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Editorial

Following the terrorist attacks on ||
September, the Governing Council of the ECB
expressed its deep grief at the unprecedented
events and offered its deepest sympathy and
condolences to all those affected. The
Governing Council also expressed the belief
that the fundamental strength and resilience
of the US economic system will not be
impaired by recent events.

In the view of the Governing Council, the
recent events have increased uncertainty
about the US and the world economy. They
are also likely to weigh on confidence in the
euro area and on the short-term outlook for
economic growth. At the same time, this
should further reduce inflationary risks in the
euro area.

Against this background, on |7 September
2001 the Governing Council, in concert with
an equivalent decision by the Federal Open
Market Committee of the US Federal Reserve
System, decided to reduce the minimum bid
rate on the Eurosystem’s main refinancing
operations by 50 basis points to 3.75%. The
interest rates on the marginal lending facility
and the deposit facility were also lowered
by 50 basis points, to 4.75% and 2.75%
respectively. This decision followed a
reduction in the ECB’s key interest rates by
25 basis points on 30 August 2001 in the light
of evidence which had accumulated over the
summer pointing to an improved outlook for
price developments.

Given the strong fundamentals of the euro
area, the Governing Council
confident that the slowdown
growth will be short-lived.

remains
in economic

After the attacks, the world’s major central
banks also acted to support the normal
functioning of financial markets. In the euro
area, the Eurosystem conducted several
liquidity-providing fine tuning operations in
order to smooth developments in the euro
money market. In addition, it helped to meet
urgent US dollar liquidity needs of European
banks by conducting foreign exchange swaps.
To facilitate such transactions, the ECB
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entered into a swap agreement with the
Federal Reserve System and provided dollar
deposits to the national central banks of the
Eurosystem.

In the recent monetary policy decisions, the
following factors shaped the Governing
Council’s assessment of the risks to price
stability in the euro area.

With regard to the first pillar of the ECB’s
monetary policy strategy, the three-month
average of the annual growth rates of M3 was
5.9% in the period from May to July 2001.
This figure needs to be corrected for holdings
of money market paper and short-term debt
securities by non-euro area residents, which,
according to preliminary estimates, have
contributed around three-quarters of a
percentage point to annual M3 growth. The
increase in the annual rate of growth of M3
over the past few months must be interpreted
carefully. It reflects the relatively flat yield
curve and the weakness in stock markets,
both of which made it attractive to hold
short-term deposits and marketable paper
included in M3. It also reflects the fact that
consumers needed a higher level of transaction
balances to finance the past rise in energy and
food prices. Recent increases in M3 growth
may thus be transitory and do not necessarily
imply a risk for price stability in the medium
term. In addition, the annual rate of growth
in loans to the private sector continued to
decline from high levels over recent months.

As regards the second pillar, already prior to
the events of || September, the information
available signalled lower inflationary pressures
from the demand side. Euro area real GDP
growth slowed in the first half of this year by
more than was projected a few months ago.
On the domestic demand side, the negative
impact on real disposable income of the
increases in oil and food prices has been
stronger than expected. On the external side,
the slowdown in economic activity in the
United States and the persistent economic
weakness in Japan, as well as the spillover to
other regions of the world, have been greater

than previously anticipated. The less



favourable external environment, together
with dampening effects on profitability from
past increases in oil prices, has also had a
negative impact on business investment.

In the coming months, inflation rates are likely
to fall as the direct and indirect upward
effects from the past increases in energy and
import prices fade out. Moreover, the upward
impact on inflation from recent shocks to
food prices should soon start to recede. The
further declines in the annual rates of increase
of producer and consumer prices in July 2001
provide encouraging signs that the past
increase in inflation has been temporary. In
fact, in the absence of further unfavourable
shocks, it can be expected that HICP inflation
will return to levels below 2% in the not too
distant future. The decline in inflation,
together with the tax reductions implemented
earlier this year, should contribute to an
increase in real disposable income, thereby
supporting consumer spending.

Looking ahead, it is essential that the process
of wage moderation observed in past years
continue. Two factors support the view that
this might indeed be the case. First, the
slowdown in economic activity should
contribute to limiting inflationary pressure
stemming from the labour market. Second,
the decline in consumer price inflation should
help to contain inflation expectations of
economic agents, thereby influencing wage
and price-setting behaviour. In this respect,
bond yields in the euro area indicate that the
financial markets expect price developments
to be in line with price stability in the medium
term.

An issue regarding near-term price
developments relates to the potential effects
that the euro cash changeover might have on
consumer prices. The ECB will closely
monitor price developments before, during
and after the changeover period. At this
juncture, there is little reason to assume that
the conversion of prices into euro could have
a significant upward impact on prices. In fact,
the introduction of euro banknotes and coins
will increase price transparency. Consumer

vigilance and competitive pressures should
attenuate possible temporary upward effects
stemming from the cash changeover. In
addition, governments have announced their
intention to ensure that the conversion of
prices, charges and fees administered by them
will be price-neutral or smoothed in favour
of the consumer.

The prospect of lower growth in the euro area
negatively affects the outlook for public sector
budgets, but it is essential that this does not
affect the determination of governments in the
euro area to adhere strictly to the Stability and
Growth Pact. A re-interpretation of the Pact
must not be considered. The Pact clearly focuses
on nominal targets for the overall budget
balance of the general government. These
nominal targets have been instrumental in the
attainment of sound budgetary positions by a
majority of countries in the past. In assessing
budgetary  positions,  cyclical
developments have to be taken into account in
a transparent way, which is consistent with
the main thrust of the Pact. In the current
phase of lower economic growth, countries

nominal

with remaining fiscal imbalances need to
ensure that the deviation from the targets
set out in their latest stability programmes
remains limited. Scope to let the automatic
stabilisers work fully exists only in those
countries where budget positions are close
to balance or in surplus.

Efforts to improve the conditions for further
expanding the production potential of the
euro area require a clear medium-term
perspective in fiscal policy in all euro area
countries. Structural fiscal reforms, including
those related to pension systems, are needed
to provide the right incentives to economic
agents. Firm limitations on expenditure create
incentives for more efficient government
policies while supporting consolidation in
countries with remaining fiscal imbalances.
Greater impetus is also needed with regard
to structural reforms in labour and product
markets. This would be conducive to
employment growth and would help to
improve the resilience of the euro area
economy to adverse shocks.
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Economic developments in the euro area

I Monetary and financial developments

Monetary policy decisions

At its meeting on 30 August 2001 the Governing
Council of the ECB decided to lower the
minimum bid rate in the main refinancing
operations, conducted as variable rate tenders,
by 25 basis points, to 4.25%. The interest rates
on the marginal lending facility and the deposit
facility were also lowered by 25 basis points, to
5.25% and 3.25% respectively (see Chart ). At
its meeting on |3 September 2001 the
Governing Council decided to leave all these
rates unchanged. Following the terrorist attacks
in the United States on || September 2001, the
Eurosystem conducted liquidity-
providing fine-tuning operations in order to
smooth developments in the euro money
market. In addition, the Eurosystem helped to
meet urgent US dollar liquidity needs of
European banks by conducting foreign exchange
swaps. To facilitate such transactions, the ECB
entered into a swap agreement with the Federal
Reserve System of the United States and
provided dollar deposits to the national central
banks of the Eurosystem.

ECB interest rates and money market

rates
(percentages per annum; daily data)

several
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— — deposit rate

—— minimum bid rate in the main refinancing
operations
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Sources: ECB and Reuters.
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M3 growth and the reference value
(annual percentage changes; seasonally and calendar effect
adjusted)
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Note: Series not adjusted for non-euro area residents’ holdings
of money market paper and debt securities with an initial
maturity of up to two years. According to preliminary estimates,

the adjustment for these holdings might reduce the annual growth
rate of M3 by around % percentage point in recent months.

On 17 September the Governing Council of the
ECB held a further meeting, in the form
of a teleconference. At that meeting it decided
to reduce the minimum bid rate in the main
refinancing operations of the Eurosystem by
50 basis points to 3.75%. The interest rates on
the marginal lending facility and the deposit
facility were also lowered by 50 basis points,
to 4.75% and 2.75% respectively.

M3 growth likely to have been fuelled
transitorily

M3 growth has been rising over recent
months. In the period from May to July 2001,
the average annual growth rate was 5.9%, up
from 4.6% in the three-month period from
February to April 2001 (see Chart 2).
However, this figure needs to be corrected
for non-euro area resident holdings of money
market paper and debt securities with an
initial maturity of up to two years. Preliminary
indications point to an upward impact of



these holdings on the annual growth rate of
M3 in the order of % of a percentage point.'
Taking this into account, the annual growth
rate of M3 was only somewhat above 5% in
the period from May to July 2001, which is
not far from the reference value of 4)2%.

The shorter-term dynamics of M3, which can
be observed in the seasonally adjusted and six-
month annualised percentage change, also
indicate a pronounced growth of M3 in recent
months. In July this rate reached 7.9%, up
from 4.9% in December 2000. Recent M3
developments must, however, be interpreted
with caution. The recent acceleration of M3
appears to be a result of the combination of a
portfolio shift towards short-term instruments
owing to financial factors and the adjustment of
M3 nominal balances to a price level increase
triggered by supply shocks on energy and food
prices.

First, M3 developments have probably been
influenced, in part, by a gradual adjustment of
portfolios by investors. The yield curve in
the euro area, although steepening slightly
over recent months, has been relatively flat
by historical This may have
increased investors’ preference for short-
term instruments. In addition, the weakness
in global stock markets over recent quarters
has probably also fuelled investments in price-
certain and liquid interest-bearing assets. The
analysis both of individual M3 components
and of their counterparts presented below
supports  this interpretation of M3
developments, since M3 growth stemmed
largely from components bearing the highest
remuneration and the main counterpart to
M3 growth was a fall in longer-term MFI
liabilities.

standards.

Second, consumers needed a higher level of
transaction balances to adjust to the past
one-off shocks to consumer prices resulting
from the increases in energy and food prices.
This is in line with the usual observation that
economic agents which aim at maintaining a

| The ECB intends to publish an M3 series which excludes all non-
euro area resident holdings of negotiable instruments towards
the end of this year.

desired level of real liquid balances tend to
adjust their holdings of such balances in
response to changes in the price level. In a
situation in which the price level undergoes a
significant upward shift, as has been the case
over the past few quarters, the result is
stronger growth in M3. As the adjustment
process is gradual — given the costs involved
in financial transactions — it typically lasts
some time.

In assessing the implications for the risks to
price stability of the phenomenon described
above, it is important to consider the nature
of the price shock which needs to be financed.
For example, a situation in which higher
monetary growth feeds a sustained
inflationary process should indeed be a cause
for concern. However, this does not seem to
be the case at present. In principle, the oil

Estimates of the nominal and real
money gap

(as a percentage of the stock of M3; three-month moving
averages)

nominal gap 1

real gap 2
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Source: ECB.

Note: Series not adjusted for non-euro area residents’ holdings

of money market paper and debt securities with an initial

maturity of up to two years. According to preliminary estimates,
the adjustment for these holdings might reduce the three-month
moving averages of the nominal and real money gap by around

1% percentage points in recent months.

1) Deviation of the actual stock of M3 from the level consistent
with monetary growth at the reference value, taking
December 1998 as the base period.

2) The nominal money gap minus the deviation of consumer
prices from the definition of price stability, taking December
1998 as the base period.
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and food price shocks which have affected
the euro area price level are one-off or even
only temporary effects. While they carry a
risk of inducing second-round effects on
inflation via wage increases, the probability of
the emergence of such effects leading to
sustained upward pressures on the price level
is relatively limited in the
environment of an economic slowdown.

current

The money gap indicators presented in Chart 3
help to illustrate this. The nominal money gap
shown in this chart is constructed as the
difference between the actual stock of M3 and
the level of M3 which would have been implied
by a growth of M3 in line with the reference
value from December 1998 onwards. The real
money gap measure used in Chart 3
corresponds to the nominal money gap deflated
by the difference between the actual price level
and the price level which would have been
implied by inflation according to the definition
of price stability from the same base period
onwards. (If account were taken of the fact that
the M3 data are distorted upwards by the non-
exclusion of some non-resident holdings of
marketable instruments, the level of both money

gaps would be significantly lower than those
shown in Chart 3.) The nominal money gap has
increased considerably over the recent past
owing to the pronounced dynamics of M3
developments. However, the real money gap,
which declined more significantly than the
nominal money gap in the course of 2000, mainly
on account of the sizeable one-off shocks which
exerted upward pressure on the price level
during this period, has been relatively stable in
2001, and has risen only slightly in the most
recent past. These developments in the real
money gap are informative in assessing the
liquidity situation in the euro area, particularly
in the face of one-off price level shocks, and
tend to support the view that the recent growth
of M3 does not necessarily pose risks to price
stability in the medium term.

Divergent developments within M1

Turning to an analysis of the components of
M3, the annual growth rate of MI was 3.3% in
July. The slight increase in the rate in growth of
Ml

divergent developments in its components. The

over the past three months reflects

Components of M3
(annual percentage changes; quarterly averages)
2000 2000 2000 2001 2001 2001
Q Q3 Q4 Ql Q2 July
Seasonally and calendar effect adjusted
M1 9.4 6.8 5.7 2.6 2.3 33
of which: Currency in circulation 5.3 3.6 1.9 -1.3 -3.2 -6.4
of which: Overnight deposits 10.3 7.5 6.5 35 35 54
M2 - M1 (= other short-term deposits) 1.0 1.5 2.2 34 4.4 52
M2 4.9 4.0 38 3.1 34 43
M3 - M2 (= marketable instruments) 13.9 12.9 11.4 14.7 14.5 18.8
M3 6.1 5.2 4.9 4.7 5.0 6.4
Unadjusted for seasonal and calendar effects
Currency in circulation 5.3 3.7 1.8 -1.3 =33 -6.7
Overnight deposits 10.5 7.6 6.4 33 3.8 52
Deposits with an agreed maturity of up to 2 years 33 8.8 12.5 153 14.1 12.3
Deposits redeemable at notice of up to 3 months -0.6 33 -4.8 -4.7 -2.6 -0.0
Repurchase agreements 3.1 4.1 10.3 20.7 15.7 18.9
Money market fund shares/units and money market paper 15.6 16.7 9.5 9.8 7.6 7.7
Debt securities issued with maturity up to 2 years 35.4 11.6 22.2 28.2 452 83.5

Source: ECB.

1) Seriesnot adjusted for non-euro arearesidents’ holdings of money market paper and debt securitieswith an initial maturity of up
to two years. According to preliminary estimates, the adjustment for these holdings might reduce the annual growth rate of M3 by

around % percentage point in recent months.
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Implications of the cash changeover for currency in circulation and monetary
aggregates in the euro area

Significant decline in holdings of banknotes across the euro area

Three years after the start of Stage Three of Economic and Monetary Union (EMU), at the beginning of 2002,
euro banknotes and coins will be introduced. In the run-up to this event, known as the cash changeover,
preparations by economic agents seem to have already been affecting currency in circulation in the euro area
since the end of 2000. In seasonally adjusted terms, currency in circulation has decreased almost continuously
month-on-month since November 2000. In July 2001, the annual rate of decline was 6.4%.

Asillustrated in Chart A, the growth of currency in circulation began a declining pattern after astrong peak in
early 2000 linked to the uncertainty which surrounded the transition to the year 2000. From the last quarter of
2000 to the second quarter of 2001, the annual rates of changein currency in circulation have been increasingly
negative. The chart also shows that this decline is too sharp to be explained by the slowdown in economic
activity and/or the increase in short-term interest ratesin 2000. Thusit appears that economic agents have been
increasingly disposing of significant amounts of banknotes previously hoarded and not necessarily used for
transaction purposes. This interpretation is further supported by the observed considerable decline in large
denomination banknotes which are most suitable for hoarding purposes.

Chart A: Currency in circulation, GDP (nominal) and opportunity costs
(annual differencesin percentage points or annual percentage changes)

---- nominal GDP growth ---- changes in the three-month money market rate

—— nominal currency in circulation growth —— nominal currency in circulation growth
minus nominal GDP growth

8 r 8 13
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1 0

4 -4
2 12 13

0 0
6} 16

21 1 -2
B0/ T T T (AR B G § oY T T T T T T T Y A
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Source: ECB.
Note: For the second quarter of 2001, the annual growth rate of GDP is assumed to be equal to that in the first quarter of 2001.

The decline in currency in circulation is relatively widespread across euro area countries. This seems to rule
out the dominance of country-specific factorsin this phenomenon. As Chart B shows, most countries recorded
absolute annual declines in currency in circulation in July 2001. Additionally, for those countries where
currency in circulation was still growing, the rate of growth was significantly below the nominal growth of the
economy.

While holdings of banknotes have declined euro area-wide, it can also be assumed that banknotes held outside
the euro area are declining. Among the euro’s legacy currencies, a significant proportion of Deutsche Mark
banknotes are held abroad. According to estimates by the Deutsche Bundesbank,! in the mid-1990s 30% to
40% of all DEM banknotes were held abroad, particularly in central and eastern Europe. To some extent, other
legacy currencies are also likely to be held abroad, for example Austrian schillings, owing to Austria's

1 SeeF. Saitz, Circulation of Deutsche Mark Abroad, Discussion Paper 1/95, Deutsche Bundesbank, 1995.
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Chart B: Annual rate of growth of currency in circulation in July 2001

(national contributions to euro area)

(as percentages; figures in parentheses refer to the contribution in percentage points to the annual rate of growth of euro area
currency in circulation in July 2001)
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geographical proximity to central and eastern Europe, as well as French francs. However, compared with
Deutsche Mark banknotes circulating abroad, these holdings are estimated to be relatively small. It is likely,
however, that DEM holdings abroad have been reduced in recent years, partly owing to a stabilisation of the
economic situation in central and eastern Europe.

Limited impact of the cash changeover on monetary aggregates

When assessing the importance of the cash changeover for monetary aggregates, it has to be kept in mind that
currency in circulation accounted for only 6% of M3 in July 2001. Thus only very pronounced developments
in currency in circulation are able to influence M3 significantly, and this only if a declinein this item does not
lead to higher demand for other components of M3.

The above evidence about the widespread fall in currency in circulation across euro area countries supports the
view that alarge part of it relates to reduced hoarding of banknotes within the euro area. The reduction in these
domestic currency holdings is matched in all likelihood to a large extent by an increase in short-term bank
deposits which arerelatively close substitutes for currency. Such substitution does not have an impact on M3.
Only shifts from currency into non-euro area assets or shifts into longer-term euro area assets would reduce
euro area M3. Such shifts, however, involve higher transaction costs than shifts from currency into deposits
and should therefore be less likely to occur.

As regards currency held abroad, a reduction in these holdings would theoretically dampen M3 growth.
However, many eastern European economic agents will probably exchange substantial amounts of their
Deutsche Mark cash into euro during the regular changeover process. The national central banks of the
Eurosystem have prepared campaigns in countries outside the euro area to ensure a smooth process. In
addition, provision has been made to ensure that euro banknotes can be supplied to non-euro area countries,
e.g. by permitting the frontloading of banknotes to central banks and branches of euro area credit institutions
located in these countries. Thus a smooth transition to the euro can be expected outside the euro area,
including countries where the Deutsche Mark is an official means of payment or even legal tender. Against
this background, and also as a general preference for the euro in eastern Europe may be assumed owing to the
close trade and travel links between eastern European countries and the euro area, it is unlikely that the bulk of
DEM banknotes and other legacy currencies held outside the euro area will be exchanged for other major
currencies.

Some indication that the recent reduction in currency in circulation has not significantly affected M3 growth
so far can be derived with the help of money demand models estimated according to historical regularities. In
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fact, evidence from amodel for M1? suggests that current M1 growth is not lower than would be expected on
the basis of the model. This is an indication, abeit tentative, that the bulk of the reduction in currency in
circulation has been offset by an increase in overnight depositsincluded in M 1.

Finally, it is worth mentioning some considerations with regard to possible effects on M3 at the end of 2001
and thefirst few months of 2002. First, credit institutions, which will receive euro banknotes and coinsin 2001
(frontloading), will be debited for these only at the beginning of 2002, in three steps. According to the “linear
debiting model”, one-third of the frontloaded amount of banknotes will be debited on 2 January 2002, on
23 January 2002 and on 30 January 2002 respectively. Thereforeit is expected that credit institutions will treat
the frontloaded banknotes, which are not legal tender prior to 1 January 2002, as off-balance-sheet positions
until end-2001. Accordingly, the debiting should not affect their balance sheets either at the end of December
2001 (when the process will not yet have started) or on 31 January 2002 (when the process will aready have
finished). It should therefore also not affect the respective monetary statistics, which are end-of-month figures.
Only if credit institutions sub-frontload banknotes and coins to non-MFls in 2001 and immediately debit the
recipients (aswill be the case, for example, for the coinsin the euro starter kits), might a reduction beimplied
in the holdings of deposits, or other M3 components, of those recipients. This effect is expected to be small,
however, asin most countries banks are not expected to ask for settlement of the bulk of the sub-frontloaded
banknotes and coins before the beginning of 2002. Finally, there might also be some short-term behavioural
changes among non-MFIs, which could affect currency in circulation in the first few months of 2002. On the
one hand, the dual currency period in the first two months of 2002 might induce retailers to hold more cash
than usual, which might then have a short-term upward impact on currency in circulation. On the other hand,
consumers might use non-cash payment instruments more intensively around the turn of the year in order to
facilitate transactions during the changeover process. However, al these effects will be concentrated on the
months directly surrounding the cash changeover and might be offset by changes in other components of M3.

The ECB will continue to monitor closely any indications of an impact of the cash changeover on monetary
growth. If there were signs that this were leading to temporary effects on the information content of M3, the
ECB would naturally take them into account in its monetary assessment. Thus far, while the cash changeover
is having an influence on currency in circulation, the impact on the annual growth rates of euro area M3
appearsto be very small.

2 SeeStracca, L., 2001, “Thefunctional form of the demand for euro area M1”, ECB Working Paper No. 51.

seasonally adjusted annual rate of change in
currency in circulation was negative in the first
and second quarters of 2001 (see Table I). In
July it fell further to -6.4%. This development is
in all likelihood a result of the preparations
being made by both euro area and non-euro
area residents in the run-up to the cash
changeover to the euro at the beginning of
2002. As explained in Box I, the decline in
currency in circulation does not, however,
correspond to the overall impact of the cash
changeover on M3. In fact, it seems that, in the
main, a substitution of assets within M3
components is taking place. Thus, up to now,
the cash changeover is likely to have had only a
small impact on the annual growth rate of M3.

After a weak dynamic in the last few months of
2000 and at the beginning of 2001, the annual
rate of growth of overnight deposits has
recovered over recent months. It is probable
that, to some extent, this development reflects
a normalisation following a period of subdued
growth. In addition, the rebound of the annual
growth rate of overnight deposits in the recent
past seems to be related to shifts from currency
to overnight deposits in the course of
preparations for the introduction of the euro
banknotes and coins (see Chart 4).

Dynamic growth of other components
of M3

The dynamic increase in M3 over recent
months has mainly been driven by short-term
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Currency in circulation and short-term
deposits

(seasonally adjusted and annualised six-month percentage
changes)
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deposits other than overnight deposits and
by marketable instruments.

The rate of growth of short-term deposits held
by euro area residents at euro area MFIs has
increased markedly over the past few quarters
(see Table I). The annual rate of change in
deposits redeemable at a period of notice of up
to three months (not adjusted for seasonal and
calendar effects) recovered from -4.7% in the
first quarter of 2001 to around zero in July. The
annual growth rate of deposits with an agreed
maturity of up to two years (not adjusted for
seasonal and calendar effects) remained at a
high level in the first half of this year and stood
at 12.3% in July 2001.

The remuneration on these deposits, as
compared with market interest rates, may
provide some explanation for their
development. First, the spread between
short-term and long-term interest rates has
been narrowing since early 2000, making the
holding of short-term assets generally more
attractive. In addition, with respect to deposits
redeemable at a period of notice of up to three
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months, the spread between the three-month
EURIBOR and the rate on these deposits
declined from 2/2 percentage points in the
autumn of 2000 to 2 percentage points in July
2001 (see Chart 5), increasing investors’
preferences for the holding of these deposits. It
is likely that the weakness of global stock
markets has also inclined investors to park
money — over a period of time — in liquid and
secure assets bearing an interest rate.

The annual growth rate of marketable
instruments remained high in the first half of
2001, increasing even further to 18.8% in July
(see Table I). The month-on-month dynamic
of marketable
accelerated further in the past few months.
This is likely to be related to reasons similar
to those for the increasing demand for short-
term deposits other than overnight deposits,
i.e. the relatively flat yield curve and the
weakness of global stock markets. Thus, part
of these movements into short-term assets
may simply reflect portfolio shifts and may
thus not be closely connected to aggregate
spending and future price developments.

instruments has also

Interest rate spreads
(in percentage points)

— — spread between the three-month EURIBOR
and the interest rate on deposits redeemable
at notice of up to three months

— spread between the three-month EURIBOR
and the interest rate on deposits with an agreed
maturity of up to two years

——  spread between the ten-year euro area
government bond yield and the three-month
EURIBOR D

30 1 30

ool b b b Lo Q0

Jan. Apr. July Oct. Jan. Apr. July Oct. Jan. Apr.
1999 2000 2001
Source: ECB.
1) Government bond yields are weighted with the national
outstanding amounts of ten-year government bonds.



Financing and investment of the non-financial sectors of the euro area in 2000
The release of quarterly financial accounts data in the euro area for the fourth quarter of 2000' allows an
overview of financing and financial investment in the non-financial sectors of the euro area in the entire year

2000.

Table A: Financing of non-financial sectors in the euro area "

Main financing components,
Financing of general government Financing of non-financial corporations Financing of households >
Loans Securities Loans Securities Quoted Loans taken
Taken from |other than | Held by eurol Taken from| other than shares from euro
euro area shares area MFIs| euro area shares area MFIs ¥
MFIs MFIs
Annual growth rates
(end of period)”
1998 Q4 6.0 3.1 -1.1 -0.4 42 3.9 7.1 8.8 8.5 8.6 5.1 8.8 9.1
1999 Q1 59 35 -0.1 0.9 43 5.7 BN/ 6.8 7.0 9.5 4.1 10.5 10.9
Q2 59 3.0 0.0 0.7 3.8 21 6.2 8.3 7.9 11.4 3.7 10.5 10.9
Q3 6.1 27 -1.9 -0.3 32 52 7.1 7.9 73 14.4 54 11.0 11.2
Q4 6.0 2.4 -1.2 0.4 32 6.4 6.8 8.1 7.0 14.8 4.8 10.4 10.8
2000 Q1 6.3 22 -14 0.0 3.2 1.8 8.1 11.4 9.8 10.1 5.0 9.6 9.7
Q2 6.1 22 -1.7 -0.3 29 -1.6 8.0 11.5 9.5 12.8 44 8.6 8.7
Q3 6.7 1.9 -2.0 -1.2 2.7 -6.2 9.7 14.2 11.3 14.4 5.6 7.8 8.0
Q4 6.4 1.6 -1.8 -0.9 25 -8.7 9.1 14.5 10.9 19.6 4.6 73 7.3
Ratio to total financing as
at Q4 2000 (amounts
outstanding) 100% 30% 6% 5% 23% 7% 50% 21% 17% 3% 24% 20% 19%
Source: ECB.

1) Non-financial sectors comprise general government, non-financial corporations and households including non-profit institutions
serving households.

2) Growth rates are based on non-seasonally adjusted transactions, and therefore do not include valuation effects and
reclassifications.

3) Including non-profit institutions serving households.

As regards the liabilities of the non-financial sectors, 2000 saw the continuation of a strong divergence
between the financing needs of the private and public sectors. On the side of general government, financing
needs fell continuously during 2000, partly under the impact of the receipts from the UMTS mobile phone
licence auctions. As to the structure of debt, a higher recourse to securities issuance — compared with loans —
was visible.

Concerning the financing of non-financial corporations, three main features can be underlined. First, the
annual growth of the total financing of non-financial corporations remained high in 2000. It declined only in
the last quarter of the year, to 9.1% from 9.7% in the third quarter, after a period of practically two years of
continuous acceleration. Second, the annual rate of growth of loans provided by MFIs in the euro area was
below that of total loans to non-financial corporations, with the gap between the growth rates of the two
aggregates widening. As a result, financing by financial intermediaries other than euro area MFIs to non-
financial corporations increased considerably over time. This phenomenon may be linked to the intense
merger and acquisition activity and the purchase of UMTS licences by firms in the euro area over the past two
years. To finance these operations, companies may have had particularly substantial recourse to credit from
non-euro area financial institutions. Third, the issuance of securities other than shares by non-financial
corporations continued to increase very strongly, with an annual rate of growth of 19.6% in the fourth quarter
of 2000. In terms of volume, however, this source of finance remained rather unimportant for the sector.

On the investment side, total financial investment of the non-financial sectors continued to increase in the last
quarter of 2000 with an annual rate of growth of 7.3%, up from 6.3% in the same quarter of 1999 (see Table B
below). The relatively subdued developments of currency, deposits and money market fund shares contrasted
with high growth of certain forms of long-term financial investment. Notably, the growth of insurance
technical reserves as well as of non-monetary mutual funds remained strong in 2000. For the former, this

1 For more details, see Table 6.1 in the “Euro area statistics” section of this issue of the Monthly Bulletin.
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reflects developments in pension funds in the context of an ageing population, while, for the latter, it reflects

the increasingly important role of institutional investors in the financial markets. In addition, there was a

marked rise in investment in quoted shares, which may reflect large-scale acquisitions of companies by non-

financial corporations in the euro area. While the counterpart of shares acquired by the non-financial sector

cannot be exactly identified, indications from balance of payments data suggest that such purchases reflected

to a large extent acquisitions of non-euro area assets.

Table B: Financial investment of non-financial sectors in the euro area?

Main financial investment components Memo item:
Currency, Long-term B
deposits and Currency| Short-term Money| marketable] Long-term| Quoted|Mutual fund|  Insurance]
short-term and [  securities| market fund| instruments|  securities| I other hnical
marketable deposits 3| other than shares| and insurance| other than than money reserves|
instruments shares| technical shares| market fund
reserves| shares
Annual growth rates
(end of period) 2
1998 Q4 5.5 1.9 32 -22.5 -4.6 8.4 -5.1 5.6 31.2 8.7 4.9
1999 Q1 5.9 1.6 32 -25.8 -8.4 9.1 -1.1 6.0 27.7 8.6 55
Q2 6.3 1.9 2.8 -213 0.6 9.4 0.5 7.6 23.6 8.7 54
Q3 6.7 AS 35 -22.1 -12 9.6 0.4 10.5 19.8 9.0 5.7
Q4 6.3 2.5 2.8 -6.0 2.5 8.8 32 7.9 14.1 9.7 6.0
2000 Q1 5.1 3.4 33 5.0 4.8 6.2 -1.4 52 8.2 9.9 6.0
Q2 53 3.1 3.4 13.4 10.1 6.7 3.7 5.8 4.8 9.8 6.1
Q3 6.2 35 32 37.4 -8.5 7.8 7.1 9.6 29 9.5 5.2
Q4 7.3 3.1 2.9 18.6 -4.6 9.8 5.1 14.4 83 8.8 4.9
Ratio to total financial
investment as at Q4 2000
(amounts outstanding) 100% 35% 33% 1% 1% 65% 10% 21% 12% 22% 33%

Source: ECB.

1) Non-financial sectors comprise general government, non-financial corporations and households including non-profit institutions

serving households.

2) Growth rates of financial investment are based on non-seasonally adjusted transactions, and therefore do not include valuation
effects and reclassifications. The growth rate of M3 is a quarterly average annual growth rate adjusted for seasonal and

calendar effects.
3) Excluding central government deposits with MFIs.

Low growth in MFIs’ longer-term
liabilities and further moderation in the
annual growth rate of loans to the
private sector

The rather low investment by non-MFls in
longer-term financial instruments is reflected,
on the side of the counterparts of M3, in the
longer-term financial liabilities of MFls (see
Chart 6). From the first to the second
quarter of 2001, the annual growth rate of
longer-term financial liabilities held by MFls
(excluding capital and reserves) declined from
3.7% to 3.0%, falling further to 2.5% in July
(see Table 2). The declining or unchanged
annual rate of change relates to all
components of MFIs’ longer-term liabilities,
namely deposits with an agreed maturity of
over two Yyears, deposits redeemable at a
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period of notice of over three months and
debt securities with a maturity of over two
years issued by MFIs. These developments
confirm the hypothesis of a portfolio shift
from longer-term investments to shorter-
term financial instruments.

As regards the other counterparts of M3, the
annual growth rate of credit to euro area
residents was broadly stable in 2001, staying
at 6.2% in July (see Table 2). However, the
stability of total credit masks divergent trends
in the public and private sectors. On the one
hand, there was a considerable increase in
the annual rate of change in credit to general
government. On the other hand, the annual
rate of growth of credit to the private sector
continued to decrease.



CITT S T sl ite of change in credit o genera

Investment in shorter-term and longer- government stood at -3.6% in the second
term financial instruments quarter of 2001, up from -5.9% in the first
(annual percentage changes) quarter. In July the annual rate of decline in

credit to general government was only 0.4%.
These developments have mainly been driven
by increased MFI holdings of government debt

— longer-term financial liabilities of MFIs 1)

— — short-term deposits other than overnight
deposits plus marketable instruments 2)

100 - _100 Securities.
9.0 - 4 9.0
/
80| 1 80 The annual rate of growth of loans to the

private sector moderated further in the
second quarter of 2001, to 8.2%, having been
9.1% in the first quarter. In July it stood at
7.6% (see Table 2 and Chart 7). As discussed
in Box 2, the financing needs of non-financial
corporations according to the broader
definition also declined in the last quarter of
2000. The combination of a dynamic increase

0.0 T T S T SN AN T SN T TR N S Y SR S N | 0.0 . . .
Jan. Mar. May July Sep. Nov. Jan. Mar. May July in M3 and the decline in the annual rate of
1999 2000 growth of loans to the private sector in 2001
Source: ECB. contrasts sharply with developments in the
1) Excluding capital and reserves. second half of 1999 and early 2000, when the

2) Seriesnot adjusted for non-euro area residents’ holdings of
money market paper and debt securities with an initial
maturity of up to two years. by a strong increase in loans to the private

sector. The ongoing moderation of loans is a

pronounced increase in M3 was accompanied

Counterparts of M3

(annual percentage changes; quarterly averages, unadjusted for seasonal and calendar effects)

2000 2000 2000 2001 2001 2001
Q2 Q3 Q4 Q1 Q2 Jul.
Longer-term financial liabilities (excluding capital and reserves) 5.0 5.0 37 37 30 25
Deposits with agreed maturity over 2 years 4.2 2.7 0.9 -0.2 -0.2 -0.6
Deposits redeemable at notice over 3 months -2.7 5.6 114 13.2 9.0 35
Debt securities issued with maturity over 2 years 6.4 6.8 53 6.2 51 4.8
Credit to euro area residents 8.2 7.1 6.4 6.0 5.9 6.2
Credit to general government -0.0 -2.2 -6.0 -5.9 -3.6 -04
Securities other than shares -0.4 -3.6 -8.8 -9.9 -5.3 0.6
Loans 0.5 -0.1 -1.9 -0.1 -1.3 -1.8
Credit to other euro area residents 111 10.2 105 9.9 8.9 8.2
Securities other than shares 145 139 19.2 20.3 25.9 27.3
Shares and other equities 20.6 17.5 17.8 14.0 8.3 5.2
Loans 10.1 95 9.6 9.1 8.2 7.6
Memo item: Sectoral breakdown for loans (end of quarter)
To non-financial corporations 9.5 11.3 109 10.0 8.9
To households 8.7 8.0 7.3 6.6 6.2
Consumer credit 2 7.1 8.0 7.9 4.7 51
Lending for house purchase 2 10.2 9.0 8.6 8.3 74
Other lending 5.8 5.0 31 29 33

Source: ECB.

1) Growth ratesare calculated on the basis of flow data. Sectors correspond to ESA 95 definitions. For further details, see footnote
to Table 2.5 in the “Euro area statistics” section of the ECB Monthly Bulletin and the relevant technical notes. Differences
between some sub-totals and their components are due to rounding.

2) Thedefinitions of consumer credit and lending for house purchase are not fully consistent across the euro area.
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Movements in M3 and its counterparts
(annual flows; EUR bhillions; not adjusted for seasonal and
calendar effects)
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Source: ECB.

Note: Series not adjusted for non-euro area resident holdings of
money market paper and debt securities with an initial maturity
of up to two years.

further indication that current monetary
developments should not be seen as indicating
longer-term upward inflationary pressures.

When considered in real terms, the decrease
in the annual growth rate of loans to the
private sector is even more pronounced. This
decline can be linked to the weakening of
euro area real GDP. Moreover, the upward
impact on loans of some special factors, such
as intense merger and acquisition activity —
including foreign direct investment by euro
area residents — has declined somewhat over
recent months. Compared with historical
longer-term averages, however, the annual
growth rate of real loans to the private sector
has remained relatively high.

The development of loans to the private
sector can be analysed in more detail on the
basis of a sectoral breakdown (see Table 2).
In the second quarter of 2001, the annual
growth rate of loans to non-financial
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corporations in the euro area continued to
decline, most likely reflecting the factors
mentioned above. The annual growth rate of
total loans to households also decreased
further in the second quarter of 2001. It is
likely that this is partly related to the
weakening of consumer confidence during the
course of this year. Notably, the annual
growth rate of loans for house purchases
continued to fall in the second quarter of this
year. The slower increase in lending for house
purchases may, in addition to the lagged
effects of the past rise in lending rates and
the economic slowdown, be linked to a
moderation in the increase in house prices in
some euro area countries. The annual
rate of growth of consumer credit in the
second quarter of 2001 remained around
3 percentage points lower than in the second
half of last year.

Finally, the net external asset position of the
MFI sector in the euro area has increased in
the past two months, by €41.5 billion in June
and by €15.4 billion in July. The increase in
the net external assets position in June is in
line with evidence from the balance of
payments statistics (data for July are not
yet available), which report combined net
portfolio and direct investment inflows into
the euro area. However, over the 12 months
up to July 2001, net external assets of euro
area MFls continued to decline, reflecting past
combined net direct investment and net
portfolio outflows from the euro area (see
Chart 7).

Monetary developments continue to be
broadly in line with price stability

Overall, the recent strong dynamics of M3
growth do not seem to indicate longer-term
upward pressures for future inflation. First, if
corrected for non-resident holdings of money
market paper and debt securities with a
maturity of up to two years, the three-month
moving average in the period from May to
July 2001 was only slightly above 5% and thus
not far away from the reference value.
Second, the gradual adjustment of portfolios



Monetary policy operations and liquidity conditions in the reserve maintenance
period ending on 23 August 2001

During the reserve maintenance period from 24 July 2001 to 23 August 2001, the Eurosystem settled five main
refinancing operations (MROs) and one longer-term refinancing operation.

The MROs were carried out as variable rate tenders with a minimum bid rate of 4.50%. The allotted volumes
ranged between €70 billion and €94 billion. The ratio of the amount bid to the volume allotted varied
between 1.34 and 1.71, while the average for the reserve maintenance period was 1.50. With the exception of
the first tender operation, where the marginal rate amounted to 4.51%, the marginal rates were equal to the
minimum bid rate of 4.50%. In all five operations the weighted average rates were 1 basis point above the
marginal rates. The number of counterparties participating in the tenders ranged between 345 and 401, with an
average of 364.

On 25 July the Eurosystem conducted a longer-term refinancing operation through a variable rate tender with
a pre-announced allotment volume of €20 billion. A total of 224 counterparties participated in this operation,
submitting a total amount of bids of €39.4 billion. The marginal and the weighted average rates were 4.39%
and 4.42% respectively.

The EONIA remained broadly stable during the reserve maintenance period where the market was calm and
amid perceived balanced liquidity conditions. From the start of the maintenance period to 21 August, the
EONIA was quoted between 4.50% and 4.52%, with only one exception, namely on 31 July, when it climbed
to 4.58% owing to the end-of-month effect. On 22 August the EONIA dropped to 4.44%, driven by market
expectations of aloose ending of the reserve maintenance period. However, on the last day of the maintenance
period, it increased again by 6 basis points to 4.50%, as liquidity conditions were not as loose as expected on
the previous day. The maintenance period ended with a small net liquidity recourse of €0.3 hillion to the
standing facilities, corresponding to a recourse of €1.8 billion to the margina lending facility and of €1.5
billion to the deposit facility. The difference between average current accounts (€127.8 billion) and reserve
regquirements (€127.2 billion) amounted to €0.6 billion.

Contributions to the banking system’s liquidity
(EURDbillions)

Daily average during the reserve maintenance period from 24 July 2001 to 23 August 2001

Liquidity providing Liquidity absorbing  Net contribution

(a) Monetary policy operations of the Eurosystem 224.1 0.2 +223.9
Main refinancing operations 164.0 - +164.0
Longer-term refinancing operations 60.0 - +60.0
Standing facilities 0.1 0.2 -01
Other operations 0.0 0.0 0.0
(b) Other factors affecting the banking system’s liquidity 402.1 498.2 -96.1
Banknotesin circulation - 347.6 -347.6
Government deposits with the Eurosystem - 48.9 -48.9
Net foreign assets (including gold) 402.1 - +402.1
Other factors (net) - 101.7 -101.7
(¢) Credit institutions’ holdings on current accounts

with the Eurosystem (a) + (b) 127.8
(d) Required reserves 127.2
Source: ECB.

Totals may not add up due to rounding.
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The net liquidity-absorbing impact of the autonomous factors (i.e. the factors not related to monetary policy)
on the banking system’s liquidity (item (b)) was €96.1 hillion on average. The daily sum of autonomous
factors fluctuated between €84.2 hillion and €105.1 billion. The estimates of average liquidity needs,
stemming from autonomous factors, published for the maintenance period under review, ranged between
€86.9 hillion and €104.0 billion. These estimates turned out to be higher than the actual figures by an amount
ranging from €0.1 billion to €5.2 billion. The standard deviation of the estimation errors and the bias of the
estimates were higher than usual and resulted mainly from an overestimation of government deposits with the

Eurosystem.

Real M3, real GDP and opportunity

costs

(four-quarter moving averages of annual percentage changes;
seasonally adjusted)

— rea M3 growth (deflated by the GDP deflator)
real GDP growth
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real M3 growth minus real GDP growth 1)
spread between the three-month money market
rate and the own rate of return on M3
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Source: ECB.

Note: Series not adjusted for non-euro area resident holdings of

money market paper and debt securities with an initial maturity

of up to two years. For the second quarter of 2001, the annual
growth rate of the GDP deflator isassumed to be equal to that in

thefirst quarter of 2001.

1) Calculated as the difference between M3 growth deflated
by the GDP deflator and real GDP growth. This can be
interpreted as an “approximate measure of the part of the
demand” for M3 which is explained by opportunity cost
variables.
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by investors to the comparatively flat yield
curve in the euro area, as well as the
weakness in global stock markets, may explain
part of the increased demand for secure
short-term assets. The concurrence of the
recent acceleration of M3 and the slowdown
in the longer-term MFI liabilities would appear
to underpin this interpretation. In addition, if
higher temporary monetary growth is only a
consequence of past temporary shocks to
the price level, this does not indicate upward
risks to future price stability, provided that
this stronger monetary growth remains
temporary and that these supply shocks do
not trigger second-round effects on inflation
Furthermore, the
moderation in the annual growth rate of loans
to the private sector in the euro area, which
contrasts strongly with the situation of rising
M3 growth in late 1999 and early 2000,
supports this overall assessment. Finally,

via wages. continued

in M3 remain in line with
historical regularities in the demand for M3,
linking the latter positively to real GDP and
the price level and negatively to a variable
measuring the opportunity cost of holding
monetary assets. Chart 8 illustrates this point

in a simplified fashion.

recent trends

Debt securities issuance broadly stable in
the second quarter of 2001

The average annual growth of the amount
outstanding of debt securities issued by euro
area residents stabilised at 7.6% in the second
quarter of 200l. Underlying this was an
increase in the annual growth of the amount
outstanding of long-term debt securities,
while the annual growth of the amount
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January 2001 use data for the euro area plus Greece.

outstanding of short-term debt securities
declined (see Chart 9).

The breakdown by currency shows that the
annual growth of the amount outstanding of
euro-denominated debt securities issued by
euro area residents decreased slightly from
6.3% in the first quarter of 2001 to 6.2% in
the second quarter. At the end of the second
quarter of 2001, 91.0% of the amount
outstanding of debt securities issued by euro
area residents was denominated in euro,
which compares with a share of 91.2% in the
first quarter of 2001.

With respect to the issuance of euro-
denominated debt securities by non-residents
of the euro area, at the end of the second
quarter of 2001I this corresponded to |1.5%
of the total amount outstanding of euro-
denominated debt securities. This was higher
than the share of | 1.1% at the end of the first
quarter of 2001 and compares with a share
of 10.0% in the second quarter of 2000.

Turning to the breakdown by issuing sector
within the euro area, debt securities issuance
by the private sector slowed down in the
second quarter of 2001 (see Chart 10). The
average annual growth of the amount
outstanding of euro-denominated debt
securities issued by MFIs fell from 8.7% in the
first quarter of 2001 to 6.8% in the second
quarter. The average annual growth of the
amount outstanding of euro-denominated
debt securities issued by non-financial
corporations also declined, from 21.5% in the
first quarter of 2001 to 20.7% in the second
quarter. At the same time, the average annual
growth in the amount outstanding of euro-
denominated debt securities issued by non-
monetary financial corporations increased to
32.0% in the second quarter, up from 28.2%
in the first quarter. The high level of the
annual growth rate of debt securities issuance
by the non-MFI private sector to some extent
reflects merger and acquisition activity in
previous quarters.

Amounts outstanding of
euro-denominated debt securities issued

by euro area residents
(annual percentage changes)
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By contrast with the issuance pattern in the
private sector, the issuance of euro-
denominated debt securities by the general
government sector increased in the second
quarter of 200l. The average annual
growth of the amount outstanding of
euro-denominated debt securities issued by
the general government sector was 2.8% in
the second quarter, compared with 2.1% in the
first quarter. This development may reflect a
slight deterioration in government fiscal
balances in 2001 (see the section entitled
“Fiscal developments”).

Retail bank interest rates declining

In line with the trend that began in late 2000,
retail bank interest rates generally continued
to fall during the second quarter of 2001,
before stabilising in July (see Chart |1). The
average interest rate on deposits with an
agreed maturity of up to one year decreased
by |5 basis points between March and July
2001. During the same period, the average

Short-term retail bank interest rates

and a comparable market rate
(percentages per annum; monthly averages)

— — loans to enterprises with a maturity of up
to one year

—— deposits with an agreed maturity of up
to one year

— — deposits redeemable at notice of up
to three months

---- overnight deposits

—— three-month money market rate
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Sources: ECB aggregation of individual country data and
Reuters.
Note: From 1 January 2001 onwards Greek data are also
included.
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interest rate on loans to enterprises with a
maturity of up to one year dropped by
10 basis points. The declines in these short-
term interest rates compare with a fall
of around 25 basis points in the average
three-month money market interest rate
between March and July 2001. The relative
developments in retail and market rates are
consistent with the generally observed
incomplete pass-through in the short run of
developments in short-term market interest
rates to short-term retail interest rates.

Long-term retail bank interest rates also
continued to decline in the course of 2001.
From March to July 2001, the average interest
rates on deposits with a maturity of over
two years declined by 10 basis points. The
average rates on loans to enterprises with a
maturity of over one year and on loans to
households for house purchase dropped by
around 5 basis points between March and
July 2001. Over the same period the average
five-year government bond yield declined by
around |5 basis points.
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Short-term interest rates in the euro area
(percentages per annum; daily data)
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Continued decline in money market
interest rates

Money market rates continued to decrease
somewhat over the summer of 200| (see
Chart 13). This downward movement
reflected increased expectations among
market participants of reductions in the key
ECB interest rates in reaction to a decline in
inflationary pressures, in an environment of a
stronger than expected slowdown in
economic activity in the euro area. Moreover,
in the aftermath of the terrorist attacks in
the United States on || September 2001,
amid the wunrest in financial markets
worldwide, money market rates in the euro
area at longer maturities declined, whereas
overnight rates increased temporarily. The
slope of the EURIBOR yield curve, measured
as the spread between the twelve-month and
one-month maturities, became more negative
over the summer.

Money market rates at the shortest maturities
remained close to the minimum bid rate of
4.50% in the Eurosystem’s main refinancing
operations until mid-July. Thereafter, they

started increasingly to price in a reduction in
the key ECB interest rates of 25 basis points.
This was followed by the decrease of
25 basis points in the key ECB interest rates
decided on 30 August 200l. In the period
between end-July and 28 August the marginal
and average rates of allotment in the main
refinancing operations consistently remained
at or slightly above the prevailing minimum
bid rate of 4.50% (see Box 3). In the
operations settled on 5 and 12 September
2001, the marginal and average rates were
close to the new minimum bid rate of 4.25%.

The one-month and three-month EURIBOR
decreased by 22 and 26 basis points
respectively in the period between end-July
and 12 September 2001, to stand at 4.29%
and 4.18% on 12 September 200I. Hence,
the short end of the curve was negatively
sloped in mid-September 2001.

The interest rates of allotment in the
longer-term refinancing operations of the
Eurosystem in summer 2001 to a large extent
reflected the developments in the three-
month EURIBOR. In the operation settled on
30 August 2001, the marginal and average
rates were 4.20% and 4.23% respectively
(both 19 basis points lower than in the
previous operation settled on 26 July).

At the longer end of the money market yield
curve, the decline in interest rates has been
more pronounced than at the short
maturities, in particular reflecting a larger
impact of the terrorist attacks in the United
States. Between end-July and 12 September
2001, the six-month and twelve-month rates
declined by 29 and 35 basis points
respectively, to stand at 4.05% and 3.88% on
12 September 2001. As a consequence, the
slope of the money market yield curve, as
measured by the difference between the
twelve-month and the one-month EURIBOR,
became more negative to stand at -41| basis
points on 12 September 2001.

The expected path of the three-month
EURIBOR, as implied in the futures prices on
contracts with delivery dates in September
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Three-month interest rates and futures

in the euro area
(percentages per annum; daily data)
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Source: Reuters.
Note: Three-month futures contracts for delivery at the end of
the current and next three quarters as quoted on Liffe.

and December 2001 and March 2002,
continued to decline in the summer of 2001.
Between end-July and 12 September, the

futures rates for delivery in December 2001
and March 2002 decreased by 33 and 39 basis

Implied volatilities from options on
three-month EURIBOR futures
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Source: Bloomberg.
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points respectively, to stand at 3.73% and
3.55% on 12 September 2001 (see Chart [4).

The volatility of the three-month EURIBOR
implied in options on futures contracts
maturing in September and December 2001
and March 2002 may be interpreted as an
indicator of the degree of uncertainty that
market participants attach to the expected
future path of the three-month EURIBOR
over the period up to the delivery date. The
implied volatility on these rates tended to
decrease after the reduction of the key ECB
interest rates in early May. It increased again
in late July and August 2001, reflecting
somewhat increased uncertainty over the
timing of further changes in the key ECB
rates (see Chart |5). While after the decision
to lower the key ECB interest rates on
30 August 2001, implied volatility tended to
decline, it rose again significantly in the wake
of the terrorist attacks in the United States.

Long-term bond yields decreased over
the summer

After increasing in most of the second quarter
of 2001, long-term government bond yields
in the euro area have again fallen over recent
months to the levels seen in late March 2001
(see Chart 16). On 10 September the average
euro area ten-year government bond
yield stood at close to 5.1%, which was
approximately 20 basis points lower than at
the end of June. Long-term government bond
yields in the United States also fell between
end-June and |10 September, but the decrease
in US yields, of 60 basis points, was more
pronounced. As a result, the differential
between ten-year government bond yields in
the United States and the euro area moved
into negative territory, from a value of
20 basis points at end-June to around
-20 basis points on 10 September. This spread
has been subject to some swings this year,
which have been related to the succession of
contradictory news about the scope and the
timing of the US slowdown. Long-term bond
yields in the euro area were broadly
unchanged after the terrorist attacks in the
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Long-term government bond yields in

the euro area and the United States
(percentages per annum; daily data)
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Notes: Long-term government bond yieldsrefer to ten-year bonds
or to the closest available bond maturity. From 1 January 2001
onwards Greek data are also included in the euro area data.
Owing to the events in the United Sates, data for the United
States have not been updated beyond 10 September.

United States, while, in the United States,
markets remained closed on |l and
12 September.

In the United States, ten-year government
bond yields stood at around 4.9% on
10 September. The main factor behind the
continued decrease in nominal long-term
bond yields in July and August appears to
have been a larger than expected cyclical
slowdown, as stressed by the Beige Book of
the Federal Reserve published on 8 August
and as indicated on the occasion of the
Federal Reserve’s interest rate reduction on
21 August. Part of the decrease may also be
explained by a lower than expected inflation
figure for July 2001 and concerns about the
productivity trend. A more pessimistic
market assessment of the outlook for the US
economy was also indicated by developments
in the real yield of US ten-year index-linked
bonds, which stood at around 3.3% on
10 September, 20 basis points lower than at
end-June, and around 45 basis points below
the level at the end of 2000. The US ten-year

break-even inflation rate — obtained from the
yield difference between nominal and index-
linked government bonds — declined by
around 40 basis points between end-June and
10 September, bringing the cumulative
decrease to around 65 basis points since its
peak in mid-May 200l. On 10 September,
this indicator of average ten-year inflation
expectations stood at about |.6%, or at a
level similar to that observed at the beginning
of 2001.

In Japan, ten-year government bond yields
stood at about |.4% on 10 September, which
was 25 basis points above the levels prevailing
at end-June, but still 35 basis points below
the level for 2000. The low level of yields on
Japanese government bonds continues to
reflect investors’ pessimism about the growth
outlook for the economy, whereas the recent
increase may reflect concerns about the need
for additional government debt issuance. The
announcement of a looser monetary stance —
implemented through a higher target for the
outstanding balance of current accounts held

Break-even inflation rate calculated for
the French CPI1

(in percentages; daily data)
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Note: Thereal bond yields are derived from the market prices of
French government bonds which are indexed to the French CPI
(excluding tobacco prices) and which mature in 2009. The
nominal bond yields are derived fromthe market prices of French
government fixed income bonds which also maturein 2009.
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by banks with the Bank of Japan and through
the additional purchase of long-term
government bonds — had little impact on the
bond market. Long-term Japanese bond yields
remained basically unchanged after the
terrorist attacks in the United States on
Il September.

In the euro area, the fall in nominal long-
term government bond yields over recent
months seemed to result from external and
domestic factors. First, it reflected bond yield
movements in the United States, which to
some extent seemed to spill over to the euro
area bond market. Second, as in the United
States, market participants’ long-term
inflation expectations and inflation uncertainty
for the euro area may have decreased in the
course of July. This argument is supported by
evidence from the French market for index-

Implied forward euro area overnight

interest rates
(percentages per annum; daily data)
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Source: ECB estimation. Theimplied forward yield curve, which
is derived from the term structure of interest rates observed in
the market, 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.
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Implied volatility for futures contracts
on the ten-year German Bund and the

ten-year US Treasury note
(percentages per annum; ten-day moving average of daily data)
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Note: The implied volatility series represent the nearby implied
volatility on the near contract generic future, rolled over
20 days prior to expiry, as defined by Bloomberg. This means
that 20 days prior to expiry of the contracts, a change in the
choice of contracts used to obtain the implied volatility is made,
fromthe contract closest to maturity to the next contract. Owing
to the eventsin the United States, data for the United States have
not been updated beyond 10 September.

linked government bonds in which the ten-
year break-even inflation rate fell by around
30 basis points between the end of June and
late July and has remained broadly stable since
(see Chart 17). On 12 September this
indicator of long-term average inflation
expectations stood at about [.3%, which is
similar to its level at the beginning of 2001.
At the same time, market participants’ long-
term average growth expectations for the
euro area seem to have remained largely
unchanged in recent months. This view is
supported by the overall stability — at a level
of around 3.5% — of the real yield on ten-year
French index-linked bonds since the beginning
of 2001. However, short-term developments
in index-linked bond yields and break-even
inflation rates should be interpreted with
caution, as a number of well-known caveats
may complicate the interpretation of changes
in these rates with regard to underlying
fundamentals.
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Government bond yields in the euro area
declined across the whole maturity spectrum
between end-June and 10 September, with
the largest declines taking place for medium-
maturity yields. Following the events on
I'l September in the United States, two-year
and five-year euro area bond yields declined
by around |5 basis points to stand respectively
at around 3.8% and 4.3% on 12 September.
As short-term money market rates also fell,
the slope of the euro area yield curve — as
measured by the difference between ten-year
government bond yields and the three-month
EURIBOR - remained broadly stable at
around 85 basis points between the end of
June and 12 September. At the same time,
the euro area implied forward overnight
interest rate curve maintained its inverted
shape, with interest rate declines being
expected by market participants at short to
medium-term maturities (see Chart 18).

As regards market expectations for future
long-term government bond yields in the euro
area, the perceived degree of uncertainty
among market participants
relatively low, despite some short-lived spikes
in recent months. This was visible in the
development of the implied volatility of ten-
year German government bonds derived from
the prices of options on Bund futures
contracts (see Chart 19). On |2 September,
this indicator of market participants’
uncertainty about short-term bond yield
developments stood at around 5.1%, which
compares with an average level of about 5.5%
for 2000 as a whole.

remained

Stock markets declined in the summer of
2001

In global stock markets, the decline which
started in spring 2000 continued over the
summer of 2001. Stock prices in the euro
area, the United States and Japan, as
measured by the Dow Jones EURO STOXX
index, the Standard & Poor’s 500 index and
the Nikkei 225 all decreased (see Chart 20).
By 10 September the broad Dow Jones EURO
STOXX index was around 26% lower than

Stock price indices in the euro area, the

United States and Japan
(index: 1 September 2000 = 100; daily data)
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Source: Reuters.

Notes: Dow Jones EURO STOXX broad (stock price) index for
the euro area, Sandard & Poor’s 500 for the United States and
Nikkei 225 for Japan. From 1 January 2001 onwards Greek
data are also included in the euro area data. Owing to the events
in the United Sates, data for the United Sates have not been
updated beyond 10 September.

the level prevailing at the end of 2000. Over
the same period the Standard & Poor’s 500
index decreased by 17%, and the Nikkei 225
index recorded a decline of 26%. Coupled
with these developments was a general
increase in implied volatility in each of the
aforementioned indices after June (see
Chart 21). Following the events on
|| September in the United States, the Dow
Jones EURO STOXX and the Nikkei 225
indices both declined by nearly 6% from
10 to 12 September. In the United States,
stock markets remained closed on Il and
12 September.

In the United States, the Standard & Poor’s
500 index, following the trend already
observed in June, declined by 10% between
the end of July and 10 September. A
combination of factors contributed to this
result. The weakening of earnings reports,
especially in the technology sector, and a less
optimistic assessment of the economic
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Implied stock market volatility in the
euro area, United States and Japan
(percentages per annum; ten-day moving average of daily data)
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Note: The implied volatility series reflect the expected standard
deviation of percentage stock price changes over a period of up
to three months, as implied in the prices of options on stock
priceindices. The equity indices to which theimplied volatilities
refer are the Dow Jones EURO STOXX 50 for the euro area, the
Standard & Poor’s 500 index for the United States, and the
Nikkei 225 for Japan. Owing to the events in the United States,
data for the United States have not been updated beyond
10 September.

outlook following recent macroeconomic
data releases, tended, overall, to place
downward pressure on the stock market. The
decision of the Federal Open Market
Committee to reduce the federal funds target
rate by 25 basis points on 21 August 2001,
the seventh cut since the beginning of the
year, was expected by the market and thus
had a limited impact on the stock market.
The decline in prices in the stock market was
associated with an increase in implied
volatility, as measured by the standard
deviation derived from the price of options
contracts on the Standard & Poor’s 500 index
in the reviewed period. The increase in
implied volatility seemed to reflect increased
uncertainty about the economic outlook for
the United States.

In Japan, the Nikkei 225 index showed an
overall decrease of 19% between the end
of July and 12 September. This was a
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continuation of the trend seen since early
May. Growing market concerns about the
government’s ability to implement structural
reforms coupled with reports showing
weakness in the performance of Japanese
exports placed downward pressures on stock
prices. The combined effects of a stronger
yen and lower foreign demand seemed to
have an adverse influence on corporate
earnings expectations for exporting firms,
notably in the technology sector. In addition,
bank stock prices declined as market
concerns about the bad loans situation
increased further. The decision of the Bank
of Japan on |4 August to ease the monetary
stance further did not prompt a reversal of
the overall downward trend in stock prices.
The implied volatility of the Nikkei 225 index,
having been fairly stable during the months of
June and July, recorded a sharp increase in
August. Moreover, it remained at levels higher
than those in the euro area and in the United
States. This may reflect high uncertainty
regarding the earnings prospects of Japanese
corporations.

In the euro area, stock prices, as measured
by the broad Dow Jones EURO STOXX
index, declined by around 19% between the
end of July and 12 September. The stock
market development in the euro area was
driven by weaker than expected earnings
reports from large European companies and
spillovers from the United States. Similar to
developments in the United States and Japan,
the implied volatility of the Dow Jones EURO
STOXX 50 index continued to increase in
August and early September, returning to a
level close to that of the most volatile periods
seen during the past |2 months.

Looking at sectoral trends in the euro area,
all sector stock price indices decreased in
August, following the trend already observed
in July, although developments were widely
different across sectors, as can be seen from
Table 3. The telecommunications and
technology sectors remained the most
volatile. Stock price developments in these
two sectors, which declined respectively by
around 31% and 32% from the end of July to
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Price changes and historical volatility in the Dow Jones EURO STOXX economic

sector indices

(price changes in percentages against end-of-period prices; historical volatility as percentages per annum)

Con- Consumer
Basic sumer non-
materials | cyclical |cyclica Energy

Tele-
Health- Technol- | communi- EURO
Financial | care Industria | ogy cations Utility STOXX

Price changes
(end-of-period data)

2000 Q2 -13.3 -5.3 6.0 5.0
2000 Q3 -1.2 -0.2 0.6 3.0
2000 Q4 225 -10.6 -0.3 -3.8
2001 Q1 -8.8 -75 -8.3 -04
2001 Q2 2.2 1.0 6.2 59
July -1.4 0.0 -31 -21
August -6.2 -8.8 -3.0 -15
End-June

to 12 September 2001 -158 -256 -129 -99
Volatilities

(period averages)

2000 Q2 201 246 139 204
2000 Q3 14.4 13.8 14.2 22.1
2000 Q4 21.3 24.8 13.6 25.1
2001 Q1 581 430 386 554
2001 Q2 17.3 22.2 12.5 18.8
July 14.1 17.9 11.9 24.3
August 21.3 193 109 190
End-June

to 12 September 2001 200 256 187 216

69 214 -6.5 -08 -215 -8.2 -3.7
50 175 -3.9 -88 -217 -14 -3.1
0.0 17 -0.7 -10.7 -20.8 -0.4 -4.7
-9.4 -6.7 -14  -327 -9.5 -83  -112
15 117 -35 -50 -115 6.7 0.9
-4.9 -6.0 -2.2 -14 -4.1 18 -3.3
-11 -35 -56 -19.0 -199 21 -6.4

-229 -171  -189 -36.8 -343 -82 -219

170 237 218 591 528 177 24.4
103 213 132 381 342 101 134
186 231 185 566 414 162 22.5
503 432 479 715 651 518 21.9
156 183 193 566 295 122 18.3
176 231 140 555 269 145 18.6
147 213 136 418 346 120 17.2

257 271 193 529 366 212 224

Sources: STOXX and ECB calculations.

Notes: Historical volatilities are calculated as the annualised standard deviation of daily index level changes over the period. Sector
indicesare shown in the “Euro area statistics” section of thisissue of the ECB Monthly Bulletin.

12 September, contributed substantially to
the overall decline in the broad Dow Jones
EURO STOXX index in the same period.
Apart from spillovers from other high
technology stock markets, the large declines
in these two sectors seemed to indicate a
growing market perception of unfavourable

prospects for corporate earnings in these two
industries and the particular vulnerability of
these two industries to a worsened global
economic growth outlook. Further to the
terrorist attack in the United States, stocks
in the financial and consumer cyclical sectors
fell particularly strongly.
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2 Price developments

Lower energy prices in July 2001 reduced
overall inflation

The annual rate of HICP inflation in the euro
area fell to 2.8% in July 2001 compared with
3.0% in June. When data for Greece are
included in the base period over which the
year-on-year rate of change is calculated, the
fall in inflation is slightly greater (from 3.1%
to 2.8%; see Table 4). This represented the
second consecutive fall in the annual rate of
HICP inflation in the euro area. Similar to the
fall in June, the 0.3 percentage point decline
in  July entirely
to a fall in the contribution from energy

was almost due

prices. Excluding the volatile components
(unprocessed food and energy), the annual
rate of change in the HICP, including Greece
in the base period, increased to 2.3% in July
2001, up from 2.2% in June.

The year-on-year rate of change in the energy
component of the HICP declined to 2.9% in
July 2001, down from 5.5% in June (see
Chart 22). The fall in the annual inflation rate
of energy prices in July was, unlike the decline
in June, mostly due to a decline in oil prices
rather than to favourable base effects from
past energy price movements. In particular,
HICP energy prices declined by 1.8% month-

Table 4

Priceand cost developmentsin theeuro area

(annual percentage changes, unless otherwise indicated)

1998 1999 2000| 2000 2000 2001 2001| 2001 2001 2001 2001 2001 2001
Q3 Q4 Q1 Q2| Mar. Apr. May June July Aug.
Harmonised I ndex of
Consumer Prices (HICP)
and its components
Overall index 1.2 1.1 24 25 27 26 32 26 3.0 34 31 2.8
of which:
Goods 07 09 27 29 32 28 35 28 33 38 34 31
Food 1.7 0.6 1.4 1.9 22 32 50 39 43 52 54 55
Processed food 1.5 1.0 12 12 14 20 28 22 26 28 31 33
Unprocessed food 20 01 17 31 35 52 84 65 71 90 91 88
Industrial goods 0.2 1.0 34 34 38 26 28 23 29 32 24 1.9
Non-energy industrial goods 1.0 0.7 07 06 1.1 13 15 13 15 16 16 1.6
Energy 26 23 134 137 138 72 73 56 79 86 55 29
Services 2.0 1.6 1.7 1.8 1.8 23 25 23 24 25 26 25
Other priceand cost indicators
Industrial producer prices ! 07 -04 55 59 62 46 37 42 42 37 33 23 .
Unit labour costs 2 03 13 1.1 13 18 20 ) - - - - - -
Labour productivity 2 12 09 13 10 04 02 . - - - - - -
Compensation per employee 2 1.5 23 25 24 22 23 . - - - - - -
Total hourly labour costs 3 1.7 23 35 36 32 31 . - - - - - -
il prices (EUR per barrel) 4 12.0 17.1 31.0 337 345 284 31.7 28.1 29.8 327 325 294 287
Commodity prices > -125 31 181 180 164 14 -09 08 -1.1 -40 25 -1.0 -10.1

Sources: Eurostat, national data, International Petroleum Exchange, HWWA — Institut fiir Wirtschaftsfor schung (Hamburg) and ECB

calculations.

Note: Data refer to the Euro 12 (including periods prior to 2001).
1) Excluding construction.

2) Whole economy.

3) Whole economy (excluding agriculture, public administration, education, health and other services).
4) Brent Blend (for one-month forward delivery). In ECU up to December 1998.

5) Excluding energy. Ineuro; in ECU up to December 1998.
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Chart22 |
Breakdown of HICP inflation in the

euro area by component
(annual percentage changes; monthly data)
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Note: Data refer to the Euro 12 (including periods prior to
2001).

on-month in July, reflecting the decline in
euro-denominated oil prices from €32.5 per
barrel in June to €29.4 per barrel in July. In
August euro-denominated oil prices declined
further to €28.7, due entirely to exchange
rate movements as dollar-denominated oil
prices rose slightly. In addition to the decline
in oil prices in July and August, favourable
base effects in September 2001 should
contribute to a further reduction in the year-
on-year rate of change in energy prices and
consequently the overall rate of inflation.

The level of unprocessed food prices declined
in July 2001 for the first time since August
2000. Although the month-on-month decline
in unprocessed food prices of 0.5% was mainly
due to seasonal factors, there is evidence
that the direct upward effects of BSE and

foot-and-mouth disease may have come to an
end. The year-on-year rate of change in
unprocessed food prices also declined for
the first time since October 2000, from 9.1%
in June to 8.8% in July 2001. The year-on-
year rate of change in processed food prices
continued to rise, and stood at 3.3% in July
2001, compared with 3.1% in June. The rise
in the annual rate of inflation in processed
food prices observed since December 2000
reflects the delayed impact of developments
in unprocessed food prices.

As regards the HICP excluding unprocessed
food and energy, the increase in the annual
rate of inflation to 2.3% in July 2001 was due
entirely to developments in processed food
prices. In July 2001, the year-on-year rate of
change in non-energy industrial goods prices
stood at 1.6% for the third consecutive
month, following a steady upward movement
since July 2000. The year-on-year rate of
change in services prices fell slightly from
2.6% in June to 2.5% in July 2001, the first fall
since December 2000. Recent developments
in non-energy industrial goods and services
prices suggest that the indirect upward impact
from previous energy price and exchange rate
developments may be close to reaching a
peak, although the annual rate of change in
these sub-components may not start to
decline appreciably until later in the year.

Producer price pressures are continuing
to ease

The year-on-year rate of change in overall
producer prices in the euro area has been on
a downward trend since October 2000. The
rate of change declined further to 2.3% in
July 2001, down from 3.3% in June (see
Chart 23).

Considering the individual sub-components
of overall producer prices, it would appear
that the direct effects of past increases in
commodity prices are falling out of the year-
on-year rate of change. This is reflected in
the decline in the year-on-year rate of change
for the energy component of producer prices.
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Breakdown of industrial producer

pricesfor theeuroarea
(annual percentage changes; monthly data)
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In addition, the indirect effects of past
commodity price movements on
components of producer prices may have
reached a peak, as the annual rate of change
in intermediate goods prices has been
declining for some time, while that of

other

consumer goods prices appears to have
reached a turning point. However, the year-
on-year rate of change in capital goods prices
may continue to increase for some time,
reflecting a longer lag in response to external
price pressures, as has also been observed in
previous cycles. Overall, these developments
should result in an easing of the upward
inflationary pressures on consumer goods
prices in the medium term.
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The past decreases in euro-denominated oil
prices should continue to exert further
downward pressure on the year-on-year rate
of change in producer prices (Box 4 discusses
the effects of commodity prices on euro area
producer prices). Considering the most
recent developments in the Eurozone Price
Index, which measures input costs in the
manufacturing sector,
movements in producer price changes may
be expected (see Chart 24).

further downward

Overall producer pricesand
manufacturing input pricesfor

theeuroarea
(monthly data)

PPI (left-hand scale)
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Note: When available, data refer to the Euro 12 (including

periods prior to 2001).

1) Producer Price Index; annual
excluding construction.

2) Eurozone Price Index; manufacturing input prices fromthe
Purchasing Managers’ Survey. An index value above 50
indicates an increase in manufacturing input prices, whereas
avalue below 50 indicates a decrease.

percentage changes;
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Recent declinesin commodity priceseasing upward pressureson producer prices

Euro area HICP inflation is still being affected by the indirect effects associated with past increases in
commodity prices—in particular energy —and the depreciation of the euro that took place during most of 1999
and 2000. Meanwhile, upward pressures on producer prices from both energy and non-energy commodity
prices have declined. Against this background, this box provides an analysis of the relationship between
commodity prices and euro area producer prices.

Developments in commaodity prices — expressed in euro —give an indication of price changes at an early stage
of the production chain that may subsequently be passed through to prices for final goods and services as
measured by the HICP. For analytical reasons the developments in the commaodity price index, which is
compiled by the Hamburg Institute for Economic Research (HWWA), are split into an energy and a non-
energy component. This breakdown is comparable with the new classification applied by Eurostat which
separates energy from other intermediate goods prices (see Box 3, entitled “ Release of harmonised statistics
for main industrial groupings in short-term statistics’, in the August 2001 issue of the Monthly Bulletin).
Although there are differences in terms of product coverage and weighting between the commodity price
index, on the one hand, and energy and intermediate goods prices as measured in the euro area producer price
index (PPl), on the other, there is a strong positive relationship between them. The HWWA commodity price
index is published in avery timely manner, so it can provide up-to-date information on recent and likely future
developmentsin producer prices.

Energy prices have aweight of aimost 17% in the overall euro area PPI. Developmentsin amajor determinant
like energy prices are of great importance when assessing potential short-term cost pressures on pricesin the
industrial sector. The higher volatility of the energy commaodity prices is due to the high share of crude oil
(92%), while crude petroleum and its processing account for only about one-third of the energy component of
the PPl (in which electricity has the greatest weight). Moreover, the inclusion of taxes (except VAT) and
excise duties dampens the movements of energy pricesin the PPI. The slowdown in the annual growth rates of
energy commodity prices that started at the beginning of 2000 preceded the slowdown in euro area energy
producer prices around the turn of 2000/2001 (see Chart A). However, despite this slowdown, the annual
growth rate of energy commaodity prices was almost 60% on average in the second half of 2000. The decline
has continued in the first eight months of 2001, and in July and August negative growth rates were recorded.
Recent devel opmentsin the HWWA energy price index therefore suggest that there has been further downward
pressure on producer prices channelled viaits energy component.

Chart A: Developmentsin energy commaodity prices and energy industrial producer prices
(annual percentage changes; monthly data)

—— energy commodity prices (left-hand scale)
— - energy industrial producer prices (right-hand scale)
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Note: The commodity price index was expressed in ECU up to December 1998, whereas the PPl was based on indices in national

currencies. From 1999 onwards, both indices are expressed in euro.
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In addition to energy prices, a very significant part — almost 32% — of the euro area PPl consists of
intermediate goods. Developments in this component show a high degree of co-movement with non-energy
commodity prices (see Chart B). Hence, by also taking account of developments in non-energy commodity
prices (food, tropical beverages and industrial and agricultural raw materials), a more comprehensive picture
emerges as regards the most recent and possible future developments in the euro area PPI. The year-on-year
rate of change in non-energy commodity prices was on an upward trend between the fourth quarter of 1998
and the beginning of 2000. This was subsequently followed by a slowdown in the latter half of 2000 and the
beginning of 2001. In the second quarter of 2001 the annual rate of change in non-energy commodities was
-0.9%, which is 20.8 percentage points lower than the peak in the first quarter of 2000. Hence, recent data for
the non-energy component of the HWWA commodity price index indicate that further downward pressure on
euro area producer pricesislikely after July 2001 (the latest month for which euro area producer price dataare
available). It should be noted, however, that any effects on intermediate goods prices associated with changes
in the prices of non-energy commodities may differ, depending on whether the movement stems from a
changein the euro exchange rate or in the price of commodities denominated in US dollars. One reason is that
the exchange rate also affects the prices of imported goods that are included in the intermediate goods price
index but not in the non-energy commodity price index.

Chart B: Developmentsin non-ener gy commaodity pricesand inter mediate goods prices

(annual percentage changes; monthly data)

—— non-energy commodity prices (left-hand scale)
— - intermediate goods industrial producer prices (right-hand scale)
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Sources: HWWA — Institut fiir Wirtschaftsforschung (Hamburg) and Eurostat.
Note: The commodity price index was expressed in ECU up to December 1998, whereas the PPI was based on indices in national
currencies. From 1999 onwards, both indices are expressed in euro.

Since the prices of commodities traded on the world market are generally denominated in US dolars, the
EUR/USD exchange rate has a substantial impact on commodity and euro area producer prices. A significant
part of the recent slowdown in the year-on-year rates of change in commodity prices, and hence in euro area
energy and intermediate goods producer prices, reflects the fact that, following a period of decline, the
EUR/USD exchange rate has fluctuated in a narrow range since the second half of 2000. Another factor that
affects commodity prices is world demand. The decline in the year-on-year rates of change in commodity
pricesin 1998 coincided with the slowdown in economic growth caused by the Asian crisis. More recently, the
slowdown observed in both US and world output growth may, to some extent, explain recent developmentsin
commodity and producer prices. Since these lower price pressures are expected to feed through the chain of
production, they will also ultimately affect prices at the consumer level in the euro area.
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Woage developments remain moderate

As reported earlier, the most recently
available data on labour costs for the first
quarter of 2001 indicate that wage pressures
in the euro area have remained moderate.
The annual rate of change in compensation
per employee stood at 2.3% in the first
quarter of 2001, an increase of 0.] percentage
point compared with the fourth quarter of
2000, but slightly below the average rate of
increase for 2000 as a whole. Growth in unit
labour costs increased to 2.0% year-on-year
in the first quarter of 2001, up 0.2 percentage
point from 1.8% in the last quarter of 2000.
The steady increase in unit labour cost
growth over the past year reflects the cyclical
slowdown in labour productivity growth
rather than any build-up in underlying wage
pressures.

The most recently available information on
current wage negotiations appears to point
towards continuing wage moderation. The
expected decline in overall inflation should
support wage moderation, as it will emphasise
that past exchange rate movements and price
shocks (oil and food) should be seen as
temporary.

Outlook for inflation improved, although
risks remain

Looking ahead, inflationary pressures are
likely to reflect an easing of the direct and
indirect upward effects associated with the
increases in import and energy prices in 1999
and 2000. Moreover, the impact of recent
shocks on food prices should start to abate.
The slowdown in economic activity and the
appreciation of the euro exchange rate should
reinforce these developments. However,
following strong favourable base effects that
will occur in September 2001, further declines
in the overall year-on-year rate of change in
HICP inflation are expected to be limited
until the first few months of 2002. Similarly,
HICP inflation, excluding unprocessed food
and energy prices, is not expected to decline
until the first half of 2002, reflecting the

delayed, indirect effects of past increases in
import and energy prices. The most recent
ECB Survey of Professional Forecasters
(August 2001) confirms the expected
downward trend in inflation (see Box 5).

A number of risks, both upward and
downward, remain in relation to the outlook
for future price developments. The outlook
for unprocessed food prices remains
uncertain since, as yet, it is unclear to what
extent they will revert to being in line with
the general price level, or whether the impact
of BSE and foot-and-mouth disease has caused
a permanent upward shift in the price level of
unprocessed foods in relation to other prices.
Chart 25 illustrates that, prior to recent
developments, the unprocessed food price

Development intheeuroarea
unprocessed food priceindex and

overall HICP
(index 1996 = 100)

—— overal HICP

----- unprocessed food price index
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Source: Eurostat.

Note: Data refer to the Euro 12 (including periods prior to
2001).
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index had moved largely in line with overall
prices since 1995, although there were
fluctuations of approximately +2% between
the index of unprocessed food prices and
overall consumer prices. The unprocessed
food price index currently stands at 5% above
the HICP. If unprocessed food prices were
to move back in line with the general price
level, this would accelerate the decline in the
rate of overall HICP inflation up to the
second half of 2002. In terms of external
developments, the slowdown in world growth
should reinforce the weakening of price
pressures. By contrast, efforts to compensate
for past increases in inflation would endanger

recent wage moderation and may affect price
stability.

The ECB will closely monitor price
developments prior to, during and after the
euro cash changeover period. However, no
significant  inflationary  pressures are
envisaged, as consumer vigilance and
competitive pressures should attenuate
possible temporary upward effects stemming
from the cash changeover. In addition, the
introduction of euro banknotes and coins
should, through increased price transparency,
exercise downward pressure on prices
throughout the euro area.

The August 2001 Survey of Professional Forecaster s (SPF)*

At the beginning of August, the ECB completed its eleventh quarterly round of the SPF. The August 2001
guestionnaire asked respondents to provide their expectations for average HICP inflation, real GDP growth
and unemployment rates in the euro area for the calendar years 2001, 2002 and 2003, as well as over alonger
horizon of five years, i.e. 2006. In addition, participants were also asked to provide their expectations over
“rolling horizons’ set one year and two years after the period for which the latest official data for each
particular variable were available when conducting the survey. These rolling horizons help identify expected
patterns in HICP inflation, real GDP growth and the unemployment rate that are difficult to deduce from
expectations for annual average developments within the calendar years. In the latest survey, the rolling
horizons for the HICP inflation rate were set at June 2002 and June 2003; the rolling horizons for the rate of
growth in real GDP were set at the first quarter of 2002 and the first quarter of 2003 and the rolling horizons
for the rate of euro area unemployment were set at May 2002 and May 2003. The results of the August 2001
SPF, which are based on 50 replies, are reported bel ow.

HICP inflation expected to fall below 2% in 2002

According to the August 2001 SPF, annual HICP inflation in the euro area is expected to average 2.7% in
2001 and to decrease to 1.9% in 2002 (see the table below). These results imply an upward revision in
inflation expectations of 0.4 percentage point for 2001 and of 0.1 percentage point for 2002 when compared
with the expected inflation rates reported in the previous round in May 2001. The results also indicate that
forecasters expect a gradual decrease in the annua inflation rate in the second half of 2001 and at the
beginning of 2002. By June 2002, annua HICP inflation is expected to have fallen to 1.8%. Forecasters
expectations for euro area inflation further ahead indicate that inflation will remain below 2%. Indeed, the
annual rate expected both for June 2003 and for 2003 as awhole is 1.8%. Thus the upward revision in survey
participants’ expectations applies mainly to 2001, suggesting that the developments in food prices associated
with BSE and foot-and-mouth disease are expected to have only atemporary effect on overal inflation. More
medium-term inflation expectations remain roughly unchanged. In 2006 HICP inflation is expected to average
1.8%.

1 Thesurveyiscalled the Survey of Professional Forecasters (SPF) to reflect the fact that the participants are experts from both
financial and non-financial institutions based in the European Union.
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Resultsfrom the Survey of Professional Forecasters

(annual percentage changes, unless otherwise indicated)

Survey horizon

2001 June 2002 2002 June 2003 2003 2006
HICP inflation
Latest survey, August 2001 2.7 1.8 1.9 1.8 1.8 1.8
Previous survey, May 2001 2.3 - 1.8 - - -
2001 2002 Q1 | 2002 2003 Q1 | 2003 2006
Real GDP growth
Latest survey, August 2001 2.0 2.0 2.4 2.6 2.6 2.6
Previous survey, May 2001 2.5 - 2.6 - - -
2001 May 2002 2002 May 2003 2003 2006
Unemployment rate "
Latest survey, August 2001 8.4 8.2 8.2 7.9 7.9 7.1
Previous survey, May 2001 8.5 - 8.2 - - -

1) Asa percentage of the labour force.

Downwar d revisions of expected real GDP growth rates continue

In line with the downward revisions of growth prospects in the forecasts that have become available in recent
months, survey participants revised their expectations for the average growth rate in 2001 to 2.0%, down by
0.5 percentage point compared with the May 2001 SPF and by 0.7 percentage point compared with the
November 2000 SPF. In the first quarter of 2002 the year-on-year growth rate is also expected to be 2.0%.
These downward revisions seem to be related mainly to growing concerns about the size and duration of the
slowdown in the United States and in world demand. For 2002 as awhole, real GDP growth in the euro areais
expected to rebound somewhat to average 2.4%, but thisfigure is 0.2 percentage point lower than that givenin
the May 2001 SPF for the same period. A recovery in the course of 2002 is anticipated, and GDP growth is
expected to be 2.6% year-on-year in the first quarter of 2003. Over a longer horizon, real GDP growth in the
euro areais expected to average 2.6% in 2006.

The euro area unemployment rate is expected to continue to fall gradually over the forecast horizon. The
unemployment rate is expected to average 8.4% in 2001, falling to 8.2% by May 2002, and to continue to
decrease moderately thereafter. The unemployment rate is expected to average 8.2% in 2002 and 7.9% in
2003. It is expected to decrease further to 7.1% in 2006.

3 Output, demand and labour market developments

Further evidence of a slowdown in real
GDP growth

According to Eurostat’s first estimate (see
Table 5), euro area real GDP rose by 0.1%
quarter-on-quarter in the second quarter of
2001, compared with 0.5% in the first quarter.
As a result, the year-on-year growth rate fell
further from 2.4% to 1.7%. Furthermore,
revisions for the last quarter of 2000 and the

first quarter of this year, together with the
composition of real GDP growth in the
second quarter of 2001, convey a different
picture from the one contained in the
previous release. The available data point to
continuing moderation of GDP growth in the
first six months of this year, with the pace of
the slowdown increasing somewhat in the
spring in response to the worsening of the
external environment.
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Real consumption increased by 0.1% in the
fourth quarter of 2000 (revised downwards
from 0.3%), followed by an increase of 0.8%
in the first quarter of 2001 (revised upwards
from 0.4% — the revision mainly being
attributable to changes in German data) and
0.6% in the second quarter of 2001. Thus,
over the first half of this year, growth in
private consumption rebounded after the
marked slowdown recorded in the second
half of last year. This would indicate that the
recent tax cuts have tended to have a quick
and positive impact which has more than
offset the negative effect arising from higher
than expected inflation. Real investment
decreased by 0.1% in the last quarter of 2000
(revised downwards from 0.6%), followed by
a slight increase in the first quarter of 2001
(0.1% quarter-on-quarter — revised upward
from -0.3%). In the second quarter of 2001,
investment deteriorated further, declining by
0.8%. Overall, investment has turned out to

be much weaker since the last quarter of
2000 and has continued to suffer from the
deterioration in the external environment.

As real GDP growth figures for the fourth
quarter of 2000 and the first quarter of 2001
remained broadly similar to those published
in the August issue of the Monthly Bulletin,
changes in figures for consumption and
investment were offset by revisions affecting
inventories. The contribution from changes
in stocks to real GDP growth is now given as
0.3 percentage point over the last quarter of
2000 (revised upwards from 0.1 percentage
point), followed by -0.6 percentage point in
the first quarter of 2001 (revised downwards
from -0.1 percentage point, mainly as a result
of changes in German data). In the second
quarter of 2001, inventories played a broadly
neutral role. No major noticeable revisions
affected the net trade contribution to real
GDP growth, which was -0.3 percentage point

Composition of real GDP growth in theeuro area
(percentage changes, unless otherwise indicated; seasonally adjusted)

Annual ratesV)

Quarterly rates?

1998 1999 2000|2000 2000 2000 2001 2001| 2000 2000 2000 2001 2001

Q3 Q4 QI Q2 Q2 Q8 Q4 QI Q2

Q2

Real gross domestic product 28 26 34 39

of which:

Domestic demand 35 32 29 35
Private consumption 30 32 26 33
Government consumption 12 21 19 22
Gross fixed capital formation 51 55 44 49
Changes in inventories3: 4 04 -02 00 01

Net exports® 06 -05 06 04
Exports® 71 51 119 119
Imports® 97 70 107 111

Real gross value added:

Agriculture and fishing © 1.7 26 00 -04
Industry 26 11 42 45
Services 30 31 35 38

33 29 24 17 08 05 06 05 01

28 23 16 10 09 02 05 00 03
25 18 19 17 08 02 01 08 06
17 16 18 16 04 02 06 06 01
41 33 18 01 09 10 -01 01 -08
01 02 -03 -03 02 -01 03 -06 O1
05 06 09 07 -01 03 01 05 -03
120 114 86 48 24 31 26 03 -12
110 103 65 31 28 24 23 -11 -06

04 -06 02 04 -05 15 -02 -06 -03
39 36 26 06 05 06 06 09 -14
34 32 28 25 08 06 07 06 05

Sources: Eurostat and ECB calculations.

Note: Data refer to the Euro 12 (including periods prior to 2001).
1) Annual rates: percentage change compared with the same period a year earlier.
2) Quarterly rates: percentage change compared with the previous quarter.

3) Asacontributionto real GDP growth; in percentage points.

4) Including acquisitions|ess disposals of valuables.

5) Exportsand imports cover goods and services and include internal cross-border trade in the euro area. Intra-euro area tradeis
not cancelled out in import and export figures used in national accounts. Consequently, these data are not fully comparable with

balance of payments data.
6) Alsoincludes hunting and forestry.
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in the second quarter of 2001, following
0.5 percentage point in the first quarter. After
a moderate quarter-on-quarter increase of
0.3% in the first quarter of 2001, export
volumes declined by -1.2% in the subsequent
quarter as a result of the significant slowdown
in world trade and
trade. Imports showed negative quarter-on-

lower intra-euro area

quarter growth rates of -1.1% and -0.6%
in the first and second quarters of 2001,
which was consistent with the depletion of
inventories and the weakness in investment.

Manufacturing production contracted in
the second quarter of this year

Industrial production (excluding construction)
rebounded in June 2001, increasing by 0.8%
after having
negative month-on-month growth rates over
the previous three months (see Table 6).
Industrial production also increased in terms
of year-on-year growth rates in June, by 1.7%,
after having fallen by 0.5% in the previous
month, thus interrupting a decline in year-
on-year growth which had been
continuous since January 2001. However, the
positive year-on-year figure for the euro area
in June 2001 can in part be accounted for by

month-on-month, recorded

rates

base effects, as the June 2000 data were
distorted downwards by calendar effects.
Moreover, on a quarter-on-quarter basis,
industrial production continued to fall in the
second quarter of 2001, by 0.7% (following a
decrease of 0.3% in the first quarter).

Similar developments were observed in
manufacturing production, which increased by
1.0% month-on-month in June 2001, after
declining by 0.3% in the previous month, and
rose by 1.5% year-on-year, after falling 1.0%
in May. In the second quarter of 200l
manufacturing production fell by [1.2%,
following a decline of 0.9% in the first quarter
of the year.

Developments in the main industrial
groupings display a somewhat mixed pattern.
The capital goods and consumer goods
sectors recorded an increase in production
in June 2001 compared with the previous
month, while production in the intermediate
goods sector was broadly stable. In year-on-
year terms, all sectors recorded positive
growth rates, particularly the capital goods
sector (2.9%) and the consumer goods sector
(1.1%), driven by growth in the non-durable
consumer goods sector (1.4%). The
slowdown in manufacturing production in the

Table 6

Industrial production in theeuro area
(annual percentage changes, unless otherwise indicated)

1999 2000/ 2001 2001 2001| 2001 2001 2001 2001 2001 2001 2001 2001
Apr. May June| Apr. May June| Jan. Feb. Mar. Apr. May
month-on-month three-month moving averages
Total industry excluding construction 20 56 09 -05 17 -09 -02 08 11 -03 -07 -12 -07
by main industrial groupings:

Total indus. excl. constructionand energy? 1.8 59 03 -09 13 -18 02 05 22 -09 -19 -27 -16
Intermediate goods 15 60 -03 -19 01 -20 06 00 08 -15 -22 -25 -19
Capital goods 23 90 10 05 29 -22 05 08 27 08 -10 -21 -18
Consumer goods 17 26 04 -07 11 -07 -02 03 06 -02 00 -03 -02

Durable consumer goods 15 61 -21 -40 -03 -19 -06 07 11 -08 -10 -17 -15
Non-durable consumer goods 17 19 09 00 14 -04 -01 02 05 00 03 00 OO0
Energy 16 14 11 28 23 22 08 04 -03 07 16 13 22
Manufacturing 20 60 10 -09 15 -15 -03 10 17 -09 -14 -21 -12

Sources: Eurostat and ECB calculations.

Notes: Annual percentage changes are calculated using data adjusted for variations in the number of working days; percentage
changes on the previous month and three-month centred moving averages against the corresponding average three months earlier are
calculated using seasonally and working day adjusted data. Data refer to the Euro 12 (including periods prior to 2001).

1) Manufacturing excluding the manufacture of coke and refined petroleum products, but including non-energy mining and

quarrying activities.
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second quarter of 2001 was mainly due to
the falls recorded in the capital goods sector
and the intermediate goods sector. By
contrast, in the second quarter of this year
quarter-on-quarter production growth in the
consumer goods sector was unchanged, after
having fallen by half a percentage point in the
previous quarter. Thus, resilience in the
consumer goods sector, which accounts for
almost one-quarter of total manufacturing
production, has helped to contain the current
slowdown.

Further declines in industrial confidence
and capacity utilisation

According to the results of the European
Commission Business Survey, euro area
industrial confidence deteriorated further in
July 2001 (see Table 7). The main reason for
the decline was a sharp fall in the assessment
of order books. The quarterly indicator on
new orders also fell strongly in the latest
survey, providing further evidence of a
worsening in business conditions during the
second quarter. Construction confidence also
fell in July 2001, suggesting a continuation of

the downward trend observed since the
spring of last year.

The Purchasing Managers’ Index (PMI)
increased for the first time since it peaked in
April 2000, from 47.3 in July 2001 to 47.6 in
August. However, this positive sign must be
interpreted with caution. The
relatively small (the PMI was still below its
June level) and its level remained below the
theoretical break-even point for zero growth
in manufacturing production. It is too early
to conclude that the PMI might have touched
bottom. Moreover, the link between these
survey indicators
production would imply the likelihood of
further declines in the year-on-year growth
rate of manufacturing production into the
latter part of the year (see Chart 26).

rise was

and  manufacturing

Capacity utilisation in July 2001 also fell
further, to 82.9%, the same level as in the
first quarter of 2000. This decrease is
consistent with the decline in quarter-on-
quarter growth rates for industrial production
recorded since the beginning of this year (see
Chart 27) and the slowdown in investment,
particularly investment in equipment.

Resultsfrom European Commission Businessand Consumer Surveysfor theeuro area

(seasonally adjusted data)

1998 1999 2000| 2000 2000 2001 2001| 2001 2001 2001 2001 2001 2001

Q3 Q4 Q1 Q2| Feb. Mar. Apr. May June Jduly

Economic sentiment index Y 29 01 17 -04 -08 -06 -12 -04 -05 -03 -03 -07 -06
Consumer confidence indicator 2 6 8 10 10 8 9 7 9 9 9 7 6 4
Industrial confidence indicator 2 6 -0 12 14 12 8 2 8 6 3 2 0o -2
Construction confidenceindicator? 2 14 22 22 20 19 17 18 18 18 18 15 14
Retail confidence indicator 2 3 0 5 3 2 3 -1 5 0 1T 2 =2 1
Business climate indicator 3 07 -01 13 14 13 09 01 10 06 04 01 -00 -04
Capacity utilisation (%) 4 829 819 839 843 845 840 833 - - 836 - - 829

Sources: European Commission Business and Consumer Surveys and the European Commission (DG ECFIN).

Note: Data refer to the Euro 12 (including periods prior to 2001).

1) Percentage changes compared with the previous period.

2) Percentage balances; data shown are calculated as deviations from the average over the period since January 1985.

3) Unitsare defined as points of standard deviation.

4) 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 derived from quarterly averages.
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Chart26 |
Industrial production, industrial

confidenceand thePM| for theeuro area
(monthly data)
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Sources. Eurostat, European Commission Business and
Consumer Surveys, Reutersand ECB calculations.

Note: When available, data refer to the Euro 12 (including
periods prior to 2001).

1) Manufacturing; annual percentage changes in three-month
moving averages; working day adjusted data.

2) Percentage balances; deviations from the average since
January 1985.

3) Purchasing Managers’ Index; deviations from the value of

50; positive deviations indicate an expansion of economic

activity.

Consumer confidence continued to
decline

The decrease in consumer confidence
between June and July 2001, the third
consecutive monthly decline, can be
accounted for by a deterioration in the
assessment by households of the general
economic situation. Overall, the deterioration
in consumer confidence over the past few
months probably reflects the slowdown in
the pace of unemployment reduction and past
increases in inflation. However, consumer
confidence is still above its longer-term
average.

Capacity utilisation and industrial
production in manufacturingin theeuro

area
(seasonally adjusted data; quarterly averages)

—— capacity utilisation (left-hand scale) 2
— — industria production (right-hand scale) 2
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Sources: Eurostat and European Commission Business and

Consumer Surveys.

1) Change compared with the previous period in percentage
points.

2) Percentage change compared with the previous period.

The volume of retail sales increased by 0.6%
month-on-month in June 2001, following a
decline of 0.3% in May and an increase of
0.4% in April. As a result, retail sales volumes
increased by 0.2% quarter-on-quarter in the
second quarter, compared with 0.5% in both
the first quarter of 2001 and the last quarter
of 2000. Year-on-year growth in retail sales
was |.1% in the second quarter of 2001, down
by | percentage point compared with the
first quarter (see Chart 28). This is in line
with the downward trend in retail confidence
observed over the course of the first half of
this year. Finally, as reported earlier, car
registrations rose by 6.8% quarter-on-quarter
in the second quarter of 2001. Overall, these
indicators explain the positive quarter-on-
quarter growth rate for consumer
expenditure in the second quarter against
the background of a decline in consumer
confidence.
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New passenger car registrationsand

retail salesin theeuro area
(annual percentage changes; three-month centred moving
averages)
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Sources: Eurostat and ACEA/A.AA. (European Automobile
Manufacturers’ Association, Brussels).

Note: Data refer to the Euro 12 (including periods prior to
2001).

1) Calculated using seasonally adjusted data.

Lower than expected real GDP growth in
2001

Recent data on economic activity indicate that
real GDP growth in 2001 will most likely be

lower than was expected a few months ago.
This is in line with the downward revisions
to growth prospects in forecasts that have
become available in recent months. For
instance, as shown in Box 5, the August 2001
SPF showed a substantially lower expected
rate of real GDP growth for 2001 than in
previous survey rounds.

Some of the risks mentioned in the June 2001
issue of the Monthly Bulletin appear to have
materialised to some extent, notably those
related to the external environment, which
turned out to be weaker than expected. In
addition, growth in real disposable income
has been dampened by higher than expected
increases in consumer prices. A less
favourable external environment together
with dampening effects on profitability from
past increases in oil prices is also likely to
have had a negative impact on investment
growth, particularly for investment in
equipment.

Overall, euro area real GDP growth is
expected to slow down significantly this
year compared with the strong growth
experienced last year. This is confirmed by
the very moderate increase in real
GDP in the second quarter. Notwithstanding
considerable uncertainty surrounding the
outlook, arising mainly from world prospects,
there remain favourable factors that should
help to support economic activity in the
coming quarters. The expected decline in
consumer price inflation, together with the
full impact of the recent tax reductions, is
expected to strengthen real disposable
income growth and thereby underpin growth
in consumer demand.

The sensitivity of eur o area growth to the measurement of ICT prices

Measurement problemsrelated to international comparisons of growth in real GDP were discussed in qualitative
terms in the July 2001 issue of the Monthly Bulletin in the article on “New technologies and productivity in
the euro area”. Recent discussions on the rel ative growth performances of the euro areaand United States have
often focused on one particular difference: the measurement of priceindicesfor information and communication
technology (ICT) equipment. In particular, it has been argued that, unlike US deflators, official euro area
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statistics do not take into account all quality improvements, which means that they understate price declinesin
these categories of goods and consequently underestimate the rate of growth of real GDP in volume terms.
This, it is argued, could partly account for the observed difference in real GDP growth between the euro area
and the United States. This box presents a quantitative analysis of the sensitivity of euro areareal GDP growth
to the use of alternative (US-based) deflators for ICT equipment.

The euro area estimates are based on detailed sectoral input-output data on real value added (or GDP) for four
euro area economies — Germany, France, Italy and Finland —which together comprise around three-quarters of
euro area nominal gross value added. The focus here is on manufacturing sectors producing ICT equipment,
i.e. the “office accounting equipment and computer hardware industry” and the “radio, TV and communications
equipment industry”. The US deflator was substituted for national deflators for euro area countries after
correcting for differences in domestic inflation. This correction is made in order to make the aternative
deflator for ICT equipment independent of differences in prevailing inflation in the different countries. The
chart above shows both the original implicit value added deflator for ICT equipment and the alternative US-
based deflator for the euro area. Between 1992 and 1998 the aternative (US-based) deflator for ICT
equipment in the euro area decreased by 10.7% per year on average, compared with an average decline of
4.6% for the original deflator.

National accounts guidelines recommend the construction of price and volume indices for value added using
the so-called double-deflation method, i.e. applying deflators both to gross output and to intermediate inputs.
In the present context, this is of significance as many sectors consume intermediate ICT products, the price
changes of which may also be overstated. Therefore, both output and input prices have to be adjusted in order
to assess the full impact on total gross value added. If prices are adjusted for aproduct in one sector that isthen
delivered to another sector, real value added will be affected in both sectors, but the adjustments will be made
in opposite directions. A fully internally consistent assessment of the inter-sectoral effects of input and output
price and volume adjustments, and of their ultimate impact on overall value added, must therefore be made
using detailed input-output tables.
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Impact on euro area real value added growth of using alternative (US) deflators for ICT

equipment (production side) V
(percentages (real value added growth) and percentage points (adjustments))

1992 1993 1994 1995 1996 1997 1998 average 1992-98
Unadjusted real value added
growth 1.6 -0.9 2.1 2.1 1.2 1.9 2.4 1.5
Adjustments due to
ICT output adjustment 0.03 0.21 0.03 0.26 0.16 0.04 0.29 0.15
ICT input adjustment -0.03 0.02 -0.01 -0.15 -0.13 -0.04  -0.25 -0.08
Total impact 0.00 0.24 0.02 0.11 0.03 0.00  0.04 0.06
Adjusted real value added
growth 1.6 -0.6 22 22 1.2 1.9 2.5 1.6

Source: ECB calculations based on OECD Stan database and Eurostat 1995 input-output tables.

Notes: Figures may not add up due to rounding.

1) Euro area estimate based on Germany, France, Italy and Finland, which together account for around 73% of euro area nominal
gross value added.

The table above summarises the results of this double deflation analysis for the euro area. It shows a
decomposition of the total effect of the use of the alternative (US-based) ICT deflator on measured real value
added growth in the euro area, distinguishing between the effects of using an alternative deflator for ICT
equipment output and of an alternative price index for the use of ICT equipment as an input.

Since the effects computed are typically small, the adjustments are presented to two decimal points in the table
above, even though the margins of error would probably only allow rounding to one decimal point. The effects
of the use of alternative deflators for ICT equipment for the period from 1992 to 1998 period average
somewhat more than 0.1 percentage point per year for gross output growth (which has an upward effect) and
somewhat less than 0.1 percentage point for the growth rate of intermediate inputs (which has a negative
impact on the growth rate of real value added). The effects of the gross output and intermediate input
corrections on the growth rate of real gross value added (and hence on real GDP) cancel each other out to a
large extent. Between 1992 and 1998 the net effect on real value added growth is only visible at the two
decimal point level, averaging a mere 0.06 percentage point. Furthermore, the adjustments show no clear

pattern over time.

Thus, these estimates suggest that the mechanical impact of alternative (US-based) deflators for ICT equipment
on real GDP growth in the euro area is relatively small, albeit with some variation over time. However, the use
of different deflators is only one of the methodological differences between euro area countries and the United
States in the compilation of national accounts. Other methodological differences, such as the treatment of
software investment, the estimation of real value added in services sectors producing and using ICT, and the
impact of weighting methods on measured GDP growth, are potentially more important. Hence, a more
comprehensive study of these differences would be needed in order to draw firm conclusions as to whether
statistical differences explain part of the observed real GDP growth differential between the euro area and the
United States in recent years.

Employment growth likely to have slowed
further in the second quarter of 2001

While no estimates of employment based on
national accounts data have yet been released

ECB * Monthly Bulletin » September 200/

for the second quarter of 2001I, available
information at the national level suggests
that employment growth in the euro area
moderated further in the second quarter,
compared with the 0.4% quarter-on-quarter
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Table 8

Employment growth in theeuro area

(annual percentage changes, unless otherwise indicated; seasonally adjusted)

1998 1999 2000| 2000 2000 2000 2000 2001 2000 2000 2000 2000 2001

Q2 Q@ Q4 Q1] Q1 Q2 Q@B 4 Q1

Quarterly rates?

Q1
Whole economy 17 17 21 20
of which:
Agriculture and fishing 2 -13 31 -16 -19
Industry 1.0 0.4 1.0 0.8
Excluding construction 12 01 07 01
Construction 04 10 16 25
Services 22 26 28 28
Trade and transport 9 17 23 29 29
Finance and business 4 51 56 61 66
Public administration © 14 14 12 10

22 20 21 19 05 06 04 05 04

-18 -17 -09 -04 -03 -02 -04 01 02
10 10 12 13 02 03 03 04 03
07 10 12 15 01 04 03 04 04
16 11 13 09 04 01 03 06 00
29 27 27 23 08 07 05 06 04
31 28 28 22 08 06 07 06 02
66 62 53 44 16 16 11 08 08
12 12 14 14 04 05 01 04 04

Sources: Eurostat and ECB calculations.
Note: Data refer to the Euro 12 (including periods prior to 2001).

1) Quarterlyrates: percentage change compared with the previous quarter.

2) Alsoincludes hunting and forestry.

3) Alsoincludesrepairs, communication, hotels and restaurants.
4) Alsoincludesreal estate and renting services.

5) Alsoincludes education, health and other services.

growth rate recorded in the first quarter
of the year (see Table 8). This confirms
that the impact of the slowdown in economic
activity is becoming increasingly evident in
labour market developments. The slowdown
in employment growth has also been
underpinned by a slight revision of national
accounts data since the last issue of the
Monthly Bulletin, mainly due to an
improvement in statistical
Germany. While this improvement in German
data collection resulted in a small upward
revision of employment growth for 1999 and
the first half of 2000, it also resulted in a
downward revision (by around 0. percentage
point) of quarter-on-quarter growth rates
since the second half of 2000.

sources in

The slower rate of net job creation recorded
in the first quarter of 200l
contrasting developments within sectors.

reflected

Employment growth in total industry slowed
down to 0.3% quarter-on-quarter, compared
with 0.4% in the last quarter of 2000. This
essentially reflected no employment growth
in the construction sector, while employment
growth in industry excluding construction

remained broadly stable. In the services
sector, the pace of net job creation slowed
by 0.2 percentage point in the first quarter of
2001, to 0.4% quarter-on-quarter. This was
mainly due to a marked slowdown in
employment growth in the sector including
retail trade and transport (from 0.6% quarter-
on-quarter in the last quarter of 2000 to
0.2% in the first quarter of 2001), while
employment growth in the rest of the
services sector remained broadly unchanged
compared with the previous quarter. The
lower pace of employment growth in the
services sector reflects the slowdown in
domestic demand, and especially in private
consumption, recorded in the second half of
2000.

Employment expectations signal a
further moderation in employment
growth

Employment expectations for the euro area
point to a picture of a further moderation in
employment growth in the second and third
quarters of 2001. Results from the European
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Employment growth and employment

expectationsin industry in theeuro area?
(annual percentage changes; percentage balances)
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Sources: Eurostat and European Commission Business and

Consumer Surveys.

Note: The horizontal line is the average of employment

expectations over the period since 1985.

1) Excluding construction.

2) Employment expectationsrefer to manufacturing only.

Commission Business Survey actually began
pointing to a broadly based decline
as early as the turn of the year 2000/2001.
Since  then, firms have repeatedly
lowered their employment expectations
in all surveyed sectors (manufacturing,
construction and retail trade). In the
manufacturing sector, which tends to react
more strongly to developments in economic
activity, firms started to envisage the
possibility of negative employment growth at
the beginning of the third quarter of 2001
(see Chart 29). A similar picture is evident in
the Purchasing Managers’ Survey results,
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which indicate a slight decrease in
manufacturing employment at the start of the
third quarter of 2001. At the same time,
employment  growth
construction remained only slightly positive
(see Chart 30). For the services sector,
survey results continued to point to positive
employment expectations at the start of the
third quarter of 2001, although some decline
has occurred since the second quarter. This
picture is based on results from the European
Commission Business Survey for the retail
trade and results from the Purchasing
Managers’ Survey for the whole of the
services sector, which are slightly more
positive.

expectations  in

Employment expectationsin theeuro

area

(percentage balances; three-month centred moving averages;
seasonally adjusted)

—— construction
— — retail trade

20 ¢ 120

-20 -20

-30 -30

-40 . . . . . . : . — -40
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Source: European Commission Business and Consumer Surveys.
Note: The horizontal lines are averages of the employment
expectations over the period since January 1985 for construction
and over the period since February 1986 for retail trade.
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Unemployment in theeuro area
(monthly data)

[ ] annua changein millions (left-hand scale) v
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Source: Eurostat.

Note: Data refer to the Euro 12 (including periods prior to
2001).

1) Annual changes are not seasonally adjusted.

Unemployment remained unchanged
in July 2001

The standardised unemployment rate
for the euro area stood at 8.3% in July 2001,
which was unchanged compared with June
(see Chart 31). However, the number of
unemployed continued to fall — with a drop
of around 17,000 compared with the previous
month. This month-on-month decline was

substantially less than the average decline of
72,800 recorded in the first quarter of the
year and was also slightly smaller than that
observed in the second quarter (20,000 on
average). These developments underline a
rather marked slowdown in the decline in
unemployment over the first half of 2001,
compared with the pace observed over the
previous two years. However, this was
expected, given the lagged response of labour
market developments to economic activity
and the slower pace of employment growth.

The marked slowdown in the decline in
unemployment in recent months can be seen
in both reported age groups (see Table 9).
For those aged 25 and above, the
unemployment rate remained at 7.3% in July,
unchanged since last February. The number
unemployed in this age group fell by around
8,800 in July, which was roughly comparable
with the decline observed in the previous
two months. For those aged under 25, the
unemployment rate has also remained fairly
stable since February, at around 16.5%,
although it fell by 0.1 percentage point to
16.4% in July. This fall of around 8,100 in July
in the number of young unemployed appears
relatively large, given the smaller size of
this age group. However, the size of this fall
must be interpreted with caution, considering
that youth unemployment tends to be more
volatile and that, more generally, the
published unemployment figures for the euro
area for July rely on forecasts for several
euro area countries.

Table 9

Unemployment in theeuro area
(as a percentage of the labour force; seasonally adjusted)

1998 1999 2000| 2000 2000
Q 4

2001 2001 | 2001 2001 2001 2001 2001 2001
Q1 Q2 | Feb. Mar. Apr. May June uly

Total 108 100 89 8.8 8.6
Under 25 years? 215 195 175 172 168
25 years and over 9.3 8.6 7.8 7.6 75

8.4 8.4 8.4 8.4 8.4 8.4 8.3 8.3
165 165 165 165 165 165 165 164
7.3 7.3 7.3 7.3 7.3 7.3 7.3 7.3

Source: Eurostat.

Notes: According to ILO recommendations. Data refer to the Euro 12 (including periods prior to 2001).
1) 1n 2000 this category represented 23.6% of total unemployment.
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The economic slowdown is likely to
continue to have an impact on the labour
market

The economic slowdown is expected to
continue to affect employment growth in the
second half of 2001 and in 2002. Given the
assumption of continued strong growth in
the labour force, this could lead to a further
stabilisation or even a temporary rise in the
unemployment rate in the short run. The
extent and duration of the impact of the

4 Fiscal developments

Budgetary developments in 2001 are less
favourable than expected

The latest harmonised data and estimates
available on budgetary developments in the
euro area are those published in the spring of
2001 by international organisations. The
most recent information on budgetary
developments this year and on policy
measures, as provided by governments, is not
harmonised between countries and suffers
from differences in coverage. Consequently,
only tentative assessments of the short-term
orientation of public finances in the euro area
countries can be made from the information
currently available.

It is now apparent that a number of countries
are having difficulties in achieving their
budgetary targets for 2001. Compared with
earlier assessments of countries’ budget plans,
this is likely to result in a deterioration of the
government budget balance for the euro area
as a whole in the current year that is greater
than expected. Furthermore, the decline of
the euro area debt-to-GDP ratio in 2001
would be somewhat less than previously
anticipated.

The additional deterioration of the budgetary
outlook for the euro area is a result of the
slowdown in GDP growth, which is adversely
affecting revenue growth in euro area
countries, and of the tax cuts implemented in
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slowdown on labour market developments
will depend on the pace of the recovery in
economic growth and on wage growth
developments in coming months. Against this
background, it is crucial to ensure the
continuation of favourable conditions able to
support employment growth. Sustained
efforts to implement structural reforms in
labour and product markets remain key
factors in the achievement of long-lasting
labour market improvements in the euro
area.

most countries, which in some cases appear
to have had a greater impact than originally
estimated. However, since the decline in real
GDP growth mainly stems from a weakening
of exports and business investment, which
are not significant sources of tax receipts, its
immediate effect on public finances is
relatively limited.

Overall expenditure seems to be developing
broadly in line with government medium-term
programmes, although in a number of
countries lower output growth and higher
than expected inflation are boosting public
spending somewhat beyond what was initially
budgeted. Moreover, in some countries
ineffective expenditure controls are leading
to spending overruns, particularly in the
healthcare sector.

By comparison with previous assessments,
the less favourable fiscal outlook does not
appear to be the result of a significantly more
relaxed fiscal stance than was originally
intended in most countries and in the euro
area as a whole, but rather reflects the
functioning of automatic stabilisers. The latter
should be allowed to operate fully only in
countries with budgetary positions close to
balance or in surplus. By contrast, expected
slippages with regard to the original targets
for the deficit-to-GDP ratio are of concern
in countries still reporting sizeable fiscal
imbalances. In these countries, a prudent
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budget execution should contain deviations
from original targets for the current year.
Such an approach would accelerate progress
towards achieving sound budgetary positions
and enhance the credibility of these countries’
medium-term consolidation strategies.

Several arguments support this position. In
the policy framework of the Stability and
Growth Pact, the targets are expressed in
terms of the nominal budget balance (surplus
or deficit) as a percentage of GDP, without
any correction of these figures to take into
account the cyclical position of the economy.
A substantial deviation from these targets in
countries that suffer from sizeable budgetary
imbalances would raise concern over the
future path of fiscal policies. Furthermore,
giving priority to boosting demand over
reducing budget deficits in the face of a
temporary growth slowdown would not only
risk affecting the economy in an untimely
manner, on account of time-lags, but would
more generally show a lack of commitment
on the part of these countries to the
pre-announced path of fiscal consolidation
and put the credibility of the Stability and
Growth Pact at risk. In addition, it needs to
be recalled that the initial targets were
already unambitious given the significant
remaining imbalances, as expenditure
restraint was not commensurate with the size
of tax cuts. Missing the targets as a result of
less favourable revenue developments than
anticipated and postponing the necessary and
even urgent structural adjustments in
expenditure policies would also raise doubts
about the direction and sustainability of
ongoing fiscal reforms.

Countries with sizeable fiscal imbalances
should maintain their medium-term
balanced budget targets

The euro area countries are currently
preparing their budget plans for 2002.
Countries with sound budgetary positions can
pursue fiscal policies so as to make progress
with their medium-term reform strategies. In
comparison with the most recent stability

programmes, revisions of targets for 2002
may reflect changes in the macroeconomic
environment and the operation of automatic
stabilisers in 2001. However, fiscal fine-tuning
is not warranted and debt reduction should
continue to be prioritised in high debt
countries.

By contrast, fiscal policies in countries with
remaining sizeable imbalances should be
guided by the objective of achieving sound
budgetary positions within the previously
announced time frame. A number of
arguments favour this approach. Adverse
economic developments are no reason for
governments to reduce their determination
to adhere strictly to the Stability and Growth
Pact. Governments should not condition the
principle of fiscal discipline on the cyclical
position of the economy nor postpone the
attainment of budgetary positions close to
balance or in surplus to more prosperous
times. The credibility of the consolidation
process requires a firm restatement of
priorities so that sound public finances do
not become a moving target. Sound budgetary
positions would foster favourable conditions
for savings and investments and, hence, a
sustained path of non-inflationary output and
employment growth.

On this basis, 2002 fiscal targets should be
guided by the following considerations in
countries with remaining imbalances. First,
governments should maintain their medium-
term consolidation path and should not
postpone the previously announced deadline
year to attain a balanced budget or a surplus.
Second, 2002 budgets and updated stability
programmes must secure the credibility of
these plans via sufficiently ambitious ex ante
targets for the reduction of the deficit ratio
and specific measures to attain them. The
revised nominal targets can deviate from the
nominal targets announced in the latest
stability programmes at most by what can be
justified by a different economic environment,
but there are strong arguments for a
more ambitious approach. Third, Member
States should respect very closely the
recommendations given in the 200l Broad
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Economic Policy Guidelines and conduct
consolidation as part of a comprehensive
reform strategy. If these considerations are
taken into account in 2002 budgets and in
the next round of stability programmes,
countries will progress suitably towards the
target of being close to balance or in surplus
as laid down in the Stability and Growth Pact.

Structural expenditure reform must be the
guiding principle for fiscal reform strategies.
In addition to enhancing sustainability, it
would strengthen the contribution of public

finances to growth and employment in all
euro area countries. From a medium-term
perspective, firm limitations on expenditure
create incentives for more efficient
government policies while facilitating further
tax cuts, rapid debt reduction and the
financing of obligations related to the ageing
of the population. In countries with remaining
imbalances, ambitious expenditure restraint
will enable sound fiscal positions to be
achieved without having to backtrack on tax
reforms.

5 The global macroeconomic environment, exchange rates and

the balance of payments

The global economic outlook
deteriorated significantly

Since June 2001 when the last quarterly issue
of the Monthly Bulletin was published, the
global economic outlook has deteriorated
significantly. The continued slowdown in
economic activity in the United States spilled
over to almost all other regions, thus causing
a significant decline in global economic
growth and, most notably, international trade.
In Japan, the timid recovery experienced in
the second half of 2000 was abruptly reversed
in the first half of 200Il. In the emerging
market economies, output growth in the small
open economies in Asia has been particularly
affected by the sharp contraction in US
business investment and information and
communication technology (ICT)-related
imports. Against this background, additional
concerns remain with regard to economic
and financial conditions in Argentina and
Turkey and their possible spillover effects on
global financial markets. In the light of these
developments, the timing and magnitude of a
rebound in world demand remain uncertain.
This was further compounded in the
aftermath of the terrorist attacks in the
United States. Therefore, overall, the balance
of risks continues to be on the downside.

ECB * Monthly Bulletin * September 2001

In the United States, the economic downturn
deepened in the second quarter of 2001. In
the short term, amidst substantial uncertainty,
the probability of a robust rebound in
economic activity remains low and real GDP
growth is expected to be relatively muted,
albeit still positive, while inflation is expected
to remain quiescent. Over the medium term,
the strength of the economy will depend on
the extent to which the productivity gains
experienced in the second half of the 1990s
prove to be durable.

In quarter-on-quarter annualised terms, real
GDP grew by 0.2% in the second quarter of
2001, following 1.3% in the first quarter,
according to the official preliminary estimate.
These data reflect relatively firm, albeit
declining, growth in consumer spending and
residential investment, which stood at 2.5%
and 5.8% respectively. However, fixed
non-residential investment contracted sharply
by 14.6%, and net exports made a slightly
negative contribution to GDP growth, as real
exports fell even more sharply than real
imports (12.2% versus 7.7%). In the short
term, real GDP growth is expected to
continue to be supported mainly by private
consumption expenditure. The negative
effects of falling employment and slower
growth in disposable income should be
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countered, at least partially, by the decline
in short-term interest rates and the tax
rebate implemented since July 2001. This
notwithstanding, private business investment
is likely to remain a drag on real GDP growth
in the immediate future, as the ongoing
inventory correction is likely to delay the
rebound of capacity utilisation and postpone
the recovery of firms’ expenditure on capital
goods. In this respect, some recent data
releases pointing to a possible bottoming-out
of the downturn in the manufacturing sector
are still too preliminary, at this stage, to allow
a more optimistic assessment of the medium-
term developments in private business
investment.

Downside risks to future real GDP growth in
the United States remain significant. In
particular, if corporate profitability continues
to fall, the decline of private investment might
well have a further impact on the labour
market by increasing unemployment. This, in
turn, could dampen private consumption
growth, thus threatening to push the
economy into a more marked and protracted
slowdown. Such a risk is exacerbated by
recent developments in consumer confidence,
which declined in August 2001 after increasing
in the previous two months.

Inflationary developments in the United States
remain muted. In July, the annual growth rates
of headline consumer and producer price
inflation moderated to 2.7% and 1.7%
respectively, from 3.3% and 2.6% in the
previous month, mostly as a consequence of
the decline in energy prices (see Chart 32).
Looking forward, weak aggregate demand
should help to contain inflationary pressures.
Furthermore, second-round effects from the
past oil price increase do not appear to have
emerged.

The Federal Open Market Committee
(FOMC) further lowered its target for the
federal funds rate by 25 basis points to 3.5%
on 21 August 2001. In its 21 August 2001
statement, the FOMC quoted the weakness
of business profits and capital spending and
the slowdown of growth abroad as the main

Main developmentsin major
industrialised economies
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1) Eurostat data are used for the euro area and the United
Kingdom; for the United States and Japan national data
are used.

2) Data for the euro area up to 1995 are estimates for the
HICP based on national CPI data; after 1995 HICP data
areused. The RPIX index is used for the United Kingdom.

3) ECB and Eurostat data are used for the euro area and the
United Kingdom; for the United States and Japan national
data are used. For the euro area, the United Sates and
Japan figures refer to seasonally adjusted data for both
GDP and the current account, for the United Kingdom
GDP data are seasonally adjusted, while the current account
balance data are not seasonally adjusted.
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factors weighing negatively on the US
economy. At the same time, the FOMC
judged inflationary pressures to remain
contained, as product and labour market
conditions continued to ease. Developments
after 12 September are not reported in this
section of the Monthly Bulletin.

In Japan, the economic situation has
continued to deteriorate, with weakening
demand putting increased downward pressure
on prices. Annualised GDP growth
decelerated from 2.6% in the fourth quarter
of 2000 to 0.5% in the first quarter of 2001.
The decline in exports and private investment
was particularly pronounced, while private
consumption experienced a temporary boost
from the introduction of a new law on the
recycling of household appliances. In the
second quarter of 2001, however, real GDP
contracted by 3.2% (quarter-on-quarter,
annualised), largely reflecting weak private
and public investment and continued
sluggishness of export performance, which
was especially notable for ICT-related
products.

Looking ahead, short to medium-term growth
prospects for the Japanese economy appear
rather subdued, while an improvement in
longer term prospects seems to be dependent
on the implementation of structural reforms.
Against the backdrop of less favourable
corporate profit conditions and an uncertain
outlook for domestic and external demand,
private non-residential investment spending
is likely to remain weak for some time, as
indicated by recent data on machinery orders.
Private consumption spending is likewise
unlikely to recover in the near future, given
the persistent weakness of disposable income.
Sluggish aggregate demand, combined with
possible downward pressures from the supply
side associated with corporate restructuring
and increased competition, suggest that
deflationary pressures are likely to persist
for some time. Against this background, on
4 August 2001 the Bank of Japan decided to
raise the outstanding balance of current
accounts held at it from around JPY 5 trillion
to around JPY 6 trillion. At the same time, it
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decided to increase the amount of its monthly
outright purchases of long-term government
bonds from JPY 400 billion to JPY 600 billion.

In the United Kingdom, economic
performance remained relatively strong
compared with the developments in the
global economy. However, the combination
of weaker external conditions and firm
produced greater
divergence in sectoral growth within the
economy. Overall, annual real GDP growth
decelerated from 2.7% in the first quarter of
2001 to 2.1% in the second quarter (see
Chart 32). The main downward effect on
annual real GDP growth in the second
quarter came from inventories, as
manufacturing industries started to run down
their high stock levels, with net trade also
making a negative contribution to annual real
GDP growth. The main driving forces behind
economic activity in the second quarter were
real private and public consumption, which
increased by 3.2% and 3.6% respectively
compared with a year earlier. While the rise
in public consumption reflected progress
towards government spending targets, private
consumption was supported by consumer
confidence well above its long-term average,
reflecting continuing employment growth,
steady increases in earnings and a further
rise in house prices. Gross fixed capital
formation was [.8% higher in the second
quarter compared with a vyear earlier.
Nevertheless, the underlying growth in
investment appeared to be weakening on
account of deteriorating business confidence,
declining profitability and historically rather
low levels of capacity utilisation.

household demand

Inflation in the United Kingdom remained
relatively subdued. Consumer price inflation,
measured on the basis of the Retail Price
Index excluding mortgage interest payments
(RPIX), stood at an annual rate of 2.2% in
July, down from 2.4% in the previous month.
The largest downward effect came from
(seasonal) food prices. Wage cost pressures,
however, seem to have increased as the
labour market has continued to tighten
recently. The annual increase in whole
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economy earnings accelerated to 4.8% in June,
from 4.6% in May.

The short-term outlook for the UK economy
largely depends on the extent to which the
external weakness will further affect the
domestic economy, as well as the resilience
of private consumption. Against a background
of projected moderating price pressures
emanating from the global slowdown, the
Bank of England’s Monetary Policy Committee
decided to cut its key policy interest rate by
25 basis points to 5.0% on 2 August 2001.

Regional developments in the Asian emerging
economies are characterised by significantly
diverging growth performances. The two
major economies of the area, namely China
and India, continue to grow at a fast pace,
thus remaining relatively insulated from the
global slowdown. By contrast, the smallest
and more globally integrated countries have
suffered mainly from the sharp decline in their
ICT exports. The ICT slowdown has started
spilling over into other sectors of the
economies of these countries, thus further
dampening firms’ investments and overall
income. Reflecting these developments, the
export-based economies of Singapore and
Taiwan are in recession, while in Korea
moderate growth was recorded on the back
of stronger than expected domestic demand.
The economic downturn has further
moderated inflationary pressures in the
region.

The economic prospects in the larger
countries seeking accession to the European
Union are somewhat less favourable
compared with last year, as the deterioration
in the global outlook, despite some initial
resilience owing to strong domestic demand,
is gradually spilling over through the trade
channel. Within this common broad outlook,
different trends have now emerged. On the
one hand, the overall economic outlook has
so far remained positive in Hungary and the
Czech Republic, although growth moderation
could intensify in the coming months, as
signalled by recent industrial production
figures. On the other hand, in Poland, the

weakening of economic activity — confirmed
by recent data releases on real GDP growth
and industrial production — is already rather
substantial, as sluggish domestic demand is
compounding the impact of the unfavourable
external environment.

In Turkey, although the financial outlook
seems to have somewhat improved, the real
economy is still facing a severe recession,
amid tight fiscal and financial conditions.
Looking forward, while domestic demand is
likely to remain subdued next year, the
external sector could become a supportive
factor as a result of the devaluation of the
lira. In Russia, according to preliminary
estimates, real GDP grew by 5.9% year-on-
year in the second quarter of 2001. While
the fiscal situation improved further and the
current account surplus remained significant,
the ongoing real exchange rate appreciation
may have some negative
consequences on non-energy  exports.
Overall, the economic outlook is
characterised by strong growth in
consumption against a background of some
weakening in gross fixed capital formation. A
continued source of concern is linked to
inflation, which has remained above 20% in
annual terms throughout the year.

sizeable

The prospects for Latin America have
deteriorated significantly in recent months,
as the impact of the global economic
slowdown and the financial turmoil in
Argentina are now being compounded by a
severe electricity shortage in Brazil. Faced
with extremely high financing costs, in late
July 2001 Argentina passed a “zero deficit”
bill stating that the Government will not
spend more than it collects in revenues. In
August, the authorities secured USD 8 billion
in extra IMF funding. Nonetheless, despite a
positive  preliminary reaction,
borrowing costs remain rather high by
international standards. Argentina’s economic
woes have contributed to the worsening of
the outlook for neighbouring Brazil, which
was triggered by the ongoing electricity
rationing, low prices for the country’s
commodity exports and the decrease in FDI

market
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flows. As a result, according to recent data
releases, Brazil’s expansion came to a virtual
standstill in the second quarter of 2001 (0.8%
year-on-year as against 4.3% year-on-year in
the first quarter). While showing little
evidence of contagion from the rest of South
America, the Mexican economy is still slowing
down in response to a sharp drop in demand
from the United States — its main trading
partner — and the past decline in oil prices.
Cuts in public spending also contributed to
the deceleration in domestic demand, as the
Government has remained committed to the
fiscal deficit target for 2001, despite revenues
coming in below expectations. In the light of
these economic conditions, real GDP growth
was 0.9% year-on-year in the first half of
2001, down from 6.9% last year.

Euro slightly stronger in effective terms
compared with end-July

Developments in foreign exchange markets
in the first three weeks of August 2001 were
characterised by the euro’s continuing
appreciation against most major currencies, a
rather broadly based weakness of the US
dollar and the relative resilience of the
Japanese yen. After levelling off somewhat
towards the end of August, the US dollar
fluctuated rather erratically against most
major currencies in early September as a
result of conflicting data releases on the US
economy and the terrorist attacks in New
York and Washington, D.C. Overall, market
uncertainty over the depth of the US
slowdown and the extent of its impact on
other regions of the world, together with the
reported repatriation of funds by financial
institutions in Japan, seem to be the principal
factors which explain observed movements
in currency markets over this period.
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Against the US dollar, the euro built upon its
earlier momentum for appreciation in the first
three weeks of August, supported mainly by
fading prospects of a swift rebound in US
economic activity. The publication of the
Federal Reserve’s Beige Book on 8 August,
which suggested that the weakness in
manufacturing may spread further through the
US economy, and the downward revision of
the US growth rate for the second quarter of
2001 seem to have weighed heavily on the
US dollar during this period. The decision of
the Federal Reserve on 21 August to lower
its target for the federal funds rate by an
additional 25 basis points to 3.5% was widely
expected and had no immediate impact on
the US dollar. In early September, however,
data releases giving conflicting signals on the
state of the US economy triggered a partial
reversion of the euro’s earlier gains vis-a-vis
the US currency. Immediately after the
terrorist attacks on the United States,
uncertainty in foreign exchange markets
temporarily surged and the US dollar dropped
against all major currencies. By 12 September,
the impact of this event on the US currency
was rather limited in terms of magnitude.
Against this background of increased
uncertainty over the US economic outlook,
in the period from end-July to 12 September
the US dollar declined by 3.4% against the
euro, by 4.3% against the Japanese yen and to
a lesser extent against the pound sterling
(2.8%). Accordingly, the euro traded against
the US dollar at USD 0.91 on 12 September
(see Chart 33), roughly 2% below its average
value in 2000.

In August and early September the Japanese
yen proved rather resilient vis-a-vis the euro
and even appreciated against the US dollar.
According to market observers, the
robustness of the Japanese yen in the period
under review, which is difficult to reconcile
with a background of further deteriorating
economic conditions in Japan, could be partly
related to the observation that Japanese
financial institutions have been repatriating
sizeable funds from abroad as a result of the
introduction of new accounting rules and the
end of the fiscal half-year in Japan. The

decision of the Bank of Japan to continue to
ease the monetary stance did not have a
lasting effect on the Japanese currency. On
12 September the euro was quoted at
JPY 108.15, i.e. about 1% weaker than at the
end of July, yet almost 9% higher than its
average value in 2000.

Against the pound sterling, the euro recorded
a sharp appreciation in the first half of
August — reaching its highest level in five
months — in response to deteriorating
conditions in the UK manufacturing sector
and  declining production.
Nevertheless, in early September, with the
release of robust business and consumer
confidence data in the United Kingdom,
market observers took a more positive view
of the country’s economic outlook. In view
of these developments, the euro-pound
exchange rate returned to levels seen at the
end of July. The decision by the Bank of
England on 2 August to lower interest rates
by 25 basis points to 5% did not have a
significant effect on trends in foreign exchange
markets. Given these offsetting movements,
on |2 September the euro was recorded at
GBP 0.62, virtually unchanged compared with
the end of July and slightly more than 1%
above its average level in 2000.

industrial

Within ERM I, the Danish krone fluctuated
in a narrow range slightly below its central
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parity in August and early September (see
Chart 34). With regard to other European
currencies, the euro was also relatively stable
against the Swiss franc, which traded between
CHF 1.50 and CHF .52 in the period under
review. The euro continued to appreciate
against the Swedish krona (around 3% since
the end of July) amid ongoing negative
sentiment in the technology sector, weighing
on the Swedish stock market. In the period
reviewed, the euro reached its highest level
vis-a-vis the krona since its launch in January
1999.

Against the aforementioned developments in
bilateral rates, on |2 September the euro
was in nominal effective terms slightly

Effective euro exchangerates

Nominal and real EERs?
(monthly/quarterly averages; index: 1999 Q1 = 100)

—— nomina
- — red, CPI
real, PPl
_ 2
100 rea, ULCM 2 100
95 95
90 20
85 85
80 ! ! 80

1999 2000 2001
Contributionsto nominal EER changes 3
(31 July 2001 - 12 Sep. 2001; in percentage points)

1.00 1.00
0.50 0.50
0.00 0.00
-0.50 A : -0.50

USD
NOK  SGD HKD

AUD CHF GBP KRW SEK
CAD DKK JPY

Source: ECB.

1) An upward movement of the index represents an
appreciation of the euro. The latest observations are for
August 2001 or, in the case of the ULCM-based REER,
Q2 2001.

2) Unit Labour Costsin Manufacturing.

3) Changes are calculated using trade weights against 12
major partner currencies.

ECB * Monthly Bulletin * September 2001

stronger than at the end of July, while it was
roughly 1% higher than its 2000 average.
Movements in the CPI, PPl and ULCM-
deflated effective exchange rate indices
continued to track fairly closely those of the
nominal index (see Chart 35).

A decrease in the current account deficit
in the first half of 2001

The current account deficit of the euro area
decreased marginally, from €1.3 billion in
June 2000 to €0.8 billion in June 2001 (see
Table 10). Although the goods surplus more
than doubled from €4.0 billion to €8.3 billion,
this was virtually offset by a slight decrease in
the surplus for services, combined with
increases in the deficits for both income and
current transfers.

During the first half of 2001, the cumulated
current account deficit declined to
€11.2 billion, i.e. €9.5 billion lower than the
corresponding period last year. This was
mainly due to a considerable widening of the
cumulated goods surplus (from €11.9 billion
to €26.3 billion), which was only partially
offset by increases in the deficits for income
and current transfers of €4.3 billion and
€0.9 billion respectively. Meanwhile, the
deficit for services remained virtually
unchanged. The rising cumulated goods
surplus can be explained by the faster
growth of exports (13.3%) relative to that of
imports (10.4%).

Seasonally adjusted current account data
provide further insight into the movements
described above and also give a clearer
picture of recent developments (see
Table 8.2 in the “Euro area statistics”
section). According to these data, both
export and import values of goods grew
strongly during the second half of last year.
By contrast, in the first half of 2001 export
values stabilised, while import values were
below their late 2000 levels. The decline in
imports seems to be partly due to the
deceleration in euro area domestic demand,
as well as the fall in import prices in the first
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part of 2001 (the latter being largely in
response to the decrease in oil prices). The
stabilisation of exports was primarily
attributable to the marked slowdown in
foreign demand.

The downturn in foreign demand shows up in
particular in the recent fall in euro area
export volumes to the United States, Asia
and the United Kingdom (see Chart 36). In
terms of types of goods, data up to March
2001 show a recent decline in intermediate
goods exports and a slowdown in the growth
of consumer goods exports. Capital goods
exports, however, began to flatten out
somewhat later (see Chart 37), possibly on
account of the lagged impact of the
contraction of US investment in ICT on other
capital goods-producing sectors and, more
widely, on third markets, notably in Asia.

Slower world growth may also partly explain
the recent rise in the income deficit. After
narrowing during 2000, the gap between
seasonally adjusted income debits and credits
widened again in the first half of this year.
This development is largely attributable to
the decline in income receipts in 2001l
compared with the end of last year. This may
reflect weaker investment income receipts

Euro areaexport volumesto the United

States, the United Kingdom and Asia?
(index: 1999 = 100, seasonally adjusted, 3-month moving average)

—— United States

—— United Kingdom

---- Asa
130 1130
120 4120
110 1110
100 1100
90 190
80 L L 1 L L 1 L 80

1999 2000

Source: Eurostat and ECB cal culations based on Eurostat data.
1) All data refer to the Euro 12; latest observations are for
May 2001.

Euro areaexport volumes of
intermediate, capital and consumption

goods?
(index: 1999 = 100, seasonally adjusted, 3-month moving average)

—— intermediate goods

—— capital goods
consumption goods
130 1 130
120 1120
110 1110
100 1100
90 L L 1 L L L 1 90

1999 2000

Source: Eurostat and ECB cal culations based on Eurostat data.
1) All data refer to the Euro 12; latest observations are for
March 2001.

for the euro area this year, in line with lower
profits associated with the downturn in world
activity. The significant reduction in US short-
term interest rates since the start of the year
may have also resulted in lower income
receipts for the euro area.

Significant net portfolio investment
inflows in June 2001

Combined net direct and portfolio investment
recorded a net inflow of €19.8 billion in June,
the first net inflow recorded over the past
twelve months. In the first half of 2001,
average monthly net outflows amounted to
€16.3 billion. This reversal of flows in June
mainly reflected stronger portfolio equity
investment in the euro area and lower direct
investment abroad by euro area residents.

Entering into more detail on individual
accounts, net direct investment outflows
declined to €7.9 billion in June, less than half
of the average monthly net outflows in the
first five months of 2001. This was mainly
related to lower direct investment abroad,
while direct investment in the euro area was
basically in line with previous months. Net
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Table 10

Balance of paymentsof theeuro area
(EURMbillions; not seasonally adjusted)

2000 2000 2001 2001 2001 2001
Jan. - June June Jan. - June Apr. May June
Current account balance -20.7 -1.3 -11.2 -3.3 -0.8 -0.8
Credits 749.7 134.6 852.0 138.1 146.2 144.0
Debits 770.4 135.9 863.1 1414 147.0 144.8
Goods balance 11.9 4.0 26.3 53 5.3 8.3
Exports 454.7 81.1 515.3 84.0 88.9 89.1
Imports 442.8 771 489.0 78.7 83.6 80.8
Services balance -2.6 1.3 -2.3 0.3 18 0.5
Exports 1315 24.8 145.2 24.3 26.7 25.6
Imports 134.2 235 1475 24.0 24.9 251
Income balance -13.0 -1.5 -17.3 -4.7 -2.6 -3.2
Current transfers balance -16.9 -5.1 -17.8 -4.2 -5.3 -6.4
Capital account balance 7.1 0.3 6.5 2.2 0.5 0.8
Financial account balance 49.6 -16.0 45 11.8 -4.6 -15.6
Direct investment 129.6 -10.5 -91.1 0.1 -40.4 =79
Abroad -135.2 -21.9 -132.8 -6.6 -48.4 -18.0
Equity capital and reinvested earnings -78.0 -22.1 -89.7 -10.3 -41.6 -9.3
Other capital, mostly intercompany loans -57.2 0.2 -43.0 3.8 -6.7 -8.7
In the euro area 264.8 11.4 417 6.7 8.0 10.0
Equity capital and reinvested earnings 210.4 2.7 425 25 7.7 4.6
Other capital, mostly intercompany loans 54.4 8.7 -0.8 4.2 0.3 5.4
Portfolio investment -137.5 57.4 -6.5 -20.9 24.9 277
Equities -226.0 28.6 63.8 -2.8 48.7 255
Assets -171.6 -18.3 -60.5 -11.3 -9.7 -11.0
Liabilities -54.4 46.9 124.3 85 58.4 36.5
Debt instruments 88.5 28.8 -70.3 -18.1 -23.8 22
Assets -60.7 -9.4 -80.4 32 -121 -16.7
Liabilities 149.3 38.2 10.1 -21.3 -11.7 18.9
Memo item:

Combined net direct and portfolio investment -7.8 46.9 -97.6 -20.8 -15.5 19.8
Financial derivatives 7.6 23 -3.3 11 34 -5.0
Other investment 46.1 -68.4 93.2 24.6 111 -29.5
Reserve assets 3.7 3.2 121 7.0 -3.6 -0.8

Errorsand omissions -36.0 17.0 0.2 -10.7 49 155
Source: ECB.

Notes: Figures may not add up due to rounding. For the financial account, a positive sign indicates an inflow, a negative sign an
outflow; for reserve assets, a negative sign indicates an increase, a positive sign a decrease. A detailed set of tables on Euro 12
balance of payments data can be found in the “Past data for selected economic indicators for the euro area plus Greece” part of the
“Euro area statistics” section of thisissue of the Monthly Bulletin and on the ECB’s website.
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outflows related to intercompany loans,
which were an important factor for net
outflows in previous months, were relatively
low in June at €3.3 billion. The decline in net
direct investment abroad by euro area
residents seems to largely reflect the decline
in merger and acquisition activity observed in
recent months. In addition, the global
economic slowdown appears to have curbed
the appetite for direct investment abroad.

Net outflows of direct investment were more
than offset by net inflows of portfolio
investment of €27.7 billion. In particular,
foreign investment in euro area equities
reached a high level of €36.5 billion. It is
noteworthy that these investments — unlike
in other months that also saw strong equity
inflows — appear not to be related to a single,
large transaction such as a merger and
acquisition deal involving an exchange of

shares. Debt instruments displayed net
inflows of €2.2 billion in June. The
disinvestment by foreign investors of both
euro area bonds and notes and money market
instruments, which was observed in April and
May, was followed by net purchases in June.

In the first half of 2001, net outflows of
combined net direct and portfolio investment
were significantly higher (€97.6 billion) than
in the corresponding period of the previous
year (€7.8 billion). This development mainly
reflects a swing in direct investment from net
inflows in 2000 (of €129.6 billion) to net
outflows in 2001 (of €91.1 billion) that was
not compensated for by the decline in net
portfolio outflows (from €137.5 billion to
€6.5 billion). Around half of the net direct
investment outflows in the first half of 2001
was related to “other capital”’, mainly
involving intercompany loans.

Commodity and geogr aphical breakdown of euro area external trade

This issue of the Monthly Bulletin contains a new breakdown of external trade statistics by commodity and
geographical destination/origin (see Tables 9.1 and 9.2 in the “ Euro area statistics’ section). This box gives a
short overview of developmentsin the disaggregated extra-euro areatrade flows of goods over the period from
1997 to 2000. More recent developments are described in the main text of this issue of the Monthly Bulletin.
However, it should be noted that external trade statistics are not fully comparable with the goods item in the
balance of payments statistics.

Commodity breakdown

Table 9.1 shows the export and import values, volumes and unit values broken down by commodity category.
The main categories are intermediate goods, consumption goods and capital goods, according to the Broad
Economic Categories (BEC) classification, and manufactured goods based on the SITC classification.

The chart below shows that in 2000 intermediate goods represented the highest share of euro area imports
(57%), while imports of consumption and capital goods represented 21% and 18% of euro area imports
respectively. On the export side, the share of intermediate goods was somewhat smaller (47%), while the
shares of consumption and capital goods were marginally higher (26% and 22% respectively). Although the
sharein exports of intermediate goods was still quite substantial, these data reflect the fact that the euro areais
atypical advanced industrialised economy importing substantial quantities of intermediate goods. There has
been no notable change in these shares since 1997.

Concerning unit values, both export and import unit values rose significantly in 2000 (at an annual rate of
8.3% and 21.9% respectively). Thiswas mainly caused by astrong increasein the unit values for intermediate
goods — for both exports and imports — resulting from higher oil prices and the depreciation of the euro. The
depreciation of the euro has also allowed exportersto increase their profit margins.
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Euro areatrade values by commodity The commodity breakdown also shows that the strong
(asa percentage of total trade valuesin 2000) export volume growth observed in 2000 (from 2.2% in
I capital 1999 to 11.8% in 2000) stems from all three categories,
= fr?t';s‘:‘%gfzt’g while the deceleration in the growth rate of import
[ not classified elsewhere volumes (from 6.1% in 1999 to 5.1% in 2000) ismainly
100 120 due to a lower increase in the import volumes of
consumption goods (from 7.8% in 1999 to 2.5% in
2000). This may indicate that the effect of the euro
depreciation on import volumes of consumption goods
(i.e. the relative price elasticity) is greater than for
60 import volumes of intermediate and capital goods on
account of the different price elasticity of these three
40 categories.

80 100

20
20 Concerning oil imports, despite the year-on-year

increasesin oil unit value indices by 39.4% in 1999 and
exports imports 84.8% in 2000, import volumes grew by 6.0% and
Sources: ECB and Eurostat. 3.7% in 1999 and 2000 respectively. This was mainly
Note: Data refer to the Euro 12. the consequence of strong euro area GDP growth in
that period.

Geographical breakdown

Table 9.2 reports export and import values and the trade balance broken down by the main trading partners of
the euro area. This geographical breakdown covers about 90% of total euro areatrade.

The geographical breakdown shows that the United Kingdom and the United States are the largest trading
partners of the euro area, with import shares in 2000 of approximately 16% and 14% of total extra-euro area
imports and export shares of around 19% and 17% respectively (see the charts below). As regards trade flows
with selected geographical regions, Asia (excluding Japan) also accounts for an important share of euro area
trade (around 21% of imports and 15% of exports in 2000), while trade with the 13 EU candidate countries
represents approximately 10% of euro area imports and 13% of exports. Looking at how the shares of trade

Geographical breakdown of euro areaimports
(as a percentage of total imports)
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Enlargement of the euro area on | January 2001 to include Greece

In the “Euro area statistics’ section of the Monthly Bulletin, reference statistical series relating to the euro area cover
the Member States comprising the euro area at the time to which the statistics relate. Thus euro area data up to end-
2000 cover the Euro 11; from the beginning of 2001 they cover the Euro 12. Exceptions to this rule are indicated
where appropriate.

In the tables, the break is shown by means of aline denoting the enlargement of the euro area. In the charts, the break
is indicated by a dotted line. Absolute and percentage changes for 2001 calculated from a base in 2000 use, as far as
possible, a series which takes into account the impact of the entry of Greece.

For analytical purposes, data for the euro area plus Greece up to end-2000 are shown in the additional tables starting
on page 73" (for details, see the general notes).

Conventions used in the tables

[TR1]

data do not exist/data not applicable
data are not yet available

nil or negligible

“billion” 10°

[T3R1}

“ ”»

® provisional
s.a. seasonally adjusted
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Euro area overview table

Summary table of economicindicatorsfor theeuro area
(annual percentage changes, unless otherwise indicated)

1. Monetary developments and interest rates

M1V M2 " M3 D2 MFI loans to Securities 3-month 10-year
euro area issued by non- interest rate government
3-month residents financial and (EURIBOR, bond yield
moving average | excluding MFIs non-monetary % per annum, | (% per annum,
(centred) and general financial period period
government corporations " averages) averages)
1 2 3 5 6
1999 12.3 6.8 5.6 - 10.0 19.3 2.96 4.66
2000 8.0 44 5.5 - 9.6 20.5 4.40 5.44
2000 Q4 5.7 8 4.9 - 9.6 18.7 5.02 5.28
Euro area enlargement
2001 Q1 2.6 3.1 4.7 - 9.1 234 4.75 4.99
Q2 2.3 34 5.0 - 8.2 25.3 4.60 5.19
Q3 . . . - . . . .
2001 Mar. 1.6 3.0 4.5 4.6 8.7 26.2 4.71 4.94
Apr. 1.4 32 4.7 4.8 8.4 24.1 4.69 5.10
May 2.9 3.5 5.2 53 8.0 26.2 4.64 5.26
June 3.8 4.2 6.1 59 7.8 25.1 445 5.21
July 33 4.3 6.4 . 7.6 . 4.47 5.25
Aug. . . . . . . 4.35 5.06
2. Price and real economy developments
HICP Industrial Hourly labour Real GDP Industrial Capacity Employment | Unemployment
producer costs production utilisation in (whole (% of labour
prices (whole (excluding manufacturing economy) force)
economy) construction) (percentages)
9 10 11 12 13 14 15 16
1999 1.1 -0.4 2.3 2.6 2.0 81.8 1.7 9.9
2000 23 5.5 34 34 5.6 83.8 2.1 8.9
2000 Q4 2.7 6.2 34 29 5.5 84.7 2.1
Euro area enlargement
2001 Q1 2.5 4.6 3.1 24 4.0 84.4 1.9 8.4
Q2 3.1 3.7 . 1.7 0.7 83.6 . 8.4
Q3 . . . . . 82.9 . .
2001 Mar. 2.6 4.2 - - 2.9 - - 8.4
Apr. 2.9 4.2 - - 0.9 - - 8.4
May 34 3.7 - - -0.5 - - 8.4
June 3.0 33 - - 1.7 - - 8.3
July 2.8 2.3 - - . - - 8.3
Aug. . . - - . - - .
3. Balance of payments, reserve assets and exchange rates
(EUR billions, unless otherwise indicated)
Balance of payments (net flows) Reserve assets Effective exchange rate of USD/EUR
(end-of-period the euro: broad group exchange rate
Current and Direct Portfolio positions) (1999 Q1 = 100)
capital Goods investment investment
accounts Nominal Real (CPI)
17 18 19 20 21 22 23 24
1999 7.7 83.4 -120.6 -41.7 372.3 96.6 95.8 1.066
2000 -24.3 52.2 -22.8 -128.9 377.7 88.2 86.3 0.924
2000 Q4 -10.5 10.4 -58.4 8.4 377.7 85.9 83.6 0.868
Euro area enlargement
2001 Q1 -3.3 7.4 -42.9 -38.2 393.4 91.4 88.9 0.923
Q2 -1.4 18.9 -48.2 31.7 410.2 89.5 86.9 0.873
Q3 . . . . . . .
2001 Mar. 1.0 7.0 -33.1 6.2 393.4 91.4 89.1 0.910
Apr. -1.1 53 0.1 -20.9 386.7 91.0 88.5 0.892
May -0.3 53 -40.4 24.9 409.0 89.3 86.7 0.874
June 0.0 8.3 -7.9 27.7 410.2 88.1 85.4 0.853
July . . . 397.5 89.1 86.1 0.861
Aug. . 91.8 88.6 0.900

Sources: ECB, European Commission (Eurostat and Economic and Financial Affairs DG) and Reuters.

For more information on the data, see the relevant tablesin the “Euro area statistics” section.

1) Monthly growth ratesrefer to the end of the period, whereas quarterly and annual growth rates are calculated as period averages. Growth rates for M1, M2,
M3 and loans are calculated on the basis of seasonally adjusted monthly stocks and flows.

2) Excluding holdings of money market fund shares/units by non-residents of the euro area.
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1 Monetary policy statistics

Table1.1

Consolidated financial statement of the Eurosystem

(EUR millions)
1. Assets
Gold and| Claims on non-| Claims oneuro| Claims on non- Lending to
gold euro area| area residents in euro area| euro area credit Main Longer-term Fine-tuning
receivables residents in | foreign currency residents institutions refinancing refinancing reverse
foreign currency in euro in euro operations operations operations
1 2 3 4 5 6 7 8
2001 13 Apr. 118,464 269,145 21,763 4,915 211,297 142,948 59,102 0
20 118,464 268,162 21,809 5,125 256,277 196,950 59,102 0
27 118,464 266,450 23,097 5,136 236,228 176,999 59,100 0
4 May 118,464 266,005 22,816 5,182 217,129 84,995 59,100 0
11 118,464 265,647 23,056 5,295 218,172 158,996 59,100 0
18 118,464 270,299 20,613 5,622 210,191 150,999 59,100 0
25 118,464 267,707 23,033 5,365 221,196 162,002 59,100 0
1 June 118,464 269,198 22,368 5,174 226,403 167,001 59,100 0
118,464 269,037 22,207 5,225 224,204 165,001 59,100 0
15 118,464 269,055 22,943 5,322 214,433 155,000 59,100 0
22 118,454 270,437 23,176 5,303 217,891 158,001 59,100 0
29 128,512 279,018 22,540 5,654 236,201 176,000 59,999 0
6 July 128,512 280,463 22,357 5,362 226,190 166,000 59,999 0
13 128,512 280,417 23,247 5,687 214,057 154,000 59,999 0
20 128,492 280,794 23,804 5,688 212,051 152,000 59,999 0
27 128,405 279,768 24,046 5,626 233,033 172,999 60,001 0
3 Aug. 128,381 278,055 23,792 5,618 225,035 164,998 60,001 0
10 128,352 275,989 23,543 5,547 222,363 162,001 60,001 0
17 128,312 277,745 22,700 5,401 221,065 160,998 60,001 0
24 128,312 277,546 21,909 5,369 213,062 153,001 60,001 0
31 128,302 275,419 24,783 5,289 213,483 152,999 60,001 0
7 Sep. 128,268 274,275 24,166 5,419 212,066 152,000 60,001 0
2. Liabilities
Banknotes in Liabilities to Other liabilities | Debt certificates
circulation | euro area credit | Current accounts Deposit| Fixed-term| Fine-tuning Deposits to euro area issued
institutions (covering facility deposits reverse| related to| credit institutions
in euro the minimum operations | margin calls in euro
reserve system)
1 3 4 5 6 7 8 9
2001 13 Apr. 360,869 99,094 99,063 31 0 0 0 6,102 3,784
20 353,674 160,289 159,406 103 0 0 780 6,097 3,784
27 352,680 133,176 133,145 23 0 0 8 6,070 3,784
4 May 355,925 121,749 121,639 106 0 0 4 6,083 3,784
11 353,624 126,337 126,264 72 0 0 1 6,278 3,784
18 350,877 124,887 124,774 111 0 0 2 6,295 3,784
25 350,233 121,103 120,955 146 0 0 2 6,228 3,784
1 June 352,925 127,020 126,953 65 0 0 2 6,052 3,784
8 353,479 127,240 127,184 50 0 0 6 6,197 3,784
15 351,772 122,114 122,005 109 0 0 0 6,195 3,784
22 348,463 131,206 130,178 1,023 0 0 5 6,097 3,784
29 350,199 117,841 117,569 272 0 0 0 6,097 3,784
6 July 353,648 132,775 132,595 126 0 0 54 4,324 3,784
13 352,516 127,995 127,199 791 0 0 5 4,393 3,784
20 349,789 131,736 130,396 1,337 0 0 3 4,219 3,784
27 348,282 128,542 128,516 24 0 0 2 4,116 3,784
3 Aug 351,627 125,212 125,179 31 0 0 2 4,164 3,784
10 349,258 127,305 126,241 1,062 0 0 2 4,343 3,784
17 345,581 129,735 129,687 46 0 0 2 4,162 3,784
24 338,873 125,018 124,998 18 0 0 2 4,119 3,784
31 337,682 118,781 118,722 55 0 0 4 4,164 3,784
7 Sep 338,188 127,999 127,948 34 0 0 17 4,843 3,784
Source: ECB.
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Other claims on

Securities of

General

Other assets

Total

Structural Marginal | Credits related | euro area credit euro area | government debt
reverse | lending facility | to margin calls institutions residents in euro
operations in euro in euro
9 10 11 12 13 14 15 16
0 9,191 56 530 28,306 70,211 90,089 814,720 2001 13 Apr.
0 142 83 706 27,666 70,168 90,392 858,769 20
0 64 65 462 27,786 70,168 91,481 839,272 27
72,999 25 10 616 27,869 70,168 91,426 819,675 4 May
0 51 25 313 27,889 70,174 91,888 820,898 11
0 65 27 329 27,838 70,168 91,417 814,941 18
0 66 28 383 27,785 70,168 91,326 825,427 25
0 273 29 276 27,979 70,168 90,401 830,431 1 June
0 57 46 241 28,128 70,168 89,766 827,440 8
0 292 41 241 28,110 70,168 90,313 819,049 15
0 760 30 242 28,024 70,168 90,749 824,444 22
0 175 27 538 27,665 70,168 92,471 862,767 29
0 173 18 339 28,085 70,158 91,424 852,890 6 July
0 25 33 412 27,967 70,157 91,914 842,370 13
0 11 41 374 28,040 70,157 92,545 841,946 20
0 11 22 252 28,100 70,157 92,673 862,061 27
0 8 28 305 28,136 70,157 92,625 852,105 3 Aug
0 305 56 281 28,141 70,157 86,614 840,988 10
0 9 57 249 28,280 70,157 86,693 840,603 17
0 25 35 260 28,325 70,157 87,419 832,360 24
0 437 46 252 28,371 70,160 87,329 833,389 31
0 43 22 320 28,286 70,160 85,090 828,051 7 Sep.
Total
Liabilities to Liabilities to Liabilities to Liabilities to| Counterpart of Other|Revaluation| Capital and
other euro non-euro area euro area non-euro area| special drawing| liabilities accounts reserves
area residents residents residents in residents| rights allocated
in euro in euro foreign in foreign by the IMF
currency currency
10 11 12 13 14 15 16 17 18
54,424 8,438 3,790 13,345 6,984 72,721 126,268 58,901 814,720 2001 13 Apr.
43,892 8,530 3,789 12,868 6,984 73,693 126,268 58,901 858,769 20
53,869 8,444 3,780 12,399 6,984 72,574 126,268 59,244 839,272 27
42,408 8,847 3,782 12,263 6,984 72,337 126,268 59,245 819,675 4 May
40,734 8,549 3,779 12,947 6,984 72,369 126,268 59,245 820,898 11
38,409 8,694 3,784 13,611 6,984 72,036 126,270 59,310 814,941 18
52,925 8,880 3,758 13,596 6,984 71,777 126,258 59,901 825,427 25
49,626 8,622 3,756 14,173 6,984 70,779 126,258 60,452 830,431 1 June
46,793 8,529 3,915 13,854 6,984 69,943 126,258 60,464 827,440 8
43,787 8,754 3,833 14,548 6,984 70,556 126,258 60,464 819,049 15
41,828 8,685 3,887 15,897 6,984 70,890 126,258 60,465 824,444 22
69,722 10,226 3,902 16,977 7,183 75,031 141,340 60,465 862,767 29
44,537 8,692 3,928 18,044 7,183 74,177 141,340 60,458 852,890 6 July
38,900 8,722 4,099 18,460 7,183 74,520 141,340 60,458 842,370 13
37,574 8,530 4,221 18,534 7,183 74,578 141,340 60,458 841,946 20
62,784 8,570 3,995 18,575 7,183 74,432 141,340 60,458 862,061 27
53,989 8,523 3,966 17,014 7,183 74,845 141,340 60,458 852,105 3 Aug
51,402 8,727 4,011 15,204 7,183 67,972 141,340 60,459 840,988 10
51,485 8,466 4,138 15,369 7,183 68,901 141,340 60,459 840,603 17
54,847 8,543 3,986 14,679 7,183 69,528 141,340 60,460 832,360 24
62,840 8,459 3,982 15,649 7,183 69,065 141,340 60,460 833,389 31
47,863 8,489 3,978 14,669 7,183 69,255 141,340 60,460 828,051 7 Sep.
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Table1.2

Key ECB interest rates

(levelsin percentages per annum; changes in percentage points)

With effect from " Deposit facility Main refinancing operations Marginal lending facility

Fixed rate tenders| Variable rate tenders

Fixed rate Minimum bid rate

Level Change Level Level Change Level Change
1 2 3 4 5 6 7
1999 1 Jan. 2.00 - 3.00 - - 4.50 -
42 2.75 0.75 3.00 - 3.25 -1.25
22 2.00 -0.75 3.00 - 4.50 1.25
9 Apr. 1.50 -0.50 2.50 - -0.50 3.50 -1.00
5 Nov. 2.00 0.50 3.00 - 0.50 4.00 0.50
2000 4 Feb. 2.25 0.25 3.25 - 0.25 4.25 0.25
17 Mar. 2.50 0.25 3.50 - 0.25 4.50 0.25
28 Apr. 2.75 0.25 3.75 - 0.25 4.75 0.25
9 June 3.25 0.50 4.25 - 0.50 5.25 0.50
28 ¥ 3.25 - 4.25 5.25
1 Sep. 3.50 0.25 - 4.50 0.25 5.50 0.25
6 Oct. 3.75 0.25 - 4.75 0.25 5.75 0.25
Euro area enlargement
2001 11 May 3.50 -0.25 - 4.50 -0.25 5.50 -0.25
31 Aug. 3.25 -0.25 - 4.25 -0.25 5.25 -0.25
18 Sep. 2.75 -0.50 - 3.75 -0.50 4.75 -0.50

Source: ECB.

1) Thedaterefersto the deposit and marginal lending facilities. For main refinancing operations, unless otherwise indicated, changesin the rate are effective
from the first operation following the date indicated. The latest change was effective from 18 September.

2) 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.

3) On 8 June 2000 the ECB announced that, starting from the operation to be settled on 28 June 2000, the main refinancing operations of the Eurosystem
would be conducted as variable rate tenders. The minimum bid rate refers to the minimum interest rate at which counterparties may place their bids.

Table1.3

Eurosystem monetary policy operations allotted through tenders?
(EUR millions; interest rates in percentages per annum)

1. Main refinancing operations?

Date of settlement Bids Allotment | Fixed rate tenders Variable rate tenders
(amount) (amount)

Fixed rate | Minimum bid rate Marginal rate * Weighted Running for
average rate (...) days
1 2 3 4 5 6 7
2001 7 Mar. 189,927 143,000 - 4.75 4.76 4.77 14
14 130,260 51,000 - 4.75 4.77 4.78 14
21 182,057 135,000 - 4.75 4.77 4.78 14
28 57,526 50,000 - 4.75 4.75 4.75 14
4 Apr. 129,101 118,000 - 4.75 475 4.75 15
11 24,949 24,949 - 4.75 4.75 4.75 14
19 257,706 172,000 - 4.75 4.86 491 11
25 83,303 5,000 - 4.75 4.78 4.80 12
30 147,324 80,000 - 4.75 4.77 4.78 15
7 May 164,985 79,000 - 4.75 4.78 4.78 16
15 160,715 72,000 - 4.50 4.54 4.56 15
23 157,987 90,000 - 4.50 4.53 4.54 14
30 159,877 77,000 - 4.50 4.55 4.55 14
6 June 120,631 88,000 - 4.50 4.51 4.53 14
13 135,442 67,000 - 4.50 4.51 4.52 14
20 148,877 91,000 - 4.50 4.51 4.52 14
27 155,894 85,000 - 4.50 4.54 4.55 14
4 July 104,399 81,000 - 4.50 4.50 4.51 14
11 141,842 73,000 - 4.50 4.51 4.52 14
18 136,104 79,000 - 4.50 4.51 4.52 14
25 126,040 94,000 - 4.50 4.51 4.52 14
1 Aug. 100,746 71,000 - 4.50 4.50 4.51 14
8 132,809 91,000 - 4.50 4.50 4.51 14
15 111,157 70,000 - 4.50 4.50 4.51 14
22 142,012 83,000 - 4.50 4.50 4.51 14
29 72,907 70,000 - 4.50 4.50 4.50 14
5 Sep. 132,696 82,000 - 4.25 4.27 4.28 14
12 118,708 61,000 - 4.25 4.26 4.27 14
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2. Longer-term refinancing oper ations

Date of settlement Bids Allotment| Fixed rate tenders Variable rate tenders
(amount) (amount)
Fixed rate Marginal rate * Weighted Running for
average rate (...) days
1 2 3 4 5 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
25 Mar. 53,659 15,000 - 2.96 2.97 98
29 Apr. 66,911 15,000 - 2.53 2.54 91
27 May 72,294 15,000 - 2.53 2.54 91
1 July 76,284 15,000 - 2.63 2.64 91
29 64,973 15,000 - 2.65 2.66 91
26 Aug. 52,416 15,000 - 2.65 2.66 91
30 Sep. 41,443 15,000 - 2.66 2.67 84
28 Oct. 74,430 25,000 - 3.19 342 91
25 Nov. 74,988 25,000 - 3.18 3.27 98
23 Dec. 91,088 25,000 - 3.26 3.29 98
2000 27 Jan. 87,052 20,000 - 3.28 3.30 91
2 Mar. 72,960 20,000 - 3.60 3.61 91
30 74,929 20,000 - 3.78 3.80 91
27 Apr. 64,094 20,000 - 4.00 4.01 91
1 June 64,317 20,000 - 4.40 4.42 91
29 41,833 20,000 - 4.49 4.52 91
27 July 40,799 15,000 - 4.59 4.60 91
31 Aug. 35,417 15,000 - 4.84 4.87 91
28 Sep. 34,043 15,000 - 4.84 4.86 92
26 Oct. 43,085 15,000 - 5.06 5.07 91
30 Nov. 31,999 15,000 - 5.03 5.05 91
29 Dec. 15,869 15,000 - 4.75 4.81 90
Euro area enlargement
2001 25 Jan. 31,905 20,000 - 4.66 4.69 90
1 Mar. 45,755 20,000 - 4.69 4.72 91
29 38,169 19,101 - 4.47 4.50 91
25 Apr. 43,416 20,000 - 4.67 4.70 92
31 May 46,448 20,000 - 4.49 4.51 91
28 June 44,243 20,000 - 4.36 4.39 91
26 July 39,369 20,000 4.39 4.42 91
30 Aug. 37,855 20,000 4.20 4.23 91
3. Other tender operations
Date of settlement Type of Bids Allotment | Fixed rate tenders Variable rate tenders
operation (amount) (amount)
Fixed rate | Marginal rate Weighted|  Running for
average rate (...) days
1 2 3 4 5 6 7
2000 5 Jan. Collection of fixed-term deposits 14,420 14,420 - 3.00 3.00 7
21 June Reverse transaction 18,845 7,000 - 4.26 4.28 1
Euro area enlargement
2001 30 Apr. Reverse transaction 105,377 73,000 - 4.77 4.79 7
12 Sep. Reverse transaction 69,281 69,281 4.25 - - 1
13 Reverse transaction 40,495 40,495 4.25 - - 1
Source: ECB.

1) The amounts shown may differ slightly from those in Table 1.1, columns 6 to 8, due to operations allotted but not settled.

2) On 8 June 2000 the ECB announced that, starting from the operation to be settled on 28 June 2000, the main refinancing operations of the Eurosystem
would be conducted as variable rate tenders. The minimum bid rate refers to the minimum interest rate at which counterparties may place their bids.

3) Themarginal rate refersto the lowest rate at which funds were allotted.
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Table1.4

Minimum reserve statistics

1. Reservebase of credit institutions subject to reserve requirements??
(EUR billions; end of period)

Reserve Total Liabilities to which a 2% reserve coefficient is applied Liabilities to which a 0% reserve coefficient is applied
base
as at: Deposits Debt securities Money market Deposits Repos Debt securities
(overnight, up to 2 years’ paper (over 2 years’ over 2 years’
up to 2 years’ agreed maturity agreed maturity agreed maturity
agreed maturity and notice period)
and notice period)
1 3 4 5 [}
2000 July 9,590.1 5,348.0 119.8 192.3 1,258.0 489.9 2,182.2
Aug. 9,686.5 5,393.8 122.9 197.1 1,269.0 502.5 2,201.3
Sep. 9,773.3 5,465.7 123.6 193.6 1,270.2 502.1 2,218.2
Oct. 9,931.2 5,531.9 127.6 201.1 1,283.2 534.2 2,253.2
Nov. ? 10,074.5 5,653.4 130.0 199.9 1,282.2 561.5 2,247.6
Dec. ¥ 10,071.5 5,711.3 136.7 187.2 1,273.6 528.3 2,234.3
Euro area enlargement

2001 Jan. 10,164.2 5,712.6 139.2 196.7 1,275.6 574.6 2,265.6
Feb. 10,247.4 5,724.4 145.3 201.2 1,284.7 597.8 2,294.0
Mar. 10,503.6 5,883.5 151.1 203.4 1,292.6 654.7 2,318.3
Apr. 10,554.6 5,924.3 154.5 202.8 1,292.1 657.7 2,323.2
May 10,687.3 5,984.7 166.6 198.9 1,307.5 693.2 2,336.4
June 10,705.3 6,015.6 175.7 198.7 1,314.2 656.6 2,344.5
July @ 10,586.4 59104 185.5 198.3 1,312.4 636.1 2,343.6

Source: ECB.

1) Liabilitiesvis-a-visother credit institutions subject to the ESCB’s minimum reserve system, the ECB and participating national central banks, are excluded
fromthe reserve base. If a credit institution cannot provide evidence of the amount of its issues of debt securities with a maturity of up to two years and of
money market paper held by the institutions mentioned above, it may deduct a certain percentage of these liabilities fromits reserve base. This percentage
was 10% for calculating the reserve base until November 1999, and 30% thereafter.

2) 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.

3) Includes the reserve base of credit institutions in Greece (EUR 134.4 billion in November and 134.6 billion in December 2000, EUR 107.3 hillion
and EUR 110.3 billion of which qualify for the 2% coefficient respectively). On a transitional basis, credit institutions located in participating Member
Sates could choose to deduct fromtheir own reserve base liabilities to credit institutions in Greece. Starting from the reserve base as at
end-January 2001 the standard treatment applies.

2. Reserve maintenance?
(EURbillions; interest rates as annual percentages)

Maintenance Required Actual Excess Deficiencies ¥ Interest rate on

period reserves ? reserves ¥ reserves ¥ minimum

ending in: reserves ©

1 2 3 4

2000 Sep. 112.6 113.1 0.5 0.0 4.57

Oct. 113.7 114.2 0.5 0.0 4.69

Nov. 115.1 115.5 0.4 0.0 4.81

Dec. 116.6 117.2 0.6 0.0 4.78

Euro area enlargement

2001 Jan. 118.5 119.0 0.5 0.0 4.77

Feb. 120.1 120.6 0.5 0.0 4.76

Mar. 120.4 120.9 0.5 0.0 4.77

Apr. 120.8 121.3 0.5 0.0 4.77

May 124.2 124.8 0.7 0.0 4.71

June 125.0 125.6 0.6 0.0 4.52

July 126.4 127.0 0.6 0.0 4.51

Aug. 127.2 127.7 0.5 0.0 4.50

Sep. ® 125.3 - - - -
Source: ECB.

1) Thistable contains full data for completed maintenance periods and required reserves for the current maintenance period.

2) Theamount of reserve requirement of each individual credit institution isfirst calculated by applying the reserve ratio for the corresponding categories of
liabilities to the eligible liabilities, using the balance sheet data as at the end of each calendar month; subsequently, each credit institution deducts from this
figure a lump-sum allowance of EUR 100,000. The resulting reserve requirements 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 fromrequired reserves over the maintenance period, computed on the basis of those credit institutions that have
not fulfilled the reserve requirement.

6) Thisrate equalsthe 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).

7) Owing to the adoption of the euro by Greece on 1 January 2001, the reserve requirement is an average, weighted by the number of calendar days, of the
reserve requirements for the Euro 11 from 24 to 31 December 2000 and the reserve requirements for the Euro 12 from 1 to 23 January 2001
(i.e. 8/31* EUR 116.9 billion + 23/31* EUR 119.1 hillion).
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Table15

Banking system’s liquidity position ¥
(EUR billions; period averages of daily positions)

Maintenance Liquidity-providing factors ‘ Liquidity-absorbing factors Credit Base
period institu- | money

endingin: Monetary policy operations of the Eurosystem tions’

current

Eurosystem’s Main| Longer-term| Marginal Other|  Deposit Other | Banknotes Central Other | accounts ¥

net assets| refinancing | refinancing| lending| liquidity- facility | liquidity- in| government|  factors
ingold| operations| operations facility| providing absorbing | circulation deposits|  (net) ¥
and foreign operations operations with the
currency 2 2 Eurosystem
1 2 3 4 5 6 7 8 9 10 11 12
1999 Oct. 349.7 143.0 45.0 0.3 0.0 0.6 0.0 3425 45.4 459 1035 446.7
Nov. 351.8 140.5 53.7 0.3 0.0 0.4 0.0 3431 515 47.3 104.2 4476
Dec. 351.7 150.4 65.0 0.3 0.0 1.0 0.0 354.3 59.0 475 105.6  460.8
2000 Jan. 362.3 1385 75.0 19 0.0 05 33 363.0 41.0 61.2 108.7 4723
Feb. 367.8 130.9 705 0.1 0.0 0.2 0.0 347.6 49.2 64.2 108.1 4559
Mar. 369.2 136.1 66.2 0.2 0.0 0.3 0.0 347.6 51.7 63.5 108.6 456.4
Apr. 377.1 136.7 61.0 0.2 0.0 0.9 0.0 349.7 45.6 69.1 109.7 460.3
May 378.8 142.6 60.0 04 0.0 2.3 0.0 353.8 41.9 71.8 1120 468.2
June 378.1 140.9 59.9 0.3 0.2 0.8 0.0 354.1 383 72.1 1142  469.1
July 380.8 157.9 59.9 04 0.0 05 0.0 357.0 504 76.8 11