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GR
ES
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Belgium
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Austria
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United Kingdom
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United States
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Bank for International Settlements
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ECB Monthly Bulletin « March 1999



Editorial

The Eurosystem has assumed responsibility
for the single monetary policy at a time when
inflation rates are compatible with price
stability prospects for the
maintenance of price stability are favourable.
Over the first two months of 1999 this
picture remained broadly unchanged,
reflecting the absence of significant pressures
on prices — either upwards or downwards —
which would have warranted a change in the
monetary policy stance.

and when

Against this background, the Eurosystem has
conducted all its main refinancing operations
as fixed rate tenders at a rate of 3.0% since
the start of Stage Three of Economic and
Monetary Union (EMU). Following its meeting
on 4 March 1999, the last before the
publication of this issue of the Monthly
Bulletin, the Governing Council of the ECB
announced that it would maintain the main
refinancing rate of 3.0%
operations to be settled on 10 and 17 March
1999. Furthermore, the Governing Council
decided to keep the interest rates applicable
to the deposit facility and the marginal lending
facility unchanged at 2.0% and 4.5%
respectively.

also for the

These decisions were made against the
background of the stability-oriented monetary
policy strategy of the Eurosystem, which is
based on two pillars, namely a prominent
role for money and a broadly based
assessment of the outlook for price
developments and the risks to price stability,
using financial and other economic indicators.

With regard to the first pillar, in December
1998 the Governing Council announced a
reference value of 4)2% for the growth of the
broad monetary aggregate M3. Since monthly
data for monetary aggregates can be rather
volatile, the Governing Council decided to
focus in its strategy not on outturns for a
single month but instead on the three-month
moving average of the |2-month growth rate
of this broad monetary aggregate. The latest
three-month moving average of M3 growth
(covering the period from November 1998
to January 1999) was 4.9%, which — although
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up from 4.6% in the previous three-month
period — is still close to the reference value
of 42%.

The monetary data for January 1999 showed
an increase in the annual growth rate of M3
to 5.7% from 4.5% in December 1998. The
acceleration of M3 was due to a large extent
to a significant increase in the rate of growth
of overnight deposits. This increase was
largely attributable to low levels of short-
term and long-term interest rates and the
environment of price stability in the euro
area, as well as to technical factors related to
the start of Stage Three of EMU and the
Against this
background, and in view of the uncertainty
relating to special factors pertaining to the
start of Stage Three, the Governing Council
did not consider the acceleration of M3 in
January 1999 as a signal of upcoming
inflationary pressures. However,
monitoring of monetary developments in the
coming months will remain necessary to
provide more conclusive evidence as regards
the underlying causes of the rise in M3 growth
and on whether this rise is likely to be
permanent or temporary in nature.

introduction of the euro.

close

A further remarkable feature of the monetary
situation in the first month of Stage Three
was the fact that credit to the private sector
accelerated further (the |2-month growth
10.5% in January 1999,
compared with 9.1% in December 1998). In
part, this reflected the fact that the costs of
bank loans extended to non-financial firms
and households in the euro area have rarely
been as favourable as they are at present.

rate reached

Turning to the second pillar of the monetary
policy strategy, recent evidence from financial
and other economic indicators has pointed in
different directions. The steady decline of
long-term nominal interest rates throughout
most of 1998 and in January 1999 came to an
end in February 1999. Between end-January
and 4 March 1999 bond yields rose, mainly
driven by global factors. As a consequence,
the euro area yield curve shifted upwards at
all maturities, in particular at the longer end,



while the spread of nominal government bond
yields over the comparable yield on an
inflation index-linked bond issued in the euro
area increased.

Domestic factors behind these developments
in financial markets may be the increased
uncertainties about the political support for
a stability-oriented monetary policy, as well
as over the future course of fiscal policy in
the euro area — in particular, whether the
requirements of the Stability and Growth Pact
will be met in the near term, or conversely
whether fiscal deficit-to-GDP ratios risk
reaching or exceeding the 3% reference value.
This quarterly version of the Monthly Bulletin
reviews the current fiscal situation in the euro
area in some detail in the section entitled
“Economic developments in the euro area”.

Recent information on indicators of economic
activity in the euro area provided evidence of
a sizable slowdown in the fourth quarter of
1998. Eurostat’s first estimate of real GDP
growth in the fourth quarter of 1998 was
0.2% (quarter-on-quarter), down from 0.7%
in the third quarter of 1998. Production in
the manufacturing sector fell by almost % in
the fourth quarter of 1998 compared with
the previous quarter. In addition, assessing
more  forward-looking or  coincident
indicators, the deterioration in industrial
confidence has continued into 1999. At the
same time, according to February 1999 data
released by the European Commission,
consumer confidence remained unchanged
from the record high levels observed at the
beginning of the year.

The standardised unemployment rate in the
euro area declined slightly to 10.6% in January
1999 after having remained unchanged at
10.7% from October to December 1998.
However, the situation differs across sectors.
According to the EC Business Survey,
expectations for employment in construction
and the retail trade remained broadly
favourable up to February 1999. By contrast,
the latest data available on expectations for
employment in manufacturing show that these
have deteriorated since last autumn.

More recently, external developments have
shown some signs of improvement, even
though uncertainties remain with regard to
their influence on the euro area. In particular,
the latest data available support the view of
continuing strong output growth in the
United States and show signs of improvement
in the
countries.

real economies of some Asian
By contrast, developments in
Brazil, following the crisis in January 1999,
continued to be a source of concern. In Japan

economic prospects remained bleak.

Recent price developments in the euro area
do not appear to signal a threat to future
price stability. The HICP inflation rate for the

euro area was 0.8% in January 1999 -
unchanged from the level recorded in
November and December 1998. This

reflected the fact that the decline in the rate
of increase in the price of services was offset
by a slight increase in the rate of change in
goods prices. The increase in the latter item
was mainly the result of a deceleration in the
fall in energy prices in January 1999.

Taking account of all relevant indicators, the
price stability has
remained favourable. In the light of recent
developments in real economy indicators, and
taking into account the current level of HICP
inflation rates, it appears that there is no

overall outlook for

major risk of HICP inflation exceeding the
2% ceiling in the near future. At the same
time, the pattern of upward and downward
risks to price stability has remained broadly
unchanged on balance. On the downside,
there
economy. There is also the risk that a

is a slowdown in the euro area
continuing decline in industrial producer
prices may lead to further downward
pressure on prices for consumer goods. On
the upside, some recent wage settlements
indicate that the very subdued growth or
even decline in unit labour costs seen in 1998
may not continue in the period ahead.
Furthermore, the weakening of the euro,
through its effects on economic activity and
import costs, could place some upward
pressure on industrial and consumer prices.
Finally, any easing of fiscal policies would

ECB Monthly Bulletin « March 1999



be a cause for concern and monetary
developments do not point in a downward
direction. Taken together, all these factors
argue in favour of an unchanged monetary
policy stance.

The current stance of monetary policy is
appropriate not only to maintain price
stability, but also to support economic growth
and employment. The low levels of short-
term interest rates, both in nominal and in
real terms, represent a significant decline
compared with the levels prevailing a year
ago. At the same time, nominal and real long-
term interest rates, even after their rise in
February 1999, are still at relatively low levels
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when viewed in the context of historical
patterns  and compared  with
international levels. Furthermore, the fact
that credit to the private sector is increasing
at a high and accelerating pace suggests that
financing conditions for households and
enterprises are indeed very favourable at
this juncture. However, in order to translate
this
investment, higher output growth and lower
unemployment, confidence needs to be
supported. Priority needs to be given to
removing the structural impediments to a
higher level of economic activity in the euro
area.

when

favourable environment into more
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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

In the first two months of Stage Three of
EMU the Governing Council of the ECB
decided to conduct the main refinancing
operations of the Eurosystem as fixed rate
tenders at a rate of 3.0%. This ECB interest
rate was identical to the level to which the
key national central bank interest rates were
lowered towards the end of 1998. Following
its meeting on 4 March 1999 the Governing
Council announced that it would maintain
the main refinancing rate of 3.0% for the
operations to be settled on 10 and 17 March
1999. On that occasion, the Governing
Council also decided to keep the interest
rates applicable to the deposit facility and
the marginal lending facility unchanged at
2.0% and 4.5% respectively. As explained in
detail in the “Editorial” section of this Bulletin,
these decisions were deemed appropriate in
view of the favourable overall assessment
regarding the medium-term outlook for price
stability in the euro area.

ECB interest ratesand the overnight

market interest rate
(percentages per annum; daily data)

marginal lending rate
deposit rate

. main refinancing rate
overnight interest rate (EONIA)
5.0 5.0
4.5 -, R T 45
4.0 : 40
3.5} ! : 35
3.0
25 | | 25
|
|
20" oo - 2.0
15 15
n n n n 2l n n n 21
1'01 8 15 22 29 5 12 19 26 1.0
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1999
Source: ECB.

ECB Monthly Bulletin » March 1999

Monetary growth affected by the
transition to Stage Three of EMU

In January 1999 the 12-month growth rate of
the broad monetary aggregate M3 increased
to 5.7% from a level of 4.5% in December
1998. Since monthly data on monetary
aggregates volatile, the
Governing Council decided in December
1998 to monitor monetary developments
against the reference value for M3 in terms
of a three-month moving average of
[2-month growth rates. The latest three-
month moving average of M3 growth (covering
the period from November 1998 to January
1999) stood at 4.9%. This was 0.3 percentage
point higher than that recorded over the
three-month period between October and

can be rather

December 1998. However, it still remained
close to the reference value of 4/2% set by the
Governing Council for M3 growth.

The [2-month growth rate recorded in
January 1999 is the highest since June 1996.
Between those two months M3 recorded a
steady pace of growth of between 3.5% and
5.5%. The increase in M3 growth in January
1999 was due to a pronounced increase in
the rate of growth of overnight deposits
(18.3% on a 12-month basis, compared with
[ 1.4% in December 1998). By contrast, other
deposits included in M3 showed a moderate
slowdown and marketable instruments in M3
continued to decline.

The strong pace of growth of overnight
deposits caused the growth of M| to increase
at an annual rate of 14.9% in January 1999.
This was significantly higher than the annual
rate of growth of 9.4% recorded in December
1998. As in 1998, the high rate of growth of
overnight deposits in January 1999 was mainly
due to the historically low level of nominal
and real interest rates, as well as to the
environment of price stability in the euro
area. Both of these factors contributed to
lowering the opportunity cost of holding
short-term deposits, thereby making them
more attractive. The expansion of overnight



deposits may, however, also have reflected a
cautious attitude on the part of investors in
the euro area in January 1999 in a climate of
uncertainty which was related, on the one
hand, to the process of learning to cope with
the new environment of Stage Three of EMU
and, on the other, to the high level of
volatility in international financial markets as
a result of developments in Latin America.
Furthermore, the acceleration of overnight
deposits recorded in January 1999 may have
reflected technical factors linked to the start
of Stage Three and the introduction of the
euro which, in the short term, may have
stimulated the demand for liquid balances.

Given the uncertainty relating to special
factors at the start of Stage Three, it would
not be warranted to consider the
acceleration of overnight deposits to be a
signal of upcoming inflationary pressures in
the euro area. However, due attention will
have to be paid to the development of this
component of M3 as time passes and the
influence of these special factors wanes.

The 12-month growth rate of other deposits
included in M3 fell to 2.2% in January 1999,
compared with 2.9% in December 1998. This
reflected a further decline in the growth of
deposits with an agreed maturity of up to
two years and a stable rate of growth of
deposits redeemable at notice of up to three
months. Still, reflecting the strong growth of
narrow money, the intermediate monetary
aggregate M2 accelerated significantly to a
[2-month growth rate of 7.6% in January
1999 from 5.8% in December 1998.

Finally, the marketable instruments included
in M3 continued their declining trend in
January 1999. The I2-month growth rate of
this component slipped to -5.8% in January
1999, compared with -3.5% in December
1998. This development reflected contrasting
movements in the individual sub-components.
On the one hand, the growth of money
market fund shares/units and money market
paper accelerated (to 8.2% on a |2-month
basis, up from 3.1% in December 1998); on
the other, a further contraction was recorded

Monetary aggregatesin theeuro area
(annual percentage changes)

M1 - = M3 — M39Y
15 115
12 f112
9 . 9
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/
z /
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1997 1998

Source: ECB.

1) Three-month centred moving average.

in repurchase agreements (-20.0%, compared
with -13.3% in December 1998) and in debt
securities issued with a maturity of up to
two years (-22.5%, compared with -3.7% in
the previous month).

Credit growth remained strong

Regarding the counterparts of M3, total
credit to euro area residents accelerated
further, with the I2-month growth rate
reaching 7.8% in January 1999, compared with
7.0% in December 1998. This increase was
accounted for by the higher 12-month growth
rate of credit to the private sector, which
reached 10.5% in January 1999, compared
with 9.1% in the previous month.

Several factors underlie the high and
accelerating pace of credit growth, which was
observed already in 1998. Most importantly,
in recent years retail bank lending rates have
declined significantly in the euro area. In fact,
the financing conditions on bank loans
extended to non-financial firms and
households have rarely been as favourable in
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the euro area as they were in early 1999. In
addition, the dynamic economic expansion in
some parts of the euro area during 1998
contributed to the stronger growth of loans
to the private sector. Furthermore, the
strong rise in land and housing prices in some
euro area countries has contributed to a
rising demand for mortgage lending.

By contrast, the |2-month growth rate of
credit to general government has remained
very subdued. In January 1999 it stood at
0.8%, compared with a rate of [.5% in
December 1998. The annual rate of change
of loans to general government was 2.2% in
January 1999, compared with -0.1% in
December 1998, while MFIs’ holdings of
public sector debt securities decreased at an
annual rate of -0.1% in January 1999,
compared with an annual increase of 2.7% in
December 1998.

Among the other counterparts of M3, the
longer-term financial liabilities of the MFI
sector (comprising longer-term deposits,
debt securities issued by MFIs and MFIs’
capital and reserves) expanded at an annual
rate of 5.1% in January 1999 (up from 2.4% in
December 1998). The increase in the growth
of this component was mainly the result of
a stronger increase in MFIs’ capital and
reserves and in debt securities issued by MFls
with a maturity of more than two years. The
relatively strong increase in the latter item
may be due to the fact that the reserve
requirement which some euro area countries
applied to these instruments until end-1998
no longer applied as from the start of Stage
Three.

Finally, the rate of growth of both external
assets and liabilities of the MFIl sector
increased significantly in January 1999. This
was partly due to temporary gross balances
of euro area credit institutions vis-a-vis
financial institutions outside the euro area,
of an amount of approximately €75 billion,
relating to the operation of the TARGET
system. These gross balances, which have no
economic significance, were unwound in
February 1999. On balance, in January 1999
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the net external asset position of the MFI
sector deteriorated by a non-seasonally
adjusted €35.6 billion compared with the
level recorded in December 1998.

Overnight interest rate fluctuated
above the main refinancing rate

The overnight interest 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 credit institutions in the euro
area), fluctuated for most of the first two
months of Stage Three slightly above the rate
which was applied to the main refinancing
operations of the Eurosystem (see Chart 1).
As can be seen from Chart 3, these
fluctuations broadly mirrored the pattern of
the accumulated reserve position of credit
institutions as measured by the difference
between the accumulated amount of reserve
holdings of credit institutions with the
Eurosystem and their aggregate reserve
requirement. By contrast, movements in the
overnight interest rate were not related to
transitory daily fluctuations in the reserve
holdings to any noticeable extent. This
indicates that credit institutions were already
making effective use of the averaging
provision of the minimum reserve system
from the start of the first maintenance period
of Stage Three, which ran from | January to
23 February 1999. This allowed them to
smooth most of the daily fluctuations in the
market’s liquidity (due, for example, to
changes in Treasury accounts with NCBs or
to variations in the demand for banknotes;
see the upper panel of Chart 4).

In a2 minimum reserve system with an
averaging provision, the volatility of the
overnight interest rate is typically higher on
the last day of the maintenance period,
since only on that day does the reserve
requirement become binding. Indeed, on
23 February 1999 the overnight interest rate
increased by around 30 basis points from the
level of the previous day, to 3.34%. Access
to the marginal lending facility on that day



was above €23 billion, indicating that many
credit institutions still needed funds to fulfil
their reserve requirement until the very last
moment. However, it is notable that the
sharp rise in the overnight interest rate and
the recourse to the marginal lending facility
occurred against the background of a surplus
reserve position of the banking system as a
whole. If measured over the whole of the
first maintenance period, the average daily
amount of current account holdings was
€100.2 billion (see Table 1). Around €0.9
billion of this amount reflected holdings of
credit institutions which were not eligible for
use in fulfilling the reserve requirement and
were mainly related to the participation in
payment systems. The remaining €99.3 billion
reflected eligible current account holdings of
credit institutions that were subject to the
reserve requirement. About €I.1 billion of
this amount was held in excess of this
requirement. In principle, these excess

Banking liquidity and the over night

market interest rate
(EURDbillions; daily data)

— - reserve requirement (left-hand scale)
- -- daily reserve holdings with the Eurosystem
(left-hand scale)

— accumulated 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. The
vertical dotted line indicates the end of the first reserve
maintenance period.

reserves could have been traded in the
money market or placed with the deposit
facility of the Eurosystem. The amount of
excess reserves may decline over time as

Factor s contributing to the banking
system’sliquidity
(EURMbillions; daily data)

1 longer-term refinancing operation (left-hand scale)

1 main refinancing operation (left-hand scale)
— other factors affecting the banking system’s
liquidity (right-hand scale)
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credit institutions adapt to the functioning of
the Eurosystem’s operational framework.

Table I, which was discussed in detail on page
12 of the February 1999 issue of the Monthly
Bulletin, provides an overview of the factors
contributing to the liquidity of the banking
system throughout the whole of the first
maintenance period of Stage Three. The figures
in Table | are presented as daily averages. The
table shows that during the first maintenance
period approximately two-thirds of the liquidity
provided by the Eurosystem’s monetary policy
instruments was supplied through the main
refinancing operations (€104.6 billion). The
amount of liquidity supplied through the longer-
term refinancing operation was €45 billion, but,
as this operation was not settled until 14 January
1999, the average daily amount provided
through this operation was only €34.2 billion.
The net recourse to the standing facilities,
computed as the difference between the
recourse to the marginal lending facility and

that to the deposit facility, was €2.4 billion on
average. As can be seen from the lower panel
of Chart 4, the recourse to these standing
facilities has fallen considerably over time. Since
the interest rate corridor of the Eurosystem’s
standing facilities was widened on 22 January
1999, significant amounts were only borrowed
or deposited on the occasion of an incident in
the TARGET system on 29 January 1999 and
on the last day of the first maintenance period
(23 February 1999). Finally, monetary policy
operations which were initiated by NCBs during
1998 and which gradually matured during the
first few weeks of January 1999 provided the
banking system with an average amount of
liquidity of €30.6 billion during the first
maintenance period.

Owing to the need to phase in the
operational framework of the Eurosystem,
the length of the first maintenance period in
Stage Three was — exceptionally — 54 days.
Subsequent maintenance periods will cover

Contributionsto the banking system’sliquidity

(EURDillions)

Daily average during the first maintenance period (1 January to 23 February 1999)

Liquidity providing

Liquidity absorbing Net contribution

Monetary policy operations of the Eur osystem

Main refinancing operations 104.6 - +104.6

Longer-term refinancing operations 34.2 - +34.2

Standing facilities 3.8 1.3 +2.4

Other operations 0.0 0.0 0.0

Stage Two monetary policy operations (rtet) 30.6 0.0 +30.6
TOTAL (a) 173.2 13 +171.8

Other factorsaffecting the banking system’sliquidity

Banknotes in circulation - 329.3 -329.3

Government deposits with the Eurosystem - 41.1 -41.1

Net foreign assets (including gold) 328.2 - +328.2

Other factors (net) - 29.4 -29.4
TOTAL (b) 328.2 399.8 -71.6

Credit institutions' holdingson

current accountswith the Eurosystem (c)=(a) +(b) 100.2

Of which eligible for use in fulfilling

the reserve requirement (d) 99.3

Required reserves (e) 98.3

Excessreserves f)=(d)- (e 11

Totals may not add up due to rounding.

1) Monetary policy operations initiated by national central banks in Sage Two and outstanding at the start of Stage Three
(excluding outright operations and the issuance of debt certificates).
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the duration of a full month, starting on the
24th day and ending on the 23rd day of
the following month. In the first two
main refinancing operations during the
maintenance period which started on
24 February 1999, the Eurosystem provided
a higher volume of liquidity than in previous
such operations, but it kept the volume
outstanding for its longer-term refinancing
operations constant. The higher provision of
liquidity took into account, to some extent,
the fact that the reserve requirement for the
second maintenance period was estimated to
be above that for the first maintenance
period, reflecting the growth of overnight
deposits in January 1999, as well as
projections of the other factors affecting the
banking system’s liquidity position.

Broadly stable three-month interest
rate

The three-month market interest rate fell
continuously in 1998 and stabilised in the
second half of January 1999. Between then
and 4 March 1999 this rate, as measured by
the EURIBOR, showed moderate fluctuations
in a narrow range around 3.10%. On 4 March
1999, the cut-off date for the data contained
in this issue of the Monthly Bulletin, the
three-month EURIBOR stood at 3.11%,
i.e. slightly above the level recorded at end-
January, while it was around |3 basis points
below its level at the beginning of the year
(see Chart 5). The relative stability of the
three-month interest rate since mid-January
shows that the temporary movements in the
overnight interest rate, in particular at the
end of the reserve maintenance period
(23 February 1999), were not transmitted to
longer maturities.

The outcome of the second longer-term
refinancing operation of the Eurosystem,
which was conducted as a variable rate
tender and settled on 25 February with a
three-month maturity, was a rate of 3.04%.
As the allotment volume of the longer-term
refinancing operation was announced in
advance by the Eurosystem, this rate

reflected market conditions and should not
be regarded as a monetary policy signal. The
occurrence of a small negative spread
between the longer-term refinancing rate and
the three-month EURIBOR rate prevailing on
that date is not surprising in this respect. It
can be partly attributed to the fact that the
transactions underlying the calculation of the
EURIBOR are unsecured, implying that the
EURIBOR embodies a higher risk premium.

After January 1999 had seen increasing
market expectations of a decline in short-
term interest rates in the remainder of 1999,
these expectations receded during February
1999 and almost disappeared in early March
1999. On 4 March 1999 the three-month
interest rate on the euro for futures
contracts with delivery in June and September
1999 was equal to 3.04%, i.e. slightly below
the spot rate prevailing on that date. This
corresponds to an increase in the futures
rates for these contracts of approximately
20-25 basis points since the end of January
1999. The one-month futures rate on
EURIBOR showed a similar upward revision.

Three-month interest rateintheeuroarea
(percentages per annum; daily data)

3.9 3.9
3.8 3.8
3.7 3.7
3.6 3.6
3.5 35
3.4 3.4
3.3 3.3
3.2 3.2
3.1 3.1
3.0 3.0
2.9 December l January ‘ Februafy 29

1998 1999
Source: ECB.

Note: Euro area average of national three-month interbank
rates until 29 December 1998; three-month EURIBOR from
30 December 1998 onwards.
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Reversal of trend in long-term bond
yields caused by global factors

Subsequent to the declines observed throughout
1998 and in January 1999, 10-year government
bond yields across the euro area fell to the
lowest levels seen since the late 1940s. This
declining trend was, however, reversed in
February 1999 when long-term interest rates in
the euro area rose significantly. On 4 March
1999, the cut-off date for the data contained in
this issue of the Monthly Bulletin, the average
| 0-year government bond yield in the euro area
stood at 4.31%. This was more than 50 basis
points higher than the level seen at end-January
1999 (see Chart 6) and this increase brought
long-term interest rates in the euro area back
to the levels observed in autumn 1998. Although
domestic factors appear to have played some
role in this sharp movement, the key influence
was the spillover of a distinct financial market
reassessment of the economic situation and
prospects in the United States. Nevertheless,
despite this global spillover, bond market
developments in the euro area remained
decoupled somewhat from developments in the

L ong-term gover nment bond yieldsin

theeuro area and the United States
(percentages per annum; daily data)

Implied forward euro area over night

interest rates
(percentages per annum; daily data; end-period)

— 4 Mar. 1999
6.0 - = = 29 Jan. 1999 - 6.0
5.5 55
5.0 5.0
4.5 4.5
4.0 4.0
3.5 3.5
3.0 3.0
25 b s

1999200020012002 2003200420052006200720082009

Source: ECB estimation. Theimplied forward yield curve, which
is derived from the market observed term structure of interest
rates, reflects the market expectation of future levels for short-
term interest rates. The method used to compute these implied
forward yield curves was outlined on page 26 of the January
1999 issue of the Monthly Bulletin. The data used in the
estimation are derived from swap contracts.

United States as the differential between

— euroarea  — — United States [0-year yields in the United States and
56 56 comparable yields in the euro area widened by
5.4 ,1 54 about I5 basis points between end-January 1999
5.2 |52 and 4 March 1999 to stand at around |10 basis
50 /\V»/ 50 points.
v I
4'8\ / ;N7 \\f\ s <! 48 The catalyst for this turnaround in financial
a6’ N 46 market sentiment about the United States was
4.4 4.4  the publication of GDP data for the final quarter
4.2 4o of 1998. Subsequent to this, a stream of
economic indicators confirmed the view of the
4.0 40 robustness of the US economy. This led to a
3.8 38 significant steepening of the yield curve in
36 Secember 1 January February 3.6 the United States. In addition to these
1998 1999developments in the United States, euro area

Sources: ECB, BlSand Reuters.

Note: Long-term government bond yieldsrefer to 10-year bonds
or to the closest available bond maturity. For further information
on the data used, see the respective tables and charts in the
“Euroareastatistics’ section of thisBulletin.
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bond markets were influenced by spillovers
emanating from Japan which were related to
financial market concerns about imbalances
between supply and demand in the Japanese



government bond market. However, the
spillovers related to these concerns tended to
influence more the volatility than the level of
yields in the euro area.

Apart from these global influences, other factors
may have placed upward pressure on euro area
bond yields. In this regard, the depreciation of
the euro vis-a-vis the US dollar in the first two
months of 1999 may have played a role. Other
influences may have included some reversal of
earlier “safe-haven” flows that had partly
facilitated the decline in long-term bond yields

denominated in euro in both the sovereign and
the corporate sectors may have added to these
upward pressures. Furthermore, it cannot be
excluded that increased uncertainty about the
political support for a stability-oriented
monetary and fiscal policy has contributed to
this development. At the same time, the
widening of the spread vis-a-vis yields with a
comparable maturity in the United States shows
that other domestic factors played an offsetting
role. In particular, the euro area bond market
seems to have been influenced by expectations
of a slower pace of future economic activity

in the euro area to the exceptionally low levels  that may have been triggered by a number of
seen in January 1999. In addition, a relatively = weak domestic real economy indicators in some
high level of issuance activity for bonds countries released by end-February 1999.

Key issuesfor theanalysisof real interest ratesin theeuro area

Areal interest rate is defined as a nominal interest rate corrected for a measure of expected inflation; therefore,

it measures the anticipated real return of an investment. This Box addresses some issues that arise in the
measurement of real interest rates and presents a description of the evolution of real rates in the euro area in
the past.

In constructing real interest rates, one difficult measurement issue is how inflation expectations, which are not
observable, are computed. The simplest approach, which may work well over shorter horizons, is to assume
that expectations simply reflect past developments, so that the best forecast of future inflation is its most recent
level. However, for horizons longer than a few months the difference between current and future inflation may
not be negligible. When calculating long-term real interest rates, this distortion is likely to be severe.
Therefore, a forward-looking approach is typically used in an attempt to estimate long-term inflation
expectations, e.g. through simple statistical models of inflation or larger-scale econometric models that take
into account information regarding the whole economy. Surveys of inflationary expectations can also be used.
In addition, for backward-looking historical analyses over long periods of time, another approach often
pursued is to subtract the level of current actual inflation (rather than estimates of expected inflation) from the
nominal interest rate, on the assumption that ex post expectations are on average in line with actual outturns.

Regardless of whether an ex ante or ex post approach is adopted, measures of real interest rates are also
sensitive to the selection of the price index used to construct them. For the euro area economy, a natural choice
for the calculation of the real interest rate is the HICP. However, it is sometimes argued that a measure of
(HICP) inflation excluding some of the most volatile components, such as energy prices, is preferable in this
context, as it eliminates components of the HICP whose impact on price developments may be transitory.
Furthermore, it has also been claimed that a producer price index (PPI) should be used rather than a CPI.

Comparing the industrial PPI (for which a standardised series from January 1991 is available for the euro area)
with the evolution of a euro area weighted average of national CPIs (which is strongly correlated with the
HICP, but for which a longer series is available than for the HICP), the average CPI inflation rate since 1991
has been equal to 2.9%, while that of the PPI has been 1.3%. In December 1998 the PPI recorded an annual
decline of 2.5%, reflecting the fall in commodity and energy prices in 1998. By contrast, HICP inflation was
0.8%. Therefore, average real interest rates constructed using the PPI are higher than those constructed using
the HICP, especially at present but also to some extent when computed over the period since 1991.
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The argumentation put forward in favour of using the PPI is that it may be more relevant for investment
decisions, since it captures the price of firms’ output. Investment is often believed to be the most interest rate-
sensitive component of aggregate demand and, therefore, an important element of the transmission mechanism.
However, there are several reasons why using the PPl is not an appropriate way to construct a measure of the
real interest rate. First, the PPI is usually more strongly affected by the price of imported commodities and
energy prices than is the HICP. These imported commodities and energy are often important inputs. The
profitability of an investment project depends, however, not only on the price of the firm’s output, but also on
the price of its inputs. Second, tR®I| only covers the industrial sector, and thus excludes services. The
services sector is a large (and growing) component of the euro area economy. Therefore, the PPl may be
unrepresentative of price developments relevant for investment in the area-wide economy as a whole. Finally,
consumption demand is also interest-sensitive to some extent. A real interest rate measured using the CPI
rather than the PPl is clearly a better measure to use when investigating and assessing individuals’ consumption
and saving decisions, since it reflects the intertemporal price of consumer goods.

The current level of thehort-term real interest rate (measured as the difference between the average three-
month EURIBOR during February 1999 (3.1%) and the latest outcome for HICP inflation (0.8% in January
1999)) is equal to 2.3% (see first table below). Employing a measure of HICP inflation that excludes energy
prices yields a real rate of 1.8%. Using a more sophisticated measure of inflation expectations, namely the latest
(December 1998) IMF and OECD inflation forecasts for 1999, leads to a short-term real interest rate equal to
1.7% in 1999.

M easur es of the current short-term real interest ratefor the euro area
(percentages per annum)

Using most recent headline HIGP 2.3
Using most recent HICP excluding energy priges 1.8
Using IMF / OECD (December 1998) projectich® 1.7

1) Short-termnominal interest rate during February 1999 minusinflation ratein January 1999.

2) Short-term nominal interest rate during February 1999 minus 1999 average forecast inflation. IMF forecast taken from the
World Economic Outlook. OECD forecast taken from the Economic Outlook.

3) Consumer pricedeflator.

The current level of short-term real interest rates in the euro area can be compared with its evolution in the past
and with the level in other major industrial countries (see table below). The euro area average over the 1990s —
a figure which is affected, inter alia, by exchange rate risk premia and excessive fiscal deficits — is almost
twice as high (4.5%) as the current level (2.3%). The current euro area short-term real interest rate is also
lower than the German average for both the 1990s (3.2%) and the entire period from 1960 to 1998 (2.8%).
Finally, it is also lower than in the United States, where the average level in February 1999 was 3.2%.

Historical short-term and long-term real interest rates?
(percentages per annum)

Short-term real interest rate Long-term real interest rate
Period euro area Germany United States euroarea Germany United States
1960-69 . 2.2 2.8 . 4.2 2.4
1970-79 . 1.9 0.9 . 3.2 0.5
1980-89 . 3.9 5.0 . 4.8 5.5
1990-98 4.5 3.2 2.3 5.2 4.1 3.9
1960-98 . 2.8 2.8 . 4.1 3.1
Current leveP 2.3 - 3.2 3.2 - 3.3

1) Short-termreal interest rates are calculated by subtracting the contemporaneous 12-month CPI inflation rate from the nominal
three-month interest rate. Long-term real interest rates are calculated by subtracting the contemporaneous 12-month CPI
inflation rate fromthe 10-year government bond yield. The HICP inflation rate is used for current euro area data.

2) Average of daily observations of the nominal interest rate during February 1999 minus the inflation rate in January 1999.

. not available - not applicable

Turning to thdong-termreal interest rate for the euro area (using yields on 10-year government bonds), the
average value for February 1999 was 3.2% (see table above). As evidenced by the real yield on a French
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CPl-indexed 10-year Treasury bond, market expectations at the beginning of March 1999 point in the
direction of a 3% real interest rate over the next 10 years (see Box 2 on page 16 of the February 1999 issue of
the Monthly Bulletin). The average euro area long-term real rate in February 1999 was approximately 200
basis points lower than the average over the 1990s (5.2%) and also considerably lower than the average for
Germany over the past 30 years (4.1%). In the United States the average level of the long-term rate in
February 1999 was 3.3%, slightly higher than that of the euro area. The average real interest rate associated
with price level-indexed US Treasury bonds of a 10-year maturity in February 1999 was around 3.8%. All this
evidence confirms that real rates in the euro area can be regarded as relatively low, both in historical and in
international terms.

The chart below shows the development of the short-term and long-term real interest rates for the euro area in
the 1990s. The fall in real interest rates observed in recent years may be related to some extent to the cyclical
situation. It is notable, however, that real interest rates are currently lower than they were in the mid-1990s,
when capacity utilisation in the manufacturing sector was at levels similar to those observed at present. This
suggests that other factors, such as declining inflation and exchange rate risk premia and lower fiscal deficits,
have allowed euro area average real interest rates to come down substantially. This is a clear illustration of the
benefits of the convergence process towards Monetary Union, indicating that progress towards low inflation,
exchange rate stability and improved fiscal positions have together brought about lower real interest rates.
Establishing a credible single monetary policy in this beneficial environment has fostered expectations of
price stability, thereby lowering real interest rates and supporting economic growth.

Short-term and long-term real interest ratesfor theeuro area
(percentages per annum)

—— short-term real interest ratbs — — long-term real interest ratés
9.0 9.0

8.0
7.0
6.0
5.0
4.0

3.0

2.0

1.0 1.0

1996 1997 1998

1990 1991 1992 1993 1994 1995
Source: ECB aggregation of individual country data; monthly averages.
Note: Nominal interest rates minus annual changesin the CPI.
1) Euroareaaverage of national three-month interbank rates until 29 December 1998; three-month EURIBOR from 30 December
1998 onwards.

2) Long-termgovernment bond yields, 10-year bonds or the closest available bond maturity.

In the light of the aforementioned developments
in euro area bond markets, the yield curve in
the euro area shifted upwards during February
1999 (see Chart 7). At the same time, there
was a slight widening of the differential between
yields on fixed nominal income bonds and the

real yields on inflation index-linked bonds with
a comparable maturity in France, thus reflecting
the stability of the real yield during February
1999 (see Box 1). As discussed in detail in
Box 2 on page 16 of the February 1999 issue of
the Monthly Bulletin, a widening of this
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differential can be interpreted as an indication
that financial market participants have raised
their longer-term inflation expectations.

Spillovers from global to euro area bond
markets highlight the important influence of
movements in global financial markets on
euro area fixed income bond markets,
particularly at the longer end of the maturity
spectrum. They show that, at times, caution
should be exercised when interpreting the
forward-looking information contained in
domestic financial asset prices within the
euro area.

Slight decline in stock markets

Recent stock market developments in the euro
area were heavily influenced by global financial
markets. Continuing the relatively volatile pattern
observed in January 1999, in the first half of
February stock prices in the euro area, as
measured by the broad Dow Jones EURO
STOXX index, declined by almost 5%.
Subsequently, despite some volatility, they tended
upwards, to stand 3% below their end-January
1999 levels by 4 March 1999 (see Chart 8).
A similar pattern of development of initial declines
and subsequent increases in stock prices was
observed in both the United States and Japan.
The US Standard and Poor’s 500 and the Japanese
Nikkei 225 indices declined by around 2.5% and
by more than 2% respectively over the period
from end-January to 4 March 1999.

An important influence on euro area stock price
developments during February 1999 was the
transmission of a high degree of volatility from
the stock market in the United States. This
volatility reflected the fact that the improved
economic conditions apparently affected stock
prices via two countervailing channels. On the
one hand, upward effects on stock prices arose
as the positive news tended to raise
expectations of future dividend streams. On
the other, the improved economic conditions
affected the bond yields in the United States.
This might have affected the discount factor for
future dividend payments, thereby exerting a
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Stock priceindicesin theeuroarea,

the United Statesand Japan
(1 December 1998=100; daily data)

—— euro area - — Japan
United States
120 120
115 115
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85 December January ‘ Februafy 85
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Sources: Reuters for the euro area; BIS for the United Sates
and Japan.

Note: Dow Jones EURO STOXX broad (stock price) index for
the euro area, Standard and Poor’s 500 for the United Sates
and Nikkei 225 for Japan.

downward effect on stock prices. All in all,
these developments left the US Standard and
Poor’s 500 index just over |% above end-1998
levels by 4 March 1999, and 5% above the peaks
seen in July 1998.

Reflecting spillovers from these stock market
developments in the United States, as well as
the increase in domestic long-term bond yields,
stock prices in the euro area were
at times subject to downward pressures.
However, markets may have perceived that the
depreciation of the euro in February was
indicative of an improved outlook for exports
and corporate earnings in the shorter term. A
further positive influence on the euro area stock
market came from expectations of heightened
merger activity in certain sectors of the euro
area economy.

All'in all, by 4 March 1999 these developments
had left euro area stock prices at more or less
the same level as that observed at end-
December 1998, but still almost | 1% below the
peak levels observed in mid-July 1998.
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2 Price developments

Consumer price increases unchanged
around the turn of the year

Since finalisation of the February issue of the
Monthly Bulletin, Eurostat has released HICP
figures for January 1999 and slightly revised
the HICP data for the period prior to 1999.
According to the revised data, the rate of
increase of headline HICP followed a
downward trend from 1.4% in June 1998 to
0.8% in November 1998, while remaining
unchanged at this rate (0.8%) in December
1998 and January 1999 (see Table 2).

Notwithstanding this picture of unchanged
price increases in the overall index around
the turn of the year, sub-components of
the HICP showed somewhat diverging
tendencies. On the one hand, the annual rate

Breakdown of HICP inflation in theeuro

area by components
(annual percentage changes; monthly data)
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Source: Eurostat.

Note: For further information on the data used, see the respective
tables and charts in the “ Euro area statistics’ section of this
Bulletin.

of increase of unprocessed food prices rose
by 1.1% in January 1999, up from 0.6% in
November 1998 (see Chart 9). Moreover, the
decline in energy prices, at 4.4%, was less
pronounced in January 1999 than it had been
in the previous month, but was equal to that
in November 1998. On the other hand,
price increases in non-energy industrial goods
and in services slowed down. In the case of
non-energy industrial goods, prices increased
by 0.8% in January 1999, compared with 0.9%
in November and December and 1.0% in
October 1998, which may reflect some fall in
industrial producer prices in the consumer
goods sector at the end of 1998. The
reduction in services price inflation to 1.8%
in January, from around 2% throughout 1998,
was mainly due to lower price increases for
transport services and communications,
affected by the deregulation of these sectors.
More generally, however, in both non-energy
industrial goods and services, a delayed effect
of the reduction in energy prices throughout
1998 may have played a role.

Impact of energy prices on current
and prospective consumer price
developments

Energy prices were the main factor behind
the declining trend in the year-on-year
increase of headline HICP in the second
half of 1998 (together with prices for
unprocessed food, which generally show a large
degree of volatility). Comparing the euro area
overall HICP rate of inflation with an HICP
measure excluding energy shows that the latter
has fluctuated around a level of 1'2% since early
1997, while the former has followed a broadly
downward trend (see Chart 10). This highlights
the fact that price stability is clearly established
in the euro area, even though there was some
downward pressure due to the development in
energy prices in 1998. This development is
closely linked to world market prices of oil.
Apart from the impact of the deregulation of
utilities (which has recently occurred) and
changes in energy taxation and exchange rates,
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changes in the world market price of oil are
typically reflected in the HICP energy index
with only a short lag. A stabilisation of oil prices
or an increase could therefore be expected to
feed through quickly to consumer prices
through the energy price component. In
addition, changes in the world market price of
oil (as well as non-oil commodities) will affect
other components of consumer prices with a
somewhat longer lag owing to their effect on
production costs throughout the economy. In
particular, this could be the case for non-energy
industrial goods (see also the section below on
industrial producer price developments).

Looking backwards, the world market price of
oil has been following a broad downward trend
since early 1997 and stood, in real terms, at a
historic low in December 1998 (EUR 8.8 per
barrel). However, it increased to EUR 9.5 per
barrel in January 1999 and stood at EUR 9.4
(corresponding to USD 10.6) per barrel in

Measuresof HICP inflation for the

euro area
(annual percentage changes; monthly data)

—— total HICP
— = HICP excluding energy

3.0 13.0

|

|

0.5 0.5

1996 1997 1998
Source: Eurostat.
Note: For further information on the data used, see the respective
tables and charts in the “ Euro area statistics’ section of this

Bulletin.
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euroarea
(annual percentage changes; monthly data)
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Source: Eurostat.

Note: For further information on the data used, see the respective
tables and charts in the “ Euro area statistics’ section of this
Bulletin.

February 1999. Thus the downward trend did
not continue in early 1999. Looking forward,
while the prospects for the world market price
of oil are difficult to foresee, oil price futures
indicate that Brent crude oil prices are expected
to increase slightly during the course of 1999,
to stand at around USD |2 per barrel at the
end of the year.

Against this background, it is to be expected
that the downward impact of energy prices on
HICP price developments in 1999 will be far
more muted than was the case in 1998. Instead,
limited upward effects could materialise as the
sharp reductions in energy prices observed in
1998 drop out of the calculations of annual
rates of change. This mechanical effect may be
demonstrated by assuming that the annual rate
of increase of all sub-components of the HICP
(excluding energy) will remain at the level of
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January 1999 and that the level of the HICP
energy index will be unchanged from January
1999 onwards. As a result, the overall annual
increase in the HICP would be 0.4 percentage
point higher than the current level of 0.8% by
the end of 1999. While it is likely (as mentioned
above) that other sub-components will continue
to be affected by the decrease in energy prices
in 1998 with a lagged effect, such mechanical
calculations may nevertheless highlight the fact
that the strong downward effect of, in particular,
oil price developments could ebb away during
the course of this year.

Strong decline in industrial producer
prices and underlying factors

Similar to energy prices, industrial producer
prices have also decreased significantly since
around mid-1998, and they have occasionally

given rise to concern about protracted price
falls which could spill over into the economy as
a whole. However, while clearly recognising the
fact that there are no factors suggesting
immediate upward risks which might constitute
a cause for concern, a number of factors can be
highlighted which indicate that recent downward
movements are concentrated in one sub-sector
(the intermediate goods industry) and are far
less pronounced elsewhere.

Chart I | shows that total industrial producer
price annual increases in the euro area have
1996, before
turning negative in the second quarter of
1998. In December 1998 they were 2.4%
lower than a year earlier. However, prices in
the intermediate goods industry fell much
more sharply than in other sectors, such as
the capital goods industry and the consumer
goods industry.

been subdued since around

Price and cost developmentsin theeuro area

(annual percentage changes, unless otherwise indicated)

1996 1997 1998 1998 1998 1998 1998 1998 1998 1998 1998 1999 1999

Q1 02 03 04 Sep. Oct. Nov. Dec. Jan. Feb.
Harmonised | ndex of
Consumer Prices (HICP)
and its components
Overall index 22 16 11 11 13 11 08 10 09 08 08 08
of which:
Goods 18 11 06 07 10 07 02 04 03 02 01 02
Food 1.9 1.4 1.6 1.6 2.1 1.7 1.1 1.4 1.2 1.0 1.0 1.2
Processed food 19 14 14 13 16 14 12 13 13 12 11 13
Unprocessed food 19 14 20 20 28 21 08 15 11 06 09 11
Industrial goods prices 18 10 01 02 04 01 -02 -01 -01 -02 -04 -03

Non-energy industrial goods 1.6 05 0.9

06 09 10 09 10 10 09 09 08

Energy 26 28 -26 -14 -14 -32 -44 -39 -40 -44 -48 -44
Services 29 24 20 20 20 20 20 20 21 20 19 138
Other priceand cost indicators
Industrial producer pricéd o6 10 -08 05 -02 -12 -22 -15 -19 -23 -24
Unit labour cost$) 1.8 06 23 -06 -0.6 - - - - - -
Compensation per employ@e 34 26 10 12 13 - - - - - -
Labour productivity?) 16 21 . 34 18 18 - - - - - -
Oil prices (EUR per barref) 159 171 120 136 128 11.7 100 119 112 102 88 95 94

Commodity prices (EURY

-6.9

13.0 -12.5

-0.1 -10.7 -18.2 -20.5 -20.9 -23.6 -184 -194 -17.2 -16.1

Sources: Eurostat, national data, HWWA-Institut fur Wirtschaftsfor schung, 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.

0]
2)
3)
4)

Excluding construction.

Whol e economy.

Brent Blend (for one-month forward delivery). ECU up to December 1998.
Excluding energy. ECU up to December 1998.
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I ntermediate goodsindustrial producer
prices
(annual percentage changes; monthly data)
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Chart 12 displays producer prices for various
sub-sectors of the intermediate goods
industry. In the light of the decline in the
world market commodity prices of oil, non-
ferrous metals and iron ore (measured in
euro) since mid-1997, it is not surprising that
the strongest price among
intermediate goods has been recorded for
petroleum and other fuels, followed by basic
metals. The prices of chemicals and, more
recently, paper and pulp have also declined,
but to a lesser extent than those of basic
metals. In comparison, prices of rubber and
plastic have been declining slowly but
gradually over the past two and a half years.
In all these areas of production, goods are
generally processed to a lesser degree than
in the consumer and capital goods industries,
and raw materials therefore make up a larger
share of production costs. As a result,

decline
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intermediate goods prices tend to be strongly
influenced by developments in world market
commodity prices.

Moreover, as intermediate goods prices are
more exposed to international competition
than those for many finished goods, the
recent pattern of falling prices can also be
linked to enhanced competition from foreign
producers.

Besides these external factors, the absence of
any significant domestic upward price pressure
over the past few years can be seen as generally
reflecting subdued labour cost developments.
Wage increases as measured by compensation
per employee remained low in the first three
quarters of 1998 (rising just above 1%), while
productivity grew at a somewhat higher rate,
thereby leading to some reduction in unit labour
costs over the same period. More up-to-date
data are currently unavailable, but there is some
evidence that wage growth might accelerate in
the course of 1999.

Finally, recent trends in both overall
consumer prices and various categories of
other price and cost developments and their
main underlying factors indicate the absence
of notable upward pressures on prices in the
immediate future. Nonetheless, they also
indicate that the most recent price
developments have been influenced by a
number of factors which appear to be
exceptional and may eventually cease to have
an effect, in particular in the context of more
favourable developments in the world
economy. However, given the uncertainty
associated with a further recovery of major
economies and trading partners of the euro
area, it is difficult to make precise forecasts
of when a stabilisation or rise in oil and non-
oil commodity prices could occur. Recent
downward developments in specific price
and cost indicators therefore need to be
monitored closely, also taking into account
the most recent trends in world market
prices and exchange rate developments of
the euro. In addition, wage developments
need to be monitored closely.

23



24

3 Output, demand and labour market developments

Significant slowdown in real GDP
growth in the fourth quarter of 1998

According to a preliminary estimate of area-wide
real GDP growth by Eurostat, which was broadly
in line with expectations based on available
national data, there was a significant slowdown in
the final quarter of 1998 compared with earlier
quarters (see Table 3). Whereas quarter-on-
quarter growth for the euro area as a whole is
considered to have been around 0.7% on average
in each of the first three quarters of last year,
GDP growth is estimated to have slowed to just
0.2% in the fourth quarter of 1998 (i.e.2.4%

higher than in the fourth quarter of the previous
year). As noted in the February issue of the
Monthly Bulletin, differences in the treatment of
variations in the number of working days and
seasonal adjustment methods, and in particular
the likelihood of revisions, suggest that caution
should be exercised when interpreting the
quarterly pattern of area-wide trends in overall
growth on the basis of first estimates. Moreover,
it has to be borne in mind that this estimate is
based only on data available for a number of
larger countries in the euro area (viz. Germany,
France, Spain, Italy and the Netherlands), although
together these account for over 80% of total

Output, demand and labour market developmentsin theeuro area

(annual percentage changes, unless otherwise indicated)

1996 1997 199

8 1998 1998 1998 10998 1998 1998 1998 1998 1998 1999
Ql Q2 Q3 Q4 Aug. Sep. Oct. Nov. Dec. Jan.
3-month centred moving averages

Real gross domestic product 16 25
- Change from previous peridd - - -

30 38 30 29 24 - - - - - -
09 06 07 0.2 - - - - - -

Industrial production excl. construction 00 41
- Change from previous periéd - - -
of which:

41 63 44 40 19 40 36 31 19
14 08 02 -03 02 01 02 -03

Manufacturing -02 48 46 73 50 43 18 43 40 32 18
by main industrial groupings:

Intermediate goods -0.7 54 39 73 43 33 08 33 26 21 08

Capital goods 1.7 42 68 91 66 69 49 69 70 62 49

Consumer goods -05 20 35 41 41 39 21 39 38 32 21
Construction -26 -10 -11 28 -10 -21 -36 -21 -26 -3.2 -3.6

Capacity utilisation (%Y

80.3 81.6 83.

1 83.1 836 833 824 - - - - - -

Economic sentiment index 27 25 32 37 44 30 16 30 21 18 16 17 13
Consumer confidence indicatBr -9 -3 7 4 6 7 10 7 7 8 10 11 11
Industrial confidence indicatét -8 3 7 10 10 7 0 7 5 3 0 -1 -2
Construction confidence indicatBr -13  -10 4 -2 1 10 8 10 9 9 8 11 12
Retail sales, constant prices 11 038 28 18 29 .29 24 29 .

New passenger car registrations 66 39 76 126 33 74 75 74 51 77 75 90
Employment (whole economy) 0.2 03 10 11 14 . - - - - - -

Unemployment (annual change in 000s) 419 97
Unemployment (% of labour force)

-862 -523 -828 -1020-1071 -1020 -1065 -1108 -1072 -1000

116 116 110 112 11.0 109 10.7 109 10.8 10.7 10.7 10.7

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

production (adjusted for variations in the number of working days),

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

average threemonths earlier.

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 fromthe average over the period since January 1985.
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euro area GDP. The estimate includes
projections from Eurostat for the remaining
countries. Nonetheless, the data confirm previous
expectations that output growth weakened
markedly around the turn of the year. Overall,
real GDP growth in 1998 is estimated to have

been 3.0%, which is considerably above the rate
of growth achieved in 1997. However, the slower
growth in the fourth quarter supports the general
view that GDP growth will be weaker in 1999,
particularly in the early part of the year (see also
Box 2).

A review of the prospectsfor theeuro areain 1999

Real GDP growth for the euro area proved to be significantly stronger in 1998, at 3.0%, than in the previous
year, despite the weakening in the external environment. This reflected a strengthening in domestic demand
which more than compensated for the diminished contribution to output growth from net exports. The overall
rate of growth recorded in 1998 was the strongest since 1990 and was accompanied by both an increase in
employment and — for the first time since 1995 — a decrease in unemployment. Nevertheless, evidence of a
slowdown in growth in the euro area was also apparent during the course of 1998, first in industrial production
and, towards the end of the year, in total GDP. For the year as a whole, the increase in the HICP slowed to
1.1% from 1.6% in 1997, continuing the downward trend observed in recent years. By the end of 1998, the
annual increase in the HICP had reached 0.8%.

The impact of the emerging markets crisis on the euro area has been a source of considerable uncertainty in terms
of evaluating the outlook. Forecasts for both real output growth and inflation tended to be revised downwards in
the course of 1998, as the negative impact of the external environment was assessed to be both stronger and more
prolonged than initially envisaged. The table below summarises the outlook for real GDP growth and inflation in
1999 on the basis of the latest forecasts by international organisations and the private sector. It should be noted
that differences between the forecasts are due, in part, to differences in the assumptions underlying the projections,
as well as to their different publication dates. In addition, these forecasts have not been able to take into account
the consequences of weaker than expected GDP growth in the last quarter of 1998. Nevertheless, they may help
to illustrate the general downward revisionfai@casts.

A slowdown in growth generally foreseen for 1999

Generally, real GDP growth in the euro area is expected to continue in 1999, but at a slower pace than that
observed in 1998. Although there is some variation in the extent of the anticipated slowdown, most projections
place real GDP growth in 1999 within a range of 2-2%%, whereas the most recent forecasts place growth
towards the lower end of this range. The forecast of lower output growth in 1999 is generally projected as a
result of weaker demand in major overseas markets. Domestic demand is expected to continue to be supported

Inflation and real GDP forecastsfor the euro areafor 1999 V)

Latest forecast Inflation Real GDP

forecast change forecast change

(p.c.p.a) (in % pointy (p.c.p.a) (in % points)
European Commission Oct. 1998 14 -0.5 2.6 -0.6
IMF Dec. 1998 14 -0.2 2.4 -0.4
NIESR3 4 Jan. 1999 1.0 -0.4 2.2 -0.2
OECD Dec. 1998 1.4 -0.4 2.5 -0.4
Consensus Economicé Feb. 1999 1.1 -0.1 2.2 0.0

1) Differencesin forecasts may be due to differing exogenous assumptions among forecasting institutions.

2) Difference between latest and previous forecast in percentage points; biannual (European Commission and OECD), quarterly
(NIESR) and monthly (Consensus Economics); IMF December 1998 update compared with October 1998 forecast.

3) National Institute of Economic and Social Research.

4) Euro area forecasts from NIESR and Consensus Economics exclude Luxembourg.
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mainly by private consumption in 1999. One consequence of the lower consumer price increases is that there
has been an unanticipated increase in households’ real income. This, combined with an upturn in employment
growth since early 1997, has accompanied a substantial improvement in consumer confidence and underpins
the expectation of continued consumption growth in 1999. In general, investment is also expected to continue
to grow, supported by, among other factors, low interest rates.

The risks to output growth remain on the downside. In particular, a decline in profits of the corporate sector,
linked to lower demand for area-wide exports, could result in a slowdown in business investment, stronger de-
stocking and weaker employment growth. In addition, a significant reversal in consumer confidence, which
had reached unusually high levels around the turn of the year, could constitute a risk to sustained increases in
private consumption. The risks arising from the external environment may have become somewhat more
balanced, but remain a major source of uncertainty regarding the outlook (see also Section 5).

Labour market conditions expected to improve, but by lessthan in 1998

In general, labour market conditions in the euro area are expected to continue to improve in 1999, following a
decline in unemployment of around 0.8 percentage point in 1998, which brought the rate down to 10.6%
in January 1999. However, employment is expected to continue to increase at a slower rate than in
1998. A more sustained decline in unemployment requires much stronger structural reforms in a number of
countries.

Slow progressin fiscal consolidation

Fiscal policy for 1999, as reflected in the initial budget plans of most governments, has adopted a broadly
neutral stance for the euro area as a whole. In fact, the small envisaged reduction in the euro area weighted
average deficit ratio in 1999 is expected to be the result of a similar decline in the ratio of interest payments to
GDP. Hence, no significant fiscal consolidation has formed part of countries’ budget plans, but rather an
easing of the efforts made in 1997, with the exception of those countries that have to compensate in 1998 for
the unwinding of temporary effects introduced in the previous year. More recently, in view of the weaker than
expected growth in some components of demand, some governments have considered leaving automatic
stabilisers to work in an unrestricted manner, at least on the revenue side. This course of action would be
compatible with the attainment of the announced budgetary targets, as the impact on public revenue of slower
output growth, especially in exports, should not be sizable. In addition, however, the expected slowdown in
growth has prompted some requests for a more expansionary fiscal policy stance to counterbalance the effects
of the weaker components of demand. However, such discretionary easing of fiscal policies could increase
uncertainty about the stance of fiscal policies in the future and the achievement of the objectives enshrined in
the Stability and Growth Pact, as it would lead to a rise in structural deficits.

Increasesin consumer prices expected to remain subdued

The outlook for consumer price increases in 1999 has also tended to be revised downwards. Part of this re-
assessment of near-term price developments is due to weaker than expected energy prices. Although inflation
rates could increase again in the course of 1999, largely owing to the effect on the overall price index of either

more stable or slightly higher energy prices, they can be expected to remain clearly below 2% on average

in 1999.

There are no strong upward or downward pressures evident in the outlook for consumer prices at present. There
could be a further downward impact on consumer prices in the euro area if world prices turn out, yet again, to be
weaker than expected. Moreover, the effects of the Single Market and utilities deregulation on competition may
also constitute a downward factor in the development of consumer prices. Upside risks to price stability may be
associated with recent wage settlements and exchange rate developments. Overall, the outlook for price stability
remains favourable, with consumer price increases expected to remain consistent with the quantitative definition
of price stability adopted by the Governing Council of the ECB.
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Sustained growth in domestic
demand, weaker net exports

The slowdown in the final quarter of 1998
mainly reflects a negative impact from net
exports, whereas the contribution of
domestic demand to overall quarter-on-
quarter real GDP growth in the fourth
quarter was 0.6 percentage point, slightly
higher than in the previous two quarters.
Among the main expenditure components
which comprise domestic demand, the
development in the fourth quarter was
particularly influenced by a slowdown in gross
fixed capital formation, offset by a rise in
stockbuilding (see Chart 13). By contrast,
private consumption growth remained
robust and, continuing the pattern of the
recent past, the contribution to growth

Contribution of componentsto real GDP

growthintheeuroarea?
(quarterly percentage point contributions)

XXX private final consumption
[ ] government consumption
[ 1 gross fixed capital formation
NNJ changes in inventories

B net exports

X total GDP growth (%)
1.5 1.5
1.0 QE . 1.0
N
0.5 g 4 0.5
0.0 = 1 0.0
-0.5 -0.5
-1.0 . L . -1.0

1997 1998
Source: Eurostat.

Note: For further information on the data used, see the respective
tables and charts in the “ Euro area statistics’ section of this
Bulletin.

1) Missing or unavailable data are estimated by Eurostat.
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from government expenditure continued to
be close to zero.

Considering the growth of private
consumption in more detail, between the
third and fourth quarters of 1998 it rose by
0.9%, i.e. maintaining the same pace of growth
as in earlier quarters. In the year to the
fourth quarter, private consumption growth
was 3.4%. This development is consistent
with the sustained increases in consumer
confidence which occurred during the course
of 1998 and in early 1999. Euro area
consumer confidence does not appear to
have risen further in the February release of
the Consumer Survey, on the basis of
provisional figures from the European
Commission. Nevertheless, looking at the
national data available, which enable a longer
time period to be considered, the current
level of consumer confidence is not only the
highest since 1985, when the euro area
indicator starts, but also appears to match
that reached in previous peaks since the early
1970s.

The main factors underlying the strength of
consumer behaviour are the net gains in
employment which occurred in 1998,
together with the further decline in consumer
price increases, which brought about more
positive real income growth. In addition, the
development of the stock markets and lower
interest rates may also have contributed to
an improvement in the financial situation of
households during the past year. The link
between employment growth and consumer
confidence has been very close since 1985
(see Chart 14). Higher consumer confidence
during the past year may therefore be linked
to strong net job creation (see below), and
sustainable employment growth would
therefore appear to be an important factor
in maintaining consumer confidence at
current high levels.

By contrast, gross fixed capital formation
weakened somewhat in the fourth quarter of
1998. However, the contribution to growth
from stockbuilding was positive. Together, the
contribution of investment and stockbuilding
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Employment and consumer confidence

intheeuroarea

(annual percentage changes; percentage balances for consumer
confidence, three-month centred moving averages)

—— employment (left-hand scale)
— — consumer confidence (right-hand scale)

L

1986 1988 1990 1992 1994 1996 199%0
Sources: ECB calculations based on available national non-

harmonised data and European Commission Business and

Consumer Surveys.

Note: For further information on the data used, seethe respective

tables and charts in the “ Euro area statistics’ section of this

Bulletin. All data are seasonally adjusted; data on employment

arequarterly and, prior to 1992, only data for western Germany

areincluded.

to real GDP growth rose to 0.2 percentage
point in the fourth quarter, after falling from 0.7
percentage point in the first quarter of 1998 to
0 percentage point in the second and third
quarters of the year. The recent decline in
investment growth can be attributed to a
number of factors, including the impact of
weaker foreign demand. Considering recent
cyclical developments in more detail, the
subdued nature of investment was one of the
reasons why there was not a much stronger
upturn — both in 1994-95 and from 1996
onwards — and can be regarded as a worrying
feature in current demand trends, as it indicates
slow progress towards expanding the growth
potential in the future (see Box 3 for a more

detailed review of recent developments in
investment in the euro area).

Developments in stockbuilding, on the basis
of the data available from national accounts,
have been an important quantitative factor
underlying domestic demand in the euro
area, particularly since mid-1997. Prior to
the fourth quarter, the contribution of
stockbuilding to growth had been decreasing
on a quarter-on-quarter basis, falling from
0.3 percentage point in the first quarter of
1998 to 0.1 percentage point in the second
quarter, and in the third quarter of 1998
stockbuilding made a negative contribution
to real GDP growth of -0.4 percentage point.
On a year-on-year basis, the contribution of
stockbuilding to GDP was close to
| percentage point in each quarter for the
period from mid-1997 to mid-1998 before
declining. Such a high contribution may be
considered somewhat unusual, particularly
when also seen in terms of the protracted
period of the positive stockbuilding. It would
therefore not be surprising to see some part
of this stockbuilding revised downwards.
Overall, there is evidence of a stockbuilding
cycle in the euro area in recent years, with
a considerable build-up of stocks up to
mid-1998 and a reduction thereafter (see
Chart 15).

There is a reasonable degree of consistency
between the national accounts data and the
survey data from the regular monthly European
Commission  Business Surveys on the
assessment of stocks of finished products. Both
series indicate that stocks began to rise from
around mid-1996 onwards and probably peaked
sometime around early to mid-1998. One area
of possible contrast between the two indicators
is that the survey data tend to suggest that the
most recent stock position built up was lower
than that observed at the previous peak in the
period 1994-95, whereas the national accounts
data point to a higher level of stocks than that
which was recorded even in 1990-91. As noted
above, some of this difference may be reconciled
through subsequent revisions to the national
accounts data for stockbuilding. Looking ahead,
at least to the early part of 1999, there would
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seem to be scope for a continued negative
contribution of stockbuilding to growth. Given
the degree of uncertainty surrounding the exact
current stock position, the extent of this
temporary correction to inventory positions
would, however, appear to be more difficult to

gauge.

Finally, the contribution of net exports to
growth has been more volatile in the past few
quarters. The quarter-on-quarter contribution
of net exports to GDP growth turned negative
in the fourth quarter after having been positive
in the previous two quarters. Further analysis
of exports and imports for the euro area is
contained in Section 5.

Industrial production declined
significantly in December

The latest data on industrial production
provide further evidence of a slowdown in
activity towards the end of 1998. Figures
released by Eurostat now cover December
of last year, and contain important revisions
of data for both total industrial production
and its main categories for earlier months of
the year.

The December 1998 figures are characterised
by a marked decline in production from the
November levels. On the basis of the latest
data, industrial production for the euro area

Investment in theeuro area

For the euro area as a whole, gross domestic fixed capital formation rose by 4.2% in 1998, compared with an
increase of around 2% in the previous year. The contribution of investment to real GDP growth rose to
0.8 percentage point in 1998, compared with 0.4 percentage point in 1997. This was the strongest contribution
to growth since 1990 and, in conjunction with robust private consumption, it underpinned the overall
acceleration in output growth observed last year. However, viewed from a more medium-term perspective, the
rise in investment has been relatively subdued for a number of years and it may be regarded as somewhat
surprising that investment growth has not responded more strongly to the upturn in activity that has taken
place from mid-1995 onwards. Indeed, it appears that, since peaking at around 22% in the early 1990s, the
ratio of investment to GDP has fallen significantly, to around 18.5% during 1998 (see the chart below). The
ratio of investment to GDP is calculated on the basis of current prices. However, as the relative price of
investment goods has tended to fall, the development of investment has been slightly more positive when
measured in terms of constant prices. This relative price decline is at least partly due to the strong downward
trend in the prices of many high technology investments, such as personal computers and computer software.

Investment is not only a significant component of total GDP, but also important in the context of increasing
the productive potential of the economy, as long as the capital expenditure is allocated efficiently. Thus any
secular decline in investment over the longer term could be a cause for concern.

Breakdown of investment
(asa percentage of GDP; quarterly data)

[ machinery and transport equipment (left-hand scale)
[ buildings and construction (left-hand scale)
— total (right-hand scale)

i3 — 22.0
1 - 215
=0 n 21.0
(e N 205
10 N 20.0
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9 NATTTT :
19.0
e 185
(HIEEIEE 18.0
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Sources: Eurostat and ECB calculations.
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A breakdown of euro area investment into two components — machinery and transport equipment, and
buildings and construction — is available from Eurostat for the period from 1991 onwards. The annual growth
rate of investment in machinery and transport equipment (which is generally somewhat more volatile than that
of investment in buildings and construction and accounts for around 40% of the total) has increased more
rapidly since mid-1994, whereas the level of investment in buildings and construction has remained broadly
unchanged (and even fell slightly in the last quarter of 1998). In recent quarters investment in machinery and
transport has risen at a year-on-year growth rate of around 8%. This rise in machinery and transport equipment
follows a relatively sharp decline in the early 1990s. In addition, although the breakdown of progiesas!

to public investment is not readily available for the euro area, the ratio of public investment to GDP has fallen
somewhat in recent years, to a large extent as a result of the fiscal consolidation efforts being placed on investment
expenditure by Member States in the euro area. This, too, has contributed to lower rates of investment.

Investment intentions for 1999 may well have been adversely affected by the emerging markets crisis.
According to a survey undertaken on behalf of the European Commission in October and November of last
year, some reduction in the rate of growth of investment in both value and volume terms was expected in
1999, compared with the preceding year. The slowdown in world demand, reflected in industrial production
figures, together with an expected slowdown in real GDP growth in the euro area in 1999 suggest that the
immediate need to increase capacity may have diminished. Estimates of capacity utilisation have fallen and
now stand close to their long-term averages (see the chart below). In addition, in some countries there may be
some hesitancy to undertake further investment when future tax policy is uncertain and the path of wage
developments is either unclear or is threatening to undermine the profitability of investment.

However, there are also some positive factors which may help to support continued investment expenditure.
Figures on the duration of production assured by current order books do not yet suggest an unusually low
position which might point to a sharp slowdown in investment. Furthermore, the low level of nominal and real
interest rates, together with stock market buoyancy, would suggest that financial conditions are also very
favourable for investment.

Capacity utilisation and duration of assured production
(percentage and number of months; quarterly data)

—— capacity utilisation (right-hand scale)
----- average of capacity utilisation over the period shown (right-hand scale)
[ duration of assured production (left-hand scale)

Sources: European Commission Business and Consumer Surveys and ECB calculations.

in December is estimated to have fallen by months, and, in December, the annual rate
0.5% from the level recorded in the same was negative for the first time since
month a year earlier, with a decline of 1% December 1996. On a month-on-month
between November and December 1998 basis, the data for December contrast with
alone. Annual rates of change in industrial the broadly constant level of production
production have been slowing in recent observed in the period from April to
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Stockbuildingin theeuro area

(asa percentage of GDP; percentage balancesfor the assessment
of stocks)

[ stockbuilding as a % of GDP (left-hand scale)

—— assessment of stock(right-hand scale)
15 0

-1.0 -25
1990 1992 1994 1996 1998

Sources: Eurostat, European Commission Business and
Consumer Surveysand ECB calculations.

Note: All data are seasonally adjusted.

1) Withinverted sign.

November 1998, during which monthly changes
in production were within the range -0.3% to
0.4%, and averaged less than 0.1%. The decline
in manufacturing production was similar to that
recorded for total industrial production.

Average monthly changes in capital goods,
intermediate goods and consumer goods
production over the past six months (i.e. for
the period from July to December 1998), are
now all estimated to have been slightly negative.
Downward revisions to the data were
particularly significant in the intermediate goods
sector. There is some indication that the
weakening in intermediate goods production
was apparent before that observed in the other
two categories, with the annual growth rate of
durable goods production continuing to be
the highest in recent months. However, in
December there was a sharp decline in
production in all three main categories of goods.
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Level of industrial confidence falls
further

Industrial confidence, which has in the past
been highly correlated with production (see
Chart 16), fell further in the February release
of the Business Survey, on the basis of
provisional figures from the European
Commission (these data relate to confidence
in the period from December 1998 to January
1999). This follows an unchanged level of
industrial confidence in the previous month.
However, industrial confidence is still close
to the average level of industrial confidence
recorded over the period since 1985, and is
well above both the lowest point reached in
1992-93, when industrial production fell
substantially, and also above the trough of

Output and industrial confidencein the

euroarea
(annual percentage changes; percentage balances for industrial
confidence)

I real GDP (left-hand scale)

—— industrial production (left-hand scale)

—— industrial production; monthly (left-hand scale)
= = industrial confidence (right-hand scale)
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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.
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1995-96. The latest data suggest that the
situation in the industrial sector may have
continued to deteriorate since the turn of the
year. Additional evidence supporting this view
is that the assessment of order books (including
export orders) showed a decline according
to the latest survey data, and currently stands
slightly below its long-term average.

The three-month (centred) moving average of
the annual changes in the economic sentiment
index published by the European Commission,
which combines the data for industrial,
construction and consumer confidence as well
as share price movements, has been increasing
in recent months, but more slowly than earlier
in the year (largely due to the effect of changes
in share prices). Although the economic
sentiment index remains below the peak level
reached in mid-1998, it is nevertheless well
above its long-term average.

As in previous months, there continues to be
a contrast between the behaviour of the
manufacturing and retail sectors. The latest
data on retail sales suggest only a slight
moderation in the rate of growth compared
with previous periods. Overall, the growth
rate of retail sales remained broadly stable
throughout the year. In the latest three
months (to November 1998), retail sales
were 2.9% higher than in the corresponding
three months a year earlier. New passenger
car registrations, another indicator of
consumer demand, also continued to rise in
early 1999. In the three months to January,
car sales rose by 9.0% compared with the
figure for the same three months in 1997,
thereby maintaining the strong growth rate
recorded in 1998.

Construction sector activity remains
subdued

Data on activity in the construction sector
suggest that, despite some indications of
stronger activity in the first quarter of 1998,
when output rose by 2.8% compared with a
year earlier, this level was not maintained
during the remainder of the year. For the

year as a whole, construction activity is
estimated to have fallen by just over |%. At
the same time, however, construction
confidence has improved from the low levels
observed in 1996 and 1997.

Prospects for total employment are
mixed

Data available up to the third quarter of 1998
indicate sustained employment growth for
the whole economy (see Chart [4). In
particular, the rate of |1.4% for annual growth
in total employment recorded in the third
quarter of 1998 was high by historical
standards. This rate was only exceeded in
the period prior to the first oil shock, in
1973 and in the late 1980s and in 1990.
However, at the same time these data
indicate that job creation may have slowed
down in sectors experiencing a reduction
in output growth, in particular the
manufacturing sector, while employment in
other sectors of the economy continued to
increase. As noted in the February issue of
the Monthly Bulletin, quarter-on-quarter
growth in  manufacturing employment
decelerated markedly in the third quarter of
1998 to 0.3%, compared with 1.2% and 0.8%
respectively in the first and second quarters.
By contrast, quarter-on-quarter growth in
total employment, at 0.4% in the third quarter
of 1998, was unchanged from the levels seen
previously in 1998. Given the partial evidence
available for the months around the turn of
the year, this pattern may have continued
more recently and might also extend into the
early part of 1999.

Employment growth in the
manufacturing sector is expected to
have declined

Expectations of a slowdown in manufacturing
employment growth are supported by
Business Surveys released by the European
Commission. These indicate that employers’
expectations for employment growth in the
manufacturing sector (which accounts for
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around one-fifth of total employment) have
deteriorated since last autumn, in line with
actual data reported for the third quarter of
1998. Moreover, these survey results suggest
a slowdown towards the end of 1998,
possibly also pointing to a fall in actual
employment around the turn of the year.
While such survey data need to be
interpreted with caution, they have, in
the past, shown some leading indicator
properties  with  regard to  actual
developments in employment in the
manufacturing sector (see Chart 17).
Furthermore, the survey data appear to be
consistent both with the national data

Employment and employment
expectationsin manufacturing for the

euro area
(annual percentage changes, percentage balances for
employment expectations; quarterly data)

—— employment (left-hand scale)
— — employment expectations (right-hand scale)
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Sources: ECB calculations based on available national non-
harmonised data 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.
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available on actual employment in the
manufacturing sector and with recent
developments in some short-term indicators
of output.

Employment expectations in the
construction and retail trade sectors
remain favourable

By contrast, similar surveys carried out in the
construction sector and in the retail trade
sector indicate more optimistic employment
expectations (see Chart |18). These two sectors
represent around 8% and 10% respectively of
total employment. In the construction sector
the continuing rise in employment expectations
is in line with the more optimistic view of
employers with regard to construction activity.
Data recently released by Eurostat suggest that
actual employment growth in this sector
bottomed out in spring 1998 and started to
increase again thereafter. However, particular
caution is also warranted with regard to these
indicators, as the link between expectations and
actual developments is typically weaker in the
construction sector owing to, inter alia,
unforeseeable factors such as weather
conditions. In the retail trade sector
employment expectations, although rather
volatile, have clearly been following an
upward trend since the beginning of 1997. This
appears to be consistent with the development
of retail sales and the high level of consumer
confidence.

Finally, ~with regard to employment
developments in other sectors of the
economy, no detailed information is available
for the euro area. However, employment
growth in these other sectors may have
continued throughout 1998, in line with the
strength of domestic demand. Overall, the
prospects for total employment growth in
1999 remain uncertain and may to a large
extent depend on whether or not the
weakness in manufacturing output growth
spills over into other sectors.
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Employment expectationsfor the

euroarea
(percentage balances; three-month centred moving averages)

—— construction
— — - retail trade
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Source: European Commission Business and Consumer Surveys.
Note: All data are seasonally adjusted.

Decline in the unemployment rate is
only gradual

According to Eurostat, the standardised rate
of unemployment for the euro area stood at
10.6% in January 1999, i.e. 0.1 percentage
point lower than in December 1998 (the rate
in December was revised downwards from
10.8% to 10.7%). The unemployment rate
has fallen by I.1 percentage points since June
1997, when unemployment reached a peak
level of I'1.7%. Progress towards sustainable
low rates of unemployment has been very
gradual and may even have slowed down
more recently. In terms of the unemployment
rate, the average monthly reduction since
the latest peak has been considerably less
than 0.1 percentage point. Moreover, the

latest decline — in January — came after three
months in which the level of unemployment
was unchanged. In addition, the latest
developments may have been partly affected
by relatively favourable weather conditions
supporting employment in the construction
sector (a factor which may have the opposite
effect on unemployment in February). When
measured in terms of absolute numbers of
those unemployed, the total reduction from
June 1997 to January 1999 amounted to
[,416,200. The month-on-month decline
slowed from 100,900 on average during the
first half of last year to 58,200 on average in
the second half. This slowdown may also have
been due to an increase in labour force
growth, as inactive people might have been
encouraged to enter or return to the labour
market as a result of a perception of better
employment prospects.

When unemployment is considered in terms
of a breakdown by age group, it is clear that
the overall reduction is closely related to the
reduction in unemployment among those
under 25 years of age. In this category, which
represents only one quarter of total
unemployment, the number of jobless has
fallen by 464,700, which is one-third of the
total decline. Although the reduction in youth
unemployment is an important policy
objective, supported by specifically designed
government job schemes and training
programmes, such a pattern nevertheless
indicates the continuing absence of a broadly
based trend towards lower rates of
unemployment. In fact, the number of
unemployed among those aged over 25 in
January 1998 was 8.5% below its peak level
in June 1997, which represents two-thirds of
the reduction in youth unemployment in the
same period.

Reducing the rate of unemployment is the
most important challenge facing the euro
area. Overall, while some headway has been
made, the reduction to date has not been
sufficient to achieve more tolerable levels of
unemployment, despite continued strong
growth in activity over most of 1998. This
suggests that significant structural problems
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remain in the labour markets in the euro
area and emphasises the particular need for
more determined structural measures to
enhance demand for labour. In this respect,

4 Fiscal developments

Budgetary developments in 1998

Budgetary positions were consolidated at a
comparatively slow pace in 1998, leaving
general government deficits at high levels,
which does not allow for a rapid decline in
debt ratios. According to the European
Commission’s autumn 1998 forecast, which
is at the time of publication of this Monthly
Bulletin the most up-to-date source of
comparable euro area statistical information
on fiscal variables, the weighted euro area
average budget deficit amounted to 2.3% of
GDP in 1998, just 0.2 percentage point lower
than in 1997. According to more recent but
not fully comparable national data, the deficit
ratio across the euro area may have been
slightly below the value estimated by the
European Commission in autumn 1998. The
average deficit ratio was therefore much
closer to the value of 3% set in the Treaty as
a reference for an excessive deficit than to
balance (see Table 4).

Strong economic growth contributed to
improving budgetary positions. However, on
average in the euro area favourable cyclical
effects were not fully utilised as a means of
reducing the general government deficit-to-
GDP ratio. Instead, part of the cyclically
induced benefits was absorbed by higher
structural deficits. Hence the very small
deficit reduction of 0.2 percentage point was
exclusively the result of buoyant economic
growth and not of genuine fiscal consolidation
efforts. Moreover, the euro area countries
benefited from low interest rates, which
contributed to a lowering of interest
payments by 0.4 percentage point on average
for the euro area. Savings in interest spending
were used by governments to cut tax
revenues, while the reduction in primary
expenditure as a percentage of GDP was very
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evidence available suggests that governments
and social partners should focus on reducing
labour market rigidities and on maintaining
wage moderation.

limited. Hence the euro area primary surplus
ratio deteriorated, after having improved
continuously for several years.

Budgetary developments in 1998 were also
partly determined by the unwinding of
temporary measures on government deficits.
Such measures have favourable effects in one
year only, improve the budgetary situation at
the expense of future budgets or have mere
presentational effects. Hence, by their very
nature, they do not contribute to fiscal
sustainability. Such measures had reduced the
general government deficit ratios of several
Member States in 1997. Hence, in order
simply to maintain the budgetary positions
achieved in 1997, let alone to reach more
ambitious targets, these countries had to take
further corrective action in 1998. In other
words, owing to the necessary compensation
for the temporary measures taken in 1997,
fiscal consolidation efforts taken in 1998 did
not fully translate into deficit reduction. From
the evidence available, it would appear that
further temporary measures played only a
minor role in budgetary developments in
1998.

With regard to the evolution of individual
items in governments’ budget constraints, the
small  overall  deficit reduction of
0.2 percentage point of GDP in 1998 was
achieved by a reduction in the government
expenditure ratio that was strong enough to
outpace a decline in government revenue as
a share of GDP. In 1996 and 1997 deficit
reduction had relied partly on increasing
government revenue. In this sense, the fiscal
strategy pursued in 1998 of lowering the
deficit ratio without increasing the revenue
ratio can be considered as appropriate, even
though the magnitude of the deficit reduction
was too modest. At the same time,
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Table 4

General government fiscal position in theeuro area ¥

(asa percentage of GDP)
1997) 1998%)
Total current receipts 47.3 46.7
of which: Direct taxes 12.2 12.4
Indirect taxes 135 14.0
Social security contributions 18.2 17.0
Total expenditure 49.8 49.1
of which: Current transfers 24.0 23.7
to households 20.5 20.2
Actual interest payments 5.1 4.7
Public consumption 17.9 17.8
Net capital expenditLﬁ’e 2.7 3.0
Public investment expenditure 2.4 2.3
Surplus (+) or deficit (-) -25 -2.3
Primary surplus (+) or deficit (-) 2.6 24
Cyclically adjusted budget balance -1.9 -2.1
Grossdebt 75.3 73.8

Source: European Commission (DG Il and Eurostat) for Member State data and ECB for the euro area aggregation.

1) Sub-groupsmay not add up to totals due to rounding.
2) Estimation.
3) Forecast.

4) Equal to expenditure minus current transfers minus actual interest payments minus public consumption.

government revenue ratios, albeit declining,
remained very high, thereby causing
substantial disincentives to economic activity.
Looking at the structure of government
revenue, taxes as a percentage of GDP
increased in 1998, whereas the share of social
security contributions in GDP fell. All major
components on the expenditure side of the
budget (i.e. current transfers to households,
government consumption and interest
payments) contributed to lowering the share
of government expenditure in GDP, while
the share of public investment in GDP
remained relatively stable at a comparatively
low level. At the same time, public investment
expenditure was marginally higher than
overall general government deficits (see
Table 4).

Developments in government debt
in 1998

Average euro area government debt stood
at 73.8% of GDP at the end of 1998,
i.e. 1.5 percentage points lower than a year
earlier. With regard to the evolution of
government debt, so-called deficit-debt
adjustments have played a non-negligible role

in reducing debt ratios in the euro area, as
was already the «case in 1997. Such
adjustments  reflect  various financial
transactions that leave the deficit ratio
unaffected but which have an impact on
government debt levels. They occur, in
particular, in the case of privatisation — a
course of action which has been pursued
by most euro area governments in recent
years. Deficit-debt adjustments do not of
themselves contribute to a sustained
improvement in public finances, in the sense
that they represent a one-off reduction in
the debt level only, without thereby bringing
the debt onto a continuously falling trend
path. They may, however, result in a
permanent lowering of interest payments. In
the recent past the composition of
government debt has been shifting more
towards medium and long-term financing
instruments.

Medium-term orientation of fiscal
policies

Fiscal plans for 1999, as enshrined in
government budgets, appear to be directed
more towards fuelling aggregate demand
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growth and increasing employment in the
short run than towards further consolidating
public finances. Governments’ medium-term
fiscal strategies are laid down in the Member
States’ stability programmes submitted to the
European Commission in accordance with the
Stability and Growth Pact (see Box 4). Most
countries are still far from attaining the target
set out in the Stability and Growth Pact of
achieving budgetary positions “close to
balance or in surplus” over the medium term.
At the same time, most governments envisage
making only very little progress towards
achieving this target over the coming years.
Rather, these government plans seem to rely
heavily on the assumption of sustained
economic growth and low interest rates and
the beneficial budgetary effects of such
developments.

In the event of a severe or prolonged growth
slowdown, government deficits could easily
approach the 3% deficit limit because current

fiscal plans do not incorporate sufficient
safety margins to allow automatic stabilisers
to work fully without the risk of budgetary
positions becoming excessively imbalanced.
In addition, government debt remains far too
high and debt ratios have only started to
decline recently, with no sign of the
downward movement being rapid. Hence
they continue to impose strong pressure on
public finances as interest payments absorb a
significant share of government revenue. In
addition, government budgets and, in
particular, unfunded public pension and
healthcare schemes will be confronted with
the serious financial consequences of ageing
populations over the medium term in almost
all euro area countries. For these reasons,
budget plans should not only be tailored so
as to safeguard public finances against the
financial consequences of potential future
recessions, but should also build up reserves
from which to reduce implicit future liabilities
accumulated within the government sector.

Obligations of euro area countries concer ning their fiscal policiesunder the Treaty
and the Stability and Growth Pact

According to the Treaty, Member States shall conduct their economic policies with a view to contributing to
the achievement of the objectives of the Community. Moreover, they shall regard their economic policies as a
matter of common concern and shall co-ordinate them within the Council. The Council shall formulate broad
guidelines for the economic policies of the Member States and shall monitor economic developments in a
multilateral surveillance framework. For this purpose, Member States shall forward, inter alia, information
about important measures taken by them in the field of their economic policy. Should the economic policies of
a Member State be inconsistent with the broad guidelines or should they risk jeopardising the proper
functioning of Economic and Monetary Union, the Council may make a recommendation to the Member State
concerned and can decide to make this recommendation public.

Concerning fiscal policy in particular, Member States shall avoid excessive deficits. Compliance with budgetary
discipline shall be examined on the basis of reference values for the general government deficit and gross debt in
relation to GDP, whereby a number of qualifications can be applied. In particular, an only exceptional and
temporary excess of the deficit over the reference value can be exempt from being considered excessive,
provided that it remains close to the reference value. In assessing the budgetary position, further information can
also be taken into account, e.g. the level of public investment in relation to the government deficit. The decision
as to whether or not a Member State is in an excessive deficit position lies with the Council upon a recommendation
from the European Commission. The avoidance of excessive deficits being a criterion for entry into Economic
and Monetary Union, current euro area Member States are not in the position of having excessive deficits.

A clarification of the Treaty’s fiscal norms was decided by the Council in 1997 by implementing the Stability
and Growth Pact. This Pact mainly aims at (a) ensuring lasting compliance of fiscal policies with the
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requirement of budgetary prudence, and (b) monitoring fiscal developments with a view to receiving early
warnings in the event of budgetary slippage. In this context, the Council underlines the importance of
safeguarding sound government finances as a means of strengthening the conditions for price stability and
strong sustainable growth conducive to employment creation.

As the main provision to ensure sound fiscal policies on a permanent basis, the Stability and Growth Pact
incorporates the Member States’ commitment to respect the medium-term budgetary objective of positions
close to balance or in surplus. This objective would allow all Member States to deal with normal cyclical
fluctuations, while keeping the government deficit at or below the reference value of 3% of GDP. Deficits of
above 3% of GDP will be regarded as excessive, unless they occur only temporarily and under exceptional
circumstances and provided that deficits remain close to the reference value. Such exceptional and temporary
circumstances are defined as either an unusual event beyond the control of the Member State concerned which
has a major impact on the financial position of the general government or as a severe recession. An excess
over the reference value resulting from a severe economic downturn shall, as a rule, only be considered as
exceptional if there is an annual fall in real GDP of at least 2%. A smaller decline in real GDP can only be
considered as exceptional when this is suggested by supporting evidence, in particular the abruptness of the
downturn or the accumulated loss of output relative to past trends. However, Member States have committed
themselves not to invoke this possibility unless they are in severe recession. In evaluating whether or not an
economic downturn is severe, as a rule Member States will take a reference point of an annual fall in real GDP
of at least 0.75%. The temporary nature of a deficit exceeding the 3% level will be apparent from budgetary
forecasts as provided by the European Commission indicating that the deficit will fall below the reference
value following the end of the unusual event or the severe economic downturn.

Should a Member State’s government deficit be considered excessive, the Council will formulate
recommendations for the correction of this budgetary imbalance. Effective measures to this effect have to be
taken by the Member State concerned within four months. Should, according to the Council’s judgement, such
effective action not be taken, the Council can impose sanctions. These initially take the form of a non-interest-
bearing deposit quantified in relation to the Member State’s GDP, which may be converted into a fine should
the excessive deficit persist for more than two years.

In order to monitor budgetary developments and to receive signals of any potential budgetary slippage, as well
as to facilitate the co-ordination of economic policies, an early warning mechanism has also been established
in the context of the Stability and Growth Pact. For this purpose, participating Member States shall submit to
the Council and Commission annual stability programmes specifying their medium-term budgetary objectives.
The content and format of stability programmes follow an agreed pattern. The Council shall deliver an opinion
on the stability programmes and request adjustments, should it consider a strengthening of the programme’s
objectives and contents to be necessary. Moreover, the implementation of the programmes shall be monitored
by the Council and a recommendation shall be made to the Member State concerned if the Council identifies
any significant divergence of the budgetary position from the medium-term budgetary objectives laid down in
the programme.
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5 The global macroeconomic environment, exchange rates and

the balance of payments

The global environment

The global environment showed some
signs of improvement

Following a period of great uncertainty in the
second half of 1998, the turmoil in financial
markets has recently subsided and global
macroeconomic conditions have improved
slightly. Signals coming from world financial
markets and economic indicators are,
however, still mixed as the economic
performance among major regional blocs
continues to be divergent and uncertainties
persist in some emerging markets.

On the positive side, growth in the United
States in 1999 is expected to be stronger
than originally anticipated, thereby supporting
global economic growth and compensating
for weak performance in other regions. Some
emerging market economies in Asia are
showing the first signs of economic recovery.
Moreover, the reaction of international
financial markets to the crisis in Brazil has so
far been muted and the immediate contagion
effects via financial markets have remained
limited.

On the negative side, in Japan there are as yet
no signs of a turnaround. In addition, in the
wake of the currency crisis — which caused the
Brazilian real to depreciate by around 40% from
the beginning of the float in January 1999 to
early March — Brazil has entered a recession,
which  might also affect the economic
performance of other Latin American
economies. As risk aversion has increased
substantially, private capital flows to emerging
market economies are projected to decline
further in 1999, therefore hampering their
growth prospects. Moreover, some of these
economies will be increasingly affected by low
commodity prices and weak demand for raw
materials. Finally, external imbalances of major
regional blocs are likely to expand during the
course of the year, thus increasing the risks of
protectionist measures.
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As a result of these diverging forces in the
world economy, significant uncertainty
remains regarding prospects for world
growth and world trade during 1999. The
absence of a clear outlook and the growing
external imbalances of major regions could
have a negative effect on the global
environment, thereby further increasing
investors’ risk aversion and contributing to
higher volatility in financial markets.

With regard to the major world economies,
in the United States the economy grew
strongly in 1998 for the seventh consecutive
year, thus rendering the current economic
expansion the most enduring in the post-war
period. Driven mostly by domestic demand,
real GDP increased by an estimated
annualised rate of 6.1% in the fourth quarter
of 1998, consequently posting a 3.9% growth
rate for the year as a whole. Looking ahead,
most leading and coincident indicators
suggest that domestic demand is likely to
maintain its momentum into 1999. Consumer
confidence improved markedly as the
consumer expectations index rose to 102.4
in February 1999 from a level of 95.7 in
January. Housing starts also rose in January
and are expected to continue to grow as
there was an increase in applications for new
building permits as well. However, industrial
output was flat in January and overall capacity
utilisation declined slightly. The relatively
weak performance of the manufacturing
sector can be attributed mainly to sluggish
foreign demand. The latter, coupled with the
parallel increase in imports due to continued
strong domestic demand, drove the current
account to a deficit of USD 61 billion in the
third quarter of 1998.

In spite of buoyant activity, inflationary pressures
in the United States have so far remained
subdued owing mainly to the fact that
commodity and energy prices are at historically
low levels and significant gains in productivity
have largely offset wage increases. More
specifically, consumer price inflation was 1.6%
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in 1998 and continued to remain modest in
early 1999, increasing slightly to a year-on-year
rate of 1.7% in January 1999. Nonetheless, with
the unemployment rate remaining at its 30-year
low of 4.3% in January, inflation could pick up
later in the year, should the tightness in labour
markets translate into upward pressures on
wages.

In Japan major downside risks remain with
regard to a sustainable recovery, despite the
likely positive impact of the fiscal stimulus
package of April 1998 on public investment
in the final quarter of last year. In January
1999 growth in public works contracts was
nil compared with the corresponding month
in 1998, an indication that the effect of the
April 1998 package is waning and that the
impact of the November 1998 fiscal stimulus
measures has yet to materialise. Moreover,
preliminary figures for December 1998 show —
in real terms — a year-on-year decrease of
0.6% in household consumption expenditure,
due to lower “end-of-year” bonus payments.
Finally, private investment remained rather
depressed, as year-on-year machinery orders
declined by 12.2% in November 1998.
Looking ahead, economic growth may pick
up somewhat in the first half of 1999 as a
result of the latest fiscal stimulus package.
There are no clear signs, however, that this
will spill over into private sector demand and
lead to a sustainable recovery. Against this
background, the surplus in the current
account rose to JPY 4.6 trillion (or 0.9% of
annual GDP) in the third quarter of 1998.

With regard to price developments, overall
wholesale prices in Japan fell by 0.6% and
3.6% in the third and fourth quarters of 1998
respectively, and by 4.9% in January 1999.
Consumer prices remained more stable,
decreasing year-on-year by 0.2% and
increasing by 0.5% in the third and fourth
quarters of 1998 respectively. Excluding
perishable products, however, consumer
prices decreased by 0.2% and 0.3% in the
third and fourth quarters of last year.

On 12 February 1999 the Bank of Japan
lowered its target for the overnight call rate

from 0.25% to around 0.15%. In addition, it
was decided that the rate on an emergency
lending facility for banks would be halved to
0.25% as from 22 February 1999 and that the
expansion of the money supply would be
encouraged through further injections of
funds into the money market.

Exchange rate and balance of
payments developments

The euro weakened against major
currencies

The main trends that had characterised foreign
exchange markets in January mostly persisted in
February as the euro continued to weaken against
the currencies of the major euro area trading
partners, in particular the US dollar. Moreover,
the volatility of the Japanese yen remained high,
against both the dollar and the euro.

Against the US dollar, the euro weakened
further during February (see Chart 19). It
ended the month at USD [.10, 2.8% below
its level at the beginning of the month and
6.5% below the level at its launch on 4 January
1999. The weakening of the euro vis-a-vis
the US dollar was mainly attributable to a
continued stream of data releases showing
stronger than expected output growth in the
United States. Furthermore, expectations of
monetary policy changes in the United States
shifted from a further easing to the possibility
of some tightening. On 4 March 1999 the
euro was quoted at USD 1.09.

The exchange rate of the Japanese yen vis-a-
vis the euro fluctuated significantly during
February. Nevertheless, the euro ended the
month at JPY [31, practically unchanged from
its level at the beginning of February and
[.8% below its rate at the time of the euro
launch. Underlying the volatility of the yen
against both the euro and the US dollar were
partly conflicting signals about general policy
directions in Japan. These signals were
related, inter alia, to discussions about the
absorption of government bonds by the Trust
Fund Bureau, an official body which has taken
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up large proportions of government bonds in
the past. Until the Japanese Ministry of
Finance announced in mid-February that the
Bureau would resume bond purchases, the
prospect that these bonds might have to be
placed in the market led to sharp rises in
bond yields and pick-ups in the yen. On the
other hand, the recent easing of monetary
policy by the Bank of Japan created some
scope for the weakening of the yen. On
4 March 1999 the euro stood at JPY |34.

Against the pound sterling, on 4 March 1999
the euro was quoted at GBP 0.68, i.e. about
5% below its level when the euro was
launched. While the pound sterling may
potentially have been negatively affected by
the projected slowdown of the UK economy,
it may also have benefited from the strength
of the US dollar — to whose movements it is
traditionally linked. The decision of the Bank

ECB Monthly Bulletin » March 1999

of England on 4 February 1999 to cut interest
rates by 50 basis points had only little effect
on the exchange rate of the pound. In the
absence of significant news affecting the
bilateral exchange rate, the euro was broadly
stable against the Swiss franc. On 4 March
1999 the euro was quoted at CHF 1.59.

The trade-weighted euro exchange
rate eased

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 around 1%
during February. Since the start of the year
the nominal effective exchange rate index
declined by 3.8% up to the end of February,
owing mainly to a weakening of the euro
against the US dollar and the pound sterling.

Effective exchangeratesof theeuro

area?d
(monthly averages; index 1990 = 100)

nominal — — real, CPI
105 105
100 100
95 95
90 90
85 PSR SN N SN TR IS S SR BN SR S S (T S SR | 85
1994 1995 1996 1997 1998
Source: BIS.

1) Data are BIS calculations; for information on the
methodology used, see Table 10inthe Euro area statistics”
section of this Bulletin. An upward movement of the index
represents an appreciation for the euro area. Horizontal
linesare averages over the period shown.
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Tradein goodsof theeuro area

1996 1997 1997

1997 1997 1997 1998 1998 1998 1998

1998

66.0

-0.4

59.5
2.7

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Oct. _ Nov.

Exports

ECU billions 669.7 761.8 170.2 191.6 1935 2065 1940 203.9 1943 68.7

Annual percentage changes 76 138 72 153 19.0 134 139 6.4 0.4 -6.2
Imports

ECU billions 5939 6725 158.1 167.6 166.6 180.2 180.5 178.7 169.1 614

Annual percentage changes 55 132 70 137 182 141 142 6.6 15 -3.3
Trade balance

ECU billions 758 893 121 240 269 263 134 252 252 7.2

ECU billions, cumulativé® 758 89.3 121

362 631 893 134 386 638 7IT.6

Source: Eurostat.
1) For theyear to date. Figures may not add up due to rounding.

The weakening of the euro against the
Japanese yen and the Swedish krona over
this two-month period also contributed to
this.
looking back a few years, the most recent
developments indicate that the euro effective
exchange rate is currently somewhat below
its longer-term average, both in nominal
and in real terms (deflated by the CPI) (see
Chart 20).

From a medium-term perspective,

Further reduction in the trade balance
surplus

As noted in the January and February issues
of the Monthly Bulletin, overall balance of
payments data for the euro area are not yet
available. The following comments are based
on figures produced by Eurostat and refer to
exports and imports of goods between the
euro area and the rest of the world, excluding
intra-euro area transactions.

The trade balance surplus for the euro area
in November 1998 (the latest month for
which data are available) was ECU 6.5 billion
(see Table 5), i.e. ECU 1.8 billion lower
than in the corresponding month in 1997.
The decline in the trade surplus resulted from
lower exports and accelerating imports. In
November 1998 exports declined for the
third consecutive month, reflecting the

impact of both the global international
environment and the strengthening of the
euro area currencies during the second
and third quarters of 1998. Over the
last three-month period (September to
November 1998) exports declined by 3.7%
compared with the same period in 1997.
Imports rose by 2.7% in November 1998
compared with the same month in 1997.
Over the three months up to November
imports were broadly unchanged when
compared with the same period in 1997. The
cumulative trade surplus had reached
ECU 77.6 billion since the start of the year,
which was ECU 3.5 billion lower than the
corresponding figure in 1997. In line with the
above trends, the trade balance surplus as a
percentage of GDP should decline slightly in
1998, reversing the continuous increase
recorded over the past few years.

The product disaggregation of the trade
figures (SITC; see Tables 9.1 to 9.3 in the
“Euro area statistics” section of this Bulletin),
shows that the export decline mainly affected
other manufactured products and machinery
and transport equipment. The 34% reduction
in oil prices (in US dollar terms) between
October 1997 and October 1998 contributed
to limiting the reduction in the cumulative
trade balance surplus, which — excluding
energy products — amounted to ECU 14.3
billion for the same period (see Table 6).
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Table 6

Cumulativetrade balance
(absolute differences from corresponding period in the previous year; ECU billions)

1998 1998 1998 1998 1998 1998 1998 1998 1998 1998

Jan. Feb. Mar. Apr. May June July  Aug. Sep. Oct.
Total 0.72 0.78 1.31 2.77 411 2.44 2.92 3.04 0.79 -1.65
Non-energy -0.69 -145 -185 -1.11 -0.38 -3.16 -423 -6.02 -9.68 -14.33
Food, drink and tobacco -0.06 -0.09 -0.14 -0.04 041 053 064 061 023 0.03
Raw materials -0.13 -051 -092 -091 -089 -121 -136 -1.34 -1.11 -0.96
Energy 1.40 2.23 3.16 3.87 4.49 5.60 7.15 9.06 10.47 12.75
Chemicals 0.38 0.70 0.93 1.19 1.47 1.50 1.17 0.71 057 -0.11
Other manufactured articles -0.42 -0.76 -1.14 -117 -139 -260 -3.24 -393 -495 -6.47

Machinery and transport equipment -0.62 -0.72 -0.26 -0.04 0.33 -0.44 -042 -093 -2.74 -550

Others 0.7 -007 -033 -013 -031 -095 -103 -114 -168 -1.38

Sources: Eurostat and ECB calculations; the commodity breakdown isin accordance with the S TC Rev. 3.
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1 Monetary policy statistics

Consolidated financial statement of the Eurosystem ¥

(EUR millions)
1. Assets
Gold and golfl Claims on norf- Claims on eurp Claims on norf- Lending to
receivablep euro arefarea residents jn euro aref financial sect Main Longer-tern| Fine-tuning
residents ipforeign currenc residentgcounterparties | refinancing refinancing reverse
foreign currenc in eurd the euro ar operation operation operations
1 2 3 4 [i ] 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
5 Feb. 99,589 231,709 7,454 6,702 177,831 130,994 44,993 0
12 99,589 231,409 8,104 6,176 173,248 126,879 44,993 0
19 99,589 232,211 8,448 5,277 173,527 126,830 44,993 0
26 99,589 228,797 9,338 4,430 186,437 139,938 45,001 0
2. Liabilities
Banknotes ih  Liabilities to Debt certificates
circulatior} - financial sectofCurrent accoun}s Deposit facility Fixed-terh  Fine-tuning Deposit$ issued
_ counterparti (covering th¢ deposits reversg related to
in the egro arga minimum| operations  margin call
In eurq reserve systerp)
1 2 3 4 g [i ] 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
5 Feb. 328,262 109,138 108,127 1,010 0 0 1 11,650
12 327,341 106,048 105,821 226 0 0 1 11,650
19 324,490 97,297 95,419 1,870 0 0 8 11,650
26 325,207 99,970 99,261 705 0 0 4 11,650
Source: ECB.

1) Discrepancies may arise from rounding.
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Total assets|
Securities of Generg| Other assefs
Structur Marginal Credits relate  Other lendin euro arepgovernment delt
revers¢ lending facility) to margin call residents in eur
operation in eurg
9 10 1 13 1B 1] 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
0 592 101 997 22,549 60,185 81,428 687,447 5 Feb
0 210 102 1,064 23,255 60,185 78,270 680,236 12
0 592 95 1,017 23,868 60,185 78,786 681,891 19
0 423 102 973 24,281 60,185 79,584 692,641 26
Total liabilities|
Liabilities to Liabilities tl Liabilities to| Liabilities td Counterpart gf Capital angl Other liabilitied
other euro arga non-euro ar euro areq  non-euro are@a special drawing reservep
residentp residentp residents in residentp rights allocatefl
in eurd in eurd foreign currenc in foreig by the IMH
currenc
9 10 11 1 1B i 15 6
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
44,017 8,161 810 5,827 5,767 110,937 62,878 687,447 5 Feb
43,556 7,840 733 6,395 5,767 110,937 59,969 680,236 12
54,905 8,052 746 7,172 5,767 110,937 60,875 681,891 19
62,143 7,739 77 6,385 5,767 110,938 62,065 692,641 26
ok
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ECB interest rates on standing facilities
(levels in percentages per annum; changes in percentage points)

Deposit facility Marginal lending facility
Level Chang¢ Level Change
1] 2 3 4
1999 1 Jan. 2.00 - 4.50 -
49 2.75 0.75 3.25 -1.25
22 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
(EUR millions; interest rates in percentages per annum)

Main refinancing operations

Date of settlement Bigls Allotment  Fixed rate tenhers Variable rate tenders |
(amount] (amounf) Fixed rdte Marginal rate Weiglhted  Running for
average ral [...] days
1 2 6
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
10 911,302 65,000 3.00 14
17 896,138 62,000 3.00 14
24 991,109 78,000 3.00 14
3 Mar. 1,100,797 67,000 3.00 14
L onger-term refinancing operations
Date of settlement Bigs Allotment  Fixed rate tenbers Variable rate tenders |
(amount] (amounf) Fixed rdte Marginal rate Weighhted  Running for
average rate [...] days
1 pi 6
1999 14 Jan. 79,846 15,000 3.13 42
14 39,343 15,000 3.10 70
14 46,152 15,000 3.08 105
25 Feb. 77,300 15,000 3.04 91
Other tender operations
Date of settlement Type pf Bifs AIIotmént Fixed rate ter{ders Variable rate tenders
operatior (amounk) (amount) Fixed rate Marginal frate Weighted Running for
average rafe [...] days
1 2) j el 7
1999
Source: ECB.
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Tablets N

Minimum reserve statistics

1. Reserve base of credit institutions subject to reserverequirements? 2

(EUR bhillions)
Reserve Total| Liabilities to which a 2% reserve coefficient is applied | Liabilities to which a 0% reserve coefficient is applied
base Deposit$ Debt securities Yo ~ Money markejt Deposits (over Repo! Debt securities
as at: (overnight, up tp to 2 years agre¢d pape 2 years agregd over 2 years
2 years agredqd maturity| maturity| agreed maturity
maturity an and notice periogl)
notice period
1] 2 3 4 g [¢ 7
1999 1 Jan. 8,409.1 4,726.4 89.0 131.9 1,102.5 448.0 19114
end-Jan® 8,482.9 . . . . .
Source: ECB.

1) Liabilities vis-a-vis other credit institutions subject to the ESCB’s minimum reserve system, the ECB and participating national central banks, are
excluded from the reserve base. If a credit institution cannot provide evidence of the amount of its issues of debt securities with a maturity up to
2 years and of money market paper held by the institutions mentioned above, it may deduct 10% of these liabilities fromits reserve base.

2) The reserve base of credit ingtitutions as at 1 January 1999 was used to calculate the minimum reserves for the maintenance period starting on
1 January 1999 and ending on 23 February 1999. Subseguent maintenance periods start on the 24th of the month and run to the 23rd of the
following month; the required reserve is calculated from the reserve base as at the end of the preceding month.

2. Reserve maintenance
(EUR hillions; interest rates as annual percentages)

Maintenance Require Actual Exces Deficiencies’ Interest rate on
period reserved) reserves reserves) minimum
ending in: reserves)
1 2 4 5
1999 Feb. 98.3 99.3 11 0.1 3.00
Mar. ® 99.7 . .
Source ECB.

1) Thistable contains full data for completed maintenance periods and required reserves for the current maintenance period. Discrepancies may arise
from rounding.

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 positive reserve requirements are then aggregated at the
euro area level.

3) Aggregate average daily holdings of credit institutions required to hold a positive amount of reserves 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 from required 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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Banking system’s liquidity position ?
(EURbillions; period averages of daily positions)

Liquidity providing factors Liquidity absorbing factors Credit Base
ingtitutions’ money ¥
Monetary policy operations of the Eurosystem current
accounts 9
MaintenancgEurosystem’s Main| Longer-ternt Othell  Marginal Deposif Banknotes ifi Central Othe
period net assels refinancing refinancing operations’ lending facility| circulationl government factorg
ending in| in golt:[S operations operation facility deposity (net)®
and foreig with the
currency Eurosystem
1] 2] 3 4 g ] B D 1p 11
1999 Feb. 328.2 104.6 34.2 30.6 3.8 1.3 329.3 41.1 29.5 100.2 430.8
Source: ECB.

1) The banking system’s liquidity position is defined as the current account holdingsin euro of credit institutions in the euro area with the Eurosystem.
Amounts are derived from the consolidated financial statement of the Eurosystem. Discrepancies may arise from rounding.

2) Includes monetary policy operationsinitiated by national central banks in Sage Two and outstanding at the start of Stage Three (excluding outright
operations and the issuance of debt certificates).

3) Remaining itemsin the consolidated financial statement of the Eurosystem.
4) Equal to the difference between the sum of liquidity providing factors (items 1 to 5) and the sum of liquidity absorbing factors (items 6 to 9).
5) Calculated as the sum of the deposit facility (item 6), banknotesin circulation (item 7) and credit institutions' current account holdings (item 10) or,

alternatively, as the difference between the sum of liquidity providing factors (items 1 to 5) and the sum of government deposits (item 8) and other
factors (net) (item9).
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2 Monetary and financial developments
in the euro area
Table2.t N

Aggregated balance sheet of the Eurosystem 2
(EUR billions (not seasonally adjusted; end-of-period stocks))

1. Assets
Total
Loans to Holdings Holdings Exterrfal Fixed Remailing assets
euro areft MFIs| Generdl Other of MFIs| Generdl Otherl of shareq/ MFls Other  assets assetp assqts
residentp govern{ euro aref securitie: govern{ euro arep  othe euro aref
men{ residentpother tha men{ residenty  equity| residentp
share: issueq
issued by eurd
by eur areg
areq residentp
residentp
1] 2 3 4 q ¢ 1p 11 12 3 14 15
1997 Sep. 2454 2230 218 0.6 1154 0.8 1133 1.3 2.8 0.5 2.3 2788 7.1 461 6957
Oct. 251.1 2286 218 0.6 113.6 0.7 1116 1.3 2.8 0.5 23 278.2 7.2 444 6973
Nov. 2424 220.0 218 0.6 113.6 0.7 1113 15 2.8 0.5 2.3 2803 7.2 552 7015
Dec. 2543 2326 211 0.6 1140 0.7 111.8 15 29 0.5 24 289.1 7.0 535 720.8
1998 Jan. 238.1 2165 21.2 04 1117 1.0 109.3 1.5 29 0.5 25 2911 7.2 425 6935
Feb. 2609 239.1 21.2 0.7 108.2 1.0 105.8 15 2.9 0.6 24 2914 7.3 43.7 7145
Mar. 2465 2251 212 0.2 106.6 1.2 104.2 1.3 3.0 0.6 25 290.2 75 40.8 694.6
Apr. 240.8 219.2 212 0.4 1025 1.4 100.2 0.9 3.0 0.6 25 294.8 76 451 693.9
May 2428 2214 212 0.3 101.9 16 994 0.9 3.1 0.6 25 298.1 7.7 48.3 701.8
June 325.2 3039 211 0.2 1054 4.8 99.8 0.8 3.3 0.8 25 2882 7.8 493 7792
July 338.2 3169 211 0.2 87.8 1.1 859 0.8 4.7 2.1 26 2925 80 513 7826
Aug. 339.9 3185 211 0.2 881 09 86.3 0.9 4.7 2.0 2.7 290.4 80 56.3 7874
Sep. 326.4 305.1 211 0.2 827 1.0 810 0.7 4.7 2.0 2.7 288.4 8.0 515 7617
Oct. 326.6 3053 21.1 0.2 733 09 717 0.7 4.7 2.0 2.7 2979 81 511 7616
Nov. 322.2 300.7 211 04 78.0 1.0 76.3 0.6 4.7 2.0 2.7 305.1 81 52.8 770.9
Dec. 225.7 205.2 204 0.1 8738 1.1 86.2 0.5 5.4 1.7 3.7 3165 8.0 485 6918

1999 Jan® 3973 3763 204 0.6 89.2 1.3 873 0.7 8.3 4.3 4.1 4239 9.8 589 9875

2. Liabilities
Total
Currenc! Deposits Mone Debf Capital External  Remaining liabilities
in| of euro arep MFls Central Other genergl marke securitie: and liabilities ¥ liabilities
circulation residentp government governmen pape issue reservep
other eur
area residenfs
1] 2) 3 4 g [ 1p 11
1997 Sep. 338.4 139.6 80.4 55.8 3.3 17.3 16.8 100.8 15.9 67.0 695.7
Oct. 338.4 144.0 88.6 51.9 3.5 17.0 16.6 99.9 15.7 65.6 697.3
Nov. 341.9 141.6 82.3 54.5 4.8 13.3 15.6 100.9 15.9 72.3 701.5
Dec. 354.0 147.0 91.9 52.2 2.9 13.2 15.0 105.6 16.1 69.8 720.8
1998 Jan. 339.9 136.3 83.4 50.7 2.2 13.9 16.3 107.4 16.1 63.5 693.5
Feb. 339.9 159.2 93.7 61.5 4.0 13.3 16.5 105.6 151 64.9 714.5
Mar. 340.5 137.9 88.4 46.8 2.7 11.3 17.2 104.8 15.3 67.5 694.6
Apr. 343.8 131.3 84.8 44.3 2.2 12.0 16.9 103.7 16.4 69.6 693.9
May 346.1 141.8 90.9 47.0 4.0 131 15.3 103.5 15.9 66.1 701.8
June 3454 208.0 149.3 54.2 4.5 135 14.1 111.6 20.8 65.6 779.1
July 350.4 199.9 132.8 64.0 3.0 13.9 14.3 110.3 24.0 69.9 782.6
Aug. 344.6 208.8 135.5 69.7 3.5 12.4 135 110.2 21.6 76.2 787.4
Sep. 3415 195.9 124.4 67.1 4.5 11.2 12.8 106.4 23.2 70.7 761.7
Oct. 342.3 198.2 129.2 64.7 4.3 11.7 11.8 106.6 22.6 68.4 761.6
Nov. 344.1 210.5 147.3 56.8 6.4 12.5 11.6 103.3 20.0 68.9 770.9
Dec. 359.0 146.8 89.0 54.9 2.9 7.2 6.7 97.0 18.6 56.7 691.8
1999 Jan® 343.8 349.7 294.2 50.3 5.2 6.3 5.3 123.2 100.3 58.9 987.5
Source: ECB.

1) The ECB was established on 1 June 1998. The data shown for the Eurosystem relate to the ECB (as from June 1998) and the national central banks

of Member Statesin the euro area.
2) Data have been revised in the light of new information. Discrepancies may arise from rounding.
3) Including temporary gross positions with the national central banks of Member States not participating in the euro area relating to the operation of

the TARGET system, amounting to approximately EUR 75 billion at end-January 1999.
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Aggregated balance sheet of the euro area MFl s (excluding the Eurosystem) 2
(EUR billions (not seasonally adjusted; end-of-period stocks))

1. Assets
Total
Loans to Holdings Monegy Holdings Exteral Fixed| Re{ assts
euro aref  MFIs| Generg  Otherf of MFIs| Generg  Othel marke{of sharey  MFlIs| Othel assetp  assetp maining
residents govern{ euro arefisecuritie: govern{ euro arep  papel othe euro aref assetp
meny residenty  othe men{ resident$ equity| residentp
than issue
share by eurq
issue ared
by eurd residentp
areg
residentp
1 2 3 4 E [ 1p i 12 3 L4 L5 16
1997 Sep. 8,142.0 2,737.2 8145 45904 1,891.2 632.8 1,069.2 189.2 1059 307.0 90.5 216.5 1,556.0 238.4 776.3 13,016.7
Oct. 8,229.0 2,795.8 816.4 4,616.8 1,894.2 637.3 1,068.4 1885 106.8 311.8 91.7 220.1 1,543.5 2413 789.213,115.8
Nov. 8,324.6 2,848.1 834.6 46419 19059 641.4 1,073.7 190.8 104.6 316.6 925 2241 1,600.1 2439 8224 13,318.2
Dec. 8,436.1 2,905.6 821.4 4,709.1 1,868.5 635.6 1,050.6 182.3 99.6 329.8 942 235.6 1,594.8 2389 796.9 13,364.8
1998 Jan. 8,501.3 2,974.4 806.4 4,720.6 1,911.0 648.2 1,074.0 188.9 1048 351.1 102.2 2489 1,597.3 236.4 827.213,529.2
Feb. 8,538.7 2,986.8 807.9 4,744.0 1,932.1 651.8 1,086.2 194.1 106.3 363.6 104.6 259.0 1,623.6 236.7 832.7 13,633.7
Mar. 8,561.6 2,979.8 806.0 4,775.8 1,957.2 6549 1,103.7 198.6 105.1 3843 1089 2754 1,676.7 238.0 811.313,734.3
Apr. 8,617.1 2,999.7 8109 4,806.5 1,978.1 664.3 1,114.8 199.1 105.7 396.0 1121 2839 1,634.0 238.2 829.9 13,799.1
May 8,618.2 2,994.0 799.7 4,824.4 2,000.0 670.8 1,126.5 202.7 105.7 4039 1164 2875 1,632.9 247.0 8445 13,852.2
June 8,752.6 3,070.5 805.8 4,876.4 2,0145 681.3 1,137.6 1955 1041 4010 118.2 2828 1,674.8 240.2 736.3 13,9235
July 8,732.2 3,013.8 8014 4,917.0 2,035.7 697.5 1,137.2 201.0 104.0 392.2 117.2 275.1 1,632.7 2353 780.7 13,912.9
Aug. 8,756.1 3,035.8 803.9 4,916.4 2,041.4 703.8 1,136.1 201.6 103.7 386.4 118.2 268.3 1,641.1 236.3 768.9 13,934.0
Sep. 8,820.5 3,049.0 806.9 4,964.6 2,047.5 709.6 1,135.8 202.2 102.2 379.7 109.6 270.1 1,6249 237.0 782.113,993.9
Oct. 8,943.6 3,132.0 812.8 4,998.8 2,070.4 709.9 1,154.6 2059 1019 386.8 115.7 271.1 1,621.2 239.0 782.114,145.1
Nov. 9,072.1 3,209.2 819.6 5,043.3 2,071.8 719.4 1,151.8 200.6 108.9 401.2 116.7 2845 1,666.1 241.2 795.214,356.6
Dec. 9,048.0 3,130.3 821.3 5,096.4 2,033.2 7314 1,107.5 1944 102.6 423.0 120.2 302.8 1,587.8 243.3 795.114,233.0
1999 Jan® 9267.6 3,347.2 817.1 5103.3 2,059.2 737.6 1,114.2 207.4 103.1 430.8 103.4 327.4 1,651.8 2443 957.314,714.0
2. Liabilities
Total
Currency Deposits Mongy Dept  Money Capjtal Extefnal Rebilities
in| of eurq MFIs| Centra Other markesecuritiey  marke and| liabilities| maining
circulationy areg govern{ generg  Over With| Redeenmt Repur fund| issued pape| reservep liabilities
residents menf govern nightl agreed able a chas¢ shares/
ment/| maturity]  noticd  agree unitsy
othel ment
eurd
areg
residentp
1] 2 3 4 E D 1p 11 12 3 14 L5 16
1997 Sep. 0.4 7,467.7 2,841.8 95.8 4,530.1 1,140.7 1,897.7 1,284.8 207.0 263.2 1,906.8 143.6 677.1 1,338.8 1,219.1 13,016.7
Oct. 0.4 7,545.8 2,904.3 99.4 45421 1,141.3 1,907.5 1,286.4 206.8 258.6 1,913.2 146.6 6755 1,343.1 1,232.6 13,115.8
Nov. 0.4 7,637.8 2,972.8 88.4 4,576.6 1,169.3 1,902.6 1,289.1 215.6 260.5 1,923.9 1456 677.7 1,393.7 1,278.6 13,318.2
Dec. 0.4 7,764.0 2,999.8 102.1 4,662.1 1,227.7 1,902.7 1,326.4 2054 252.0 1,925.1 138.8 687.5 1,383.0 1,214.0 13,364.8
1998 Jan. 0.4 7,781.6 3,029.5 95.6 4,656.5 1,177.9 1,919.3 1,341.8 217.4 253.7 1,9445 1452 690.8 1,436.0 1,276.9 13,529.2
Feb. 0.4 7,829.5 3,066.1 98.4 4,665.1 1,179.7 1,923.9 1,345.1 216.3 255.7 1,967.8 147.2 696.0 1,469.8 1,267.3 13,633.7
Mar. 04 7,836.2 3,077.0 92.8 4,666.5 1,208.8 1,899.0 1,346.4 212.2 255.5 1,985.1 1495 710.3 1,521.2 1,275.9 13,734.3
Apr. 0.4 7,866.9 3,079.7 97.2 4,689.9 1,223.1 1,914.2 1,346.0 206.6 258.3 1,999.4 156.3 702.6 1,492.4 1,322.7 13,799.1
May 0.4 7,890.0 3,092.8 88.2 4,709.0 1,239.5 1,913.4 1,347.9 208.2 261.2 2,012.1 1509 712.2 1,485.2 1,340.2 13,852.2
June 0.4 7,999.1 3,174.8 94.0 4,730.3 1,287.0 1,893.3 1,346.5 203.4 259.8 2,041.2 1459 718.7 1,496.1 1,262.3 13,923.5
July 0.4 7,961.7 3,163.3 92.4 4,706.1 1,248.0 1,896.6 1,345.9 2155 259.8 2,061.8 152.8 720.1 1,472.9 1,283.5 13,912.9
Aug. 0.4 7,981.8 3,183.7 954 4,702.6 1,238.9 1,908.0 1,347.6 208.2 264.7 2,072.6 1529 720.1 1,475.8 1,265.8 13,934.0
Sep. 0.4 8,013.7 3,212.6 96.3 4,704.8 1,259.9 1,890.7 1,346.6 207.7 260.3 2,074.8 153.2 718.4 1,484.9 1,288.3 13,993.9
Oct. 0.4 8,105.1 3,285.9 97.0 4,722.2 1,265.1 1,888.9 1,349.8 218.3 258.4 2,077.7 160.2 7225 1,532.4 1,288.3 14,145.1
Nov. 0.4 8,213.5 3,370.6 98.2 4,744.7 1,305.2 1,888.7 1,352.5 198.3 259.6 2,093.6 168.6 724.3 1,600.1 1,296.6 14,356.6
Dec. 0.4 8,233.0 3,283.2 101.3 4,848.4 1,379.2 1,906.9 1,384.4 178.0 244.1 2,091.0 1653 7275 1,516.2 1,255.5 14,233.0
1999 Jan® 0.4 8,376.8 3,418.1 87.7 4871.1 1,411.3 1,883.6 1,400.8 1754 2743 2,1249 1744 744.8 1,619.2 1,399.1 14,714.0
Source: ECB.

1) Data have been revised in the light of new information. Discrepancies may arise from rounding.
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Consolidated balance shest of the euro area MFls (including the Eurosystem ) 2
(EUR billions (not seasonally adjusted; end-of-period stocks))

1. Assets
Total
Loans to Holdings of Holdings pf Exterpal Fijed Remaifing assets
euro arefp  General Othef securitie Gener Other| shares/othgr  asset$) asset] assgts
residents government eurq other tha governme euro areq equity
areg sharep residents issued b
residents issued b othe
euro aref euro aref
residentp residentp
1] 2) 3 4 [§ 1p 11
1997 Sep. 5,427.3 836.3 4,591.0 1,373.0 1,182.6 190.4 2189 11,8348 2455 794.2  9,893.6
Oct. 5,455.7 838.2 46175 1,369.8 1,180.0 189.8 2224 1,821.8 248.4 805.7 9,923.9
Nov. 5,498.9 856.4 4,6425 13774 1,185.0 192.4 226.4 11,8804 251.1 849.4 10,083.6
Dec. 5,552.3 8425 4,709.7 1,346.2 1,162.4 183.8 238.0 11,8839 245.9 815.7 10,081.9
1998 Jan. 5,548.5 8275 4,721.0 1,373.6 1,183.2 190.4 251.4 1,888.4 243.6 840.8 10,146.2
Feb. 5,573.8 829.1 4,7447 13876 1,192.0 195.6 2614 1,915.0 244.0 847.8 10,229.6
Mar. 5,603.2 827.2 4,776.0 1,407.7 1,207.9 199.8 2779  1,966.8 2455 823.0 10,324.1
Apr. 5,639.0 832.1 48069 14149 1,215.0 199.9 286.4 1,928.9 245.8 845.6 10,360.6
May 5,645.6 8209 14,8247 11,4294 1,2259 203.5 290.0 1,931.0 254.7 863.4 10,414.2
June 5,703.4 8269 4,876.6 1,433.7 1,2374 196.4 285.3 1,963.1 248.0 755.2 10,388.7
July 5,739.7 8225 49172 14249 1,223.1 201.8 277.7 1,925.2 243.3 801.9 10,412.8
Aug. 5,741.6 825.0 4,916.7 11,4248 11,2224 202.4 271.0 19314 244.3 795.0 10,408.2
Sep. 5,792.8 828.0 4,964.8 1,419.6 1,216.7 202.9 272.8 19134 245.0 803.6 10,447.2
Oct. 5,833.0 833.9 4,999.0 11,4329 1,226.3 206.6 273.8 1,919.1 247.1 803.9 10,509.6
Nov. 5,884.4 840.7 5,043.7 11,4294 1,228.1 201.3 287.3 1,971.2 249.3 817.8 10,639.3
Dec. 5,938.2 8416 5,096.6 11,3886 1,193.7 194.9 306.5 1,904.3 251.3 807.8 10,596.7
1999 Jan® 5,941.4 837.6 15,1039 11,4095 1,2015 208.1 3314 2,075.7 254.1 985.7 10,997.9
2. Liabilities
Total
Currency Deposifs Deposits Morley Dgbt  Capital Exteimal Re-  Ekchabilities
in|of central of othe Over- With| Redeent Repurt marke{ securitie and liabilities| maining of inter
circulal governi generg nightf agreed able chase fund| issuedreservep 3| liabilities| MFI
tion menf govern maturityy  notic agreet shareq liabilities|
mentf mentg units an
othel money
eurd marke
ared pape
residentp
1 2) 3 q q D 1P a1 12 13 14
1997 Sep. 310.6 151.7 4,533.4 1,143.9 1,897.7 1,284.8 207.1 318.3 1,290.1 687.0 1,354.6 1,286.1 -38.0 9,893.6
Oct. 311.0 151.3 4,545.6 1,144.6 1,907.6 1,286.4 206.9 3154 1,291.8 683.3 1,358.8 1,298.2 -31.5 9,923.9
Nov. 314.1 1429 45814 1,173.8 1,902.8 1,289.1 2156 314.8 1,297.3 685.6 1,409.6 1,350.9 -13.0 10,083.6
Dec. 319.7 154.3 4,665.1 1,230.6 1,902.7 1,326.4 205.4 304.4 1,303.7 698.3 1,399.1 1,283.8 -46.5 10,081.9
1998 Jan. 311.4 146.3 4,658.7 1,180.2 1,919.3 1,341.8 2174 308.0 1,311.7 695.6 1,452.0 1,340.4 -78.0 10,146.2
Feb. 311.7 160.0 4,669.1 1,183.7 1,924.0 1,345.1 216.3 309.8 1,331.6 696.5 1,484.9 1,332.2 -66.1 10,229.6
Mar. 311.8 139.6 4,669.2 1,211.5 1,899.0 1,346.4 212.2 311.2 1,346.2 705.6 1,536.6 1,343.5 -39.6 10,324.1
Apr. 314.8 1416 4,692.2 1,2254 1914.2 1,346.0 206.6 320.9 1,350.6 693.7 1,508.8 1,392.4 -54.4 10,360.6
May 317.2 135.1 4,713.0 1,243.5 1,913.4 1,347.9 208.2 3194 1,355.0 698.8 1,501.2 1,406.2 -31.7 10,414.2
June 3155 148.2 4,734.8 1,2915 1,893.3 1,346.5 2034 3151 1,369.1 7114 15169 1,3279 -50.3 10,388.7
July 320.6 156.4 4,709.1 1,251.0 1,896.6 1,345.9 2155 3223 1,3775 711.2 1,496.9 1,353.4 -34.6 10,412.8
Aug. 3149 165.2 4,706.2 1,242.4 1,908.0 1,347.6 208.2 326.2 1,381.3 710.1 1,497.4 1,341.9 -35.1 10,408.2
Sep. 3119 163.3 4,709.4 1,264.4 1,890.7 1,346.6 207.7 3225 1,377.0 713.2 1,508.1 1,359.1 -17.2 10,447.2
Oct. 3134 161.7 4,726.5 1,269.4 1,888.9 1,349.8 2183 3285 1,378.6 7115 1,555.0 1,356.7 -22.3 10,509.6
Nov. 3143 155.0 4,751.0 1,311.4 1,888.7 1,352.5 1984 331.8 1,384.8 708.8 1,620.1 1,365.5 8.0 10,639.3
Dec. 323.7 156.2 4,851.3 1,382.1 1,906.9 1,384.4 178.0 313.9 1,365.2 702.6 1,534.8 1,312.3 36.7 10,596.7
1999 Jan® 3137 138.0 4,876.2 1,416.4 1,883.6 1,400.8 1754 351.9 1,391.4 760.3 1,719.5 1,458.2 -11.3 10,997.9
Source: ECB.
1) The ECB was established on 1 June 1998. The data shown for the Eurosystem relate to the ECB (as from June 1998) and the national central banks
of Member Satesin the euro area.
2) Data have been revised in the light of new information. Discrepancies may arise from rounding.
3) Including temporary gross positions of the Eurosystem with the national central banks of Member States not participating in the euro area relating

to the operation of the TARGET system, amounting to approximately EUR 75 hillion at end-January 1999.
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Monetary aggr egates? ?
(EUR billions (not seasonally adjusted; end-of-period stocks) and annual percentage changes)

W rTable24

1. Stocks
M2 Repurcha Mongy Debt
Total Annual agreemer]ts market  securities
M1 Deposit: Deposifs percentgge fund shqres/ up to
Total Annua| with agreeql redeemable change® unity 2 years
percentagematurity ug at notice up and money
Currency i} Overnigh change”| to 2 yearf to 3 months market
circulatior| deposits pape
1 2 3 g [i 1p 11
1997 Sep. 3106 1,208.4 1,518.9 8.8 899.3 1,119.2 3,5374 4.0 207.1 318.3 68.5
Oct. 311.0 11,2108 1,521.8 9.3 906.5 1,121.7 3,550.0 4.3 206.9 315.4 70.3
Nov. 314.1 1,2424 1,556.5 8.4 901.0 1,124.7 3,582.2 4.1 215.6 314.8 67.7
Dec. 319.7 1,300.2 1,619.8 6.6 894.0 1,159.6 3,673.5 3.4 205.4 304.4 71.5
1998 Jan. 3114 1,251.3 1,562.7 8.1 9055 1,177.5 3,645.7 4.0 217.4 308.0 72.8
Feb. 311.7 1,251.8 1,563.5 8.6 902.1 1,181.6 3,647.2 4.2 216.3 309.8 77.6
Mar. 311.8 11,2814 1,593.2 9.1 8758 1,183.4 3,6524 4.4 212.2 311.2 83.8
Apr. 3148 11,2934 1,608.2 10.6 889.8 11,1852 3,683.2 5.1 206.6 320.9 84.3
May 317.2 11,3099 1,627.1 10.3 887.7 1,189.2 3,704.0 5.2 208.2 319.4 87.5
June 3155 11,3586 1,674.0 9.8 870.0 11,1889 3,733.0 5.2 203.4 315.1 86.6
July 320.6 11,3185 1,639.2 8.3 871.3 11,1895 3,699.9 4.4 2155 322.3 92.2
Aug. 3149 1,309.4 1,624.3 8.4 878.0 11,1924  3,694.7 4.3 208.2 326.2 86.8
Sep. 3119 11,3299 11,6418 8.1 865.7 1,192.2 3,699.7 4.6 207.7 322.5 81.2
Oct. 3134 11,3339 1,647.3 8.3 868.1 11,1957 3,711.1 4.5 218.3 3285 84.6
Nov. 3143 1,376.1 1,690.4 8.6 8720 1,198.2 3,760.6 5.0 198.4 331.8 81.8
Dec. 323.7 11,4481 1,771.8 9.4 884.6 1,229.3 3,885.7 5.8 178.0 313.9 68.8
1999 Jan® 313.7 1,479.8 1,793.5 - 883.4 11,2451 3,922.0 - 175.4 351.9 52.6
2. Flows?
M2 | Repurcha Mondy Debt
Total Annual agreemerits market  securities
M1 Deposit: Deposifs percentgge fund shares/ up to
Total Annua| with agreeql redeemable change? unitg 2 years
percentagematurity ug at notice up and mone
Currency ip - Overnighf change?| to 2 yearp to 3 months market
circulatior| deposits pape
1] 2) 3 4 E q 1p 11
1999 Jan® -9.2 30.0 20.8 14.9 -4.4 16.0 324 7.6 -4.1 15.8 -12.8
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) Data have been revised in the light of new information. Discrepancies may arise from rounding.

3) Calculated from amounts outstanding adjusted for incomplete coverage of the data before September 1997.

4) Calculated from differencesin levels adjusted for reclassifications, other revaluations and any other changes which do not arise from transactions.

[2%
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M3 Memo: Non-monetary liabilities of MFls
Total Annua| 3-montl
percentagp moving
change® averag
(centered
Total
Deposits De Capital
With agree! Redeemaljle securifies and
maturity] at notice ovgr  over 2 yedrs reselves
over 2 yearp 3 montls
12 13 14 1 1 1y 19 20
4,131.3 4.2 4.3 1,215.6 999.0 216.6 1,2215 687.0 3,124.1 1997 Sep.
4,142.7 4.4 4.4 1,217.7 1,001.7 216.0 1,221.5 683.3 3,122.4 Oct.
4,180.3 4.5 4.4 1,218.6 1,002.5 216.1 1,229.6 685.6 3,133.8 Nov.
4,254.8 4.3 45 1,229.0 1,009.2 219.8 1,232.2 698.3 3,159.6 Dec.
4,243.9 4.6 45 1,232.1 1,014.4 217.7 1,239.0 695.6 3,166.7 1998 Jan.
4,250.9 4.5 4.6 1,240.0 1,022.5 2175 1,254.0 696.5 3,190.5 Feb.
4,259.6 4.6 4.7 1,240.6 1,023.8 216.8 1,262.5 705.6 3,208.7 Mar.
4,295.0 5.1 4.8 1,239.8 1,025.1 214.7 1,266.2 693.7 3,199.8 Apr.
4,319.0 4.9 4.9 1,239.3 1,026.3 213.0 1,267.5 698.8 3,205.7 May
4,338.2 4.8 4.7 1,236.0 1,024.0 212.0 1,282.5 711.4 3,229.8 June
4,330.0 4.6 4.6 1,236.6 1,025.8 210.8 1,285.2 711.2 3,233.1 July
4,315.9 4.3 4.4 1,240.4 1,030.5 209.9 1,294.6 710.1 3,245.1 Aug.
4,311.1 4.4 45 1,234.8 1,025.5 209.3 1,295.8 713.2 3,243.7 Sep.
4,342.4 4.8 4.6 1,230.4 1,021.3 209.1 1,294.1 711.5 3,235.9 Oct.
4,372.6 4.6 4.6 1,226.7 1,017.2 209.5 1,302.9 708.8 3,238.4 Nov.
4,446.5 4.5 4.9 1,237.5 1,022.8 214.6 1,296.3 702.6 3,236.4 Dec.
4,501.9 - - 1,215.8 1,001.0 2149 1,338.8 760.3 3,314.9 1999 ®PJan.
M3 Memo: Non-monetary liabilities of MFls
Total Annua| 3-montl
percentagp moving
change’ averag
(centered|
Total
Deposits De Capital
With agree Redeemallle securifies And
maturity] at notice ovgr over 2 years resefves
over 2 yearp 3 montls
12| 13 14 1 1 1 8 19 20
31.3 5.7 - 4.0 3.8 0.2 37.3 33.5 749 1999 Jan.
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Money market interest rates?
(percentages per annum) 2

Euro area ¥4 United States 9 Japan 9
Overnigh 1-month 3-month 6-morjth 12-mopth 3-mgnth 3-month
deposit deposits depogits depgsits degosits deposits deposits
1 2 4 ki 3 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 5.43 0.31
1997 3.98 3.94 4.01 4.05 4.15 5.62 0.36
1998 3.09 3.18 3.17 3.14 3.13 5.00 0.18
1998 Feb. 4.22 3.96 3.97 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 3.91 5.59 0.43
July 3.77 3.74 3.80 3.82 3.85 5.56 0.34
Aug. 3.78 3.80 3.81 3.72 3.69 5.50 0.37
Sep. 3.81 3.73 3.73 3.64 3.55 5.20 0.12
Oct. 3.66 3.61 3.63 3.53 3.44 5.12 0.68
Nov. 3.40 3.62 3.51 3.43 3.36 5.12 0.68
Dec. 3.09 3.18 3.17 3.14 3.13 5.00 0.18
1999 Jan. 3.14 3.16 3.14 3.10 3.07 4.99 0.35
Feb. 3.12 3.13 3.09 3.04 3.03 5.00 0.38
1999 5Feb. 3.15 3.16 3.11 3.04 3.03 4.98 0.47
12 3.08 3.14 3.10 3.05 3.04 5.00 0.38
19 3.03 3.09 3.08 3.03 3.03 5.00 0.28
26 3.12 3.12 3.10 3.06 3.07 5.03 0.27
Euro area money market rates 3-month money market rates
(monthly) (monthly)
—— 1-month rate ---- 3-month rate —— euro area ---- United States
—— 12-month rate —— Japan
% p.a. % p.a.
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
\ Ve .
3.00 0.00 L /‘_/\/\ L \K\/\_ /—\‘r
1994 1995 1996 1997 1998 1994 1995 1996 1997 1998

Sources: Reuters and ECB.

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

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

3) Prior to January 1999, synthetic euro area rates were calculated 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).

5) From February 1999, London interbank offered rate (LIBOR).
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Table2s

Government bond yields?
(percentages per annum)

Euro area? United States| Japan
2 year 3 yeafs 5 yequs 7 yaars 10 years 10|years 10 years
il 2 3 4 E 4 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 4.17 4.41 5.06 5.82 7.23 6.54 3.03
1997 4.33 4.51 4.87 5.20 5.99 6.45 2.15
1998 3.16 3.22 3.38 3.67 4.71 5.33 1.30
1998 Feb. 4.08 4.24 4.55 4.84 5.12 5.65 1.71
Mar. 4.17 4.32 4.61 4.86 5.01 5.73 1.56
Apr. 4.26 4.44 4.75 4.97 5.00 5.72 1.57
May 4.13 4.30 4.58 4.79 5.06 5.73 1.30
June 4.08 4.24 4.50 4.73 4.91 5.58 1.22
July 4.04 4.16 4.41 4.62 4.82 5.53 1.36
Aug. 3.68 3.78 4.01 4.24 4.59 541 1.17
Sep. 3.55 3.58 3.77 3.98 4.27 4.87 0.88
Oct. 3.39 3.51 3.77 4.09 4.25 458 0.82
Nov. 3.33 3.44 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 3.11 3.30 3.64 3.82 4.78 2.07
Feb. 3.05 3.19 3.43 3.78 3.98 4.99 2.09
1999 5 Feb. 3.02 3.16 3.39 3.72 3.91 4.92 2.45
12 3.05 3.18 3.42 3.76 3.96 4.99 2.12
19 3.05 3.21 3.46 3.82 4.03 5.07 1.78
26 3.15 3.33 3.58 3.93 4.14 5.28 1.90
Euro area government bond yields 10-year government bond yields
(monthly) (monthly)
—— 3-yearyield ----5-yearyield —— 7-yearyield —— euro area ---- 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
5.00
6.00 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: Reuters, ECB, Federal Reserve and Bank of Japan.

1) To December 1998, 2, 3, 5, and 7-year euro area yields are end-of-period values and 10-year yields are period averages. Therafter, all yields are
period averages.

2) To December 1998, euro area yields are calculated on the basis of harmonised national government bond yields weighted by GDP. Thereafter, the
weights are the nominal outstanding amounts of government bonds in 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 5( BasipConsumefConsumer  Energy Financigl Conglom4ndustrial Techng- Utilities| Standar Nikkei
material$ cyclical non- erate: logy| & Poor's| 225
cyclical 500
jl 2 3 g [i D 1p 1 12 13

1994 127.33 1,320.59 14588 107.82 143.90 125.92 109.29 12591 13231 128.66 122.60 455.19 19,299.47
1995 138.37 1,506.82 137.78 111.06 181.13 14546 117.66 133.05 136.18 145.57 152.09 614.57 19,417.95
1996 167.75 1,850.32 14511 120.25 27494 180.64 137.84 156.11 171.05 153.17 192.40 743.25 20,147.27
1997 229.86 2,531.99 166.33 159.82 324.06 249.22 188.87 210.33 204.75 248.37 225.11 962.37 15,917.07
1998 298.37 3,342.32 147.10 156.74 485.39 232.87 250.29 218.78 283.76 353.38 329.50 1,229.23 13,842.17
1998 Feb. 262.29 2,878.04 185.29 179.88 367.60 252.05 225.29 222.68 234.57 303.85 247.81 1,023.74 16,797.69
Mar. 289.46 3,153.32 196.69 197.27 390.26 278.01 249.55 239.23 270.77 33591 268.38 1,076.83 16,840.31
Apr. 293.96 3,195.43 204.90 202.37 386.70 270.47 266.59 238.17 276.74 354.64 275.98 1,112.20 15,941.29
May 307.44 3,357.77 211.08 207.22 401.14 280.40 276.07 248.87 302.71 378.82 285.79 1,108.42 15,514.28
June 311.58 3,406.82 198.55 204.62 430.65 275.47 270.69 24459 299.67 387.80 294.99 1,108.39 15,231.29
July 318.06 3,480.63 182.52 195.81 436.13 255.90 291.41 226.39 301.26 417.31 305.08 1,156.58 16,370.17
Aug. 277.73 3,050.59 151.13 167.11 413,58 217.55 240.10 194.28 262.30 360.33 279.30 1,074.62 15,243.98
Sep. 246.31 2,670.97 131.62 137.37 379.55 230.22 187.86 182.29 240.51 279.90 277.86 1,020.64 14,140.69
Oct. 263.49 2,887.11 138.21 147.48 419.19 223.71 206.17 197.45 250.98 300.39 295.80 1,098.67 13,564.51
Nov. 291.73 3,232.44 147.95 153.01 44291 237.51 236.66 208.39 270.40 339.22 306.30 1,176.46 14,883.70
Dec. 298.37 3,342.32 147.10 156.74 485.39 232.87 250.29 218.78 283.76 353.38 329.50 1,229.23 13,842.17
1999 Jan. 306.01 3,486.40 146.59 152.92 498.08 226.40 254.13 229.20 301.23 367.41 339.23 1,246.89 13,859.26
Feb. 302.69 3,450.87 149.74 152,16 496.17 225.01 246.99 229.33 312.25 366.43 330.00 1,244.93 14,168.83
5 Feb. 305.81 3,489.98 151.95 148.38 503.26 231.88 252.80 227.87 318.83 368.55 331.89 1,239.40 13,898.08
12 299.76 3,405.68 151.56 152.73 496.88 224.61 244.03 228.42 307.37 365.28 323.52 1,254.04 13,973.69
19 300.01 3,415.52 147.12 153.48 500.91 222.04 24140 229.39 309.53 362.16 326.75 1,239.22 14,098.04
26 303.87 3,484.24 150.00 154.26 487.31 227.63 24522 219.75 312.39 365.04 328.83 1,238.33 14,367.54

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

300

250

200

150

100

50

Source: Reuters.

Dow Jones
EURO STOXX

1 1

-------- Standard &
Poor’s 500

1

— Nikkei 225

1994

1995

1) End-of-period values to December 1998; period averages thereafter.
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Table2s N

Retail bank interest rates

(percentages per annum; period averages; lending interest rates are provisional)

Deposit interest rates Lending interest rates
Overnigh With agreed maturity Redeemable at notige To enterprises| To households
Up to Up tq Over Up tq Over Up to Over] Consum For house
1 yeal 2 year 2 year 3 month 3 month 1 yeal 1 yeal lendin purchase
1 2 3 4 g [¢ 1 10
1996 1.94 4.09 4.68 5.04 3.05 3.16 8.90 . 11.03 7.76
1997 1.47 3.41 3.62 4.40 2.80 3.09 7.54 6.69 9.97 6.81
1998 1.10 3.20 3.22 4.06 2.61 3.25 6.69 5.94 9.39 5.98
1998 Jan. 1.29 3.36 3.41 4.34 2.76 3.35 7.07 6.36 9.70 6.53
Feb. 1.25 3.32 3.36 4.31 2.76 3.30 7.03 6.30 9.69 6.41
Mar. 1.25 3.30 3.33 4.26 2.74 3.32 6.99 6.19 9.63 6.31
Apr. 1.20 3.27 3.30 4.26 2.71 3.30 6.89 6.12 9.49 6.17
May 1.12 3.24 3.26 4.27 2.71 3.33 6.81 6.09 9.46 6.15
June 1.12 3.27 3.28 4.19 2.58 3.34 6.74 6.04 9.46 6.08
July 1.08 3.25 3.26 4.15 2.56 3.29 6.61 6.00 9.39 5.94
Aug. 1.06 3.23 3.23 4.05 2.55 3.30 6.58 591 9.39 5.88
Sep. 1.05 3.17 3.18 3.88 2.53 3.21 6.56 5.78 9.37 5.75
Oct. 1.04 3.12 3.12 3.74 2.49 3.14 6.45 5.65 9.15 5.58
Nov. 0.94 3.05 3.04 3.69 2.48 3.12 6.34 5.57 9.03 5.52
Dec. 0.87 2.82 2.82 3.57 2.44 3.03 6.17 5.26 8.92 5.38
1999 Jan. 0.79 2.67 2.67 3.41 2.36 2.86 6.04 5.19 8.90 5.26
Deposit interest rates Lending interest rates
(monthly) (monthly)
overnight up to 1 year to enterprises
----- agreed maturity up to 1 year - - ===~ consumer lending
—ggreed maturity over 2 years —— 10 households for house purchase
% %
12.00 12.00 -
10.00 | 10.00
8.00 ¢ 8.00
6.00 ¢ 6.00

4.00 t 4.00

2.00 2.00 |

0.00 . . 1 0.00 . : 1
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 Sates. 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

@ Tabledr

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

Total Total
(index Goods Services
1996 = 100 FoodV Industrial
ProcessedUnprocessed good§ Non-energ Energ
food?) food| industrial
goods
Weight in
the total (%p 100.4 100. 63[7 22{4 13.4 .0 4.3 32.5 8.8 36.3
1] 2) 3 4 ] q 1 b 10
1995 97.9 - - - - - - - - -
19969 100.0 2.2 1.8 1.9 1.9 1.9 1.8 1.6 2.6 2.9
1997 101.6 1.6 11 1.4 14 14 1.0 0.5 2.8 2.4
1998 102.7 11 0.6 1.6 1.4 2.0 0.1 0.9 -2.6 2.0
1997 Q4 102.0 1.5 1.1 2.0 1.5 2.8 0.7 0.5 1.2 2.3
1998 Q1 102.2 1.1 0.7 1.6 1.3 2.0 0.2 0.6 -1.4 2.0
Q2 102.8 1.3 1.0 2.1 1.6 2.8 0.4 0.9 -1.4 2.0
Q3 102.9 11 0.7 1.7 1.4 2.1 0.1 1.0 -3.2 2.0
Q4 102.8 0.8 0.2 1.1 1.2 0.8 -0.2 0.9 -4.4 2.0
1998 Jan. 102.0 1.1 0.6 1.4 1.3 1.6 0.2 0.5 -1.2 2.1
Feb. 102.3 1.1 0.7 1.6 1.3 2.0 0.2 0.7 -1.4 2.0
Mar. 102.4 1.1 0.8 1.9 1.4 2.6 0.2 0.7 -1.6 1.9
Apr. 102.6 1.4 1.0 2.1 1.4 3.0 0.4 0.8 -1.0 2.1
May 102.8 1.3 1.0 2.1 1.7 2.6 0.4 0.9 -1.4 2.0
June 102.9 1.4 1.0 2.1 1.6 29 0.4 1.0 -1.7 2.0
July 102.9 1.3 0.9 1.9 1.6 25 0.3 1.0 -1.9 2.0
Aug. 102.9 1.1 0.6 1.9 15 2.4 0.0 1.0 -3.8 2.0
Sep. 102.9 1.0 0.4 1.4 1.3 1.5 -0.1 1.0 -3.9 2.0
Oct. 102.8 0.9 0.3 1.2 1.3 1.1 -0.1 1.0 -4.0 2.1
Nov. 102.8 0.8 0.2 1.0 1.2 0.6 -0.2 0.9 -4.4 2.0
Dec. 102.9 0.8 0.1 1.0 1.1 0.9 -0.4 0.9 -4.8 1.9
1999 Jan. 102.8 0.8 0.2 1.2 1.3 11 -0.3 0.8 -4.4 1.8
40 — totalHICP ~  ----- food
AN — - - — industrial goods  — — — services
35+
3.0
25+
20+
15+
10+
05+ N —
\‘_ _ N
00+ N
N
1996 1997 1998
Source: Eurostat.
1) Including alcoholic beverages and tobacco.

2)

Referring to index period 1999.

3) Annual percentage changesin 1996 include France for the overall index, but do not cover France for all components of the HICP.
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Tables2

Selected other price and 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
excludindg excluding  facturing mediatq good goodg Durabl N structior? excluding
con con goodsg ure: o energy
structio structior] consum durablg
) goodg consume]
(index good
1995 = 100
1] 2 3 4 g [i D 1p 11
1995 100.0 3.6 3.9 5.0 1.8 2.2 1.9 2.3 . 0.3 2.1
1996 100.6 0.6 1.0 -0.7 1.3 1.7 1.7 1.7 1.2 6.4 -6.9
1997 101.6 1.0 0.6 1.0 0.2 1.0 0.2 1.4 14 10.0 13.0
1998 100.8 -0.8 -0.5 -1.8 0.3 0.4 0.0 0.6 . -21.2 -12.5
1997 Q4 102.0 11 1.0 1.0 0.3 1.2 0.1 1.7 1.4 1.8 14.1
1998 Q1 101.7 0.5 0.7 0.0 0.3 1.0 -0.2 1.6 0.3 -14.1 -0.1
Q2 101.2 -0.2 0.0 -0.8 0.3 0.6 0.0 0.9 0.1 -16.6 -10.7
Q3 100.6 -1.2 -1.0 -2.5 0.4 0.2 0.2 0.2 -0.3 -24.3 -18.2
Q4 99.7 -2.2 -1.9 -4.0 0.2 -0.3 0.0 -0.5 . -30.0 -20.5
1998 Feb. 101.7 0.6 0.7 0.0 0.2 1.0 -0.2 1.6 - -13.8 -0.5
Mar. 101.5 0.3 0.5 -0.2 0.3 0.9 -0.2 1.4 - -15.8 -4.7
Apr. 101.4 0.1 0.4 -0.4 0.2 0.7 -0.1 1.1 - -12.2 -6.0
May 101.3 -0.2 0.0 -0.8 0.3 0.6 0.0 0.8 - -18.6 -12.8
June 101.0 -0.5 -0.3 -1.2 0.3 0.5 0.0 0.8 - -18.9 -13.3
July 100.8 -0.8 -0.5 -1.8 0.5 0.5 0.3 0.6 - -21.1 -14.4
Aug. 100.6 -1.3 -1.1 -2.8 0.4 0.3 0.3 0.3 - -26.3 -19.0
Sep. 100.4 -1.5 -1.3 -2.9 0.4 -0.1 0.0 -0.2 - -25.4 -20.9
Oct. 100.1 -1.9 -1.7 -3.6 0.3 -0.2 0.0 -0.4 - -30.6 -23.6
Nov. 99.7 -2.3 -1.9 -4.1 0.2 -0.4 0.0 -0.7 - -28.6 -18.4
Dec. 99.4 -2.4 -2.1 -4.3 0.1 -0.3 0.0 -0.5 - -30.8 -19.4
1999 Jan. . . . . . . . . - -23.2 -17.2
Feb. . . . . . . . . - -20.6 -16.1

2. Deflators of gross domestic product and indicator s of labour costs

Deflators of GDP (s.a.) Unit labour costs Compensation  Earnings per
GDP) GDH| Privatf  Governmert Gross fixe in whol per employep  employee in
(index consumptioh  consumptiofcapital formatio econom in wholg  manufacturing
1995 = 100 econom
12 13 14 1 16 18 19
1995 100.0 2.7 2.6 3.0 2.1 1.7 3.5 3.7
1996 102.0 2.0 2.4 2.4 0.7 1.8 3.4 35
1997 103.4 1.4 1.8 2.0 0.9 0.6 2.6 3.0
1996 Q1 101.4 2.6 2.5 34 1.2 2.6 3.6 4.1
Q2 101.9 2.2 2.6 2.2 0.7 2.0 3.3 3.2
Q3 102.2 1.7 2.3 2.1 0.5 1.7 3.5 3.6
Q4 102.6 1.5 2.1 2.2 0.4 1.5 3.3 2.8
1997 Q1 102.8 1.4 2.1 2.0 0.6 1.8 2.9 3.1
Q2 103.2 1.3 1.6 2.2 0.7 0.3 2.9 3.4
Q3 103.6 1.4 1.9 1.9 1.1 -0.1 2.3 2.7
Q4 104.0 1.4 1.7 2.0 1.0 -0.4 2.2 2.8
1998 Q1 104.3 1.5 1.4 1.5 0.6 -2.3 1.0 2.2
Q2 104.8 1.6 1.4 1.7 0.3 -0.6 1.2 2.8
Q3 105.2 15 1.0 1.9 -0.2 -0.6 1.3 2.6

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) To December 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 Privdte  Government Gross fixel Exports? Imports?
consumptio} consumption capital formatio
1 2) 4 E [i 7
1995 4,493.3 4,401.8 2,758.2 708.6 908.2 1,442.2 1,350.8
1996 4,563.0 4,452.2 2,809.6 720.8 911.7 1,506.2 1,395.4
1997 4,679.0 4,538.2 2,849.6 722.9 930.8 1,661.8 1,520.9
1998 4,820.6 4,691.3 2,935.5 726.0 969.5 1,761.9 1,632.6
1997 Q4 1,184.4 1,147.2 718.7 179.1 236.8 432.8 395.6
1998 Q1 1,195.1 1,164.6 725.6 181.8 241.0 433.3 402.8
Q2 1,202.0 1,169.0 729.5 182.4 239.6 441.4 408.4
Q3 1,210.5 1,174.9 736.8 181.7 243.8 446.8 411.3
Q4 1,213.0 1,182.8 743.5 180.1 245.1 440.4 410.2
(annual percentage changes) ¥
GDP| Domestic demand Privite  Governmert Gross fixe Exports?) Imports?
consumptiol consumptiop capital formatio
8 9 1 1 1 1B 14
1995 2.2 1.9 1.9 0.0 3.4 8.1 7.4
1996 1.6 11 1.9 1.7 0.4 4.4 3.3
1997 25 1.9 14 0.3 2.1 10.3 9.0
1998 3.0 34 3.0 0.4 4.2 6.0 7.3
1997 Q4 3.2 2.5 2.0 -0.7 2.8 11.6 10.2
1998 Q1 3.8 3.9 2.8 0.3 5.7 11.0 11.8
Q2 3.0 3.2 2.5 0.6 3.2 7.7 8.6
Q3 2.9 3.4 3.4 0.2 4.3 4.2 5.7
Q4 2.4 3.1 3.4 0.6 3.5 1.8 3.7
2. Selected other real economy indicators
(annual percentage changes, unless otherwise indicated)
Industrial production? Retail sale New
Total Total Manu{ Intermediaté Capital Durablg Non-durablg Constructiofp at constarft — passenger
excluding  excluding facturing good good: consumef  consumef price car
constructiof constructio good goods registrations
(index (s.a.),
1995 = 100
15 14 17 1 1 2D 21 12 3 24
1995 100.0 3.3 3.5 2.6 7.2 -0.8 1.7 -0.3 2.0 0.3
1996 100.1 0.0 -0.2 -0.7 1.7 0.0 -0.8 -2.6 1.1 6.6
1997 104.1 4.1 4.8 54 4.2 1.8 2.2 -1.0 0.8 3.9
1998 108.5 4.1 4.6 3.9 6.8 8.2 1.3 -1.1 7.6
1997 Q4 106.4 5.7 6.4 7.3 6.2 4.9 2.8 -0.3 2.1 11.2
1998 Q1 107.8 6.3 7.3 7.3 9.1 9.5 1.4 2.8 2.8 12.6
Q2 108.7 4.4 5.0 4.3 6.6 8.5 2.2 -1.0 1.8 3.3
Q3 108.9 4.0 4.3 3.3 6.9 8.6 2.0 -2.1 29 7.4
Q4 108.6 1.9 1.8 0.8 4.9 6.2 -0.2 -3.6 7.5
1998 Jan. 107.1 5.8 7.7 7.7 8.2 6.3 2.3 12.2 3.0 10.7
Feb. 107.8 6.1 6.9 7.1 8.0 10.0 1.1 0.1 2.2 9.8
Mar. 108.6 6.9 7.3 7.1 10.8 11.9 0.8 -2.1 3.1 16.5
Apr. 108.4 3.3 3.8 3.6 5.1 5.1 1.0 -3.6 0.8 -1.8
May 108.9 6.8 7.7 6.2 10.3 14.2 4.3 2.1 1.8 6.9
June 108.7 3.3 3.7 3.3 4.8 6.9 1.6 -1.2 2.6 53
July 109.0 4.2 4.6 3.6 7.7 7.9 2.6 -11 3.6 7.2
Aug. 108.7 4.6 5.1 4.0 7.5 10.8 2.5 -11 2.5 7.1
Sep. 109.1 3.3 3.5 25 5.8 8.0 1.0 -3.8 2.8 7.9
Oct. 109.2 3.3 3.6 1.8 7.8 9.8 0.4 -2.7 1.9 1.2
Nov. 108.8 2.7 25 2.0 51 6.0 0.5 -3.1 4.0 15.3
Dec. 107.7 -0.5 -0.8 -1.5 2.0 2.1 -1.7 -5.2 7.3
1999 Jan. 5.1

Sources: Eurostat, except column 23 (ECB calculation based on non-harmonised national data) and column 24 (ACEA/A.AA.)
1)  Components exclude changesin inventories. The latest quarter isafirst estimate.
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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Labour market indicators
(seasonally adjusted)

Employment ¥ Unemployment 2 Labour productivity ¥
Whole economy Manufacturing Millions % of labguhole economly Manufacturing
Index Annual Index Annual force (annu (annual
1995 = 10 percentage 1995 = 10 percentage percentag percentage
changep changep changeg) changes)
1] 2 3 4 g ¢ 8
1995 100.0 0.4 100.0 -0.8 14.401 114 1.8 4.3
1996 100.2 0.2 98.6 -1.4 14.821 11.6 1.6 1.2
1997 100.4 0.3 97.9 -0.8 14.918 11.6 2.1 5.6
1998 . . . . 14.057 11.0 . .
1997 Q4 100.7 0.5 98.4 0.5 14.801 115 2.6 6.0
1998 Q1 101.1 1.0 99.6 2.2 14.418 11.2 3.4 5.0
Q2 101.5 1.1 100.4 2.9 14.139 11.0 1.8 2.1
Q3 101.9 1.4 100.8 2.8 13.943 10.9 1.8 1.4
Q4 . . . . 13.729 10.7 . .
1998 Jan. - - - - 14.480 11.3 - -
Feb. - - - - 14.432 11.2 - -
Mar. - - - - 14.343 11.2 - -
Apr. - - - - 14.213 111 - -
May - - - - 14.150 11.0 - -
June - - - - 14.054 11.0 - -
July - - - - 13.993 10.9 - -
Aug. - - - - 13.964 10.9 - -
Sep. - - - - 13.873 10.8 - -
Oct. - - - - 13.777 10.7 - -
Nov. - - - - 13.705 10.7 - -
Dec. - - - - 13.704 10.7 - -
1999 Jan. - - - - 13.568 10.6 - -

Opinion surveys

Consumer and industrial confidence indicators Capacity utilisation and order books

(percentage balances, monthly; seasonally adjusted) (capacity utilisation, percentages, quarterly; order books,
percentage balances, monthly; seasonally adjusted)

10 - ———— consumer confidence 86 — capacity utilisation (left-hand sca®) - 10
----- industrial confidencé - - - - - order books (right-hand scaf®)
85

84
83
82
81
80

79

78

7

.35 I I I 1 1 1 1 1 1 76 I I I I I I 1 1 1 g0
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 results are 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.
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6 Saving, investment and financing in the

euro a

Table 6

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

rea

Euro area saving and investment ¥ Investment of private non-financial sectors®?
Grosg Gross fixed Net lending Gross fixed Net
saving capital tothereqt  capital Non{ acquisitio}  Currenc}y Securities Sharef  Insurance
formatiorjof the world formatior]  financial of financia and othel Long-tern] technical
corporation$ assets  deposits than shards securities reserves
1] 2] 3 4 g (i ] D 1p 11
1990 23.5 22.8 0.1 19.1 13.7 18.7 5.6 4.4 3.2 2.0 2.5
1991 21.9 22.9 -1.2 19.1 14.2 16.8 4.0 3.0 2.6 1.6 25
1992 20.9 22.2 -1.0 18.4 13.6 14.3 4.5 1.7 0.5 1.4 2.6
1993 20.0 20.2 0.5 16.6 12.2 13.0 54 0.6 11 0.9 2.9
1994 20.4 19.8 0.3 16.5 12.2 14.1 3.3 2.3 2.5 15 3.0
1995 21.3 20.0 1.0 16.8 12.6 13.2 4.8 1.9 1.7 1.3 3.3
1996 20.8 19.6 1.4 16.7 12.4 13.2 4.1 0.3 1.2 1.1 3.6
1997 21.4 19.0 2.1 16.2 11.9 12.0 2.1 -0.3 0.2 1.3 3.6
Financing of private non-financial sectors? Net|  Financia Net
Gross Net financial investment incurrence
savind Household incurrenc¢  Securities Sharep Loans investment  as a % of of liabilities
of liabilities othefl Long-tern] Long-tern] _ grosy asad%of
than shards securities loans investment  financing
(col. 6 - 14) (col. 6 / (4+6)] (col. 14 / (12+14))
12 1 1 1 1p 1f7 18 19 PO P1 22
1990 22.0 12.0 14.2 0.6 0.3 2.1 9.6 4.5 4.4 49.5 39.3
1991 21.0 12.2 13.2 0.4 0.3 1.7 8.9 4.8 3.6 46.8 38.5
1992 20.7 12.1 10.7 0.7 0.6 1.6 6.9 4.7 3.6 43.7 34.0
1993 20.4 115 7.4 1.3 1.4 1.7 3.6 4.3 5.6 43.8 26.6
1994 20.3 10.6 9.9 1.1 1.2 1.9 3.9 3.7 4.1 46.0 32.9
1995 21.3 10.7 5.7 -1.7 -1.8 1.7 4.9 3.0 7.5 44.0 21.1
1996 20.7 10.6 8.7 0.2 0.1 1.9 4.8 3.6 4.5 44.2 29.6
1997 20.1 10.0 7.9 0.0 0.0 1.5 4.9 3.2 4.1 42.6 28.2

Investment and financing of private non-financial sectors? 2

(as a percentage of GDP)

I nvestment Financing

MM currency and deposits

—— gross fixed capital formation 88 shares B loans —-mn gross saving

---- net acquisition of financial assetdlll insurance technical reserve:i long-term securites — — net incurrence of liabilities
24 . 24,

20 | 20’ ..............................................
16 16+

12

8

4

0

1990 1991 1992 1993 1994 1995 1996 1997 1990 1991 1992 1993 1894 1996 1997
1995

-4 L 4L
Source: ECB.

1) Selected items of 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? - receipts and expenditure

Current Current Net Deficit (-) /
receipts ? Direct Indirect Social| expenditure ? Publig Interesf  Transfers fo capital|  Investment surplus (+)
taxe: taxeg contribution: consumption householdsexpenditure ?
1 2 3 4 g (i ? D 1p 11
1990 45.0 12.0 12.9 16.7 45.0 17.5 4.8 18.5 4.1 3.0 -4.1
1991 45.9 12.3 12.9 17.3 46.2 18.1 4.9 19.2 4.2 3.1 -4.4
1992 46.7 12.3 13.0 17.7 47.7 18.5 55 19.9 3.6 3.1 -4.6
1993 47.6 12.5 13.2 18.1 49.4 18.8 5.7 20.8 3.9 2.9 -5.6
1994 47.0 12.0 13.4 18.0 48.5 18.5 55 20.7 3.6 2.8 -5.1
1995 46.8 12.1 13.3 18.0 48.2 18.2 5.8 20.6 3.6 2.6 -5.0
1996 47.1 12.1 13.4 18.2 48.2 18.3 55 20.6 3.2 2.5 -4.2
1997 47.3 12.2 13.5 18.2 47.1 17.9 5.1 20.5 2.7 2.4 -2.5
2. Euroarea® - deficit and debt
Primary Cyclically Deficit/ Changein debt ¥ Gross nominal consolidated debt
deficit () / ad] usted ert Total Currency, Short Medium, Total Currency, Short Medium/
surplus (+)|  deficit () / adjust- deposit$ term| long-tern deposit$ term long-term
surplus (+)? ment and loans securitie: securitie and loank securitie securities
12 19 14 1 16 1f7 18 19 0 P1 22
1990 0.7 5.7 1.5 5.6 1.3 1.0 3.3 58.4 18.8 9.4 30.2
1991 0.5 -5.9 0.7 5.2 1.2 0.0 4.0 58.3 18.4 8.5 31.4
1992 0.9 -5.6 2.2 6.8 1.7 0.8 4.2 61.8 19.0 8.9 33.9
1993 0.2 -4.9 2.5 8.0 1.5 -0.3 6.9 68.3 20.0 8.3 39.9
1994 0.4 -4.7 0.8 59 0.2 0.6 51 70.7 19.2 8.5 43.1
1995 0.8 -4.6 2.3 7.2 2.0 -0.2 55 74.6 20.3 7.8 46.5
1996 1.4 -3.5 -0.2 3.9 0.3 0.0 3.6 76.0 19.9 7.6 48.5
1997 2.6 -1.9 -0.3 2.2 0.0 -1.0 3.2 75.3 19.1 6.3 49.9
3. Euro area countries - deficit (-) / surplus (+)
BE| DE] ES FH IH I Ly Ny AT| Pl FI
1 2 3 4 g ¢ ] D 1p 11
1990 -5.5 -2.1 -4.3 -1.6 -2.3 -11.1 5.0 5.1 -2.4 -5.1 54
1991 -6.3 -3.1 -4.5 -2.1 -2.3 -10.1 1.9 -2.9 -3.0 -6.0 -1.5
1992 -6.9 -2.6 -4.1 -3.9 -2.5 -9.6 0.8 -3.9 -2.0 -3.0 -5.9
1993 -7.1 -3.2 -7.0 -5.8 -2.4 -9.5 1.7 -3.2 -4.2 -6.1 -8.0
1994 -4.9 -2.4 -6.3 -5.8 -1.7 -9.2 2.8 -3.8 -5.0 -6.0 -6.4
1995 -3.9 -3.3 -7.3 -4.9 -2.2 -1.7 1.9 -4.0 -5.1 5.7 -4.7
1996 -3.2 -3.4 -4.7 -4.1 -0.4 -6.7 2.9 -2.0 -3.7 -3.3 -3.5
1997 -2.0 -2.7 -2.6 -3.0 0.9 -2.7 3.0 -0.9 -1.9 -2.5 -1.1
4. Euro area countries- grossnominal consolidated debt
BE DE] ESY FH IH I LY NL AT Pl Fl
12 19 14 1% 16 17 18 19 0] P1 22
1990 125.7 43.8 44.8 35.5 96.0 98.0 4.7 79.1 57.9 65.3 14.5
1991 127.5 41.5 45.5 35.8 95.3 101.5 4.2 78.9 58.1 67.3 23.0
1992 129.0 44.1 48.0 39.8 92.3 108.7 5.1 79.9 58.0 60.1 41.5
1993 135.2 48.0 60.0 45.3 96.3 119.1 6.1 81.1 62.7 63.1 58.0
1994 133.2 50.2 62.6 48.5 88.2 124.9 5.7 77.9 65.4 63.8 59.6
1995 131.0 58.3 65.6 52.7 80.9 124.2 5.9 79.2 69.2 65.9 58.1
1996 126.8 60.8 70.2 55.7 71.4 124.0 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 71.4 64.3 61.5 55.1

Sources: European Commission (DG |1 and Eurostat) for Member Sate data, except the breakdown of debt; ECB for the breakdown of debt and the euro
area aggregation.
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Transactions among the euro area countries are not consolidated.
Euro area excluding Luxembourg for 1990-95.
Difference between the annual change in nominal gross consolidated debt and the deficit as a per centage of GDP.

Annual change in 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
1.0 ,

0.0

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

-1.0 +

General government debt and current expenditure 9

% of GDP ———— debt (left-hand scale) - - - - - current expenditure (right-hand scale) % of GDP
80.0 - - 54.0
70.0 | 4 52.0
60.0 -4 50.0
50.0 -1 48.0
40.0 - 4 46.0
30.0 | 4 44.0
20.0 . . . . . . . . . . . . . . . . 42.0
1981 1983 1985 1987 1989 1991 1993 1995 1997

Sources: European Commission (DG |1 and Eurostat) for Member State data; ECB for the euro area aggregation.
1) Euro area excluding Luxembourg.

24* ECB Monthly Bulletin = March 1999



9 Trade in goods of the euro area

Tabteor

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

Total Food Ra Energ Chemicals Othpr Machinery] Other
drink, material manufacture| transpor
tobacc article! equipmentt

1 2 3 4 ] 8
1995 622.45 46.79 14.53 11.14 79.50 182.75 271.31 16.44
1996 669.70 48.65 13.71 12.97 85.09 194.25 293.46 21.58
1997 761.81 52.57 16.22 14.35 98.75 215.77 341.60 22.55
1996 Q1 158.77 11.48 3.43 3.08 20.46 46.11 68.71 5.51
Q2 166.17 11.94 3.43 3.24 21.26 47.73 73.38 5.19
Q3 162.60 11.92 3.25 3.15 21.69 48.39 69.34 4.86
Q4 182.16 13.31 3.60 3.50 21.67 52.03 82.02 6.02
1997 Q1 170.21 11.93 3.80 3.63 22.53 48.56 74.38 5.39
Q2 191.59 13.28 4.07 3.61 25.09 53.72 86.06 5.76
Q3 193.50 12.99 4.14 3.42 25.60 55.54 86.29 5.51
Q4 206.52 14.37 4.21 3.70 25.54 57.95 94.87 5.88
1998 Q1 193.95 13.14 4.13 3.40 26.54 54.32 87.45 4.99
Q2 203.86 13.94 3.89 3.31 26.94 56.03 94.71 5.04
Q3 194.34 12.71 3.87 2.90 25.76 54.50 90.06 4.54
1997 Oct. 73.17 5.24 1.54 1.27 9.27 21.22 32.65 2.00
Nov. 66.31 4.63 1.34 1.18 8.20 18.71 30.33 1.92
Dec. 67.03 451 1.33 1.25 8.07 18.02 31.89 1.96
1998 Jan. 58.41 4.04 1.25 1.17 8.37 16.17 25.80 1.60
Feb. 63.64 4.30 1.37 1.01 8.59 17.99 28.76 1.62
Mar. 71.90 4.79 1.51 1.21 9.58 20.16 32.89 1.77
Apr. 67.94 4.69 1.31 1.11 9.16 18.84 31.00 1.83
May 65.87 4.55 1.27 1.07 8.69 18.09 30.56 1.64
June 70.05 4.70 1.32 1.12 9.09 19.10 33.16 1.56
July 72.57 4.50 1.33 1.06 9.26 20.91 33.94 1.57
Aug. 56.17 3.96 1.24 0.92 7.74 15.46 25.46 1.39
Sep. 65.60 4.25 1.30 0.92 8.75 18.14 30.66 1.57
Oct. 68.66 4.29 1.28 0.96 8.27 18.92 31.56 3.39

Nov. 66.02 . . . . . . .

Percentage change compared with the corresponding period in the previous year

Oct. 1998 -6.2 -18.1 -16.9 -24.4 -10.8 -10.8 -3.3 69.5
Cumulative
Jan.-Oct. 1998 5.1 15 -2.8 -11.6 6.1 2.6 8.7 -3.9

Source: Eurostat; the commodity breakdown is in accordance with the STC Rev. 3.
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_WTables2

Imports
(ECU hillions; c.i.f. value)

Total Food| Ra Energ Chemicals Othgr Machinery] Other
drink, material manufacturefl transpor
tobacc articleq equipmentt
1 2) 3 4 E q 8
1995 562.73 46.03 39.81 62.09 52.12 163.71 177.36 21.60
1996 593.92 46.68 36.45 73.85 53.75 166.12 191.34 25.73
1997 672.47 49.42 41.19 80.91 61.59 187.01 226.90 25.44
1996 Q1 147.69 11.72 9.70 16.35 13.60 42.71 47.81 5.80
Q2 147.38 11.64 9.42 17.53 13.75 40.22 48.69 6.13
Q3 140.94 11.18 8.29 17.81 12.69 41.75 4351 5.70
Q4 157.91 12.13 9.05 22.16 13.71 41.44 51.32 8.10
1997 Q1 158.08 11.29 9.59 20.88 14.51 44.31 51.23 6.27
Q2 167.56 12.57 11.01 18.62 15.92 46.27 56.98 6.18
Q3 166.60 12.14 10.01 19.98 15.13 48.62 55.27 5.46
Q4 180.23 13.43 10.59 21.42 16.03 47.81 63.42 7.53
1998 Q1 180.52 12.64 10.84 17.49 17.59 51.21 64.56 6.18
Q2 178.70 12.55 11.12 15.88 17.21 50.05 65.81 6.08
Q3 169.09 12.16 9.64 14.59 16.21 49.93 61.34 5.23
1997 Oct. 63.51 4.81 3.68 7.53 5.79 17.33 2191 2.47
Nov. 57.99 4.21 3.47 6.84 5.19 15.30 20.65 2.32
Dec. 58.74 4.41 3.43 7.06 5.06 15.18 20.86 2.74
1998 Jan. 57.90 4.12 3.51 6.16 5.60 16.41 20.11 2.00
Feb. 58.22 3.95 3.53 5.74 5.53 16.58 20.69 2.20
Mar. 64.40 4.57 3.80 5.60 6.47 18.22 23.75 1.99
Apr. 59.97 4.33 3.66 5.42 5.74 16.62 22.25 1.96
May 57.09 4.03 3.55 5.53 5.56 15.75 20.89 1.78
June 61.63 4.19 3.91 4.93 5.91 17.67 22.67 2.34
July 58.94 4.30 3.57 4.90 5.87 17.66 20.79 1.85
Aug. 49.74 3.68 2.79 4.70 4.66 14.73 17.67 1.52
Sep. 60.41 4.18 3.28 5.00 5.68 17.54 22.88 1.86
Oct. 61.43 4.06 3.26 4.94 5.48 16.54 23.58 3.56
Nov. 59.53 . . . . . . .
Percentage change compared with the corresponding period in the previous year
Oct. 1998 -3.3 -15.6 -11.4 -34.4 -5.4 -4.6 7.6 44.1
Cumulative
Jan.-Oct. 1998 6.1 1.4 1.7 -21.0 10.0 7.1 16.1 3.3

Source: Eurostat; the commodity breakdown is in accordance with the STC Rev. 3.
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Tableos

Trade balance
(ECU billions; exports (f.0.b.) - imports (c.i.f.))

Total Food| Ra Energ Chemicals Othr Machinery] Other
drink, material manufacturefl transpo
tobacc articleq equipmeng

1 i 3 4 g (i ] 8
1995 59.73 0.76 -25.29 -50.96 27.37 19.04 93.95 -5.16
1996 75.78 1.97 -22.74 -60.88 31.33 28.13 102.12 -4.15
1997 89.34 3.15 -24.97 -66.56 37.16 28.76 114.70 -2.89
1996 Q1 11.08 -0.25 -6.26 -13.27 6.86 3.40 20.89 -0.29
Q2 18.80 0.30 -5.99 -14.29 7.51 7.51 24.69 -0.94
Q3 21.65 0.74 -5.04 -14.67 9.00 6.63 25.83 -0.84
Q4 24.25 1.18 -5.45 -18.66 7.96 10.59 30.70 -2.08
1997 Q1 12.13 0.63 -5.79 -17.26 8.02 4.25 23.15 -0.87
Q2 24.03 0.72 -6.94 -15.01 9.16 7.45 29.07 -0.42
Q3 26.90 0.86 -5.87 -16.57 10.48 6.93 31.03 0.05
Q4 26.29 0.94 -6.38 -17.72 9.50 10.14 31.45 -1.65
1998 Q1 13.44 0.49 -6.71 -14.10 8.95 3.11 22.89 -1.20
Q2 25.16 1.39 -7.23 -12.57 9.73 5.98 28.90 -1.04
Q3 25.25 0.55 -5.77 -11.70 9.55 4.58 28.72 -0.69
1997 Oct. 9.67 0.43 -2.14 -6.26 3.48 3.89 10.74 -0.47
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. 0.51 -0.08 -2.25 -4.99 2.77 -0.24 5.69 -0.39
Feb. 5.42 0.35 -2.17 -4.73 3.07 1.41 8.07 -0.58
Mar. 7.51 0.22 -2.29 -4.38 3.11 1.94 9.13 -0.22
Apr. 7.97 0.36 -2.35 -4.31 3.42 2.22 8.75 -0.12
May 8.78 0.52 -2.28 -4.45 3.13 2.34 9.66 -0.14
June 8.42 0.51 -2.59 -3.81 3.18 1.43 10.48 -0.78
July 13.63 0.20 -2.23 -3.85 3.40 3.25 13.14 -0.28
Aug. 6.44 0.28 -1.55 -3.77 3.09 0.73 7.79 -0.12
Sep. 5.19 0.07 -1.98 -4.08 3.07 0.60 7.78 -0.28
Oct. 7.24 0.23 -1.99 -3.98 2.80 2.37 7.98 -0.17

Nov. 6.49 . . . . . . .

Absolute change compared with the corresponding period in the previous year

Oct. 1998 -2.4 -0.2 0.2 2.3 -0.7 -1.5 -2.8 0.3
Cumulative
Jan.-Oct. 1998 -1.6 0.0 -0.9 12.7 -0.1 -6.5 -5.5 -1.4

Source: Eurostat; the commodity breakdown is in accordance with the STC Rev. 3.
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10 Exchange rates

@ rTabeio _

Exchangerates ¥

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

Bilateral ECU or euro exchange rates

us Japanede Swisg Pound Swedish Danish Greed  Norwegial Canadian
dollar] yen frand sterling krong krong drachm krong dollar
1 2] 3 4 g [§ 1 9
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 8.51 7.36 305.5 8.20 1.731
1997 1.134 137.1 1.644 0.692 8.65 7.48 309.3 8.02 1.569
1998 1.121 146.4 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 7.51 310.2 8.01 1.581
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 7.44 331.5 8.82 1.814
1998 Feb. 1.088 136.8 1.593 0.664 8.80 7.53 312.4 8.23 1.561
Mar. 1.084 139.9 1.614 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 1.617 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. 1.172 137.4 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
Feb. 1.121 130.8 1.598 0.689 8.88 7.44 322.0 8.65 1.679
% ch. vs. prev. month -3.4 -0.4 -0.5 -2.0 -2.2 -0.1 -0.5 0.0 -4.9
Bilateral ECU or euro exchange rates Effective exchange rate
Australiarl New Zealarld  Hong Kohg Korgan Singapore Tajwan MekioER) of the euro area®
dollar] dolla dollal WO dollgr dollgr peso Nominal Real
10| 11 132 1 1 15 16 7 18
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 1,007.9 1.765 34.39 9.52 98.3 99.3
1997 1.528 1.715 8.75 1,073.2 1.678 32.50 8.95 90.4 90.8
1998 1.787 2.097 8.69 1,568.9 1.876 37.64 10.30 92.3 92.2
1997 Q4 1.621 1.820 8.69 1,291.1 1.795 35.15 9.07 90.4 90.5
1998 Q1 1.630 1.879 8.42 1,745.8 1.817 36.07 9.17 89.6 89.7
Q2 1.754 2.063 8.53 1,537.0 1.810 37.09 9.55 91.3 91.3
Q3 1.867 2.199 8.67 1,486.8 1.935 38.71 10.62 93.5 93.6
Q4 1.887 2.236 9.16 1,516.6 1.942 38.64 11.84 94.6 94.3
1998 Feb. 1.615 1.867 8.43 1,773.8 1.798 35.89 9.26 89.5 89.7
Mar. 1.619 1.892 8.41 1,615.8 1.757 35.30 9.30 88.9 89.0
Apr. 1.673 1.971 8.47 1,520.2 1.749 36.07 9.29 89.6 89.5
May 1.762 2.062 8.60 1,552.4 1.817 37.13 9.53 92.2 92.1
June 1.824 2.151 8.53 1,539.8 1.866 38.06 9.83 92.2 92.2
July 1.776 2.116 8.51 1,423.6 1.878 37.79 9.78 92.0 92.2
Aug. 1.868 2.196 8.55 1,450.4 1.939 38.33 10.34 93.3 93.5
Sep. 1.962 2.289 8.97 1,592.4 1.994 40.10 11.83 95.2 95.1
Oct. 1.932 2.284 9.31 1,615.7 1.969 39.81 12.21 95.8 95.5
Nov. 1.834 2.180 9.05 1,511.9 1.913 38.08 11.64 94.1 93.8
Dec. 1.893 2.241 9.11 1,426.3 1.941 38.02 11.65 94.0 93.6
1999 Jan. 1.839 2.159 8.99 1,362.5 1.950 37.43 11.83 92.7 92.2
Feb. 1.751 2.062 8.68 1,330.2 1.905 36.41 11.21 90.9 90.5
% ch. vs? prev. month -4.7 -4.5 -3.4 -2.4 -2.3 -2.7 -5.2 -1.9 -1.9
prev. year 15 0.9
Source: ECB.

1) To December 1998, rates for the ECU (source BIS); from January 1999, rates for the euro.
2) A percentage change in the latest monthly observation is shown compared with the previous month and (only for the effective exchange rate) the
same month of the previous year, respectively. A positive change denotes an appreciation of the euro.
3) 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 BIS figures 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
Tabte g B

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

Generdl Generg) Long-tern] Exchang¢ Curren Real Industria| Standar 3-month
governi  govern{  govern rate?|  and ne GDP| production ise interest
ment ment grossment bondlas nationgl  capital index®| unemploy- rate?
deficit (-) /| deb yield?| currency  ,ocoung ment rat as a %
surplus (+) as a % of asa% perECl o
as a % o asa%o per
as a % o GD pe or eurd annum
GD annunt GDP] laboul
force (s.a|
2 | 4 q [i D 1 12
Denmark
1995 - -2.4 73.1 8.27 7.33 1.1 1.7 3.0 4.4 7.2 -2.0 4.60
1996 2.1 -0.7 68.4 7.19 7.36 1.7 1.0 3.3 1.4 6.8 7.2 3.56
1997 1.9 0.5 64.1 6.26 7.48 0.9 2.8 3.1 4.6 5.6 4.7 3.83
1998 1.3 . . 4.94 7.50 . . . 1.6 5.1 4.6 4.00
1997 Q4 1.6 - - 5.96 7.51 -1.3 3.1 3.3 7.4 5.4 3.9 3.83
1998 Q1 1.6 - - 5.30 7.53 -0.7 2.2 4.0 6.1 5.5 3.0 3.75
Q2 1.4 - - 5.12 7.52 . 2.0 1.1 -0.8 52 51 4.00
Q3 1.2 - - 4.82 7.50 35 34 2.7 5.1 6.6 4.62
Q4 1.1 - - 4.51 7.44 . . -1.3 4.7 3.8 4.00
1998  Aug. 1.1 - - 4.81 7.50 - - - 4.9 51 6.2 4.25
Sep. 11 - - 4.74 7.48 - - - 0.0 4.9 8.4 4.62
Oct. 1.1 - - 4.67 7.44 - - - 1.6 4.8 4.0 4.43
Nov. 1.1 - - 4.59 7.44 - - - 0.0 4.6 4.1 4.12
Dec. 1.1 - - 4.27 7.45 - - - -5.5 4.6 3.3 4.00
1999  Jan. 1.2 - - 4.03 7.44 - - - . . . 3.78
Feb. . - - 4.19 7.44 - - - . . . 3.60
Greece
1995 - -10.6 110.1 - 303.0 -2.5 11.6 2.1 2.1 7.1 6.4 14.70
1996 7.9 -7.5 112.2 - 305.5 -3.7 10.6 2.4 0.6 7.5 9.8 12.20
1997 5.4 -4.0 109.5 9.92 309.3 7.1 3.2 1.0 7.9 14.5 12.50
1998 4.5 . . 8.48 330.7 . . . . . 3.8 11.40
1997 Q4 4.7 - - 10.18 310.2 . . . 2.8 7.9 13.6 12.50
1998 Q1 4.2 - - 10.45 319.1 2.9 8.1 4.6 10.85
Q2 5.0 - - 7.90 339.9 6.0 10.3 3.4 12.20
Q3 4.8 - - 7.83 332.7 3.1 11.7 1.8 12.25
Q4 4.0 - - 7.76 331.5 . . 5.6 11.40
1998  Aug. 4.7 - - 7.56 331.6 - - - 3.2 12.1 2.0 14.00
Sep. 5.0 - - 8.25 337.9 - - - -14 11.9 1.1 12.25
Oct. 4.5 - - 8.45 336.5 - - - 0.4 10.4 2.4 11.70
Nov. 3.9 - - 7.65 329.1 - - - 3.5 . 5.4 11.45
Dec. 3.7 - - 7.17 328.8 - - - . . 8.7 11.40
1999  Jan. 35 - - 6.32 323.6 - - - . . 14.6 11.40
Feb. . - - 5.96 322.0 - - - . . . 10.41
Sweden
1995 - -7.0 78.0 10.24 9.33 3.9 12.6 8.8 -1.3 8.37
1996 0.8 -3.5 77.2 8.02 8.51 . 1.3 3.1 9.6 10.0 3.93
1997 1.8 -0.8 76.9 6.62 8.65 29 1.8 8.1 9.9 4.2 4.68
1998 1.0 . . 4.99 8.92 . . . 8.2 3.5 3.42
1997 Q4 2.7 - - 6.18 8.58 2.2 3.3 9.1 9.1 2.0 4.68
1998 Q1 1.9 - - 5.51 8.71 3.0 2.9 4.2 8.7 2.0 4.50
Q2 1.4 - - 5.13 8.60 1.1 2.3 6.6 8.6 2.6 4.12
Q3 0.6 - - 4.82 8.95 2.5 35 4.3 8.1 4.7 4.12
Q4 0.1 - - 4.50 9.38 . . 7.5 4.5 3.42
1998  Aug. 0.6 - - 4.80 8.96 - - - 6.3 8.1 3.9 4.19
Sep. -0.1 - - 4.79 9.12 - - - 0.8 7.6 4.8 412
Oct. 0.1 - - 4.72 9.37 - - - 4.4 7.5 5.9 3.93
Nov. 0.1 - - 4.55 9.31 - - - 1.8 7.6 5.6 3.50
Dec. 0.0 - - 4.22 9.45 - - - . 7.5 2.1 3.42
1999  Jan. 0.0 - - 4.02 9.08 - - - . 7.6 . 3.36
Feb. . - - 4.18 8.88 - - - . . . 3.30
United Kingdom
1995 - -5.5 53.9 8.32 0.829 -0.5 1.7 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 1.8 -2.1 53.5 7.13 0.692 0.6 3.3 3.5 1.0 7.0 11.2 7.48
1998 15 . . 5.60 0.676 . . 2.3 6.3 9.6 6.12
1997 Q4 1.9 - - 6.57 0.677 0.0 3.5 4.0 0.5 6.6 11.2 7.48
1998 Q1 15 - - 6.10 0.660 -1.6 3.1 3.2 0.1 6.5 10.5 7.47
Q2 1.8 - - 5.89 0.665 . 2.7 0.9 6.3 9.9 7.59
Q3 1.4 - - 5.57 0.676 2.0 0.4 6.3 9.6 7.27
Q4 1.4 - - 4.82 0.702 1.3 . 6.2 8.6 6.12
1998  Aug. 1.3 - - 5.63 0.675 - - - 0.5 6.3 9.0 7.50
Sep. 15 - - 5.16 0.687 - - - 0.4 6.3 9.3 7.27
Oct. 1.3 - - 4.99 0.705 - - - 0.5 6.2 9.3 7.12
Nov. 1.4 - - 4.93 0.701 - - - 0.2 6.2 8.4 6.62
Dec. 1.5 - - 4.54 0.702 - - - . . 8.1 6.12
1999  Jan. 1.6 - - 4.20 0.703 - - - . : . 5.82
Feb. - - 4.37 0.689 - - - 5.51

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) Average of 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 Sweden. 5) Manufacturing; adjusted for working days. 7)  End-of-period rates to 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 labout  Real GDH Industrial Standard- M22) 3-month 10-yeaf Exchang¢ Fiscal Gross
price inde: costs) productio ised interbank governmerit rate?] deficit (-) /] public
index®| unemploy: deposi bond as nationgl surplus (+ debt®
ment ratg rate® yield®|  currency asa%of asa % of
as a % of asa% asa% per ECY GDPy GDP
labour forcq per annum per annum or eurd
(s.a.
1 2 3 4 4 i 1 b 1p 11
United States
1995 2.8 -1.6 2.3 5.4 5.6 2.1 5.44 6.69 1.308 -2.3
1996 29 -2.3 3.4 4.8 54 4.8 5.43 6.54 1.270 -1.2 59.9
1997 2.3 0.0 3.9 6.7 4.9 5.0 5.62 6.45 1.134 0.1
1998 1.6 0.7 3.9 4.1 45 7.5 5.00 5.33 1.121 .
1997 Q4 1.9 0.7 3.8 7.3 4.7 5.7 5.62 5.99 1.123 - 57.8
1998 Q1 1.5 1.1 4.2 6.0 4.6 6.6 5.59 5.67 1.087 - 57.7
Q2 1.6 1.0 3.6 5.0 4.4 7.2 5.59 5.67 1.100 - 56.1
Q3 1.6 14 35 3.2 4.5 7.4 5.20 5.27 1.118 - 55.2
Q4 1.5 -0.8 4.1 2.5 4.4 8.7 5.00 4.72 1.177 - .
1998 Aug. 1.6 - - 3.7 4.5 7.1 5.50 5.41 1.102 -
Sep. 15 - 2.9 4.5 7.8 5.20 4.87 1.154 -
Oct. 1.5 - - 3.0 4.5 8.4 5.12 4.58 1.194 -
Nov. 15 - - 2.3 4.4 8.7 5.12 4.89 1.164 -
Dec. 1.6 - - 2.2 43 9.0 5.00 4.69 1.172 -
1999 Jan. 1.7 - - 2.2 4.3 9.0 4.99 4.78 1.161 -
Feb. . - - . . . 5.00 4.99 1.121 - -
Japan
1995 -0.1 -2.5 15 34 3.1 3.0 0.50 3.32 123.0 -3.6
1996 0.1 -1.7 51 2.3 34 3.3 0.31 3.03 138.1 -4.3
1997 1.7 -1.8 14 3.6 3.4 3.1 0.36 2.15 137.1 -3.3
1998 0.6 . -6.9 4.1 4.0 0.18 1.30 146.4 .
1997 Q4 2.1 1.8 -0.9 -0.7 3.5 3.3 0.36 1.68 140.5 -
1998 Q1 2.0 3.7 -3.5 -4.0 3.6 4.7 0.50 1.65 139.2 -
Q2 0.3 7.1 -1.7 -8.5 4.2 3.7 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 Aug. -0.3 8.3 - 9.1 43 3.8 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 3.9 0.68 0.82 144.2 -
Nov. 0.8 - -5.6 4.4 4.3 0.68 0.89 140.1 -
Dec. 0.6 . - -6.4 43 3.9 0.18 1.39 137.4 -
1999 Jan. 0.2 . - -7.5 . 3.6 0.35 2.07 131.3 -
Feb. . . - . . . 0.38 2.09 130.8 -
Real gross domestic product Consumer priceindices
(annual percentage changes; quarterly) (annual percentage changes; monthly)
8 - United States — — — Japan 4 - United States — — — Japan
----- euro area
7+ 0 === euro area
6 I
5 | 3
4 |
3 2
2t
1t
ol 1
1t
216
0t
3t
4t
5 L I S 1 M R SRS |
1996 1997 1998 1996 1997 1998

Sources: National data (columns 1, 2 (United States), 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).
1) Manufacturing. 4) For moreinformation, see Table 10.

2) Average-of-period values, M2 and CDs for Japan. 5) Gross consolidated debt for the general government (end of period).
3) For moreinformation, see Tables 2.5 and 2.6.
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Saving, investment and financing

(as a percentage of GDP)
National saving and Investment and financing of non-financial corporations Investment and financing of households ¥
investment
Gros{ Grosg Net Gross Net Grosg Net Capita Net] Grosq Net
saving capital lending td capital Grosy acquisi saving incurrencg 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 share financial liabilities
formation| assetp assetp
1] 2 3 4 9 [ 1 1p 11 12 13
United States
1995 16.3 17.4 -1.4 7.8 7.2 6.0 8.3 5.4 25 12.2 6.7 13.4 4.9
1996 16.6 17.8 -1.6 7.8 7.5 5.2 8.2 4.8 1.4 12.4 5.7 13.3 51
1997 17.3 18.4 -1.7 8.4 7.6 4.2 8.2 4.4 1.9 12.3 4.8 12.7 4.9
1997 Q1 17.0 18.1 -1.6 8.2 7.4 6.1 8.1 5.9 1.5 12.4 3.0 12.7 4.5
Q2 17.6 18.5 -1.5 8.8 7.5 2.4 8.3 2.9 1.4 12.2 5.7 13.2 4.7
Q3 17.5 18.4 -1.7 8.3 7.7 4.8 8.4 5.2 2.0 12.3 5.7 12.8 5.4
Q4 17.3 18.5 -2.0 8.4 7.7 3.7 8.1 3.6 25 12.3 4.8 12.1 4.9
1998 Q1 17.7 19.1 -2.1 8.9 7.9 5.9 8.2 7.2 2.3 12.5 4.3 11.5 5.6
Q2 17.2 18.7 -2.5 8.4 8.0 4.4 8.1 51 2.7 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
1995 30.8 28.6 2.1 14.9 14.9 3.1 13.5 2.3 0.5 5.3 10.3 13.1 1.9
1996 315 30.0 1.4 14.6 15.3 1.7 15.2 0.3 1.0 6.7 6.4 12.7 1.1
1997 30.9 28.7 2.2 15.5 16.1 33 15.2 1.2 0.1 5.6 7.1 12.3 0.7
1997 Q1 334 29.4 15 0.6 -8.1 -1.0 -3.3 -0.9
Q2 31.2 26.6 2.3 2.6 -1.9 1.4 10.7 0.7
Q3 30.2 30.0 2.2 3.0 3.1 0.4 -0.3 1.5
Q4 29.0 29.3 2.6 6.6 10.7 -0.3 19.8 15
1998 Q1 33.2 27.9 2.4 0.6 -15.3 -2.6 -5.4 -2.3
Q2 . 24.1 . -0.6 1.3 2.2 12.2 0.0
Q3 . 26.7 4.9 -2.3 0.6 -2.6 0.6
Net lending of non-financial corporations Net lending of households Y
(as a percentage of GDP) (as a percentage of GDP)
=mmm United States mmmmm Japan gm==m  €uro area
4 14 .
12
10
8
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0
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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,
pre-1999 amounts converted from the
participating currencies into ECU at current
ECU exchange rates are affected by
movements in the currencies of Member
States which have not adopted the euro. 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 [998.
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.

I) 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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As a general rule, the cut-off date for the
statistics included in this issue was 4 March
1999. Recent data are often provisional and
may be revised.

Monetary policy and financial
statistics

Tables I.1 to I.5 show the consolidated
financial statement of the Eurosystem, data
on Eurosystem operations, statistics relating
to minimum reserves, and the banking
system’s liquidity position. Monetary data
relating to Monetary Financial Institutions
(MFIs), including the Eurosystem, are shown
in Tables 2.1 to 2.3. Table 2.3 is consolidated;
inter-MFl positions within the euro area are
not shown, but any difference between the
sum total of such claims and liabilities as
recorded is shown in column [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 April issue. A complete list of MFls 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
| 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).

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.
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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
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 and is based on data provided by the
European Commission (DG Il and Eurostat)
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 Il). 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.
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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.

From January 1999 onwards, statistics on
exchange rates (Table 10) are daily reference
rates published by the ECB.
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Other statistics

Statistics on other EU Member States
(Table 1) follow the same principles as those
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 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.

sources.

Conventions used in the tables

[TIRL]

not applicable

not available

nil or negligible
“billion” 10°

® provisional

s.a.  seasonally adjusted

[Tl

“ ”
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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 |7 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%.

18 February 1999

The Governing Council of the ECB decides that
for the main refinancing operations to be settled
on 24 February and 3 March 1999 the same
conditions will apply as for the previous 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%.

4 March 1999

The Governing Council of the ECB decides that
for the main refinancing operations to be settled
on 10and 17 March 1999 the same conditions
will apply as for the previous 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%. The Governing Council also
decides that for forthcoming longer-term
refinancing operations of the Eurosystem the
multiple rate method of allotment will be applied
(starting from the operation with a settlement
date of 25 March 1999), until otherwise
indicated.
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The TARGET (Trans-European
Automated Real-time Gross
settiement Express Transfer) system

The primary objective of TARGET is to provide a safe and reliable mechanism for the settlement of
cross-border payments on a real-time gross settlement (RTGS) basis. TARGET was implemented in
particular to serve the needs of the Eurosystem’s monetary policy and those of the money market in
euro. The ECB intends to report on developments related to TARGET in the quarterly versions of its
Monthly Bulletin, i.e. in March, June, September and December. Further information on the TARGET
system is provided in the “TARGET brochure” and in other documents available in the TARGET
section of the ECB’s Web site (see the list of documents published by the ECB on page 41* of this

Bulletin).

Operational framework

The closing time of TARGET was delayed by
one hour each day during the last three weeks
of January in order to help the participants
to adapt to the new payment systems
environment in Stage Three of EMU. On
| February 1999, as scheduled, the system
returned to its normal operating hours,
ie. 7 am. to 6 p.m. (CET.). It did not
prove necessary to continue use of the
opening hours of TARGET
because the banks had successfully adjusted to a
more efficient way of managing their liquidity.
They increasingly recognise the benefits of using
TARGET for their treasury management and
for the processing of large-value payments.

extended

At its meeting on 4 February 1999 the
Governing Council decided that, as from
5 February 1999, the deadline for requesting
access to the marginal lending facility shall
coincide with the deadline for access to the
deposit facility, i.e. 30 minutes after the actual
closing time of TARGET. This makes it easier
for TARGET participants to manage their
end-of-day positions.

The TARGET rules allow the closing time of
the system to be postponed whenever the
processing of large-value payments needs to
continue after 6 p.m. in order to ensure the
orderly completion of the business day.
However, according to the original wording
of the rules, a delayed closing applied only to
the country of the NCB requesting the delay.
The rules have since been amended so that,
as from 5 February 1999, a delay of the
closing time has applied to all NCBs for the
purposes of making new payments to, and
receiving new payments from, other NCBs.
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This measure increases transparency and
ensures a level playing-field for all TARGET
users.

Payment flows in TARGET

In January 1999 TARGET as a whole
processed a daily average of 51,197
payments, representing a value of €1,046
billion (see Tables | and 2). In this period the

Payment instructions processed by TARGET
and other selected interbank funds

transfer systems. volume of transactions
(number of payments)

TARGET 1999
Jan.

All TARGET payments

Total volume 3,023,945
Daily average 151,197
Cross-border TARGET payments

Total volume 402,266
Daily average 20,113
Domestic TARGET payments

Total volume 2,621,679
Daily average 131,084
Other systems

Euro 1

Total volume 855,032
Daily average 42,752
Euro Access Frankfurt (EAF)

Total volume 958,828
Daily average 47,941
Systeme Net Protégé (SNP)

Total volume 439,479
Daily average 21,974
Servicio Espafiol de Pagos

Interbancarios (SEPI)

Total volume 100,696
Daily average 5,035
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Payment instructions processed by TARGET
and other selected interbank fundstransfer
systems:. value of transactions

(EUR billions)

TARGET 1999
Jan.

All TARGET payments

Total value 20,926

Daily average 1,046

Cross-border TARGET payments

Total value 7,107

Daily average 355

Domestic TARGET payments

Total value 13,819

Daily average 691

Other systems

Euro 1

Total value 3,441

Daily average 172

Euro Access Frankfurt (EAF)

Total value 4,001

Daily average 200

Systeme Net Protégé (SNP)

Total value 2,131

Daily average 107

Servicio Espafiol de Pagos

Interbancarios (SEPI)

Total value 168

Daily average 8

number of cross-border TARGET payments
was, on average, 20,1 13 per day (€355 billion
in terms of value). During the first three
weeks of February the number of cross-
border TARGET payments stabilised at a daily
average of more than 25,000 transactions
with a value of around €342 billion.

With regard to cross-border payments
channelled through TARGET, the share
of customer payments increased only slightly
in February and now stands at around
16% of the total number of payments. In
terms of value, they represent only 1.8% of
the total. This shows that, as expected,
TARGET is used primarily for high-value
interbank payments (the average value of
interbank payments processed through
TARGET now amounts to around
€16 million). For this reason, as can be seen
from Tables | and 2, TARGET’s share in the
total volume of payments in euro is lower
than its share in the total value of these
payments.
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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 list of documents published by the European Monetary Institute, please visit the ECB’s
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.

“Third progress report on the TARGET project”, November 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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