833 1,358.8 1,297.7 -289 99183
Nov. 3129 1429 45814 1,173.8 1,902.8 1,289.1 2156 307.2 1,299.0 685.6 1,409.6 1,350.5 -10.6 10,078.4
Dec. 3184 1543 4,665.1 1,230.6 1,902.7 1,326.4 2054 296.8 1,3055 698.3 1,399.1 1,2833 -444 10,076.4
1998 Jan. 310.2 146.3 4,658.9 1,180.2 1,919.3 1,3419 2175 3028 1,3129 6956 14518 1,340.1 -76.4 10,142.1
Feb. 3105 160.0 4,669.3 1,183.7 1,9240 1,3452 2163 3050 1,3326 696.5 1,4845 1,331.9 -64.8 10,225.6
Mar. 3106 1396 4,669.2 1,211.5 1,8989 1,3465 2123 307.8 1,3458 7056 1,536.6 1,343.3 -38.7 10,319.8
Apr. 313.6 1416 4,6922 12254 19141 13461 206.6 317.2 1,350.0 693.7 1,508.8 1,3921 -54.0 10,355.1
May 3159 1351 4,713.0 1,2440 19128 1,3480 2082 315.6 1,354.0 700.7 1,501.2 1,4058 -32.0 10,409.4
June 3142 1482 47348 1,292.4 1,892.3 1,346.7 2034 3129 1,367.9 7133 15169 1,327.8 -49.9 10,386.1
July 3194 1564 4,7095 1,2515 1,896.4 13461 2155 3211 1,3779 7130 14954 1,3533 -29.7 10,416.2
Aug. 313.7 1652 4,706.2 1,243.2 1,907.0 1,347.8 2082 3243 1,379.8 7119 14974 13418 -345 10,405.7
Sep. 3106 163.3 4,709.3 1,265.1 1,889.7 1,3469 207.7 3205 1,3775 7149 15080 1,359.0 -17.0 10,446.3
Oct. 3121 1617 4,726.5 1,270.0 1,888.1 1,350.1 2183 327.2 1,3789 713.0 1,555.0 1,356.6 -22.3 10,508.8
Nov. 313.0 1550 4,751.0 1,312.2 1,887.6 1,352.7 1984 3295 1,385.2 7104 1,620.1 1,365.3 8.5 10,638.1
Dec.® 3229 157.1 4,8495 13784 1,906.2 1,383.7 1812 3121 1,366.8 705.4 1,556.6 1,330.0 40.6 10,641.0
Source: ECB.

1) The ECB wasestablished on 1 June 1998. The data shown for the Eurosystemrelate to the ECB (as from June 1998) and the national central banks
of Member Statesinthe euro area.
2) Datahavebeen revised in thelight of new information.
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Table 2.4

M onetary aggr egates??
(EURDbillions (not seasonally adjusted; end-of-period stocks) and annual percentage changes)

M2 Repurchase Money Debt
Total Annual| agreements| market|  securities
M1 Depositsy  Deposits] percentage fund shares/ up to
Total Annual | with agreed| redeemable| change ® units| 2 years

percentage| maturity up| at notice up| and money

Currency in| Overnight change?| to 2 years|to 3 months market

circulation deposits| paper
1 2 3 4 5| 6 7 8| 9 10 11
1997 Sep. 3093 1,2084 15177 8.7 899.3 11192 3,536.2 4.0 207.1 310.7 69.0
Oct. 3098 1,210.8 1,5205 9.2 906.5 1,121.7 35488 43 206.9 307.1 70.8
Nov. 3129 12424 15553 84 901.0 1,1247 3,581.0 41 215.6 307.2 68.1
Dec. 3184 1,300.2 1,618.6 6.5 8940 1,159.6 3,672.3 33 205.4 296.8 71.9
1998 Jan. 3102 1,251.3 1,561.5 8.0 905.6 1,177.6 3,644.7 4.0 2175 302.8 73.1
Feb. 3105 12518 15624 85 9022 11817 3,646.3 4.2 216.3 305.0 779
Mar. 3106 1,281.4 15920 9.0 8759 11835 3,651.3 44 212.3 307.8 83.9
Apr. 3136 1,2934 1,607.0 105 889.8 11,1853 3,682.0 51 206.6 317.2 845
May 3159 13104 16264 10.2 886.2 1,189.3 3,7019 5.2 208.2 315.6 87.6
June 3142 13595 16737 9.7 868.2 11,1891 3,731.0 52 2034 312.9 86.8
July 3194 13190 16384 8.3 8699 1,189.6 3,698.0 43 2155 321.1 92.3
Aug. 3137 13102 11,6239 84 876.2 11927 3,692.8 4.2 208.2 324.3 86.8
Sep. 3106 1,330.7 1,641.3 8.1 8639 1,1924 3,697.6 4.6 207.7 320.5 81.3
Oct. 3121 1,3345 1,646.7 8.3 866.4 1,1959  3,709.0 45 218.3 327.2 84.7
Nov. 3130 1,376.9 11,6899 8.7 870.2 11,1984 3,758.6 5.0 198.4 3295 819
Dec. ® 3229 14443 1,767.2 9.2 8832 12251 38756 55 181.2 3121 67.1

Source: ECB.

1) Monetary aggregates comprise monetary liabilities of MFIs and central government (Post Office, Treasury) vis-a-vis non-MFI euro area residents
excluding central government.

2) Datahave been revised in the light of new information.

3) Calculated in this issue from amounts outstanding adjusted for incomplete coverage of the data before September 1997. In the near future, the
differencein levelswill be adjusted for reclassifications, other revaluations and any other changes which do not arise fromtransactions.
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M3 Memo: Non-monetary liabilities of MFls
Total Annual 3-month
percentage moving
change? average
(centered)
Total
Deposits Debt Capital
With agreed| Redeemable securities] and
maturity| at notice over| over 2 years reserves|
over 2 years| 3 months|
12 13| 14 15, 16 17 18 19 20
41230 4.0 41 1,215.6 999.0 216.6 1,222.8 687.0 31254 1997 Sep.
41336 42 42 1,217.7 1,001.7 216.0 1,222.9 683.3 31238 Oct.
4,171.9 4.3 4.2 1,218.6 1,002.5 216.1 1,230.9 685.6 3,135.1 Nov.
4,246.4 41 43 1,229.0 1,009.2 219.8 1,2335 698.3 3,160.9 Dec.
4,238.0 44 43 1,232.0 1,014.3 217.7 1,239.8 695.6 3,167.5 1998 Jan.
4,245.5 4.4 44 1,239.9 1,022.4 2175 1,254.8 696.5 3,191.2 Feb.
4,255.3 45 4.6 1,240.5 1,023.7 216.8 1,261.8 705.6 3,208.0 Mar.
4,290.4 5.0 4.7 1,239.7 1,025.0 214.7 1,265.5 693.7 3,198.9 Apr.
4,313.3 4.7 4.8 1,240.2 1,027.2 213.0 1,266.3 700.7 3,207.3 May
4,334.1 4.8 4.7 1,236.7 1,024.7 212.0 1,281.1 713.3 3,231.1 June
4,326.9 45 45 1,237.8 1,027.0 210.8 1,285.6 713.0 3,236.4 July
4,312.0 4.3 4.4 1,241.1 1,031.2 209.9 1,293.0 711.9 3,246.0 Aug.
4,307.1 45 4.6 1,235.6 1,026.3 209.3 1,296.2 714.9 3,246.7 Sep.
4,339.2 5.0 4.7 1,231.2 1,022.1 209.1 1,294.3 713.0 3,238.5 Oct.
4,368.4 4.7 4.7 1,227.4 1,017.9 209.5 1,303.3 710.4 3,241.1 Nov.
4,436.1 45 . 1,237.5 1,023.4 2141 1,299.7 705.4 3,242.6 ® Dec.
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Money market interest rates?
(percentages per annum) 2

Euro area 9 United States Japan
Overnight 1-month 3-month 6-month 12-month 3-month 3-month
deposits| deposity deposits| deposits| deposits| deposits| deposits
1 2 3 4 5 6 7
1994 5.24 6.12 6.38 6.83 7.34 6.37 2.34
1995 5.62 5.57 5.49 5.62 5.42 5.44 0.50
1996 4.04 4.08 4.08 4.06 3.98 543 0.31
1997 3.98 3.9 4.01 4.05 4.15 5.62 0.36
1998 3.09 3.18 317 314 313 5.00 0.18
1998 Jan. 3.89 3.97 4.00 4.08 4.08 5.50 0.41
Feb. 4.22 3.96 397 3.98 4.02 5.55 0.48
Mar. 3.83 3.93 3.92 3.89 3.93 5.59 0.50
Apr. 3.76 3.86 3.89 3.93 4,01 5.60 0.45
May 3.79 3.85 3.86 3.89 3.98 5.59 0.37
June 3.76 3.88 3.84 3.85 391 5.59 0.43
July 3.77 3.74 3.80 3.82 3.85 5.56 0.34
Aug. 3.78 3.80 381 3.72 3.69 5.50 0.37
Sep. 381 3.73 3.73 3.64 3.55 5.20 0.12
Oct. 3.66 361 3.63 3.53 344 512 0.68
Nov. 3.40 3.62 351 343 3.36 512 0.68
Dec. 3.09 3.18 317 314 313 5.00 0.18
1999 Jan. 314 3.16 314 3.10 3.07 4.99 0.35
1999 8Jan. 321 322 3.20 317 314 4,93 0.38
15 3.10 3.16 313 3.09 3.04 4.96 0.28
22 3.07 3.09 3.06 3.02 2.99 4.97 0.30
29 3.16 312 3.07 3.01 2.98 4.96 0.40
Euro area money market rates 3-month money market rates
(monthly) (monthly)
—— 1-monthrate  — — 3-monthrate —— euro area — — United States
—— 12-month rate —— Japan
% % o
8.00 8.00 -
7.00
7.00
6.00
6.00 5.00
4.00
5.00 3.00
2.00
4.00 +
1.00
3.00 0.00
1994 1995 1996 1997 1998 1994 1995 1996 1997 1998

Sources: Reutersand ECB.

1) Interbank deposit bid ratesto December 1998; offered rates thereafter.

2) End-of-period ratesto December 1998; period averages thereafter.

3) Prior to January 1999, synthetic euro area rates were cal culated on the basis of national rates weighted by GDP.

4)  FromJanuary 1999, column 1 shows the euro overnight interest average (EONIA); other euro area money market rates from January 1999 are
euro interbank offered rates (EURIBOR).
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Table 2.6

Government bond yields?
(percentages per annum)

Euro area? United States| Japan
2 years 3years 5 years 7 years| 10 years| 10 years| 10 years
1 2 3 4 5 6 7
1994 8.08 8.52 8.91 9.08 8.18 7.21 4.24
1995 5.69 5.97 6.48 7.06 8.73 6.69 3.32
1996 417 441 5.06 5.82 7.23 6.54 3.03
1997 4.33 451 4.87 5.20 5.99 6.45 215
1998 3.16 3.22 3.38 3.67 471 5.33 1.30
1998 Jan. 411 4.27 4.61 4.95 5.22 5.63 1.69
Feb. 4.08 4.24 4.55 4.84 512 5.65 171
Mar. 417 4.32 4.61 4.86 5.01 5.73 156
Apr. 4.26 444 4.75 4.97 5.00 572 157
May 413 4.30 4.58 4.79 5.06 573 1.30
June 4.08 4.24 4.50 4.73 491 5.58 122
July 4.04 4.16 441 4.62 4.82 553 1.36
Aug. 3.68 3.78 4.01 4.24 4.59 541 117
Sep. 3.55 3.58 3.77 3.98 4.27 4.87 0.88
Oct. 3.39 351 3.77 4.09 4.25 4.58 0.82
Nov. 3.33 344 3.62 3.90 4.24 4.89 0.89
Dec. 3.16 3.22 3.38 3.67 3.95 4.69 1.39
1999 Jan. 2.98 311 3.30 3.64 3.82 4.78 2.07
1999 8 Jan. 3.06 312 3.33 3.67 3.85 4.91 2.08
15 2.96 3.06 3.28 3.61 3.80 4.72 191
22 2.92 3.02 3.26 3.58 3.76 4.71 1.99
29 294 3.02 3.26 3.59 3.77 4.75 2.25
Eur o area government bond yields 10-year government bond yields
(monthly) (monthly)
— 3yearyield - - 5-yearyield —— 7-yearyield — euroarea e United States ~—— Japan
% p.a % p.a
10.00 10.00 ¢
9.00
9.00
8.00
8.00 7.00
7.00 6.00 f,
5.00
6.00
4.00
5.00 3.00+
2.00 +
4.00
1.00 -
3.00 0.00 . . .

Sources: Reuters, ECB, Federal Reserve and Bank of Japan.

1994

1995

1996

1997

1998

1994

1995

1996

1997

1998

1) ToDecember 1998, 2, 3, 5and 7-year euro area yields are end-of-period values and 10-year yields are period averages. Thereafter, all yieldsare

period averages.

2) To December 1998, euro area yields are cal culated on the basis of harmonised national government bond yields weighted by GDP. Thereafter, the
weights are the nominal outstanding amounts of government bondsin each maturity band.
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Stock market indices
(index levelsin points) ¥

Dow Jones EURO STOXX indices United Japan

Benchmark Main economic sectors States
Broad 50 Basic| Consumer|Consumer|  Energy| Financia| Conglom-| Industrial| Techno-| Utilities| Standard Nikkei
materials| cyclica non- erates| logy & Poor's| 225

cyclical 500
1 2 3] 4 5] 6 7] 8 9 10 11 12 13
1994 127.33 1,32059 14588 107.82 14390 12592 10929 12591 13231 12866 122.60 455.19 19,299.47
1995 138.37 1,506.82 137.78 111.06 181.13 14546 11766 133.05 136.18 14557 152.09 614.57 19,417.95
1996 167.75 1,850.32 14511 120.25 27494 180.64 137.84 15611 171.05 153.17 19240 743.2520,147.27
1997 22986 2,531.99 166.33 159.82 324.06 249.22 18887 21033 204.75 24837 22511 962.37 15,917.07
1998 298.37 3,342.32 14710 156.74 48539 23287 25029 21878 283.76 353.38 329.50 1,229.23 13,842.17
1998 Jan. 24393 2,676.03 173.71 16726 33843 24728 20390 220.86 21899 275.99 24274 963.36 15,929.69
Feb. 26229 2,878.04 18529 179.88 367.60 25205 22529 22268 23457 303.85 247.81 1,023.74 16,797.69
Mar. 289.46 3,153.32 196.69 19727 390.26 278.01 24955 23923 270.77 33591 268.38 1,076.83 16,840.31
Apr. 29396 3,19543 20490 20237 386.70 27047 26659 238.17 276.74 354.64 27598 1,112.20 15,941.29
May 307.44 3,357.77 211.08 20722 401.14 28040 276.07 24887 302.71 378.82 285.79 1,108.42 15,514.28
June 311.58 3,406.82 19855 204.62 430.65 27547 270.69 24459 299.67 387.80 294.99 1,108.39 15,231.29
July 318.06 3,480.63 18252 19581 436.13 25590 29141 22639 301.26 417.31 305.08 1,156.58 16,370.17
Aug. 277.73 3,050.59 15113 167.11 41358 21755 24010 19428 26230 360.33 279.30 1,074.62 15,243.98
Sep. 246.31 2,670.97 13162 13737 37955 23022 187.86 18229 24051 279.90 277.86 1,020.64 14,140.69
Oct. 26349 2,887.11 13821 14748 41919 22371 206.17 19745 250.98 300.39 295.80 1,098.67 13,564.51
Nov. 291.73 323244 14795 153.01 44291 23751 23666 20839 27040 339.22 306.30 1,176.46 14,883.70
Dec. 298.37 3,342.32 14710 156.74 48539 232.87 25029 218.78 283.76 353.38 329.50 1,229.23 13,842.17
1999  Jan. 306.01 3,486.40 146,59 15292 498.08 22640 254.13 22920 301.23 367.41 339.23 1,246.89 13,859.26
1999 8 Jan. 31846 3,627.62 15273 161.74 508.39 236.35 268.78 241.32 30740 381.20 348.66 1,269.73 13,391.81
15 29289 3,328.38 14353 14785 486.14 22162 24176 22024 290.95 349.77 328.87 1,212.19 13,738.86
22 29942 3,436.85 14148 147.73 490.01 219.17 24781 22507 301.86 361.09 332.80 1,235.16 14,154.40
29 309.01 3,545.89 143.79 14641 506.00 21506 25302 239.68 311.95 380.47 34252 1,265.37 14,499.25

Dow Jones EURO STOXX Broad, Standard & Poor’s 500 and Nikkei 225 re-based
(base month: January 1994 = 100; monthly)

50

Dow Jones
EURO STOXX

— — — Standard &
Poor’s 500

—— Nikkei 225

Source: Reuters.
1) End-of-period valuesto December 1998; period averages thereafter.
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Table 2.8

Retail bank interest rates

(percentages per annum; lending interest rates are provisional)

Deposit interest rates Lending interest rates
Overnight With agreed maturity Redeemable at notice To enterprises To households
Upto Upto Over Upto Over Up to Over| Consumer| For house
1 year 2 years 2 years 3 months 3 months 1 year 1 year lending purchase
1 2 3| 4 5| 6 7 8 9 10
1996 1.94 4.09 4.69 5.04 3.02 3.16 8.90 . 11.03 7.76
1997 147 341 3.63 4.40 2.80 3.09 7.54 6.69 9.97 6.81
1998 1.10 3.20 3.22 4.06 2.63 3.25 6.69 5.94 9.39 5.98
1997 Dec. 1.36 344 3.53 4.49 2.79 3.39 7.12 6.42 9.77 6.64
1998  Jan. 1.29 3.36 341 4.34 2.77 3.35 7.07 6.36 9.70 6.53
Feb. 1.25 3.32 3.36 4.31 2.78 3.30 7.03 6.30 9.69 6.41
Mar. 1.25 3.30 3.33 4.26 2.75 3.32 6.99 6.19 9.63 6.31
Apr. 1.20 3.27 3.30 4.26 2.74 3.30 6.89 6.12 9.49 6.17
May 112 3.24 3.26 4.27 2.73 3.33 6.81 6.09 9.46 6.15
June 1.12 3.27 3.28 4.19 2.61 3.34 6.74 6.04 9.46 6.08
July 1.08 3.25 3.26 4.15 2.58 3.29 6.61 6.00 9.39 5.94
Aug. 1.06 3.23 3.23 4.05 2.56 3.30 6.58 5.91 9.39 5.88
Sep. 1.05 3.17 3.18 3.88 254 321 6.56 5.78 9.37 5.75
Oct. 1.04 3.12 3.12 3.74 2.52 3.14 6.45 5.65 9.15 5.58
Nov. 0.94 3.06 3.05 3.70 251 3.12 6.34 5.57 9.03 5.52
Dec. 0.87 2.82 2.82 3.57 2.45 3.03 6.17 5.26 8.92 5.38
Deposit interest rates Lending interest rates
(monthly) (monthly)
overnight - - - - agreed — agreed up to = = = = CONSUMeEr == to households
maturity maturity 1year lending for house
% up to over % to purchase
12.00 - 1year 2 years 12.00 - enterprises

10.00 - 10.00

8.00 4 8.00

6.00 - 6.00 +

4.00 4.00 |
2.00 2.00 +
0.00 . . 0.00
1996 1997 1998 1996 1997 1998

Source: ECB.

These euro area retail bank interest rates should be used with caution and for statistical purposes only, primarily for analysing their development over
time rather than their level. They are calculated as the weighted average of national interest rates provided by the national central banks. The national
rates represent those rates that are currently available from national sources and which are judged to fit the standard categories. These national rates
have been aggregated to derive information for the euro area, in some cases relying on proxies and working assumptions due to the heterogeneity
observed in the national financial instruments across MU Member States. Furthermore, the national interest rates are not harmonised in terms of their
coverage (new business and/or outstanding amounts), the nature of the data (nominal or effective) or the compilation method. The country weights
for the euro area retail bank interest rates are derived from the monthly MFI balance sheet statistics or close proxies. The weights reflect the
country-specific proportions of the relevant instruments within the euro area, measured as outstanding amounts. The weights are adjusted monthly, so
that interest rates and weights always refer to the same month.
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4 HICP and other prices in the euro area

Table 4.1

Harmonised I ndex of Consumer Prices
(annual percentage changes, unless otherwise indicated)

Total Total
(index, Goods Services
1996 = 100) Food Indusirial
Processed| Unprocessed goods[  Non-energy Energy
food ¥ food industrial
goods|
Weight in

the total (%0)? 100.0| 100.0 65.4 22.9) 13.5 9.4 42.5] 33.7] 8.8 34.6

1 2 3| 4 5| 6 7] 8 9 10

1995 97.9 - - - - - - - - -

1996 % 100.0 22 18 20 20 19 17 15 24 31

1997 101.6 16 11 15 15 15 0.9 0.5 26 24

1998 102.7 11 0.7 16 14 20 0.2 0.9 -2.6 20

1997 Q4 102.0 15 11 21 15 29 0.6 0.5 1.0 23

1998 Q1 102.2 12 0.7 17 13 2.3 0.2 0.6 -1.5 20

Q2 102.8 14 11 21 16 29 0.5 10 -1.3 20

Q3 103.0 12 0.7 17 15 21 0.2 11 -3.2 20

Q4 102.9 0.9 0.3 11 12 0.8 -0.1 1.0 -4.3 20

1997  Dec. 102.1 15 11 20 13 29 0.6 0.6 05 23

1998  Jan. 102.0 11 0.6 15 13 18 0.1 0.5 -1.4 21

Feb. 102.3 12 0.7 17 13 22 0.2 0.6 -1.4 20

Mar. 102.4 12 0.8 19 14 2.7 0.2 0.7 -1.7 19

Apr. 102.6 14 11 21 14 31 05 0.9 -0.9 21

May 102.9 14 11 21 17 2.7 0.5 10 -1.4 20

June 102.9 14 11 21 16 2.8 05 1.0 -1.6 20

July 103.0 14 0.9 19 16 24 04 10 -1.9 20

Aug. 103.0 12 0.7 18 15 23 0.0 11 -3.8 21

Sep. 102.9 1.0 05 14 13 15 0.1 11 -3.8 20

Oct. 102.9 1.0 04 12 13 1.0 0.0 10 -4.0 21

Nov. 102.9 0.9 0.3 1.0 13 0.6 -0.1 1.0 -4.3 21

Dec. 102.9 0.8 0.2 11 12 0.9 -0.2 0.9 -4.7 20

totd HICP - ---- food ¥
— - - — industrial goods — — — services

40 -
35 +
30 +
25 +
20 +
15 +
10 +
05 +
00 +

-0.5 ! ! ! ! ! ! ! ! ! | ! ! ! ! ! ! ! ! ! | ! ! ! ! ! ! ! ! |

Source: Eurostat.

1996

1) Including alcoholic beverages and tobacco.

2) Referringtoindex period 1998.

3) Annual percentage changesin 1996 include France for the overall index, but do not cover France for all components of the HICP.

| 8%
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Table 4.2

Selected other priceand cost indicators
(annual percentage changes, unless otherwise indicated)

1. Industry and commodity prices

Industrial producer prices World market prices of
raw materials?
Total Total Manu- Inter- Capital| Consumer Con- Total Total
excluding| excluding] facturing mediate goods| goods Durdble Non- struction? excluding
con- con- goods| energy
struction struction consumer durable
) goods|  consumer
(index, 00ds
1995 = 100) 9
1] 2 3 4 5 6 7 8 9 10, 11
1995 100.0 3.6 39 50 17 21 14 24 . 0.2 21
1996 100.6 0.6 1.0 -0.6 13 16 13 18 12 6.5 -6.9
1997 101.7 1.0 0.6 10 0.2 1.0 0.2 14 14 10.0 13.0
1998 -21.2 -125
1997 Q4 102.1 11 1.0 1.0 0.3 12 0.1 18 14 18 14.1
1998 Q1 101.7 04 0.6 -0.1 0.2 0.9 -0.2 1.6 04 -14.1 -0.1
Q2 101.3 -0.2 0.0 -0.8 0.3 0.9 0.2 -16.6 -10.7
Q3 100.6 -1.3 -1.1 -2.6 04 0.2 -0.2 -24.3 -18.1
Q4 . -30.0 -20.5
1998  Jan. 101.8 0.6 0.8 0.1 0.3 11 -0.2 17 - -12.7 54
Feb. 101.7 0.5 0.6 -0.1 0.2 0.9 -0.3 16 - -13.8 -05
Mar. 101.5 0.3 0.5 -0.3 0.3 0.8 -0.2 14 - -15.9 -4.8
Apr. 1014 0.1 04 -0.4 0.2 0.7 -0.2 12 - -12.2 -6.0
May 101.3 -0.2 -0.1 -0.9 0.3 05 0.0 0.8 - -18.6 -12.8
June 101.1 -0.5 -0.3 -13 0.3 0.8 - -18.9 -13.3
July 100.9 -0.8 -0.6 -1.9 04 0.6 - -21.1 -14.4
Aug. 100.6 -14 -1.2 -2.8 04 0.3 - -26.3 -19.0
Sep. 100.4 -1.6 -1.5 -3.0 0.3 -0.2 - -25.4 -20.9
Oct. 100.1 -2.0 -1.8 -3.6 0.3 -0.3 - -30.6 -23.6
Nov. 99.8 -2.3 -2.0 -4.1 0.2 -0.6 - -28.6 -18.4
Dec. - -30.8 -19.5
1999  Jan. - -23.3 -17.2
2. Deflatorsof grossdomestic product and indicator s of labour costs
Deflators of GDP (s.a.) Unit labour costs]  Compensation Earnings per
GDP) GDP Private Government Gross fixed inwhole|  per employee employeein
(index, consumption consumption| capital formation economy inwhole[  manufacturing
1995 = 100) economy
12 13 14 15] 16 17| 18 19
1995 100.0 27 2.6 30 21 17 35 3.7
1996 102.0 2.0 24 24 0.7 18 34 35
1997 103.4 14 18 20 0.9 0.6 26 30
1996 Q1 101.4 26 25 33 12 26 3.6 41
Q2 101.8 21 2.6 22 0.7 20 33 32
Q3 102.2 17 2.3 21 05 17 35 36
Q4 102.6 15 21 22 04 15 33 2.8
1997 Q1 102.8 14 20 21 0.6 18 29 31
Q2 103.2 13 16 23 0.7 0.3 29 34
Q3 103.6 14 19 19 11 -0.1 23 2.7
Q4 104.0 14 17 19 1.0 -0.3 22 2.8
1998 Q1 104.3 14 14 14 0.6 -2.3 1.0 22
Q2 104.8 15 15 15 0.2 -0.7 11 2.8
Q3 105.2 15 11 18 -0.3 -0.7 11 26

Sources: Eurostat, except columns 10 and 11 (HWWA-Institut fir Wirtschaftsforschung, Hamburg), columns 12 to 16 (ECB calculations based on
deflatorsin national currency) and columns 17 to 19 (ECB cal culations based on non-harmonised national data).
1) ToDecember 1998, in ECU; from January 1999, in euro.
2) Residential buildings, based on non-harmonised data.
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5 Real economy indicators in the euro area

Output and demand indicators

1. Grossdomestic product and its components
(ECU billions, seasonally adjusted, at 1990 prices)?

GDP| Domestic demand Private Government Gross fixed Exports? Imports?
consumption consumption| capital formation
1] 2 3 4 5 6 7
1995 4,495.9 4,401.3 2,761.3 708.2 908.0 1,4435 1,348.9
1996 4,567.8 4,450.1 2,812.7 720.1 912.1 1,509.8 1,392.1
1997 4,683.9 4,538.5 2,854.1 721.8 929.8 1,663.3 1,517.9
1997 Q3 1,177.8 1,136.6 713.9 181.2 233.6 429.6 388.4
Q4 1,184.9 1,147.7 720.1 178.7 2359 431.8 394.6
1998 Q1 1,195.2 1,164.6 726.6 181.4 239.9 431.9 401.4
Q2 1,201.5 1,167.2 730.3 181.8 237.1 440.8 406.5
Q3 1,209.7 1,172.4 736.8 181.4 241.0 4454 408.1
(annual percentage changes) ¥
GDP| Domestic demand Private Government Gross fixed Exports? Imports?
consumption consumption| capital formation
8 9 10] 11| 12 13] 14
1995 22 19 19 0.1 33 8.1 75
1996 16 11 19 17 0.5 4.6 32
1997 25 20 15 0.2 19 10.2 9.0
1997 Q3 28 20 12 0.3 18 13.1 11.6
Q4 31 26 21 -0.8 24 11.2 10.3
1998 Q1 37 39 2.7 0.3 51 10.2 115
Q2 29 30 25 0.5 22 75 84
Q3 2.7 32 32 0.1 32 37 51
2. Selected other real economy indicators
(annual percentage changes, unless otherwise indicated)
Industrial production? Retail sdles New
Total Total Manu-| Intermediate] Capital Durable[ Non-durable| Construction| @ constant|  passenger
excluding]  excluding facturing good goods|  consumer consumer prices| car
construction| construction goods| goods registrations
(index (sa),
1995 = 100)
15| 16 17 18] 19 20 21 22| 23 24
1995 100.0 34 35 25 7.3 -0.7 17 0.0 20 0.3
1996 100.1 0.0 -0.2 -0.7 17 0.0 -0.8 -25 11 6.6
1997 104.2 41 4.7 54 42 1.0 22 -1.2 0.8 39
1998 . 7.7
1997 Q4 106.5 5.7 6.4 7.2 6.1 35 29 -0.2 21 11.3
1998 Q1 107.6 6.3 7.3 7.3 9.2 8.6 13 29 2.8 12.6
Q2 108.5 44 50 4.2 6.6 79 21 04 18 33
Q3 109.4 4.0 44 33 7.1 7.9 20 -1.7 30 75
Q4 . 7.7
1997 Dec. 106.9 6.5 7.8 84 6.4 4.6 45 -1.7 3.6 13.9
1998 Jan. 107.0 5.8 7.7 7.6 81 5.8 2.2 11.6 30 10.7
Feb. 107.8 6.0 6.9 7.1 8.0 8.6 11 0.1 22 9.8
Mar. 108.1 6.9 7.3 7.1 11.2 111 0.8 -15 31 16.5
Apr. 108.2 32 38 34 5.0 55 0.8 -24 0.8 -1.8
May 109.0 6.8 7.7 6.1 10.4 124 4.3 36 19 6.9
June 108.2 32 37 32 47 6.4 14 0.0 27 53
July 109.7 4.2 4.6 35 7.8 81 24 -04 36 7.3
Aug. 109.7 4.8 52 4.0 8.0 8.9 24 -0.8 25 7.3
Sep. 108.8 33 35 26 5.8 7.1 11 -3.6 2.8 7.9
Oct. 109.6 32 3.6 18 7.7 104 0.8 19 13
Nov. 109.4 28 2.7 24 52 6.4 0.7 4.0 155
Dec. 7.7

Sources: Eurostat, except column 23 (ECB cal culation based on non-harmonised national data) and column 24 (ACEA/A.AA).
1) Components exclude changesin inventories.
2) Exportsand imports cover goods and services and include internal cross-border tradein the euro area.
3) Adjusted for variationsin the number of working days.
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L abour market indicators
(seasonally adjusted)

Employment ¥ Unemployment 2 Labour productivity ¥
Whole economy Manufacturing Millions % of labour| Whole economy| Manufacturing
Index, Annual Index, Annual force) (annua (annual
1995 = 100, percentage| 1995 = 100 percentage| percentage| percentage
changes changes changes) changes)
1] 2 3 4 5 6 7 8
1995 100.0 04 100.0 -0.8 14.401 114 18 44
1996 100.2 0.2 98.6 -1.4 14.821 11.6 16 12
1997 100.5 0.3 97.9 -0.8 14.925 11.7 21 5.6
1998 . . . . 14.168 111 . .
1997 Q4 100.7 05 98.5 0.5 14.828 11.6 2.6 6.0
1998 Q1 101.1 1.0 99.6 22 14.515 11.3 33 5.0
Q2 101.5 11 100.4 29 14.258 111 17 21
Q3 101.9 13 100.8 28 14.053 11.0 18 15
Q4 . . . . 13.846 10.8 . .
1997 Dec. - - - - 14.739 115 - -
1998 Jan. - - - - 14.555 11.3 - -
Feb. - - - - 14.534 11.3 - -
Mar. - - - - 14.455 11.3 - -
Apr. - - - - 14.330 11.2 - -
May - - - - 14.275 111 - -
June - - - - 14.169 111 - -
July - - - - 14.103 11.0 - -
Aug. - - - - 14.073 11.0 - -
Sep. - - - - 13.982 10.9 - -
Oct. = - = = 13.885 10.8 = -
Nov. - - - - 13.828 10.8 - -
Dec. - - - - 13.825 10.8 - -

Opinion surveys

Consumer and industrial confidenceindicators Capacity utilisation and order books
(percentage balances, monthly; seasonally adjusted) (capacity utilisation, percentages, quarterly; order books,
percentage balances, monthly; seasonally adjusted)
consumer confidence ——  capacity utilisation (left-hand scale) 9
----- industrial confidence d - - - - - order books (right-hand scale)
10 86 1 10

1 1 1 1 1 1 1 1 1 1 1

5 L 76
1990 1991 1992 1993 1994 1995 1996 1997 1998 1990 1991 1992 1993 1994 1995 1996 1997 1998

Sources: ECB calculations based on available national non-harmonised data (columns 1 to 4 and 7 to 8), Eurostat (columns 5 to 6) and European
Commission Business and Consumer Surveys (chart data).

1) Quarterly resultsare based on available data from those countries which compile monthly or quarterly statistics.

2) Calculated according to ILO recommendations.

3) Manufacturing; data on capacity utilisation are collected in January, April, July and October and are shown as 2-quarter moving aver ages.
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6 Saving, investment and financing in the
euro area

Table 6

Saving, investment and financing
(asa percentage of GDP, unless otherwiseindicated)

Euro area saving and investment ¥ Investment of private non-financial sectors®?

Gross| Gross fixed| Net lending| Gross fixed Net
saving capital|  to the rest capital Non-| acquisition|  Currency| Securities Shares| Insurance
formation|of theworld| formation|  financial| of financia and other[ Cong-term technical
corporations| assets) deposits| than shares|  gecyrities| reserves
1] 2 3 4 5 6 7 8 9 10 11
1990 235 228 0.1 19.1 13.7 18.7 5.6 4.4 32 2.0 25
1991 219 229 -1.2 19.1 14.2 16.8 4.0 30 26 16 25
1992 20.9 22.2 -1.0 184 13.6 143 45 17 05 14 2.6
1993 20.0 20.2 05 16.6 12.2 13.0 54 0.6 11 0.9 29
1994 204 19.8 0.3 16.5 12.2 14.1 3.3 23 25 15 3.0
1995 21.3 20.0 1.0 16.8 12.6 13.2 4.8 19 17 13 33
1996 20.8 19.6 14 16.7 124 13.2 41 0.3 12 11 36
1997 214 19.0 21 16.2 11.9 12.0 21 -0.3 0.2 13 36
Financing of private non-financial sectors?? Net| Financia Net
Gross Net financial| investment| incurrence
saving[ Households| incurrence| — Securities Shares Loans investment| s a % of | of liabilities
of liabiliti other Long-term Long-term . 9ross as a % of
than shares|  securities loans| investment|  financing
(col. 6-14)| (col. 6/ (4+6))| (col. 14/ (12+14)
12, 13 14 15] 16 17, 18] 19 20 21 22
1990 220 12.0 14.2 0.6 0.3 21 9.6 45 44 49.5 393
1991 21.0 12.2 13.2 04 0.3 17 8.9 4.8 3.6 46.8 385
1992 20.7 121 10.7 0.7 0.6 16 6.9 4.7 3.6 43.7 34.0
1993 204 115 74 13 14 17 3.6 4.3 56 43.8 26.6
1994 20.3 10.6 9.9 11 12 19 3.9 37 4.1 46.0 32.9
1995 21.3 10.7 57 -1.7 -1.8 17 4.9 30 75 44.0 211
1996 20.7 10.6 8.7 0.2 0.1 19 4.8 3.6 45 44.2 29.6
1997 20.1 10.0 7.9 0.0 0.0 15 49 32 4.1 42.6 28.2

Investment and financing of private non-financial sectors??2

(as a percentage of GDP)

Investment Financing

[ currency and deposits

— grossfixed capital formation B shares E& loans e gross saving

----- net acquisition of financial assets Il insurance technical reserves 1] long-term securities — — — net incurrence of liabilities
24 ¢ 24,
20 | 70| T
16 | 16}

~
~ \

12

1990 1991 1992 1993 1994 1995 1996 1997

1990 1991 1992 1993 1994 m 1996 1997

1995

4L gL

Source: ECB.
1) Selecteditemsof financing and investment.
2) Private non-financial sectors comprise non-financial corporations, households and non-profit institutions serving households.
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7 General government fiscal position in the

euro area and in the euro area countries

General government fiscal position
(as a percentage of GDP)

1. Euroarea? - receiptsand expenditure

Current Current Net Deficit (-) /
receipts? Direct Indirect Social | expenditure ? Public Interest| Transfers to| capital| Investment| surplus (+)
tax taxes| contributions| consumption househol ds| expenditure?
1] 2 3 4 5| 6 7| 8 9 10 11
1990 45.0 12.0 129 16.7 45.0 175 4.8 185 41 30 -4.1
1991 459 12.3 12.9 17.3 46.2 181 4.9 19.2 4.2 31 -4.4
1992 46.7 12.3 130 17.7 47.7 185 55 199 36 31 -4.6
1993 47.6 125 13.2 181 49.4 18.8 5.7 20.8 39 29 -5.6
1994 47.0 12.0 134 18.0 485 185 55 20.7 36 28 -51
1995 46.8 121 13.3 18.0 48.2 18.2 5.8 20.6 3.6 2.6 -5.0
1996 47.1 12.1 134 18.2 48.2 18.3 55 20.6 32 25 -4.2
1997 47.3 12.2 135 18.2 47.1 17.9 51 20.5 2.7 24 -25
2. Euroarea?®- deficit and debt
Primary Cydlically Deficit/ Changein debt ¥ Gross nominal consolidated debt
deficit () / adJ usted _debt Total Currency, Short- Medium/ Total Currency, Short- Medium/
surplus (+)|  deficit (-) 2/) adj US;) deposits| term long-term deposits term long-term
surplus (+) ment and loans| securities] securities] and loans] securities| securities
12 13 14 15 16 17, 18 19 20 21 22
1990 0.7 -5.7 15 5.6 13 1.0 33 58.4 18.8 94 30.2
1991 0.5 -5.9 0.7 52 12 0.0 4.0 58.3 18.4 85 314
1992 0.9 -5.6 22 6.8 17 0.8 4.2 61.8 19.0 8.9 339
1993 0.2 -4.9 25 8.0 15 -0.3 6.9 68.3 20.0 8.3 399
1994 04 -4.7 0.8 59 0.2 0.6 51 70.7 19.2 8.5 43.1
1995 0.8 -4.6 23 7.2 20 -0.2 55 74.6 20.3 7.8 46.5
1996 14 -35 -0.2 39 0.3 0.0 3.6 76.0 19.9 7.6 48.5
1997 26 -1.9 -0.3 22 0.0 -1.0 32 75.3 19.1 6.3 49.9
3. Euroareacountries- deficit (-) / surplus (+)
BE DE ES| FR IE IT LU NL AT PT FI
1] 2 3 4 5 6 7 8 9 10, 11
1990 -55 -21 -4.3 -1.6 -2.3 -11.1 50 -5.1 -24 5.1 54
1991 -6.3 -31 -4.5 -21 -2.3 -10.1 19 -2.9 -3.0 -6.0 -15
1992 -6.9 -2.6 -4.1 -3.9 -25 -9.6 0.8 -3.9 -2.0 -3.0 -5.9
1993 -71 -3.2 -7.0 -5.8 -24 -95 17 -3.2 -4.2 -6.1 -8.0
1994 -4.9 -24 -6.3 -5.8 -17 -9.2 28 -3.8 -5.0 -6.0 -6.4
1995 -39 -33 -7.3 -4.9 -2.2 -7.7 19 -4.0 -51 -5.7 -4.7
1996 -3.2 -34 -4.7 -4.1 -04 -6.7 29 -2.0 -3.7 -3.3 -35
1997 -2.0 -2.7 -2.6 -3.0 0.9 -2.7 30 -0.9 -19 -25 -11
4. Euroareacountries- grossnominal consolidated debt
BE DE ES| FR IE IT LU NL AT PT FI
12 13 14 15] 16, 17 18] 19 20 21 22
1990 125.7 4338 44.8 355 96.0 98.0 4.7 79.1 57.9 65.3 145
1991 127.5 415 455 35.8 95.3 101.5 4.2 78.9 58.1 67.3 230
1992 129.0 441 48.0 39.8 92.3 108.7 51 79.9 58.0 60.1 415
1993 135.2 48.0 60.0 45.3 96.3 119.1 6.1 811 62.7 63.1 58.0
1994 133.2 50.2 62.6 485 88.2 1249 5.7 779 65.4 63.8 59.6
1995 131.0 58.3 65.6 52.7 80.9 124.2 59 79.2 69.2 65.9 58.1
1996 126.8 60.8 70.2 55.7 714 124.0 6.6 77.1 69.6 64.9 57.8
1997 121.9 61.5 68.9 58.1 63.4 121.6 6.7 714 64.3 61.5 55.1
Sources: European Commission (DG Il and Eurostat) and ECB.
1) Thetransactionsamong the euro area countries are not consolidated.
2) Euroarea excluding Luxembourg for 1990-95.
3) Difference between the annual change in nominal gross consolidated debt and the deficit as a percentage of GDP.
4)  Annual changein nominal gross consolidated debt expressed as a percentage of GDP: [ debt(t)-debt(t-1)] / GDP(t).
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General gover nment deficit

% of GDP — deficit  ----- cyclically adjusted deficit
10

0.0

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997

General government debt and current expenditured

debt (left-hand scale) - - - - - current expenditure (right-hand scale)
% of GDP % of GDP
80.0 - - 540
70.0 - - 520
60.0 -+ 50.0
50.0 - 480
40.0 - - 46.0
300 | , - 440
20.0 . . . . . . L . . . . . . . . . 420

1981 1983 1985 1987 1989 1991 1993 1995 1997

Sources: European Commission (DG Il and Eurostat) and ECB.
1) Euroareaexcluding Luxembourg.
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9 Trade in goods of the euro area

Table 9.1

Exports
(ECU billions; f.0.b. value)

Total Food, Raw Energy Chemicals| Other Machinery, Other
drink, materials| manufactured transport
tobacco| articles| equipment
1] 2 3 4 5 6 7 8
1995 622.46 46.78 14.53 1114 79.51 182.75 271.32 16.45
1996 667.81 48.66 13.71 12.97 85.09 194.26 293.45 19.68
1997 761.86 52.57 16.23 14.37 98.75 215.78 341.59 22.60
1996 Q1 157.92 11.48 3.44 3.07 20.47 46.11 68.70 4.64
Q2 165.67 11.94 343 325 21.26 47.72 73.38 4.69
Q3 162.41 11.93 325 3.15 21.68 48.39 69.35 4.68
Q4 181.81 13.31 3.59 3.50 21.68 52.04 82.02 5.67
1997 Q1 170.21 11.93 3.80 3.63 22.52 48.56 74.37 5.39
Q2 191.60 13.28 4.07 361 25.09 53.73 86.06 5.78
Q3 193,51 12.98 415 343 25.60 55.54 86.29 553
Q4 206.54 14.38 421 3.70 2554 57.95 94.87 5.90
1998 Q1 193.83 13.13 412 3.39 26.52 54.30 87.37 5.00
Q2 203.68 13.93 3.89 329 26.93 55.96 94.64 5.03
Q3 194.11 12.48 3.84 2.89 25.56 54.18 89.45 571
1997 Sep. 68.39 471 1.49 1.15 8.78 19.54 30.81 1.92
Oct. 73.20 5.24 154 127 9.27 21.22 32.65 2.02
Nov. 66.31 4.63 1.34 1.18 8.20 18.71 30.33 1.92
Dec. 67.03 451 133 125 8.07 18.02 31.89 1.96
1998 Jan. 58.36 4.04 1.25 117 8.36 16.16 25.77 1.60
Feb. 63.63 4.30 1.36 101 8.59 17.99 28.76 1.62
Mar. 71.84 4.79 151 121 9.57 20.15 32.84 1.78
Apr. 67.88 4.68 131 111 9.16 18.82 30.97 1.83
May 65.80 4.55 1.26 1.06 8.69 18.06 30.53 164
June 70.00 4.70 132 112 9.08 19.08 3314 1.56
July 7241 4.49 133 1.06 9.26 20.87 33.83 157
Aug. 56.13 3.95 1.23 091 7.74 15.43 25.47 1.39
Sep. 65.57 4.04 1.28 0.92 8.56 17.88 30.15 2.75
Oct. 68.69 . . . .
Percentage change compared with the corresponding period in the previous year
Sep. 1998 -4.1 -14.2 -14.1 -20.0 -25 -85 21 432
Cumulative
Jan.-Sep. 1998 6.5 35 -14 -10.3 7.9 42 10.0 -5.7
Source: Eurostat; the commodity breakdown isin accordance with the STC Rev. 3.
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Table 9.2

Imports
(ECU bhillions; c.if. value)

Total Food, Raw Energy Chemicals] Other Machinery, Other
drink, materias| manufactured transport
tobacco articles| equipment

1 2 3 4 5 6 7 8

1995 562.76 46.02 39.81 62.11 52.14 163.71 177.37 21.59

1996 594.36 46.69 36.45 73.85 53.75 166.13 191.36 26.17

1997 672.45 49.44 41.19 80.91 61.61 187.02 226.91 2541

1996 Q1 148.10 11.73 9.70 16.35 13.61 42.71 47.82 6.22

Q2 147.42 11.64 9.42 17.53 13.74 40.22 48.69 6.17

Q3 141.24 11.18 8.29 17.81 12.69 41.76 43.52 5.99

Q4 157.60 12.14 9.04 22.16 13.71 41.44 51.33 7.79

1997 Q1 158.05 11.29 9.59 20.88 1451 44.31 51.23 6.23

Q2 167.59 12.58 11.01 18.62 15.93 46.28 56.99 6.22

Q3 166.58 12.14 10.01 19.98 15.13 48.62 55.27 5.43

Q4 180.23 13.43 10.58 21.43 16.04 47.81 63.42 7.53

1998 Q1 180.37 12.64 10.84 17.50 17.58 51.18 64.48 6.18

Q2 178.62 12.55 11.12 15.87 17.21 50.03 65.76 6.10

Q3 168.80 11.99 9.60 14.55 16.05 49.49 60.70 6.43

1997 Sep. 60.95 4.26 3.70 6.63 5.57 17.93 21.21 1.65

Oct. 63.50 481 3.68 7.53 5.79 17.33 2191 2.46

Nov. 57.99 421 3.47 6.84 5.19 15.30 20.65 2.33

Dec. 58.74 441 343 7.06 5.06 15.18 20.86 274

1998 Jan. 57.86 412 351 6.16 5.59 16.39 20.10 2.00

Feb. 58.21 3.95 3.53 5.74 5.53 16.58 20.69 2.20

Mar. 64.30 457 3.80 5.60 6.46 18.21 23.69 1.98

Apr. 59.95 4.33 3.66 5.42 5.74 16.62 22.24 1.96

May 57.07 4.03 355 5.52 5.56 15.74 20.88 1.79

June 61.60 4.19 391 4.93 591 17.67 22.64 2.35

July 58.88 4.29 3.56 491 5.86 17.65 20.75 1.85

Aug. 49.58 3.68 2.78 4.69 4.66 14.72 17.54 1.52

Sep. 60.34 4.02 3.26 4.95 553 17.12 2241 3.06

Oct. 61.15 . . . . . . .
Percentage change compared with the corresponding period in the previous year

Sep. 1998 -1.0 -5.6 -11.9 -25.3 -0.7 -4.5 5.7 85.5

Cumulative
Jan.-Sep. 1998 7.2 32 31 -19.4 116 8.3 16.8 4.6

Source: Eurostat; the commodity breakdown isin accordance with the STC Rev. 3.
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Table 9.3

Trade balance

(ECU bhillions; exports (f.0.b.) - imports (c.i.f.))

Tota Food, Raw Energy Chemicds Other Machinery, Other
drink, materias] manufactured transport
tobacco| articl equipment
1 2] 3 4] 5 [§) 7 8
1995 59.75 0.76 -25.29 -50.95 27.38 19.07 93.95 -5.15
1996 73.45 1.96 -22.75 -60.90 31.33 28.13 102.13 -6.46
1997 89.44 3.15 -24.98 -66.54 37.17 28.75 114.70 -2.80
1996 Q1 9.81 -0.25 -6.27 -13.28 6.86 3.40 20.90 -1.56
Q2 18.25 0.30 -5.98 -14.29 7.52 7.51 24.70 -1.48
Q3 21.19 0.74 -5.05 -14.66 8.99 6.63 25.83 -1.30
Q4 24.20 117 -5.45 -18.67 7.96 10.59 30.70 -2.12
1997 Q1 12.17 0.63 -5.79 -17.25 8.03 4.25 2314 -0.83
Q2 24.01 0.72 -6.94 -15.01 9.16 7.44 29.08 -0.43
Q3 26.94 0.85 -5.87 -16.56 10.47 6.93 31.03 0.09
Q4 26.32 0.95 -6.38 -17.72 9.51 10.13 31.45 -1.63
1998 Q1 13.46 0.49 -6.71 -14.09 8.94 311 22.89 -1.17
Q2 25.06 1.38 -7.22 -12.58 9.72 5.93 28.88 -1.06
Q3 25.30 0.50 -5.76 -11.66 9.50 4.70 28.75 -0.72
1997 Sep. 7.45 0.45 -2.21 -5.48 321 1.62 9.60 0.27
Oct. 9.70 0.43 -2.14 -6.26 3.48 3.89 10.74 -0.44
Nov. 8.33 0.42 -2.13 -5.65 3.01 341 9.68 -0.41
Dec. 8.29 0.10 -2.11 -5.81 3.02 2.83 11.03 -0.78
1998 Jan. 0.50 -0.08 -2.25 -4.98 277 -0.24 5.67 -0.39
Feb. 5.42 0.35 -2.17 -4.73 3.07 141 8.07 -0.58
Mar. 754 0.22 -2.29 -4.38 3.10 194 9.15 -0.20
Apr. 7.93 0.35 -2.35 -4.31 342 2.20 8.73 -0.13
May 8.73 0.52 -2.28 -4.46 313 2.32 9.65 -0.14
June 8.40 0.51 -2.59 -3.81 317 141 10.50 -0.79
July 13.53 0.20 -2.23 -3.85 3.39 3.23 13.08 -0.28
Aug. 6.54 0.28 -1.55 -3.78 3.08 0.71 7.93 -0.13
Sep. 5.23 0.02 -1.98 -4.03 3.03 0.76 7.74 -0.31
Oct. 7.54
Absolute change compared with the corresponding period in the previous year
Sep. 1998 -2.2 -04 0.2 15 -0.2 -0.9 -1.9 -0.6
Cumulative
Jan.-Sep. 1998 0.7 0.2 -11 10.5 0.5 -4.9 -2.7 -1.8
Source: Eurostat; the commodity breakdown isin accordance with the STC Rev. 3.
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10 Exchange rates

Table 10

Exchangerates V

(period averages; units of national currency per ECU or euro (bilateral); index 1990 = 100 (effective))

Bilateral ECU or euro exchange rates

US| Japanese Swiss Pound Swedish Danish Greek Norwegian Canadian

dollar yen franc sterling krona| krone| drachma| krone| dollar

1 2 3| 4 5] 6 7 8| 9

1994 1.190 121.3 1621 0.776 9.16 7.54 288.0 8.37 1.625

1995 1.308 123.0 1.546 0.829 9.33 7.33 303.0 8.29 1.795

1996 1.270 138.1 1.568 0.814 851 7.36 305.5 8.20 1731

1997 1134 137.1 1.644 0.692 8.65 7.48 309.3 8.02 1.569

1998 1121 146.4 1.622 0.676 8.92 7.50 330.7 8.47 1.665

1997 Q4 1.123 140.5 1.610 0.677 8.58 751 310.2 8.01 1581

1998 Q1 1.087 139.2 1.604 0.660 8.71 7.53 319.1 8.20 1.554

Q2 1.100 149.5 1.643 0.665 8.60 7.52 339.9 8.28 1.592

Q3 1.118 156.3 1.642 0.676 8.95 7.50 332.7 8.54 1.690

Q4 1.177 140.6 1.600 0.702 9.38 7.44 3315 8.82 1814

1998 Jan. 1.088 140.8 1.604 0.665 8.72 7.53 312.3 8.16 1.566

Feb. 1.088 136.8 1.593 0.664 8.80 7.53 3124 8.23 1.561

Mar. 1.084 139.9 1614 0.653 8.64 7.55 331.6 8.22 1.536

Apr. 1.091 144.1 1.643 0.653 8.53 7.55 345.0 8.22 1.560

May 1.109 149.7 1.639 0.677 8.54 7.50 340.3 8.26 1.603

June 1.101 154.4 1.645 0.667 8.71 7.52 334.8 8.34 1.613

July 1.098 154.3 1.661 0.668 8.77 7.52 328.7 8.37 1.630

Aug. 1.102 159.4 1.646 0.675 8.96 7.50 331.6 8.51 1.688

Sep. 1.154 155.3 1617 0.687 9.12 7.48 337.9 8.74 1.756

Oct. 1.194 144.2 1.596 0.705 9.37 7.44 336.5 8.88 1.842

Nov. 1.164 140.1 1.612 0.701 9.31 7.44 329.1 8.68 1.793

Dec. 1172 137.4 1.594 0.702 9.45 7.45 328.8 8.91 1.807

1999 Jan. 1.161 131.3 1.605 0.703 9.08 7.44 323.6 8.65 1.765

Bilateral ECU or euro exchange rates Effective exchange rate
Audrdian| New Zealand| Hong Kong Korean Singapore] Taiwan Mexican| (EER) of the euro area?

dollar dollar dollar won dollar dollar peso Nominal Redl

10 11| 12 13 14 15 16 17| 18

1994 1.625 2.002 9.17 957.0 1.810 31.44 4.02 93.2 94.1

1995 1.765 1.993 10.01 999.7 1.833 34.28 8.35 97.8 98.9

1996 1.623 1.847 9.68 1007.9 1.765 34.39 9.52 98.3 99.3

1997 1528 1.715 8.75 1073.2 1.678 32.50 8.95 90.4 90.8

1998 1.787 2.097 8.69 1568.9 1.876 37.64 10.30 92.3 92.2

1997 Q4 1.621 1.820 8.69 1291.1 1.795 35.15 9.07 90.4 90.5

1998 Q1 1.630 1.879 8.42 1745.8 1817 36.07 9.17 89.6 89.7

Q2 1.754 2.063 8.53 1537.0 1.810 37.09 9.55 91.3 91.3

Q3 1.867 2.199 8.67 1486.8 1.935 38.71 10.62 935 93.6

Q4 1.887 2.236 9.16 1516.6 1.942 38.64 11.84 94.6 94.3

1998 Jan. 1.656 1.876 8.42 1855.8 1.900 37.08 8.94 90.3 90.5

Feb. 1.615 1.867 8.43 1773.8 1.798 35.89 9.26 89.5 89.7

Mar. 1.619 1.892 841 1615.8 1.757 35.30 9.30 88.9 89.0

Apr. 1.673 1971 8.47 1520.2 1.749 36.07 9.29 89.6 89.5

May 1.762 2.062 8.60 1552.4 1.817 37.13 9.53 922 921

June 1.824 2151 853 1539.8 1.866 38.06 9.83 92.2 92.2

July 1.776 2.116 851 1423.6 1.878 37.79 9.78 92.0 92.2

Aug. 1.868 2.196 8.55 1450.4 1.939 38.33 10.34 93.3 935

Sep. 1.962 2.289 8.97 1592.4 1.994 40.10 11.83 95.2 95.1

Oct. 1.932 2.284 9.31 1615.7 1.969 39.81 12.21 95.8 95.5

Nov. 1.834 2.180 9.05 1511.9 1913 38.08 11.64 94.1 93.8

Dec. 1.893 2.241 9.11 1426.3 1.941 38.02 11.65 94.0 93.6

1999 Jan. 1.839 2.159 8.99 1362.5 1.950 37.43 11.83 92.7 92.1
Source: ECB.

1) To December 1998, ratesfor the ECU (source BIS); from January 1999, rates for the euro.
2) BlScalculations; to December 1998, based on weighted averages of the euro area countries’ effective exchange rates; from January 1999, based on
weighted averages of bilateral euro exchange rates (original Bl Sfigures have been rescaled to 1990=100). Weights are based on 1990 manufactured
goods trade with the trading partners whose currencies are shown in the table and capture third-market effects. Real rates are calculated using
national CPIs. Where CPI data are not yet available, estimates are used.
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11 Economic and financial developments in
the other EU Member States

Economic and financial developments
(annual percentage changes, unless otherwise indicated)

HICP|  Genera Genera | Long-term| Exchange|  Current Unit Red| Industrial| Standard- Broad| 3-month
govern-( govern-(  govern- rated|  and new labour GDP] production ised| money® interest
~_ment| ment gross| ment _bong as national capital costs? index 9| unemploy- rate?

de“?t (')+/ ojjebft v e|d0/ Cu”;]:%’ account ¥ ment rate asa%
surplus (+)| asa % of asa%| per asa% of 2% of per
as a% of GDP per or euro| annum
GDP annum GDP labour
force (sa)
1] 2 3 4 5 6 7 8 9 10, 11 12
Denmark
1995 - -2.4 731 8.27 7.33 11 17 3.0 4.4 7.2 -2.0 4.60
1996 21 -0.7 68.4 7.19 7.36 17 1.0 33 14 6.8 7.2 3.56
1997 19 0.5 64.1 6.26 7.48 0.9 2.8 31 45 5.6 47 3.83
1998 13 4.94 7.50 . . . . 51 4.6 4.00
1997 Q4 16 - - 5.96 751 -1.3 31 33 6.8 54 3.9 3.83
1998 Q1 1.6 - - 5.30 7.53 -0.7 22 4.0 5.6 55 3.0 3.75
Q2 14 - - 5.12 7.52 . 20 11 -0.8 5.2 51 4.00
Q3 12 - - 4.82 7.50 35 34 24 51 6.6 4.62
Q4 11 - - 451 7.44 . . 4.7 3.8 4.00
1998  July 14 - - 491 7.52 - - - 31 5.2 5.3 4.06
Aug. 11 - - 481 7.50 - - - 49 51 6.2 4.25
Sep. 11 - - 4.74 7.48 - - - -0.8 4.9 84 4.62
Oct. 11 - - 4.67 7.44 - - - 16 48 4.0 4.43
Nov. 11 - - 4.59 7.44 - - - 0.0 4.6 4.1 4.12
Dec. 11 - - 4.27 7.45 - - - . 4.6 33 4.00
1999  Jan. . - - 4.03 7.44 - - - . . . 3.78
Greece
1995 - -10.6 110.1 - 303.0 -25 11.6 21 21 7.1 6.4 14.70
1996 7.9 -75 112.2 - 305.5 -3.7 10.6 2.7 0.6 75 9.8 12.20
1997 54 -4.0 109.5 9.92 309.3 . 7.1 35 1.0 7.9 145 12.50
1998 45 8.48 330.7 . . . . . 3.7 11.40
1997 Q4 47 - - 10.18 310.2 2.8 7.9 136 12.50
1998 Q1 42 - - 10.45 319.1 . . . 2.9 81 4.6 10.85
Q2 5.0 - - 7.90 339.9 . . . 6.0 10.3 3.0 12.20
Q3 4.8 - - 7.83 3327 . . . 31 117 18 12.25
Q4 4.0 - - 7.76 3315 . . . . . 55 11.40
1998  July 4.8 - - 7.67 328.7 - - - 8.3 11.2 2.3 12.00
Aug. 4.7 - - 7.56 3316 - - - 3.2 121 22 14.00
Sep. 5.0 - - 8.25 337.9 - - - -1.4 11.9 11 12.25
Oct. 45 - - 8.45 336.5 - - - 04 10.4 24 11.70
Nov. 3.9 - - 7.65 329.1 - - - 35 . 54 11.45
Dec. 3.7 - - 717 328.8 - - - . . 8.7 11.40
1999  Jan. . - - 6.32 323.6 - - - . . . 11.40
Sweden
1995 - -7.0 78.0 10.24 9.33 . . 39 12.6 838 -1.3 8.37
1996 0.8 -35 77.2 8.02 8.51 . . 13 31 9.6 10.0 3.93
1997 18 -0.8 76.9 6.62 8.65 2.7 . 18 8.1 9.9 4.2 4.68
1998 10 . . 4.99 8.92 . 82 35 3.42
1997 Q4 2.7 - - 6.18 8.58 21 33 9.1 9.1 2.0 4.68
1998 Q1 1.9 - - 551 8.71 31 2.9 4.2 8.7 2.0 4.50
Q2 14 - - 5.13 8.60 12 23 6.6 8.6 2.6 4.12
Q3 0.6 - - 4.82 8.95 24 35 4.3 8.1 4.7 412
Q4 0.1 - - 4.50 9.38 . 75 45 342
1998  July 13 - - 4.88 8.77 - - - 7.2 85 55 412
Aug. 0.6 - - 4.80 8.96 - - - 6.3 82 39 4.19
Sep. -0.1 - - 4.79 9.12 - - - 0.8 7.6 4.8 412
Oct. 0.1 - - 4.72 9.37 - - - 44 75 5.9 3.93
Nov. 0.1 - - 4.55 9.31 - - - 18 7.6 5.6 3.50
Dec. 0.0 - - 4.22 9.45 - - - . 74 21 342
1999  Jan. . - - 4.02 9.08 - - - . . . 3.36
United Kingdom
1995 - -55 53.9 8.32 0.829 -0.5 17 2.8 15 8.7 7.2 6.56
1996 25 -4.7 54.7 7.94 0.814 -0.2 2.0 2.6 0.4 8.2 9.9 6.56
1997 18 -21 535 7.13 0.692 0.6 33 35 1.0 7.0 11.2 7.48
1998 15 5.58 0.676 . . . 6.3 6.12
1997 Q4 19 - - 6.57 0.677 0.0 35 4.0 0.5 6.6 11.2 7.48
1998 Q1 15 - - 6.10 0.660 -1.6 31 34 0.1 6.4 10.5 7.47
Q2 18 - - 5.89 0.665 . . 2.8 0.9 6.3 9.9 7.59
Q3 14 - - 557 0.676 . . 23 0.4 6.2 9.6 7.27
Q4 14 - - 4.75 0.702 . 6.2 . 6.12
1998  July 15 - - 5.92 0.668 - - - 0.2 6.3 104 7.65
Aug. 13 - - 5.63 0.675 - - - 0.5 6.2 9.0 7.50
Sep. 15 - - 5.16 0.687 - - - 04 6.2 9.3 7.27
Oct. 13 - - 4,99 0.705 - - - -0.5 6.2 9.3 7.12
Nov. 14 - - 4.93 0.701 - - - -0.2 . 84 6.62
Dec. 15 - - 4.33 0.702 - - - . . . 6.12
1999  Jan. - - 4.20 0.703 - - - 5.82

Sources: Eurostat (columns 1, 8 and 10 (except Greece)); European Commission (DG Il and Eurostat) (columns 2 and 3); Reuters (column 12); national data
(columns 4, 5, 6, 7,9, 10 (Greece) and 11).

1)  Average-of-period values. 4)  Whole economy; data for the United Kingdom 6)  Averageof end-month values; M3;
2)  For moreinformation, see Table 10. exclude employers’ contribution to social security. M4 for the United Kingdom.
3) BPM4; BPM5 for Sveden. 5) Manufacturing; adjusted for working days. 7) End-of-period ratesto December 1998;

period averages thereafter.
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12 Economic and financial developments
outside the EU

Economic and financial developments
(annual percentage changes, unless otherwise indicated)

Consumer| Unit labour| Real GDP| Industrid| Standard- M22 3-month 10-year| Exchange Fiscal Gross
price index costs? production ised interbank | government rate?| deficit (-) / public
index ¥| unemploy- deposit bond| as nationa| surplus (+) debt ¥
ment rate rate ¥ yied? currency| asa%of| asa%of
asa % of asa % asa% per ECU GDP| GDP
|abour force| per annum|  per annum or euro|
(sa)
1] 2 3 4 5 6 7 8 9 10, 11
United States
1995 2.8 -16 23 54 5.6 21 5.44 6.69 1.308 -2.3 60.8
1996 2.9 -2.3 34 4.8 54 49 5.43 6.54 1.270 -1.2 59.9
1997 2.3 0.0 39 6.7 5.0 5.0 5.62 6.45 1134 0.1 57.8
1998 1.6 . 39 4.2 45 7.5 5.00 5.33 1121 .
1997 Q4 19 0.7 3.8 7.3 4.7 5.7 5.62 5.99 1.123 - 57.8
1998 Q1 15 1.1 4.2 6.0 4.7 6.5 5.59 5.67 1.087 - 57.7
Q2 16 1.0 3.6 5.0 4.4 7.2 5.59 5.67 1.100 - 56.1
Q3 16 14 35 32 4.5 7.4 5.20 5.27 1.118 - 55.2
Q4 15 . 4.1 2.6 4.4 8.7 5.00 472 1.177 - .
1998  July 17 - - 2.9 45 7.2 5.56 5.53 1.098 - -
Aug. 1.6 - - 3.7 4.5 7.1 5.50 541 1.102 - -
Sep. 15 - - 29 45 7.8 5.20 4.87 1.154 - -
Oct. 15 - - 31 45 8.4 5.12 458 1.194 - -
Nov. 15 - - 24 4.4 8.7 5.12 4.89 1.164 . -
Dec. 16 - - 2.2 4.3 9.0 5.00 4.69 1172 - -
1999  Jan. - - . 4.99 4.78 1.161 - -
Japan
1995 -0.1 -25 1.5 34 31 3.0 0.50 3.32 123.0 -3.6
1996 0.1 -17 51 2.3 34 33 0.31 3.03 138.1 -4.3
1997 17 -18 14 3.6 34 31 0.36 2.15 137.1 -33
1998 0.6 . . -6.9 41 40 0.18 1.30 146.4 .
1997 Q4 21 1.8 -0.9 -0.7 35 33 0.36 1.68 140.5 - -
1998 Q1 20 3.7 -35 -4.0 3.6 47 0.50 1.65 139.2 - -
Q2 0.3 7.1 -1.7 -8.5 4.2 37 0.43 1.36 149.5 - -
Q3 -0.2 . -3.6 -8.6 4.3 3.7 0.12 1.14 156.3 - -
Q4 0.5 . -6.7 4.3 4.0 0.18 1.04 140.6 - -
1998  July -0.1 85 - -9.2 41 35 0.34 1.36 154.3 - -
Aug. -0.3 8.3 - -9.1 4.3 38 0.37 1.17 159.4 - -
Sep. -0.2 - -7.6 4.3 3.8 0.12 0.88 155.3 - -
Oct. 0.2 - -7.9 4.3 39 0.68 0.82 144.2 - -
Nov. 0.8 - -5.6 44 4.3 0.68 0.89 140.1 - -
Dec. 0.6 - -6.4 4.3 39 0.18 1.39 137.4 - -
1999  Jan. - 0.35 2.07 131.3 - -
Real gross domestic product Consumer priceindices
(annual percentage changes; quarterly) (annual percentage changes; monthly)
8 4 - i _— =
United States — — — Japan United States Japan
L N euro area
6 L
5| 3
4t
3t 2
2L
1t
0r 1
1b
2t
0
3
4 |
_5 L L L L L l L L L _l L L L L L L L

1996

1) Manufacturing.

2) Average-of-period values, M2 and CDs for Japan.

1997

3) For moreinformation, see Tables 2.5 and 2.6.
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1998

1996

Sources: National data (columns 1, 2 (United Sates), 3, 4, 5, 6, 8 (to December 1998), 9 and 11); OECD (column 2 (Japan)); Eurostat (euro area chart
data); Reuters (columns 7 and 8 (from January 1999)); European Commission (DG I1) (column 10).
4) For moreinformation, see Table 10.
5) Grossconsolidated debt for the general government (end of period).

1997

1998
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Saving, investment and financing

(asa percentage of GDP)
National saving and Investment and financing of non-financial corporations Investment and financing of households ¥
investment
Gross| Gross| Net Gross Net Gross Net Capital Net Gross Net
saving capital [ lending to capital Gross| acquisi- saving| incurrence Secur-| expend-| acquisi- saving| incurrence
formation|the rest of | formation fixed tion of of | ities and iture tion of of
the world capital| financial liabilities| shares financial liabilities
formation assets| assets|
1] 2 3| 4 5 6 7 8 9 10 11 12 13
United States
1994 155 175 -1.7 74 6.7 4.1 7.9 35 14 124 7.6 13.7 4.5
1995 16.3 17.4 -14 7.8 7.2 6.0 8.3 54 25 12.2 6.7 134 4.9
1996 16.6 17.8 -1.6 7.8 75 5.2 8.2 4.8 14 12.4 5.7 133 51
1997 17.3 18.4 -1.7 84 7.6 4.2 8.2 4.4 19 12.3 4.8 12.7 49
1997 Q1 17.0 18.1 -1.6 8.2 74 6.1 8.1 59 15 12.4 3.0 12.7 45
Q2 17.6 185 -15 8.8 75 24 8.3 29 14 12.2 5.7 13.2 4.7
Q3 175 18.4 -1.7 8.3 7.7 4.8 8.4 52 20 12.3 57 12.8 54
Q4 173 185 -2.0 8.4 7.7 37 81 3.6 25 12.3 4.8 121 4.9
1998 Q1 17.7 19.1 -2.1 8.9 7.9 59 8.2 72 2.3 125 43 115 5.6
Q2 17.2 18.7 -25 8.4 8.0 4.4 8.1 51 27 12.8 6.5 115 5.6
Q3 17.2 18.8 -2.7 8.6 7.9 4.1 8.1 4.8 2.1 12.8 3.8 11.0 55
Japan
1994 313 28.7 2.7 12.8 145 16 12.3 1.0 0.8 7.2 10.3 12.6 15
1995 30.8 28.6 21 149 149 31 135 2.3 0.5 53 10.3 131 19
1996 315 30.0 14 14.6 15.3 17 15.2 0.3 1.0 6.7 6.4 12.7 11
1997 30.9 28.7 22 155 16.1 33 15.2 12 0.1 5.6 7.1 12.3 0.7
1997 Q1 334 294 15 0.6 -8.1 -1.0 -3.3 -0.9
Q2 31.2 26.6 2.3 2.6 -1.9 14 10.7 0.7
Q3 30.2 30.0 22 3.0 31 0.4 -0.3 15
Q4 29.0 293 2.6 6.6 10.7 -0.3 19.8 15
1998 Q1 33.2 27.9 24 0.6 -15.3 -2.6 -54 -2.3
Q2 . 24.1 . -0.6 13 22 12.2 0.0
Q3 26.7 3.7 -2.2 0.5 -2.6 0.5
Net lending of non-financial cor porations Net lending of households?
(as a percentage of GDP) (as a percentage of GDP)
mmmm  United States EEEEE Japan €euro area
4 - 14
12

-12L

1990 1991

1992 1993

1994 1995 1996 1997

10

1990 1991 1992 1993 1994 1995 1996 1997

Sources: ECB, Federal Reserve Board, Bank of Japan and Economic Planning Agency.
1) Households including non-profit institutions serving households. For Japan, saving of non-profit institutions serving households is included under
saving of non-financial corporations.
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General notes

The basis for the statistics compiled and
published by the European Central Bank
(ECB) was laid down in the document entitled
the “Statistical requirements for Stage Three
of Monetary Union (Implementation
Package)” which was made available to
banking associations and others involved in
statistical preparations for Stage Three by
the European Monetary Institute (EMI) and
the national central banks (NCBs) in July
1996. The Implementation Package covers
money and banking statistics, balance of
payments statistics, international investment
position statistics, financial accounts statistics,
price and cost and other economic
statistics."

The focus of these statistics is the euro area
as a whole. More detailed and longer runs
of data, with further explanatory notes,
are available on the ECB’s Web site
(http://www.ecb.int), and new or expanded
data will appear in the ECB Monthly Bulletin
as they become available.

Because the composition of the ECU does
not coincide with the currencies of the
Member States adopting the single currency,
amounts expressed in ECU are influenced by
the market behaviour of the other currencies.
To avoid this effect in the monetary statistics,
the pre-1999 data in Tables 2.1 to 2.4 are
expressed in units converted from national
currencies at the irrevocable fixed exchange
rates announced on 3| December 1998.
Unless indicated otherwise, price and cost
statistics before 1999 are based on the data
expressed in national currency terms.

Methods of aggregation and/or consolidation
(including cross-country consolidation) have
been used as appropriate.

The cut-off date for the statistics included in
this issue was 4 February 1999. Recent data
are often provisional and may be revised.

1) Money and banking statistics are the responsibility of the
ECB at the European level; responsibility for balance of
payments, international investment position and financial
accounts statistics is shared with the European Commission
(Eurostat); price and cost and other economic statistics are
the responsibility of the European Commission (Eurostat).
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Monetary policy and financial
statistics

Tables I|.I to |.4 show the consolidated
financial statement of the Eurosystem, data
on Eurosystem operations and statistics
relating to minimum reserves (not available
for this issue). Monetary data relating to
Monetary (MFls),
including the Eurosystem, are shown in
Tables 2.1 to 2.3. Table 2.4 sets out monetary
aggregates drawn from the consolidated MFI
balance sheet. Fuller quarterly data relating
to the MFI| balance sheet and monetary
statistics are planned for the March issue. A
complete list of MFIs is published on the
ECB’s Web site. Details of the sector
definitions are set out in the “Money and
Banking Statistics Sector Manual — Guidance
for the statistical classification of customers”
(EMI,  April 1998). The “Money and
Banking Statistics Compilation Guide”
(EMI, April 1998) explains recommended
practices to be followed by the NCBs. From
I January 1999 the statistical information is
collected and compiled on the basis of the
ECB Regulation concerning the consolidated
balance sheet of the Monetary Financial
Institutions sector (ECB/1998/16).

Financial Institutions

Statistics on money market interest rates, long-
term government bond yields and stock market
indices (Tables 2.5 to 2.7) are produced by the
ECB from wire services. For details concerning
the statistics on retail bank interest rates
(Table 2.8), see the footnote at the bottom of
the relevant page.

Statistics on securities market issues and
redemptions (Table 3) are expected to be
available in spring 1999.

Prices and real economy
indicators

The data presented in the ECB Monthly
Bulletin are, with a few exceptions, produced
by the European Commission (mainly
Eurostat) and national statistical authorities.
Euro area results are obtained by aggregating
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data for individual countries. As far as
possible, the data are harmonised and
comparable. However, the availability of
comparable data is, as a general rule, better
for the more recent periods than for earlier
periods. The seasonally adjusted data are
produced by Eurostat or national sources.

The Harmonised Index of Consumer Prices
(HICP) for the euro area (Table 4.1) is
available from 1995 onwards. It is based
on national HICPs that follow the same
methods in all euro area countries. The
implementation of the 1998 EU Council
Regulation on short-term statistics will
enlarge the range of available euro area data,
including timely and comparable data for
retail trade turnover, for which, at present,
an estimate based on national data is used
(Table 5.1).

With regard to statistics on national accounts
(Tables 4.2 and 5.1), the implementation of
the European System of Accounts 1995
(ESA 95) during 1999 and thereafter will pave
the way for fully comparable data, including
quarterly summary accounts, across the euro
area.

Unemployment rates conform to
International Labour Organisation (ILO)
guidelines. Data on employment are derived
from the most recent national sources using
similar, but not fully comparable, definitions
of employment (Table 5.2).

Opinion survey data (Chart 5.3) draw on the
business and consumer surveys of the
European Commission.

Financial accounts statistics

The Implementation Package foresaw a need
for detailed information covering the financial
transactions and balance sheets for the euro
area in order to complement monetary
analysis and policy research. The aim is to
provide a fairly full, though not complete, set
of financial accounts for the euro area based
on money and banking, balance of payments,

capital market, non-MFl financial corporation
and government finance statistics, and
drawing also on the ESA 95 national accounts.
Table 6 shows euro area aggregates based on
national capital and financial accounts.

A more detailed and further harmonised set
of statistics presenting financial accounts for
the euro area is expected to appear in the
ECB Monthly Bulletin later in 1999.

General government fiscal
position

Table 7.1 shows the euro area general
government fiscal position as a percentage of
GDP. This is compatible with the data notified by
the Member States in the framework of the
excessive deficit procedure as laid down in
the Treaty establishing the European Community.
In addition, government deficit and debt data are
shown for individual euro area countries owing
to their importance in the framework of the
Stability and Growth Pact.

Euro area receipts and expenditure, and the
cyclically adjusted deficit, are compiled on
the basis of country data provided by the
European Commission (DG 1l). The
aggregation is carried out by the ECB. While
the data on the deficit/surplus are
harmonised, data on receipts and expenditure
are not. The breakdown of debt is compiled
from data provided by NCBs.

Balance of payments, trade and
exchange rate statistics

Balance of payments data for the euro area
will be published for the first time in the April
issue of the Monthly Bulletin, and international
investment position statistics in the autumn,
conforming to the 5th edition of the IMF
Balance of Payments Manual (October 1993)
and the ECB Guideline of | December 1998
on the statistical reporting requirements of
the European Central Bank (ECB/1998/17).
Meanwhile, Tables 9.1 to 9.3 present data on
euro area trade in goods only.
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From January 1999 onwards, statistics on
exchange rates (Table 10) are daily reference
rates published by the ECB.

Other statistics

Statistics on other EU Member States

(Table I'l) follow the same principles as those
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for data relating to the euro area. Data
for the United States and Japan
contained in Tables/Charts 12.1 and 12.2 are
obtained from national sources. Saving,
investment and financing data for the United
States and Japan (Table/Chart 12.2) are
structured in the same way as the capital and

financial flows data shown for the euro area
in Table/Chart 6.

Conventions used in the tables

“

not applicable

not available

nil or negligible
“billion” 10°

® provisional

s.a.  seasonally adjusted

[T 1}

“ ”

35%
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Chronology of monetary policy
measures of the Eurosystem

22 December 1998

The Governing Council of the ECB decides
that the first main refinancing operation of
the Eurosystem will be a fixed rate tender
offered at an interest rate of 3.0%, a level
which it intends to maintain for the
foreseeable future. This operation will be
initiated on 4 January 1999, while the
allotment decision will be taken on 5 January
1999 and settlement will take place on
7 January 1999. In addition, the first longer-
term refinancing operation will be announced
on 12 January 1999 (with a settlement date
of 14 January 1999) and will be conducted
through a variable rate tender using the single
rate allotment procedure.

The Governing Council furthermore decides
that the interest rate for the marginal lending
facility will be set at a level of 4.5% and the
interest rate for the deposit facility at a level
of 2.0% for the start of Stage Three,
i.e. | January 1999. As a transitional measure,
between 4 and 21 January 1999, the interest
rate for the marginal lending facility will be
set at a level of 3.25% and the interest rate
for the deposit facility at a level of 2.75%.
The Governing Council intends to terminate
this transitional measure following its meeting
on 21 January 1999.

31 December 1998

In accordance with Article 1091 (4) of the
Treaty establishing the European Community,
the EU Council, acting with the unanimity
of the Member States of the European
Community without a derogation, upon a
proposal from the European Commission and
after consultation of the ECB, adopts the
irrevocable conversion rates for the euro, with
effect from | January 1999, 0.00 a.m. (local
time).

The ministers of the euro area Member
States, the ECB and the ministers and central
bank governors of Denmark and Greece
decide, in a common procedure involving the
European Commission and after consultation
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of the Monetary Committee, to fix the central
rates against the euro for the currencies
participating in the exchange rate mechanism
which comes into operation on | January
1999. Further to this decision on the
euro central rates, the ECB, Danmarks
Nationalbank and the Bank of Greece
establish by common accord the compulsory
intervention rates for the Danish krone and
the Greek drachma. A fluctuation band of
+2.25% will be observed around the euro
central rate for the Danish krone. The
standard fluctuation band of +15% will be
observed around the euro central rate for
the Greek drachma.

7 January 1999

The Governing Council of the ECB decides
that for the two main refinancing operations
to be announced on || and I8 January 1999
respectively the same conditions will apply as
for the first such operation, which was settled
on 7 January 1999, i.e. they will be fixed rate
tenders conducted at an interest rate of 3.0%.
The Governing Council confirmed its
intention to maintain the main refinancing
rate at this level for the foreseeable future.

21 January 1999

The Governing Council of the ECB decides
to revert to the interest rates on the
Eurosystem’s two standing facilities which it
had set for the start of Stage Three, i.e. to
set the interest rate for the marginal lending
facility at a level of 4.5% and that for the
deposit facility at a level of 2.0% with effect
from 22 January 1999. Furthermore, it decides
that for the two main refinancing operations
to be settled on 27 January and
3 February 1999 respectively the same
conditions will apply as for the first three
such operations settled earlier in January,
i.e. they will be fixed rate tenders conducted
at an interest rate of 3.0%.
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4 February 1999

The Governing Council of the ECB decides that
for the main refinancing operations to be settled
on 10 and 17 February 1999 the same conditions
will apply as for the first such operations settled

earlier in the year, i.e. they will be fixed
rate tenders conducted at an interest rate of
3.0%. In addition, the interest rate on the
marginal lending facility continues to be 4.5%
and the interest rate on the deposit facility
remains 2.0%.
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Documents published by the
European Central Bank (ECB)

This list is designed to inform readers about selected documents published by the European
Central Bank. The publications are available to interested parties free of charge from the
Press Division. Please submit orders in writing to the postal address given on the back of the
title page.

For a complete list of documents published by the European Monetary Institute, please visit
our Web site (http://www.ecb.int).

Monthly Bulletin

Articles published from January 1999 onwards:
“The euro area at the start of Stage Three”, January 1999.
“The stability-oriented monetary policy strategy of the Eurosystem”, January 1999.

“Euro area monetary aggregates and their role in the Eurosystem’s monetary policy strategy”,
February 1999.

Other publications

TARGET brochure, July 1998.
“The TARGET service level”, July 1998.
“Report on electronic money”, August 1998.

“Assessment of EU securities settlement systems against the standards for their use in ESCB
credit operations”, September 1998.

“Money and banking statistics compilation guide”, September 1998.

“The single monetary policy in Stage Three: General documentation on ESCB monetary policy
instruments and procedures”, September 1998.

“Correspondent central banking model (CCBM)”, December 1998.

“Possible effects of EMU on the EU banking systems in the medium to long term”,
February 1999.
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