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BOXES

Economic Developments and Policies

*HQHUDO JRYHUQPHQW UHYHQXH DQG H[SHQGLWXUH ��� � �

7KH PRQHWDU\ DJJUHJDWHV IRU WKH HXUR DUHD DQG LWV
,WDOLDQ FRPSRQHQWV ��� � � � � � � � � � � � � � � � � � � � � � �

7KH LPSOHPHQWLQJ SURYLVLRQV RI WKH ���� EXGJHW ���

7KH 6RFLDO 3DFW IRU *URZWK DQG (PSOR\PHQW ��� � � �

1HZ GHYHORSPHQWV LQ WKH VWDWLVWLFDO LQIRUPDWLRQ
GLVVHPLQDWHG E\ WKH %DQN RI ,WDO\ ��� � � � � � � � � � � �

SYMBOLS AND CONVENTIONS

— the phenomenon in question does not occur;

.... the phenomenon occurs but its value is not known;

.. the value is known but less than the minimum considered
significant.

Unless indicated otherwise, figures have been computed by
the Bank of Italy.
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Economic Developments and Policies

The international economy

The third stage of Economic and Monetary Union
in Europe began on 1 January; the euro was
introduced, its conversion rates in relation to the
currencies of the eleven participating countries
having been irrevocably fixed on 31 December 1998.

The last two months of 1998 were a period of
relative calm in the international financial markets.
One contributory factor was the agreement reached in
November between the International Monetary Fund
and the Brazilian authorities on support for the
Brazilian economic adjustment programme. Stock
market indices in the United States and Europe
showed significant gains.

In January of this year the situation suddenly
began to deteriorate again. The Brazilian authorities
ran into difficulties implementing the fiscal austerity
programme, leading to massive speculative attacks
on the real. On 15 January, two days after widening
the currency’s fluctuation band, the Brazilian
authorities decided to abandon the exchange rate peg
with the dollar and to allow the real to float freely. The
currency crisis in Brazil had repercussions on the
stock markets and currencies of other emerging
countries, especially those in Latin America; some
countries raised their interest rates to stem the outflow
of funds. Stock markets in the industrialized countries
lost part of their previous gains.

In view of Brazil’s size in terms of output and
trade, its difficulties will adversely affect the growth
prospects of other economies in Latin America. They
could also cause a further decline in commodity
prices, which have already fallen to historic lows in
relation to the prices of manufactures. These effects
of the Brazilian crisis will compound the already
serious repercussions of the financial crises in Asia

and Russia and the recession in Japan. The latest
estimates from the IMF confirm the sharp slowdown
in the growth of world output and trade between 1997
and 1998, with GDP growth declining from 4.2 to 2.2
per cent and the growth in world trade slowing down
from 9.9 to 3.3 per cent.

The economic picture in Japan has worsened. It is
estimated that GDP, which has been declining since
the final quarter of 1997, fell by almost 3 per cent in
1998; price deflation has become more pronounced.
In an environment in which it is difficult for
budgetary policy to stimulate growth, the monetary
policy stance remained expansionary; in November
the Bank of Japan launched emergency measures to
increase the banks’ propensity to lend, and in
mid-February it induced a further decline in the
overnight rate to 0.15 per cent. The programme to
restructure the banking system began with the
nationalization of two of the major banks.

Economic activity declined sharply last year in
the Asian countries most directly affected by the
financial crisis. Signs of improvement have begun to
appear in the last few months: currencies have
stabilized, allowing interest rates to be reduced, in
some cases to the levels recorded in the summer of
1997. The decision by the Chinese authorities to
maintain the exchange rate of the yuan helped reduce
tensions in the Asian markets. In South Korea and
Thailand, where economic and financial reforms
have been more far-reaching, the economic climate is
gradually improving.

In Russia, on the other hand, the economic crisis
is deepening; GDP collapsed in the second half of
1998. A new recovery plan that resolutely tackles the
country’s serious structural problems is an essential
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precondition for restoring the confidence of
international investors and reinstating the loan agreed
with the IMF in July, which is currently in suspense.

In the United States the upturn in economic
activity continued in the second half of the year,
reflecting the growth in consumption, which was due
partly to the steep rise in the equity market; the
household saving rate decreased further. Growth in
the euro area remained firm, although signs of a
slowdown emerged in the final quarter.

In the United States and the European Union
fiscal policies were broadly unchanged in 1998, while
monetary policies took on a more expansionary slant.
In November the Federal Reserve reduced the target
rate for federal funds for the third time since the end
of September, bringing it to its lowest level for four
years. The move was justified not only by the absence
of inflationary pressures but also by the difficulties
firms were having obtaining credit and uncertainty
about economic developments at the international
level. The Bank of England also reduced base rate
several times, so that at the beginning of February it
stood at 5.5 per cent. In the euro area interest rates
completed their convergence towards the lowest

levels obtaining within the area; at the end of
December official rates in the participating countries
were 3 per cent.

In the first two months of 1999 the exchange rates
among the three leading currencies were relatively
stable, being little affected by the crisis in Brazil. The
yen appreciated considerably between December and
January, owing partly to an increase in long-term
yields in Japan. The dollar strengthened slightly from
the end of January onwards in response to
expectations of a widening of the yield differential in
favour of the United States.

The economic and financial crisis in the emerging
countries

According to IMF estimates, growth in the
developing countries fell from 5.7 per cent in 1997 to
2.8 per cent in 1998. In the countries of Central and
Eastern Europe and the former USSR, where in 1997
GDP had risen for the first time since the beginning
of the transition to the market economy, output
contracted again.

Table 1
Main economic indicators for selected emerging countries
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In Latin America the rate of growth more than
halved, to 2.5 per cent. The severe slowdown affected
almost all the countries, but especially Venezuela,
where output fell by 2.5 per cent. Despite the
deceleration in activity, the current account deficits of
many countries in the region increased (Table 1).

The difficult situation in Brazil had an immediate
impact on the financial markets of the other countries
in the region. Share indices fell sharply in the first two
weeks of January, by about 14 per cent in Mexico, by
15 per cent in Venezuela and by 16 per cent in
Argentina. The equity markets in Russia and some
Asian countries also felt the effects (Figures 1 and 2).
Shares regained part of their losses in the days
following the devaluation of the real.

Figure 1
Exchange rates, share indices and interest rates
in selected Latin American countries and Russia

(end--week data)
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Emerging countries found their access to capital
markets further reduced. The yield differential
between their bond issues and similar US Treasury
securities, which had gradually narrowed to 10
percentage points at the beginning of 1999 after
having touched a peak of 14 points in September
1998, temporarily widened again to 14; from
mid-February onwards it remained below 12 points
(Figure 3). It is estimated that net capital inflows to
emerging and developing countries fell dramatically
from $118 billion in 1997 to $70 billion last year.

Figure 2
Exchange rates, share indices

and interest rates in selected Asian countries
(end--week data)
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In Russia the economic situation deteriorated
rapidly after the crisis in August. The fall in output in
1998 is now put at 5.7 per cent; in the last few months
of the year the inflation rate rose again to 60 per cent.
One of the country’s main problems continues to be
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the structural difficulty of ensuring an adequate flow
of tax revenue. The budget deficit increased further to
8.5 per cent of GDP, compared with 7.5 per cent in
1997. Despite the fall in oil prices, the balance of
payments returned to surplus as a result of the
collapse of domestic demand. The problem of foreign
debt, which amounts to about $150 billion, remains
critical.

Figure 3

Yield differentials between dollar--denominated
bonds issued by emerging countries

and US Treasury bonds (1)
(monthly averages; percentage points)
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18.8), Brazil (34.9), Bulgaria (3.2), Ecuador (3.5), Mexico (22.5), Panama (2.2), Peru
(2.6), Poland (4.7), Russia (1.5) and Venezuela (6.3).

In Asia the financial crisis that erupted in the
summer of 1997 and the subsequent stabilization
programmes have had a much greater impact on the
real economy than had initially been foreseen. Output
fell by between 7 and 8 per cent in South Korea,
Malaysia and Thailand and by 5 per cent in Hong
Kong. The collapse of GDP in Indonesia was
devastating, in excess of 15 per cent. Signs of
recovery are appearing in South Korea and Thailand,
where industrial output began to rise again in the last
few months of 1998. The contraction in GDP in these
countries was accompanied by a dramatic correction
in the current account of the balance of payments,
which swung into large surpluses; their currencies
stabilized against the dollar (Figure 2).

In China growth was slower than in 1997 but still
above 7 per cent, mainly because of the impetus from
public investment; inflation fell to practically zero.
To tackle the problems of the financial system, the
authorities began a programme of restructuring,
under which it liquidated the Guangdong
International Trust and Investment Corporation, one

of the largest regional long-term financing
institutions.

World commodity prices continued to decline in
the fourth quarter of 1998. In particular, oil prices fell
by almost 9 per cent between the third and fourth
quarters to a level comparable to that prevailing
before the oil crisis in the early seventies in relation
to the prices of manufactures. Oil prices were 40 per
cent lower than in December 1997.

The external accounts of Asian countries
continued to improve in the second half of 1998,
albeit less markedly than in the first half. The
aggregate current account surplus of the five worst
affected countries (South Korea, the Philippines,
Indonesia, Malaysia and Thailand) is thought to have
amounted to $60 billion in 1998, compared with a
deficit of $24 billion in 1997. There was a further
increase in Japan’s current account surplus, which
amounted to $120 billion on an annualized basis in
the first eleven months of the year, equal to 3.2 per
cent of GDP.

The main counterpart to the emergence of a
surplus in the Asian countries was an increase in the
current account deficit of the United States, which in
the first three quarters of 1998 rose to an annualized
$220 billion (2.6 per cent of GDP). On the basis of
data for the first nine months, the surplus of the euro
area decreased to almost $60 billion on an annualized
basis (0.9 per cent of GDP).

The leading financial markets

In the last two months of 1998 share prices on the
stock markets of the leading countries apart from
Japan, where the equity market remained very
depressed, rose by between 9 and 25 per cent, thus
returning to levels close to the historic highs recorded
in July (Figure 4). The markets continued to rise in
early January but suffered a slight setback after the
currency crisis in Brazil.

Despite the partial correction in the second half of
January, equity markets have recorded extremely
large gains since the beginning of 1997: 120 per cent
in Italy, between 55 and 70 per cent in the United
States, Germany and France, and 40 per cent in the
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United Kingdom. Price/earnings ratios in these
countries are still far higher than the averages of the
last decade. The exceptional increase in share prices
appears to be attributable to the abundance of
liquidity resulting from massive outflows of funds
from emerging markets, especially those in Asia,
and more recently to the decline in interest rates in
the industrialized countries. In view of expectations
of stable or declining profits, another contributory
factor may have been the perception among investors
that equity investment was less risky because
of the larger proportion of savings managed
professionally.

Figure 4

Share prices in the main industrial countries
(weekly averages; indices, 30 December 1996=100)
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Source: Reuters.

Since the end of October long-term interest rates
have declined by a further 0.3 percentage points in the
euro area and risen by 0.4 points in the United States.
In Japan the public sector’s rising borrowing
requirement and the announcement by some public
agencies that they were reducing their subscriptions
of government securities caused yields to rise rapidly
by more than 1 percentage point. In the United
Kingdom the prospect of a weakening of economic
activity encouraged a decline of 0.6 points in
long-term yields. The yield differential between
10-year Italian and Spanish Treasury bonds and their
German equivalents is currently around 0.2 points
(Figure 5). Adjusted for actual consumer price
inflation recorded in December, long-term rates in the
seven leading industrialized countries average 2.6 per
cent, the lowest level since the beginning of the
eighties.

The yen strengthened considerably between
December and January, partly on account of the large
increase in yields on yen-denominated government
securities and partly because of the gradual
repatriation of funds by Japanese banks, which feared
that a depreciation of the yen would increase the
balance-sheet value of their foreign currency lending,
making it more difficult to meet capital adequacy
requirements. In the second week of January the
exchange rate reached ¥109 to the dollar, an
appreciation of 4.0 per cent since the end of
December (Figure 6). The yen subsequently fell back
to ¥120 to the dollar, partly as a result of exchange
market intervention by the Bank of Japan. If the yen
were to resume appreciating significantly, it would
aid recovery in the other economies in Asia but there
is a danger that it would exacerbate the recession in
Japan.

Figure 5

Long--term interest rates (1)
(monthly averages)
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(1) Yields on 10-year government bonds.

The euro had an orderly launch in a climate of
market optimism and initially remained stable against
the US dollar, fluctuating between $1.15 and 1.18 per
euro. It began to depreciate at the beginning of
February, when data on the performance of the US
economy showed that the cyclical disparity between
Europe and the United States was widening; at the
end of the third week of February the euro stood
at $1.11.
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Figure 6

Nominal exchange rates and indicators of
competitiveness of leading currencies

(monthly averages)
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Economic activity and policies in Japan, the
United States and the United Kingdom

The recession in Japan continued in the third
quarter of 1998, with GDP contracting at an annual
rate of 2.6 per cent with respect to the preceding
quarter. The growth in exports, which rose by 6.7 per
cent after falling in the first half of the year, only
partly offset the contraction of 1.1 per cent in private
consumption and 10 per cent in investment. The fall
in industrial production, the persisting depressed
climate of business confidence and the continued
signs of deflation (in the fourth quarter wholesale
prices were 3.6 per cent lower than a year earlier)
indicate that activity continued to decline in the last
quarter as well.

In November the Government introduced an
impressive economic support programme totalling
¥24 trillion (around 5 per cent of GDP), comprising
both tax cuts and increased expenditure. The first part

of the programme, consisting of measures amounting
to about ¥6 trillion, was launched in the third
supplementary budget of 1998, which was approved
in December. A further part was inserted into the
Finance Law that will come into effect on 1 April.
According to government estimates, the general
government budget deficit for the 1998 fiscal year,
net of social security, is likely to be equal to 9.8 per
cent of GDP, compared with an initial forecast of 4.7
per cent.

Monetary policy remained expansionary. In the
last quarter of 1998 the overnight rate fell to around
0.25 per cent and the 3-month call rate remained
unchanged at about 0.8 per cent. The M1 money
supply was 7.3 per cent higher than in the same period
of 1997 (compared with almost 8.0 per cent in the
third quarter), while the wider aggregate (M2 plus
CDs) showed growth of 4.0 per cent (3.7 per cent in
the third quarter), reflecting the stagnation in bank
lending. In November the Bank of Japan announced
the introduction of emergency measures that allow
the banks greater scope to refinance new lending at
the central bank and extend the range of corporate
bonds that can be used as collateral in refinancing
operations. In mid-February the Bank of Japan eased
monetary conditions further by encouraging a decline
in the overnight rate to 0.15 per cent and declared that
it was prepared to make further reductions.

The nationalization of Long Term Credit Bank in
October was followed by that of Nippon Credit Bank
on 13 December. Under the law on the reform of the
banking system that was approved in October, the
shares of the latter will be acquired by the Deposit
Insurance Corporation, which will guarantee the
performance of the bank’s outstanding operations
until its liquidation.

In the United States economic activity remained
strong in the second half of the year, confounding the
fears of a slowdown that had spread from the summer
onwards; GDP grew at an annual rate of 3.8 per cent
between the two halves, reflecting the brisk rise in
private consumption (Table 2). The strong expansion
in consumer credit and the recovery in the equity
market contributed to a further decline in the
household saving rate. In the fourth quarter non-farm
employment rose by 0.6 per cent with respect to
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September and the unemployment rate fell to 4.4 per
cent.

Consumer price inflation remained very low in
the second half of the year; in December the
twelve-month rate was 1.6 per cent, the same as the
average for 1998, itself the lowest since 1965.
Producer prices continued to fall in the last few
months of the year, although more slowly than in the
first half.

Table 2
GDP and domestic demand

in the major industrial countries
(annualized percentage changes on preceding period,

at constant prices)

���� ���� ����
���� ����

��� +� +� ���
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'RPHVWLF GHPDQG � � � � ��� ��� ��� � � � �
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(8
*'3 � � � � � � � � � � � � � � � � ��� ��� ��� � � � �
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6RXUFHV� ,0)� (XURVWDW DQG QDWLRQDO VWDWLVWLFV�
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The federal budget showed a surplus in the fiscal
year ending in September, the first surplus for thirty
years. According to Administration estimates,
maintaining the present fiscal stance unchanged
would generate a cumulative surplus of about
$4 trillion over the next fifteen years. More than 60
per cent of this excess will be set aside to finance the
deficit of the social security system.

In November the Federal Reserve eased
monetary conditions for the third time in less than two
months by reducing the federal funds rate and the
discount rate by a quarter of a point to 4.75 and 4.5 per
cent respectively.

In the United Kingdom the slowdown in activity
spread from manufacturing to the other sectors of the
economy. Growth between the second and third
quarters was 1.6 per cent at an annual rate, compared
with 2.4 per cent in the first half of the year.
Subsequent developments regarding industrial
production and consumer and business confidence
suggest that the downward trend persisted in the final
quarter.

The weakness of economic activity was reflected
in the fall in inflation to 2.6 per cent in December, net
of mortgage interest payments, compared with 3.2
per cent in May. This provided scope for a significant
easing of monetary conditions; between October and
February the reference rate was reduced by a total of
2 percentage points to 5.5 per cent. The Chancellor’s
pre-budget report, presented to Parliament in
November, forecasts a small budget surplus equal to
0.8 per cent of GDP in the financial year ending in
March, compared with a deficit of 0.6 per cent in the
preceding year.

Economic activity and policies in the euro area

According to estimates from Eurostat, GDP in the
euro area rose at an annual rate of 2.8 per cent between
the second and third quarters of 1998, essentially the
same as in the first half of the year (Table 3);
consumption and investment also increased apace. In
the first nine months of the year GDP was 3.1 per cent
higher than a year earlier, with wide differences
between countries; growth was particularly vigorous
in France, Spain and especially some of the smaller
economies (Finland, Austria and the Netherlands),
more moderate in Germany (2.8 per cent) and very
weak in Italy (1.6 per cent).

In the final quarter economic activity began to be
affected by the deterioration in the situation world-
wide. In Germany and Italy industrial production was
respectively 2.4 and 1.4 per cent lower than in the
preceding quarter, but almost unchanged in France
and Spain. Business confidence ebbed further in all
the main countries in the area, depressed by the fall in
orders from abroad (Figure 7).
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Table 3
Selected economic indicators for the euro area and the main euro area countries (1)

���� ���� ����
����

���� ���� ����
4� 4� 4�

(XUR DUHD
*'3 � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� � � � � ��� ��� ���
'RPHVWLF GHPDQG � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� � � � � ��� ��� ���
&RQVXPHU SULFHV ��� � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ��� ���
(PSOR\PHQW � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� � � � � ��� ��� ���
8QHPSOR\PHQW UDWH ��� � � � � � � � � � � � � � � � � � � � � � � � � � � � ���� ���� ���� ���� ���� ����

*HUPDQ\
*'3 � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ��� ���
'RPHVWLF GHPDQG � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ����� ���
&RQVXPHU SULFHV ��� � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ��� ���
(PSOR\PHQW � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ����� ����� � � � � ����� ����� ���
8QHPSOR\PHQW UDWH ��� � � � � � � � � � � � � � � � � � � � � � � � � � ��� ���� ��� ���� ��� ���

)UDQFH
*'3 � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ��� ���
'RPHVWLF GHPDQG � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ��� ���
&RQVXPHU SULFHV ��� � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ��� ���
(PSOR\PHQW ��� � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� � � � � ��� ��� ���
8QHPSOR\PHQW UDWH ��� � � � � � � � � � � � � � � � � � � � � � � � � � ���� ���� ���� ���� ���� ����

,WDO\
*'3 � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ����� ��� ���
'RPHVWLF GHPDQG � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ��� �����
&RQVXPHU SULFHV ��� � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ��� ���
(PSOR\PHQW � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� � � ��� ��� ��� ���
8QHPSOR\PHQW UDWH ��� � � � � � � � � � � � � � � � � � � � � � � � � � ���� ���� � � � � ���� ���� ����

6SDLQ
*'3 � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ��� ���
'RPHVWLF GHPDQG � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ��� ���
&RQVXPHU SULFHV ��� � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ��� ���
(PSOR\PHQW � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� � � � � ��� ��� ���
8QHPSOR\PHQW UDWH ��� � � � � � � � � � � � � � � � � � � � � � � � � � ���� ���� ���� ���� ���� ����

6RXUFHV� (XURVWDW DQG QDWLRQDO VWDWLVWLFV�
��� )RU *'3 DQG GRPHVWLF GHPDQG� DQQXDOL]HG SHUFHQWDJH FKDQJHV RQ SUHFHGLQJ SHULRG� IRU FRQVXPHU SULFHV DQG HPSOR\PHQW� SHUFHQWDJH FKDQJHV RQ FRUUHVSRQGLQJ SHULRG RI

SUHYLRXV \HDU� 7KH TXDUWHUO\ GDWD RQ*'3 DQG GRPHVWLF GHPDQG LQ ,WDO\ DUH EDVHG RQ WKHPHWKRG RI FRPSLODWLRQ LQ IRUFH XQWLO 'HFHPEHU ����� �� ��� +DUPRQL]HG LQGH[� �� ��� 6WDQGDUGL]HG
UDWH FDOFXODWHG E\ (XURVWDW� �� ��� 1RQ�IDUP VHFWRU SD\UROO HPSOR\PHQW�

Employment continued to rise during 1998,
increasing by 1.3 per cent in the third quarter by
comparison with the same period of the preceding
year; Eurostat’s standardized unemployment rate for

the area fell from 11.3 per cent in January to 10.8 per
cent in December. Substantial reductions of more
than 1 percentage point occurred in Ireland, the
Netherlands, Portugal and Spain.
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Figure 7

Confidence indicators for consumers
and enterprises (1)
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(1) Three-month moving averages.

Inflation diminished further in the latter part of
the year owing to the fall in commodity prices and the
slight reduction in unit labour costs in manufacturing
industry; on the basis of the harmonized consumer
price index, it came down to 0.8 per cent in December.
The rate of price increase was not uniform within the
area; it was lower than the average in France and
Germany and higher in Spain, the Netherlands and
Italy.

The average general government deficit for the
euro countries is estimated to have declined from 2.5
to 2.1 per cent of GDP in 1998, thanks initially to the
acceleration in growth and then to the reduction in

interest rates. On a cyclically adjusted basis, there
was a pause in the adjustment in the public finances.
The budgetary situation continues to differ widely
between countries: Ireland, Luxembourg and Finland
have surpluses, while Germany, France and Italy have
deficits still significantly in excess of 2 per cent of
GDP.

Figure 8

Short--term interest rates (1)
(monthly averages)
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(1) For the euro area, based on national statistics; from January 1999 onwards,
3-month Euribor. For sources and definitions, see the notes to Statistical Table a4.

In the last few months of 1998 the growth in the
area’s monetary aggregate M3 remained virtually
unchanged at 4.7 per cent. National reference interest
rates tended to converge towards the levels prevailing
in the countries where they were lowest, with the
consequence that money market yield differentials
narrowed. On 4 December reference rates were
reduced in concert to 3 per cent in all the participating
countries except Italy, which initially cut the discount
rate to 3.5 per cent and came into line with the other
countries on 28 December. By the end of the year the
area’s 3-month interest rate had come down to 3.26
per cent, compared with 3.75 per cent at the end of
October (Figure 8).
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The Italian economy and the balance of payments

Economic activity in Italy continued to grow
more slowly than productive capacity in 1998. GDP
at constant prices rose by 1.4 per cent, compared
with nearly 3 per cent in the euro area as a whole
(Figure 9). The sluggish growth of GDP reflected the
stagnation in industrial output, which hovered around
the level reached at the end of 1997.

Economic activity was sustained by gross fixed
capital formation, although the pickup in investment
was smaller than expected; after average gains of
1.4 per cent in the two previous years, the expansion
accelerated to 3.5 per cent, in line with that for the
euro area. Despite continued good corporate
profitability and the fall in interest rates, capital
formation in Italy was checked by the progressive
deterioration in the outlook for demand. Moreover,
investment in construction continued to stagnate,
apparently responding to the tax incentives for the
renovation of residential properties only in the last
few months. The gradual deterioration in demand
conditions was reflected in the further substantial
accumulation of stocks, which is estimated to have
been responsible for more than a third of the total
growth in output since the beginning of 1997.

In 1998 household consumption grew more
slowly than in the euro area as a whole. Uncertainty
about the future economic situation and the smallness
of the increase in households’ disposable income
limited the growth in spending, which nevertheless
recovered significantly after stagnating in the first
quarter.

Over the year as a whole net external demand
made a negative contribution to the growth in output
(-1.1 percentage points). Imports benefited from
reductions in the prices of goods from Asian countries
and from purchases of raw materials, which were
stimulated by the fall in world market prices. Export
growth was much more modest, owing partly to the
sharp slowdown in world trade. The exports of the

euro area as a whole increased more rapidly than
those of Italy alone.

Despite the weak growth in economic activity,
the labour force survey showed an annual increase of
0.5 per cent in the average number of persons in
employment, due mainly to a rise in female and
part-time employment. The improvement in labour
market conditions led to a higher participation rate,
especially in the South; this increased the nationwide
unemployment rate to 12.6 per cent in the October
survey, compared with 12.4 per cent a year earlier.

Figure 9
GDP in Italy and the euro area

(seasonally adjusted quarterly data at constant prices)
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Sources: Eurostat and national statistics.

The contraction in the trade surplus and an
increase in the deficit on invisibles reduced the
surplus on the current account of the balance of
payments to 2.1 per cent of GDP. On the basis of
capital movements officially recorded in the balance
of payments, Italy continued to have a small net
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external debtor position; however, considering that
the very large amount recorded in the item “errors and
omissions” probably reflects unrecorded outflows of
Italian capital, in reality the net external position is
probably positive.

Consumption and disposable income

According to the new national accounts with a
new base year and revised methods of aggregation
(the changes are reported in Istat’s press release of
1 March 1999), households’ domestic consumption

grew by 1.9 per cent at constant prices in 1998
(Table 4). According to the quarterly national
accounts - still based on the methodology used
through December - consumer spending stagnated in
the first quarter but picked up in the second and third.
This moderate growth in consumption over the year
contrasts with the sharper increase in the euro area
(2.3 per cent for the four largest countries; Table 5).
The differences between the leading euro area
countries can be attributed partly to the differing
impact which the tightening of fiscal policy in 1997
had on household incomes - it was particularly severe
in Italy - and partly to differences in employment
trends.

Table 4
Resources and uses of income

(seasonally adjusted data; percentage changes on preceding period except where indicated otherwise)

$W ���� SULFHV $W ���� SULFHV

3HUFHQWDJH RI
*'3 LQ ����

���� ���� &RQWULEXWLRQ WR
WKH JURZWK LQ

���� ���J
*'3 LQ ����

LQ ���� <HDU <HDU
WKH JURZWK LQ
*'3 LQ ���� 4� 4� 4�

5HVRXUFHV

*'3 � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � �� ��� ��� �� ����� ��� ���

,PSRUWV � � � � � � � � � � � � � � � � � � � � � � � � � � � ���� ��� ��� ����� ��� ��� �����

*RRGV � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� �����

6HUYLFHV � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ����� �����

7RWDO UHVRXUFHV � � � � � � � � � � � � � � � � � � � � � �� ��� ��� �� ��� ��� � �

8VHV

*URVV IL[HG LQYHVWPHQW � � � � � � � � � � � � � � ���� ��� ��� ��� ��� ����� ���

&RQVWUXFWLRQ � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ����� ����� ���

0DFKLQHU\� HTXLSPHQW DQG VXQGU\
SURGXFWV � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ���

7UDQVSRUW HTXLSPHQW � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ����� ���

+RXVHKROG FRQVXPSWLRQ � � � � � � � � � � � � ���� ��� ��� ��� ��� ��� ���

1RQ�GXUDEOHV � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ����� � � ���

6HPL�GXUDEOHV � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ���

'XUDEOHV � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ���

6HUYLFHV � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ���

2WKHU GRPHVWLF XVHV � � � � � � � � � � � � � � � � ���� ��� ��� ��� ��� ��� �����

7RWDO GRPHVWLF GHPDQG � � � � � � � � � � � � � � ���� ��� ��� ��� ��� ��� �����

([SRUWV � � � � � � � � � � � � � � � � � � � � � � � � � � � ���� ��� ��� ��� ����� ��� ���

*RRGV � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ����� ��� ���

6HUYLFHV � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ����� �����

6RXUFH� %DVHG RQ ,VWDW GDWD�
��� 'DWD EDVHG RQ WKH V\VWHP RI QDWLRQDO DFFRXQWV LQ IRUFH XQWLO 'HFHPEHU �����
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Table 5

GDP, the main components of demand, and imports in the leading euro area countries
(seasonally adjusted data at constant prices; percentage changes on the preceding period)

���� ���� ���� ���

<HDU <HDU 4� 4� 4�

*'3

*HUPDQ\ � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� � � ���
)UDQFH � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ���
,WDO\ � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ����� ��� ���
6SDLQ � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ���
(XUR �� � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� � � � � ��� ��� ���

+RXVHKROG FRQVXPSWLRQ

*HUPDQ\ � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ����� ���
)UDQFH � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ���
,WDO\ � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ���
6SDLQ � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ���
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6RXUFHV� %DVHG RQ (XURVWDW GDWD DQG QDWLRQDO VWDWLVWLFV�
��� )RU ,WDO\� GDWD DW ���� SULFHV EDVHG RQ WKH V\VWHP RI QDWLRQDO DFFRXQWV LQ IRUFH XQWLO 'HFHPEHU �����

In Italy the rate of increase in private con-
sumption primarily reflected the modest growth in
households’ disposable income, which, based upon
the quarterly national accounts, can be estimated at no
more than 1 per cent in the first nine months, at
constant prices and after taking account of the change
in the purchasing power of net financial assets.

Households’ spending capacity was sustained by a
slight acceleration in real terms in income from
self-employment and gross wages and salaries. The
rise in compensation was accompanied by a modest
increase in the number of standard labour units
employed (0.4 per cent in the case of employees and
0.3 per cent in that of the self-employed). Per capita
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employee earnings rose by 0.9 per cent at constant
prices and before direct taxes and employees’ social
security contributions. On the other hand, the growth
in disposable incomes was curbed by a further fall in
households’ net interest income, which was only
partly offset by the reduced erosion of the purchasing
power of financial assets due to the slowdown in
inflation.

Figure 10

Climate of confidence among consumers
and their expectations with regard to the
Italian economy and unemployment (1)
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(1) Until 1994 no survey was conducted in August; the data for that month were

calculated as simple averages of adjacent data. Since January 1995 interviews have
been conducted by telephone instead of on site and the interviewee is no longer
necessarily the head of the household but any adult member who contributes to its
income. Since January 1998 the sample has referred to consumers instead of
households. - (2) Index, 1980=100. - (3) Percentage of those interviewed who expected
an improvement in economic conditions in Italy in the subsequent 12 months. - (4)
Percentage of those interviewed who expected an increase in unemployment in the
subsequent 12 months. - (5) For the three months ending in the reference month.

One of the factors that served to check
households’ spending decisions was uncertainty
about the economic outlook and labour market
conditions, as indicated by the high variability of the
confidence index published by Isae (which took over

the activities of Isco and Ispe on 4 January 1999;
Figure 10). Household confidence was less volatile in
the leading euro area countries; as in Italy, it showed
a tendency to improve towards the end of the year.

The quarterly national accounts indicate that in
the first nine months of 1998 half of the total growth
in private consumption in Italy stemmed from a
strong increase in purchases of semi-durable goods,
which were 3.9 per cent higher than in the same
period of 1997 at constant prices. Further stimulus
came from purchases of durable goods and services,
which rose by 4.8 and 1.6 per cent respectively, while
spending on non-durable goods showed a further
decline of 1.7 per cent.

The increase in purchases of consumer durables
was almost entirely accounted for by the 6.4 per cent
growth registered by goods other than transport
equipment. Apart from the growing difficulty of
further postponing the replacement of obsolete
goods, contributory factors were the fall in interest
rates and, in the case of data-processing and
telecommunications equipment, an acceleration in
price reductions, which presumably made such
products affordable for an increasingly broad group
of consumers.

Spending on transport equipment was higher than
had been forecast in the light of the expiry in July of
the tax incentives for the scrapping of old motor
vehicles. It was sustained by price reductions in the
second half of the year, due partly to more intense
competition from Asian manufacturers.

Investment and stocks

At the beginning of last year the high level of
plant utilization (Figure 11), the good outlook for
demand, due in part to the approaching launch of the
euro, the strength of corporate profits and the fall in
interest rates pointed to a pronounced expansion in
productive capacity in Italy. This was confirmed by
the survey the Bank of Italy conducted early in the
year of the investment plans of manufacturing firms
with at least 50 employees. Later, the worsening
of the Asian financial crisis, which depressed



7+( ,7$/,$1 (&2120< $1' 7+( %$/$1&( 2) 3$<0(176(&2120,& %8//(7,1 � 1R� ��� )(%58$5< ����

14

world demand and significantly reduced the
competitiveness of Italian firms with respect to those
in Asia, clouded the outlook for the demand for Italian
products (Figure 12). This apparently led firms to be
cautious in making investment decisions, an attitude
that was reinforced in the summer by the heightened
risk of international economic instability following
the spread of the financial crisis to Russia. The
outcome was a lower level of capital formation than
had been forecast.

Figure 11

Composite indicator
of capacity utilization in industry (1)
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(1) Arithmetic mean of the Bank of Italy (Wharton) and Isae indicators.

Gross fixed investment grew by 3.5 per cent at
constant prices in 1998. The increase was in line with
the average for the euro area as a whole but fell far
short of those recorded by Spain (9 per cent) and
France (4.1 per cent). Germany recorded an even
smaller rise of 1.1 per cent, but it should be noted that
German capital formation ran at a high level in the
first and third quarters and that the poor overall result
largely reflected the sharp fall in construction activity
in the second quarter due to particularly bad weather
(Table 5).

Italian investment in equipment, machinery and
transport equipment rose by 5.3 per cent in the first
nine months of the year compared with the
corresponding period of 1997 according to the
quarterly national accounts. Spending on transport
equipment, which benefited from the incentives for
scrapping old vehicles until they expired in July,
accounted for more than three percentage points of
the increase. The growth in spending on equipment
and machinery was a much more modest 2.7 per cent

and slowed down over the period. The fall in the
second half of the year in the index of orders compiled
by the association of machine tool manufacturers
suggests that the slowdown is likely to have
continued in recent months.

Figure 12
Industrial output, orders and stocks
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Investment in construction continued to stagnate
in the first nine months. The fall in new residential
building, which has been uninterrupted since 1993,
was apparently offset by the strengthening of the
recovery in public works and renovation activity. The
latter benefited from the tax incentives provided for
in the Finance Law for 1998, although their impact
was less than had been expected, partly because the
procedures for their application were not finalized
until May. It can nonetheless be expected that greater
advantage will be taken of the incentives this year.
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Firms’ favourable expectations for demand at the
beginning of 1998 and their subsequent deterioration
were reflected in a substantial buildup of stocks,
especially in the early part of the year. The
corresponding item in the national accounts, which
also includes statistical discrepancies between the
supply-side and demand-side estimates of GDP,
accounted for 0.5 percentage points of the total
growth of 1.4 per cent in output last year.

Exports and imports

In 1998 Italian imports of goods and services
grew by 6.1 per cent at constant prices, much faster
than exports (1.3 per cent). For the euro area as a
whole the growth of imports was slightly faster and
that of exports much faster (Table 5).

The growth in Italian imports was fueled by final
goods, for investment and consumption. The rise in
imports of consumer goods mainly reflected the
growing competitiveness of the countries caught up
in the Asian crisis following the depreciation of their
currencies; the public incentives for the scrapping of
old motor vehicles spurred imports. Purchases of
intermediate goods and raw materials ran at a high
level in the first half of the year, partly owing to the
fall in international prices, but then subsided, coming
back into line with productive activity.

The weakening of domestic demand slowed the
growth in imports of goods and services. According
to the quarterly national accounts they declined by
2.1 per cent at constant prices between the second and
third quarters, ending the exceptional expansion that
had been under way since the second quarter of 1997.
Customs data indicate that the reduction in imports
continued in the subsequent months.

The growth in exports of goods and services
also slowed down in the second half of the year:
after an upturn in the second quarter following a fall
in the first, they remained basically unchanged in
the third quarter (Table 4); customs data indicate a
decline in the subsequent months. The stagnation

of exports in 1998 reflected the severe slowdown
in world trade and Italy’s loss of competitiveness
with respect to Asia. This was probably more
pronounced than for the other EU countries in view
of Italy’s specialization in sectors highly exposed
to the competition of Asian producers (first and
foremost textiles, clothing and footwear). Another
factor was the weakening of demand in the other
leading European countries in the second half of the
year.

Industrial production and value added by
economic sector

The rapid expansion in manufacturing output in
1997 was followed by a fluctuating pattern in the first
nine months of 1998 with limited overall growth.
Value added at constant prices in industry excluding
construction declined in the first quarter and
recovered in the second and third. The increase
compared with the first nine months of 1997
amounted to 2.7 per cent, in part owing to the high
level reached at the end of 1997.

After adjustment for the number of working
days and seasonal factors, in 1998 industrial
production fluctuated around an average level
about one percentage point below the cyclical peak
reached in the last few months of the previous year
(Figure 12). The stagnation of industrial output
reflected the progressive deterioration in the
outlook for demand, which Isae surveys of orders
and capacity utilization show to have involved both
domestic and export demand and all types of goods.
The year-on-year rise in the index of industrial
production was 1.7 per cent on an unadjusted basis
and 0.7 per cent after adjustment for the number
of working days. Estimates based on cyclical
indicators and electricity consumption in January
and February of this year suggest that output
continued to grow at a slow pace. A possible upturn
was signalled by the recent improvement in the Isae
indicator of industrial firms’ expectations for
orders three to four months ahead (Figure 12).
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Demand also weakened in all the other leading
euro-area countries, with a downturn in actual and
expected industrial production (Figure 13) and a
deterioration in the climate of confidence among
firms.

Figure 13
Industrial output in the leading euro area countries
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(1) Index, 1995=100. Moving averages for the three months ending in the reference
month. Data adjusted for seasonal factors but not for the different number of working
days. - (2) Moving averages for the three months ending in the reference month of the
percentage difference between positive replies (“high”, “increasing”) and negative replies
(“low”, “decreasing”) to European Commission surveys (Isae surveys for Italy).
Seasonally adjusted data.

In the first nine months of 1998 the production of
intermediate goods declined in Italy and that of
investment goods was virtually unchanged; by
contrast, the production of consumer goods increased
since the expansion produced in the second and third
quarters by the rise in demand for durables more than
offset the contraction that occurred in the first. Within
the consumer goods sector, there was a decline in the
output of the car industry following the expiry of the
public incentives and in that of the sectors most
exposed to competition from Asian producers.

After declining in the first two quarters of 1998,
the value added of the construction industry picked up
in the third; in the first nine months as a whole it rose
by 1 per cent. Market services recorded a similar
increase. The growth of wholesale and retail trade
continued at a modest pace, reflecting the limited rise
in total consumption. Retail sales rose by 2.7 per cent
at current prices in 1998, primarily owing to the
expansion of 5.1 per cent in the sales of large stores.

Employment

As measured by Istat’s labour force survey, the
average number of persons in work in 1998 rose by
0.5 per cent or 110,000 (Figure 14) and by 0.8 per
cent excluding the agricultural sector, where the
structural decline in employment continued. The
creation of new jobs at a time of sluggish economic
activity can be explained by the increase in part-time
work and the growing importance of the services
sector, where the employment content of a unit of
value added is higher.

Figure 14
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survey has been conducted on the basis of a new questionnaire; data up to July 1992
have been adjusted to take account of the changes.

As in 1997, the increase in the number of persons
in work in Italy was half that of around 1 per cent
recorded in the euro area as a whole. In the first nine
months Spain and France achieved large increases
compared with the year-earlier period, of 3.5 and
1.4 per cent respectively, while in Germany the
improvement was negligible (Figure 15).
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Figure 15

Employment in the leading euro area countries
(indices, 1991=100; seasonally adjusted quarterly data)
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The changes in the structure of the Italian labour
force accelerated. The net gain in employment in
1998 was entirely due to the female component,
which grew by 1.9 per cent or 135,000 persons
compared with 1997. Male employment remained
basically unchanged since the contraction in
agriculture was offset by the expansion in services
and industry excluding construction.

In the non-farm sector self-employment in-
creased by 0.7 per cent and payroll employment by

0.8 per cent. Within the latter category, the number of
persons with open-ended contracts remained
basically unchanged and equal to around 92 per cent
of the total, while the number with fixed-term
contracts rose by 10 per cent, albeit with large
fluctuations during the year.

The growth in total employment was almost
entirely due to the increase of 7.7 per cent in part-time
jobs. The share of part-timers in total employment
grew steadily over the year and rose from 6.8 per cent
on average in 1997 to 7.3 per cent last year, still one
of the lowest figures in Europe.

The rate of growth in employment was negligible
in the Centre, in line with the national average in the
South and slightly higher in the North (Table 6). In all
three areas the average number of persons in
employment increased in services and industry
excluding construction and declined sharply in
agriculture and construction. In the latter sector there
was nonetheless an upturn between the July and
October surveys as a result of the recovery in public
works and renovation activity.

Table 6
Employment by branch of activity and geographical area in 1998 (1)

(percentage changes on corresponding period in previous year)
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Employment in industry excluding construction
expanded steadily and rose on average by 1.1 per
cent. The slowdown in economic activity in the
second half of the year was mainly reflected in
reductions in hours worked and overtime. Even
though recourse to the Wage Supplementation Fund
increased in the last part of the year, on the whole
it was relatively limited. The number of persons
employed in services rose on average by 1 per cent,
the result of a marked improvement from virtually no
change on the year-earlier period in January to a gain
of 2.2 per cent in October.

Between 1997 and 1998 the labour force
participation rate remained essentially unchanged at
49.7 per cent in the Centre and North, while it rose
from 43.5 to 43.9 per cent in the South, where the large
difference between labour force and employment
growth raised the yearly average unemployment
rate from 22.2 to 22.8 per cent (23.2 per cent in
October 1998). In the Centre and North, by contrast,
employment increased more than the labour force and
the unemployment rate declined from 7.6 to 7.4 per
cent. The unemployment gap between the two areas
therefore widened, both overall and for long-term
unemployment, which declined slightly in the Centre
and North and increased in the South. The nationwide
unemployment rate remained unchanged at 12.3 per
cent on average for the year, but the developments in
the South took it to 12.6 per cent in October (12.4 per
cent in October 1997). By contrast, in the other leading
euro area countries the unemployment rate declined
between the first and third quarters: from 11.5 to 10.8
per cent in Germany, from 19.6 to 18.6 per cent in
Spain and from 12.1 to 11.8 per cent in France.

The balance of payments on current account

According to provisional data, the current
account of the balance of payments showed a surplus
of 41.8 trillion lire in 1998, 21 trillion less than in the
preceding year. The trade surplus on an fob-fob basis
declined by about 7.5 trillion lire to 72.7 trillion; more
than half of the decrease occurred in the final quarter
as a result of the fall in exports. Invisibles, which
showed a deficit of 30.9 trillion lire, were responsible

for about 13.5 trillion of the overall deterioration in
the current account balance (Table 7).

The decline in the trade surplus reflected the
difference in the rates of growth of exports and
imports. Exports increased by 3.6 per cent at current
prices, while imports rose by 6.7 per cent; the data
available for the first nine months of the year indicate
a similar pattern by volume (Table 8 reports exports
and imports of manufactures).

According to cif-fob customs data, the con-
traction in the trade surplus amounted to 6 trillion lire
in the first eleven months of the year, almost all of the
decline occurring in trade with non-EU countries
(Table 9). The increase in the surplus on trade with the
United States, which was fueled by the expansion in
the US economy, and the contraction in the deficit
with OPEC countries due to the fall in the price of oil
were outweighed by the effects of the crisis in Asia.
The fall in domestic demand in Japan and the
emerging Asian economies, combined with the
increased competitiveness of producers in these
countries, caused the trade surplus with the area as a
whole to fall by about 8 trillion lire.

The trade surplus with EU countries narrowed
slightly. Whereas the surpluses with Spain, France
and the United Kingdom increased, the balance on
trade with Germany swung into deficit (Table 9)
owing to weak export growth and a large increase in
imports (largely of motor vehicles, it is presumed).

An increase in the net outflow on account of
unrequited transfers, which data available for the first
ten months show to have been due entirely to a
deterioration in net transfers vis-à-vis the EU budget
(in particular, a reduction in receipts from the
Guarantee Section of the EAGGF and from the
European Regional Development Fund), accounted
for almost 10 trillion lire of the increase of 13.5
trillion in the deficit on invisibles in 1998. The deficit
on “other services” worsened by more than 5 trillion
lire, the bulk of the deterioration occurring in
business services. The net outflow of investment
income also increased, by 1.6 trillion lire, whereas the
balance in respect of transportation improved by
almost 4 trillion. The surplus on foreign travel
decreased slightly to 22.2 trillion lire.
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Table 7
Balance of payments

(balances in billions of lire)
���� ����

+� +� <HDU +� +� <HDU

&XUUHQW DFFRXQW � � � � � � � � � � � � � � � � � � � � � � � � ������ ������ ������ ������ ������ ������
*RRGV � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ������ ������ ������ ������ ������ ������
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2WKHU � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ������� ������� ������� ������� ������� �������
,QFRPH � � � � � � � � � � � � � � � � � � � � � � � � � � � � �������� ������� �������� �������� ������� ��������
&RPSHQVDWLRQ RI HPSOR\HHV � � � � � � � � � � ��� �� ��� ��� ����� ����
,QYHVWPHQW LQFRPH � � � � � � � � � � � � � � � � � � �������� ������� �������� �������� ������� ��������
7UDQVIHUV � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ������� ������� ������� ������� ��������
8( � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ����� ����� ����� ������� � � � � � � � �

&DSLWDO PRYHPHQWV � � � � � � � � � � � � � � � � � � � � � �������� ����� �������� ����� �������� ��������
%DQN FDSLWDO � � � � � � � � � � � � � � � � � � � � � � � � � � � �������� ������ ������ ������� ������ ������
1RQ�EDQN FDSLWDO � � � � � � � � � � ����� �������� �������� ����� �������� ��������

(UURUV DQG RPLVVLRQV � � � � � � � � � � � � � � � � � � � �������� �������� �������� �������� �������� ��������
&KDQJH LQ RIILFLDO UHVHUYHV ��� � � � � � � � � � � � ����� �������� �������� ������ ������ ������
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Table 8
Exports and imports of manufactures between January and September 1998, by sector

(at constant prices; cif--fob)
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)HUURXV DQG QRQ�IHUURXV RUHV � � � � � � � � ��� ����� ��� ����� ��� ��� ��� ��� ��� ����
1RQ��PHWDOOLF PLQHUDOV � � � � � � � � � � � � � � ��� ��� ����� ��� ��� ��� ����� ��� ��� ���
&KHPLFDO SURGXFWV � � � � � � � � � � � � � � � � � ��� ����� ��� ��� ��� ���� ����� ����� ��� ���
0HWDO SURGXFWV � � � � � � � � � � � � � � � � � � � � � ��� ����� ����� ��� ��� ��� ����� ��� ��� ���
$JULFXOWXUDO DQG LQGXVWULDO PDFKLQHU\ � � ���� ��� ����� ��� ��� ��� ��� ��� ��� ����
2IILFH PDFKLQHV � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����
(OHFWULFDO HTXLSPHQW � � � � � � � � � � � � � � � � ��� ����� ����� ��� ���� ���� ��� ����� ����� ����
0RWRU YHKLFOHV � � � � � � � � � � � � � � � � � � � � � ��� ��� ����� ����� ���� ���� ��� ��� ��� ����
2WKHU WUDQVSRUW HTXLSPHQW � � � � � � � � � � � ��� ���� ��� ��� ���� ��� ���� ����� ���� ����
)RRG� EHYHUDJHV DQG WREDFFR SURGXFWV ��� ����� ��� ��� ��� ��� ��� ��� ��� ���
7H[WLOHV DQG FORWKLQJ � � � � � � � � � � � � � � � � ���� ����� ��� ����� ��� ��� ����� ����� ��� ���
/HDWKHU DQG IRRWZHDU � � � � � � � � � � � � � � � ��� ����� ��� ����� ����� ��� ����� ��� ����� ���
:RRG DQG IXUQLWXUH � � � � � � � � � � � � � � � � � ��� ����� ��� ����� ��� ��� ��� ��� ��� ����
3DSHU DQG SULQWLQJ � � � � � � � � � � � � � � � � � � ��� ����� ��� ��� ��� ��� ����� ��� ����� ���
5XEEHU DQG SODVWLF SURGXFWV � � � � � � � � � ��� ����� ��� ����� ���� ��� ��� ��� ��� ����

7RWDO � � � ���� ����� ��� ��� ��� ���� ��� ��� ��� ����

6RXUFH� %DVHG RQ ,VWDW GDWD�
���3HUFHQWDJHRI WRWDO IREPHUFKDQGLVHH[SRUWV� �� ���3HUFHQWDJH FKDQJHRQSUHFHGLQJSHULRG� VHDVRQDOO\ DGMXVWHG� �� ���3HUFHQWDJHFKDQJHRQ\HDU��HDUOLHU SHULRG� �� ���3HUFHQWDJH

RI WRWDO FLI PHUFKDQGLVH LPSRUWV�
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Table 9
Merchandise trade cif--fob by country and area at current prices

(January--November)

([SRUWV ���� ,PSRUWV ���� %DODQFH
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(XUR �� ��� � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ���� ��� ���� ����� �������
$XVWULD � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ����� ���
%HOJLXP�/X[HPERXUJ � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ������� �������
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*HUPDQ\ � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ���� ���� ���� ����� �����
,UHODQG � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ���� ��� ���� ��� ������� �������
1HWKHUODQGV � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ������� �������
3RUWXJDO � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ����� �����
6SDLQ � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ���� ��� ��� ��� ����� �����

'HQPDUN � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ��� ���
*UHHFH � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ������ ��� ����� �����
6ZHGHQ � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ���� ��� ���� ��� ����� �����
8QLWHG .LQJGRP � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ����� �����

1RQ�(8 FRXQWULHV � � � � � � � � � � � � � � � � � � � � � � � ��� ���� ��� ���� ������ ������
8QLWHG 6WDWHV � � � � � � � � � � � � � � � � � � � � � � � � � � ���� ��� ���� ��� ������ ������
-DSDQ � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ������ ��� ���� ��� ��� �������
()7$ ��� � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��� ��� ��� ��� ��� ���
(DVWHUQ (XURSHDQ FRXQWULHV ��� � � � � � � � � � � ��� ���� ��� ��� ������ ������
&KLQD � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ������ ��� ���� ��� ������� �������
$VLDQ 1,(V ��� � � � � � � � � � � � � � � � � � � � � � � � � � ������ ��� ���� ��� ����� �����
23(& ��� � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ����� ��� ������ ��� ������� �������
2WKHU FRXQWULHV � � � � � � � � � � � � � � � � � � � � � � � � ��� ���� ��� ���� ������ ������

7RWDO � � � ��� ����� ��� ����� ������ ������
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4DWDU� 6DXGL $UDELD� 8QLWHG $UDE (PLUDWHV DQG 9HQH]XHOD�

Capital movements and Italy’s net external position

Capital movements in the balance of payments
generated net outflows of 34.1 trillion lire in 1998,
compared with 11.7 trillion the preceding year. The
official reserves, calculated at monthly average
exchange rates, decreased by 36.8 trillion. As the current
account showed a surplus of 41.8 trillion, an outflow of
44.5 trillion was attributed to the residual item “errors
and omissions”, substantially above the already high
levels recorded in recent years (28.3 trillion lire in 1997).

Resident non-bank investors continued to
diversify their financial portfolios by increasing their

net purchases of external assets. This reallocation, a
larger proportion of which was effected via non-bank
financial institutions, primarily involved government
securities and shares. In 1998 net portfolio
investment abroad amounted to 181.6 trillion lire, an
increase of more than 60 per cent by comparison with
1997 (Tables 10 and 11). According to the more
highly disaggregated data that are available for the
first ten months, the main recipients of such
investment were the euro area countries (46.4 trillion)
and the United Kingdom (40.7 trillion); net purchases
of government securities, corporate bonds and shares
increased by 47.1, 35.7 and 39.2 trillion lire
respectively, compared with 19.5, 26.6 and 17.5
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Table 10
Capital movements

(net flows in billions of lire)

���� ���� ���
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��� 3URYLVLRQDO� 7KH GDWD RQ WUDGH FUHGLW DUH SDUWO\ HVWLPDWHG�

trillion in the same period of 1997. Among resident
sectors, financial and insurance companies increased
their external assets by 97.6 trillion lire, almost twice
the growth recorded in 1997.

Net portfolio investment in Italy by non-residents
amounted to 171.6 trillion lire last year, 52.2 trillion
more than in 1997. The net inflow came mainly in the
first half and was funneled largely into short-term and
variable rate government securities, partly in view of
the stabilization of the domestic macroeconomic
situation but in the first half of the year also because of
expectations that the positive differential between
short-term lira interest rates and those in international
markets would be eliminated with Italy’s admission to
the euro area. The disaggregated data for the first ten
months of the year show that purchases of Treasury
credit certificates more than doubled to 37.2 trillion
lire (having reached 39.9 trillion in the first six
months); purchases of Treasury bills increased to
51.8 trillion (35.5 trillion in the first half of the year),
compared with 8.4 trillion in the first ten months of

1997; purchases of fixed rate securities (BTPs) fell to
26.4 trillion. Foreign purchases of listed Italian shares
amounted to 16.7 trillion in the first ten months,
slightly higher than the figure recorded a year earlier.
The prospect of exchange rate stability induced a
dramatic reduction in foreign demand for repos on
Italian lira securities with resident banks, which have
traditionally been used to hedge exchange risk. Inward
portfolio investment came mainly from the United
Kingdom (116 trillion lire), confirming its role as a
centre for the intermediationof internationalcapital,
and from the euro area (30.4 trillion).

Net direct outward investment, which had begun
to increase strongly in 1997, rose further last year to
29 trillion lire. The disaggregated data for the first ten
months show that the growth was attributable partly
to increasing purchases of foreign shareholdings by
financial enterprises, which more than doubled to
16.2 trillion; the main destinations of the outflows
were the euro area (8.6 trillion) and the United
Kingdom (5.9 trillion).
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Table 11
Italy’s net external position

(billions of lire)
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��� $W HQG�RI�SHULRG SULFHV DQG H[FKDQJH UDWHV� �� ��� %DODQFH EHWZHHQ QHW FDSLWDO PRYHPHQWV �EDQN DQG QRQ�EDQN� DQG WKH FKDQJH LQ RIILFLDO UHVHUYHV� DW WKH SULFHV DQG H[FKDQJH
UDWHV SUHYDLOLQJ RQ WKH GDWH RI WKH WUDQVDFWLRQ� $ SOXV VLJQ LQGLFDWHV DQ LQFUHDVH LQ WKH UHOHYDQW DVVHWV RU OLDELOLWLHV� �� ��� $GMXVWPHQWV LQ WKH YDOXH RI DVVHWV DQG OLDELOLWLHV GXH WR H[FKDQJH
UDWH DQG SULFH FKDQJHV GXULQJ WKH SHULRG� FDOFXODWHG RQ WKH EDVLV RI WKH FRPSRVLWLRQ DFFRUGLQJ WR FXUUHQF\ DQG ILQDQFLDO LQVWUXPHQW� �� ��� 7KH GDWD RQ WUDGH FUHGLW DUH SDUWO\ HVWLPDWHG�

Net direct inward investment came to 5.3 trillion
lire last year, 1 trillion less than in 1997. In the first ten
months the overall net inflow came to 1.4 trillion lire,
compared with 4.5 trillion a year earlier; the net
inflow from the euro area during that period
amounted to 2.5 trillion, whereas investors in the
United Kingdom made net disinvestments of 1.1
trillion. Investment in private firms decreased from
3.4 to 1.5 trillion lire.

Lending gave rise to a net outflow of 14.2 trillion
lire, compared with 20 trillion in 1997; the major
cause of the reduction was a decrease in Italian
lending abroad from 26 to 11.8 trillion. On the basis
of data for the first ten months of the year, this can be
ascribed to a reduction in private lending, consisting
largely of repurchase agreements on Italian securities

between non-bank financial institutions and
non-residents.

Italy’s net external debt amounted to 45.7 trillion
lire in December, equal to 2.3 per cent of GDP, and
was thus 30.5 trillion more than at the end of 1997
(Table 11; Figure 16). Between January and
December outflows of non-bank capital totaled 49.2
trillion, exceeding inflows via the banking system
(15.1 trillion). If the decrease of 36.8 trillion lire in the
official reserves is taken into account, net financial
transactions contributed only 2.6 trillion lire to the
overall deterioration in the net external position. The
deterioration was due entirely to negative valuation
adjustments of 27.8 trillion on the stock of assets and
liabilities held by residents, particularly non-banks;
those made to take account of price changes
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amounted to 5.7 trillion lire and related primarily to
the valuation of the stock of monetary gold. In
addition, the appreciation of the lira by 6 per cent
against the dollar reduced the lira value of external
assets, which are denominated predominantly in
dollars; this led to negative exchange rate adjustments
of 22.1 trillion lire.

Most of the extremely large amount recorded under
“errors and omissions” is presumably attributable to the
non-recording of outflows of Italian capital in the form
of the investment abroad of the proceeds of undeclared
exports. If this adjustment item were taken into account
in the figures for last year and previous years (see
Economic Bulletin no. 27, October 1998), the net
external position would have remained positive in
1998.

The banks’ net external debtor position increased to
79.8 trillion lire in December, compared with 71.5
trillion at the end of 1997; the foreign currency
component amounted to 111.5 trillion (Table 12), while
their position in lire was positive to the tune of 31.7
trillion. Net inflows of bank capital totaled 15.1 trillion
lire during the year; inflows and outflows in lire
cancelled one another out; the latter included 9.1
trillion of reverse repos on Italian securities between

banks and non-residents, compared with 9.4 trillion
in 1997.

The net external creditor position of the Bank of
Italy-UIC stood at 88.6 trillion at the end of
December, compared with 133.6 trillion a year
earlier. The decrease was attributable to a fall in assets
denominated in convertible currencies from 69.7 to
31.7 trillion lire, owing partly to the liquidation of
foreign currency swap operations with resident banks
and transfers of assets to the ECB; valuation
adjustments made a negligible contribution.

Figure 16
Italy’s balance of payments

on current account and net external position
(as a percentage of GDP)
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Source: For GDP, Istat; the 1998 figures are estimated.

(1) Seasonally adjusted; left-hand scale. - (2) Right-hand scale.

Table 12
Italian banks’ external position, domestic foreign currency position and total foreign currency position(1)

(billions of lire)
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Prices, costs and competitiveness

Inflation in the euro area continued to abate
in 1998. The slowdown is attributable to the fall
in the prices of imports; the rate of increase in the
indices of underlying price trends remained broadly
unchanged. Inflation due to domestic factors, which
is measured by the change on the year-earlier period
in the deflator of GDP excluding exports, remained
above 1.5 per cent (Figure 17). The twelve-month
increase in the harmonized index of consumer prices
excluding the most volatile components and those
most directly affected by the decline in the prices
of primary commodities - food and energy products
- stabilized around 1.5 per cent. Moreover, expected
inflation for the area is still above 1 per cent for
1999 and 1.5 per cent for the year 2000. Thus, thanks
in part to the continued strength of domestic demand
and wages, in the euro area there does not appear
to be any significant risk of deflation, in contrast
with the situation in Japan.

After a modest increase in the first half of 1998,
inflation in Italy resumed its downward path, thanks
in part to the prudence with which monetary
conditions were eased. However, the convergence
of inflation with the average level in the euro area
was hindered by the less favourable behaviour of
food and energy prices in Italy and by the persistence
of a higher rate of increase in unit labour costs.
The latter phenomenon is attributable to the smaller
increase in productivity, a consequence of the Italian
economy’s extremely modest rate of growth. The
more moderate increase in profit margins in Italy,
which nevertheless remain at a historically high
level, helped contain the inflation differential.

The dispersion of inflation rates among the euro
area countries increased. This development can be
ascribed above all to the most variable components
of the indices, whose fluctuations more than offset
the gradual alignment of rates of increase in producer
prices fostered by the stabilization of exchange rates.
In addition, to a greater extent than in previous years,

inflation differentials reflected differences in the
cyclical positions of the area’s economies, especially
in the prices of services.

Figure 17
Inflation indicators in the euro area

(percentage changes on year--earlier period)
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Sources: Based on BIS and Eurostat data.
(1) Weighted average of the countries in the euro area for which quarterly data are

available: Germany, Italy, France, Spain, the Netherlands and Finland. They account for
about 90 per cent of the area’s GDP. - (2) Exports are estimated excluding their content
of imported goods and services; for a discussion of methodology, see also Bank of
England, Inflation Report, August 1998. - (3) Weighted average of the countries in the
euro area.

Consumer prices

In 1998 the average annual rate of inflation,
calculated on the basis of the harmonized indices
of consumer prices, was 2 per cent in Italy (Table
a14) and 1.1 per cent in the euro area (Table a15);
in 1997 it had been 1.9 and 1.6 per cent respectively.

The dispersion of inflation rates in the euro area
increased, despite the gradual convergence of the
rates of increase in prices of non-food and
non-energy products.
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Figure 18
Harmonized indices of consumer prices in the countries of the euro area

(percentage changes on 12 months earlier) (1)
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(1) The figure for the euro area is the weighted average of the harmonized indices of the eleven countries.

Over the course of the year, consumer price
inflation in the area gradually declined; the average
twelve-month rate of increase in the harmonized
indices declined from 1.5 to 0.8 per cent (Figure
18). This is largely attributable to the prices of
imports, especially those directly affected by the
fall in the international prices of raw materials. At
the end of 1998 the prices of energy products were
4.7 per cent lower than a year earlier, compared
with an increase of 0.4 per cent in December 1997.

Underlying consumer price inflation, measured
by the twelve-month increase in the index excluding
food and energy products, remained stable at around
1.5 per cent. In particular, the rate of increase in
the prices of services stabilized around 2 per cent;
the impulse of domestic demand, especially in the
countries further along in the economic cycle, was
offset by price declines in sectors such as

telecommunications where there is increasing
competition.

In Italy, the residual pressures on consumer
prices that were still present in early 1998
subsequently subsided. In the second half of the
year the twelve-month rate of change in the
harmonized index began to decline again, falling to
below its end-1997 level by December (1.7 per
cent, compared with 1.8 per cent a year earlier).
The widening of the differential with the euro area
average, and above all that with Germany (from
0.4 percentage points in December 1997 to 1.3 points
in December 1998) and France (from 0.6 to 1.4
points), is entirely attributable to the most volatile
components of the index. The prices of energy
products fell by less than the European average
owing to the higher incidence of taxes in final prices
and the greater stickiness of producer prices,
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especially downwards, for this category of good.
The prices of unprocessed food products were driven
up by those of Mediterranean crops, which reversed
their decline of the previous year.

After rising in the first part of the year, the
twelve-month rate of increase in the prices of the
components of the index most closely linked to the
underlying determinants of inflation turned
downwards and ended the year at 2.2 per cent,
compared with 2.3 per cent in December 1997. The
rate remains higher than that recorded in the other
euro area countries, despite the appreciably slower
pace of growth in Italy.

The seasonally adjusted three-month rate of
change in the general index of consumer prices fell
sharply in the last part of 1998 (Figure 19),
suggesting that the twelve-month rate should
continue to decline in the near future.

Figure 19
General consumer price index for Italy

(annualized percentage changes on 3 months earlier;
seasonally adjusted) (1)
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Source: Based on Istat data.

In January of this year the twelve-month rate
of increase in the harmonized index of consumer
prices in Italy fell by 0.2 points from the previous
month to stand at 1.5 per cent; a similar decline
in Germany brought the index there to 0.2 per cent,
while in France and Spain the index rose by 0.1
points to 0.4 and 1.5 per cent respectively.

Producer prices and the export and import prices
of manufactures

In Italy, the producer prices of manufactures
for the domestic market remained broadly
unchanged on average in 1998, compared with an

increase of 1.3 per cent in 1997 (Table a16). In
the countries of the euro area, whose indices are
only partially comparable, they declined by an
average of 0.7 per cent, compared with a rise of
1.1 per cent the previous year.

The slowdown in producer prices was virtually
continuous throughout the year. In Italy, the
twelve-month rate of change in the general index
was -1.3 per cent in December, compared with 1.5
per cent a year earlier (Figure 20). This trend mainly
reflected the behaviour of the prices of petroleum
products, which fell sharply as a result of the collapse
in oil prices. The twelve-month rate of change in
the prices of non-energy products fell less steeply
(from 1.7 per cent in December 1997 to -0.1 per
cent in December last year), reflecting the decline
in the cost of foreign inputs, competition from the
crisis-stricken emerging-market economies and the
contraction in capacity utilization (Figure 21). The
latter, however, was still higher than the level
recorded during the previous cyclical troughs in
1986 and 1992-94.

Figure 20
Index of the producer prices of manufactures
for the domestic market in Italy and Germany

(percentage changes on 12 months earlier)
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Among the components of the producer price
index, those most closely linked to the behaviour
of domestic costs continued to rise at a markedly
faster pace. In particular, in December the
twelve-month rate of increase in the prices of
non-food and non-energy consumer goods, which
have the most direct impact on the short-term trend
in consumer price inflation, was 1.7 per cent,
compared with 1.1 per cent in 1997. The behaviour
of these prices was similar in Germany, where the
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twelve-montt rate was 0.9 per cent,compared with
0.5 per cent a year earlier.

Figure 21
Producer prices, costs and

capacity utilization in manufacturing
(percentage changes on year--earlier quarter

unless otherwise indicated)
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(1) Percentage share; seasonally adjusted. Left-hand scale. - (2) Index of the
producer prices of manufactures for the domestic market, excluding energy products.
Right-hand scale. - (3) Domestic unit variable costs, net of intrasectoral transactions;
energy products and transport equipment other than cars are excluded from the
aggregate for industry. Moving averages of the reference quarter and the preceding
quarter. Right-hand scale. - (4) Cost of imported inputs; includes domestically-produced
energy products. Right-hand scale.

The slowdown in world trade and the
depreciation of the currencies of the countries
affected by crisis sharpened competition in export
markets. In order to defend their market share, firms
in the euro area limited the increases in their export
prices. The rate of increase in the euro area countries’
export deflators gradually fell to zero (Figure 22).

Figure 22
Export deflators in the euro area

(percentage changes on year--earlier quarter)
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(1) Weighted average of the countries in the euro area for which quarterly data are
available: Germany, Italy, France, Spain, the Netherlands and Finland. Provisional data.

Italian industrial firms managed to contain the
erosion of their competitiveness measured in terms
of both the export prices and producer prices of

manufactures (Figure 23). The slippage was greater
when measured by industry’s unit labour costs. In
terms of the latter, however, industry still enjoys
a gain in competitiveness both with respect to the
period immediately preceding the devaluation of
the lira in 1992 and in relation to 1988.

Figure 23
Indicators of Italian competitiveness (1)

(indices; 1992=100)
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1998 are partly estimated.

In last few months of 1998, the fall in the dollar
prices of raw materials accelerated, with the
twelve-month decline amounting to 21.5 per cent
in December, compared with 14.7 per cent at the
end of 1997 (Figure 24). The prices of petroleum
products plummeted by 39.6 per cent, the combined
effect of the shortfall in demand in the wake of
the Asian crisis and the increase in the amount of
oil Iraq is allowed to produce by the United Nations.
The fall in the prices of non-energy raw materials
was smaller (11.7 per cent).

Figure 24
Dollar prices of internationally--traded

primary commodities
(indices; 1990=100)
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Figure 25
Import deflators in the euro area

(percentage changes on year--earlier quarter)
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(1) Weighted average of the countries in the euro area for which quarterly data are

available: Germany, Italy, France, Spain, the Netherlands and Finland. Provisional data.

The decline in the prices of raw materials and
imported intermediate products caused a gradual
fall in the import deflator for the euro area, which
in the third quarter of 1998 was 2.1 per cent lower
than in the corresponding period of the previous
year (Figure 25). The deflator for Italy decreased
by more than the area average (4.3 per cent); in the
second half of the year the average unit values in
lire of imported final goods also declined (Table
a18), especially those of electronic goods and textiles

from the crisis-affected emerging economies,
signaling an increase in competitive pressures on
domestic producers.

Firms’ costs and profit margins

In the first nine months of 1998, unit labour
costs in manufacturing industry in the euro area
fell by 1.9 per cent with respect to the year-earlier
period (Table 13), equal to the reduction recorded
in 1997 as a whole. Despite a sharp deceleration,
unit labour costs rose further, by 0.6 per cent, in
Italy, whereas they fell by 2.7 per cent in the rest
of the area.

The change in unit labour costs in the euro area
as a whole was the result of an increase of 2.5 per
cent in compensation per employee, appreciably less
than the rise of 4.4 per cent in productivity. The
significantly smaller increase in productivity in Italy
(2 per cent), the consequence of the very low rate
at which the economy has been growing for more
than three years, is responsible for Italy’s large
residual disadvantage in this cost category. By
contrast, the rate of increase in compensation is
now in line with those in the other economies.

Table 13
Unit labour costs, per capita compensation and productivity

in manufacturing in the euro area (1)
(percentage changes on year--earlier period)

8QLW ODERXU FRVWV &RPSHQVDWLRQ
SHU HPSOR\HH ��� 3URGXFWLYLW\

&RPSRQHQWV
8QLW ODERXU FRVWV SHU HPSOR\HH ��� 3URGXFWLYLW\

9DOXH DGGHG 3HUVRQV
LQ HPSOR\PHQW

���� ���� ���� ���� ���� ���� ���� ���� ���� ����

(XUR DUHD � � � � � � � � � � ����� ����� ��� ��� ��� ��� ��� ��� ����� ���

,WDO\ � � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

([FOXGLQJ ,WDO\ � � � ����� ����� ��� ��� ��� ��� ��� ��� ����� ���

RI ZKLFK� *HUPDQ\ ����� ����� ��� ��� ��� ��� ��� ��� ����� ���

GL FXL� )UDQFH � � ����� ����� ��� ��� ��� ��� ��� ��� ����� �����

GL FXL� 6SDLQ � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

6RXUFHV� %DVHG RQ ,VWDW� %,6 DQG (XURVWDW GDWD�
��� )RU ����� WKH GDWD UHIHU WR WKH ILUVW WKUHH TXDUWHUV RI WKH \HDU DQG WKH FRXQWULHV IRU ZKLFK TXDUWHUO\ QDWLRQDO DFFRXQWV GDWD DUH DYDLODEOH �,WDO\� *HUPDQ\� )UDQFH� 6SDLQ DQG )LQODQG��

)RU ����� WKH GDWD IRU WKH HXUR DUHD GR QRW LQFOXGH 3RUWXJDO� $XVWULD RU /X[HPERXUJ� �� ��� )RU *HUPDQ\ DQG )UDQFH� JURVV ZDJHV DQG VDODULHV�
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The decline in productivity growth over the
course of the year due to the slowdown in demand,
especially from abroad, made the trend in unit labour
costs less positive throughout the euro area. In the
third quarter, unit labour costs for the area as a
whole were only slightly lower than they had been
a year earlier; in Italy they were 2 per cent higher
(Figure 26).

Figure 26
Unit labour costs in manufacturing in the euro area

(percentage changes on year--earlier quarter) (1)
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Source: Based on BIS data.
(1) Moving averages of the reference quarter and the preceding quarter. - (2) Based

on gross wages and salaries. - (3) See text for a discussion of estimation of the impact
of IRAP on compensation. - (4) Weighted average of the countries in the euro area for
which quarterly data are available: Germany, Italy, France, Spain, the Netherlands and
Finland.

The behaviour of compensation in the Italian
economy in 1998 was assessed on the basis of an

estimate of the impact of the regional tax on
productive activities (Irap) on the cost of labour
that is the equivalent of assuming that compensation
rose at the same rate as wages and salaries (see
Economic Bulletin, no. 27, October 1998). However,
owing to the smaller-than-expected receipts from
Irap, the increase in compensation could be about
half a percentage point lower than the figure reported
above. Although sharply lower than the previous
year, the increase of 2.5 per cent in nominal wages
and salaries was sufficient to raise real wages, given
the modest pace of consumer price inflation, and
net wages.

Contracts covering about half of employees in
the manufacturing sector and 60 per cent of those
in market services expired during the year. Renewals
in a number of major sectors have run into significant
difficulties: in the metal and engineering industry,
over the demand for a reduction in working hours;
in the banking sector, regarding the abolition of
automatic length-of-service wage increases. In the
transport sector, corporate restructuring has
generated considerable industrial action. A specific
sectoral agreement recently established a
self-regulatory code for strikes that envisages
arbitration.

Table 14
Unit variable costs and final prices in Italian manufacturing (1)

(percentage changes on year--earlier period)
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The unit variable costs of Italian manufacturing
firms increased by an average of 0.4 per cent in
the first three quarters of 1998 year-on-year,
compared with a rise of 1.0 per cent for the whole
of 1997 (Table 14). The slowdown was due to the
deceleration in domestic cost components; the
decline in the cost of foreign inputs was close to
that recorded in 1997.

European firms increased their profit margins
over the same period; the rise in Italy appears to
have been smaller than the average for the other
countries. Manufacturing output prices net of
intrasectoral transactions outpaced costs in Italy.
However, in the third quarter this divergence
disappeared in conjunction with the cyclical
slowdown.

Inflation expectations

In the last quarter of 1998 and early 1999
inflation expectations continued to subside in Italy
and elsewhere in the euro area (Figure 27). Overall,
they remained consistent with the medium-term
inflation target indicated by the European Central
Bank.

Figure 27
Consensus Forecasts expectations

concerning average consumer price inflation
in the euro area in 1999 and 2000 (1)
(percentage changes on previous year)
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Source: Consensus Forecasts.

(1) Average annual rate of consumer price inflation. The horizontal axis shows
the months in which the survey is conducted. - (2) Weighted average of the forecasts for
the national consumer price indices in the countries of the euro area, excluding
Luxembourg. - (3) The figure refers to Germany and the euro area; the latter is calculated
as indicated in note (2).

The quarterly survey conducted in December
by Consensus Forecasts showed expectations of a
moderate rise in inflation from the level recorded
at the end of 1998 to just over 1.5 per cent for
the first half of the year 2000 (Figure 28). The rate
of increase in prices in Italy is expected to hold
steady at this level. The differential vis-à-vis
Germany would virtually close from the end of 1999,
whereas a slight differential vis-à-vis France is
expected to persist.

Figure 28

Consensus Forecasts expectations concerning
average consumer price inflation

in the subsequent 8 quarters in the euro area
(percentage changes on year--earlier quarter;

December 1998 survey)
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Source: Consensus Forecasts.
(1) Weighted average of the forecasts for Germany, France, Italy, Spain and the

Netherlands.

The monthly survey in February shows that
inflation is expected to be lower in 1999 than in
1998 in Italy (1.3 per cent) and to remain virtually
unchanged in the euro area (1.2 per cent). In the
year 2000, consumer prices in Italy are expected
to rise by 1.5 per cent, slightly less than the average
of 1.6 per cent for the area as a whole.

For more distant time horizons, the indications
provided by the financial markets are similar to those
supplied by the survey with regard to the short and
medium term. The one-year forward rates nine years
ahead in the euro area implicit in interest rate swaps
on the Euromarket ( around 5 per cent) are consistent
with an environment of price stability.
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The public finances

With the economy performing less well than had
been expected in 1998, general government net
borrowing remained unchanged at 2.7 per cent of
GDP. The Government’s objective had been to
reduce the ratio to 2.6 per cent. The outcome
reflected the sharp contraction in the primary surplus
from 6.6 to 4.9 per cent of GDP and the further fall in
interest payments from 9.2 to 7.5 per cent of GDP
brought about by the decline in interest rates (Table
15, Figure 29).

Table 15

General government
net borrowing and debt

(billions of lire)

���� ���� ����

1HW ERUURZLQJ � � � � � � � � � � � � ������� ������ ������

DV D SHUFHQWDJH RI *'3 � � ��� ��� ���

3ULPDU\ VXUSOXV � � � � � � � � ������ ������� ������

DV D SHUFHQWDJH RI *'3 ��� ��� ���

,QWHUHVW SD\PHQWV � � � � � � ������� ������� �������

DV D SHUFHQWDJH RI *'3 ���� ��� ���

'HEW DV D SHUFHQWDJH RI*'3 ����� ����� �����

6RXUFHV� %DVHG RQ ,VWDW GDWD� %DQN RI ,WDO\ IRU WKH GHEW�

It should be noted that some general government
figures for the period 1995-97 may differ
significantly from those previously published owing
to the revision of the national accounts carried out by
Istat on the occasion of the recent communication of
data to the EU under the excessive deficit procedure.

Further progress was made in reducing public
debt in relation to GDP; the ratio came down from
122.4 per cent in 1997 to 118.7 per cent, which was
more than 6 percentage points below the peak
recorded in 1994.

Figure 29
General government net borrowing,

primary balance and debt
(as a percentage of GDP) (1)
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(1) Owing to the recent revision of the national accounts, the data for 1995-98 are not
comparable with those for the earlier period.

Net borrowing in the euro area declined from 2.5
to 2.1 per cent of GDP in 1998. Amost all the
participating countries improved their budgetary
positions; the improvements were generally the result
of favourable economic conditions and the fall in
interest rates. The ratio of net borrowing to GDP
declined by 0.1 percentage points in France, 0.6
points in Germany and 0.8 points in Spain.
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Objectives and results in 1998

The Forecasting and Planning Report published
in September 1997 set the objective for net borrowing
in 1998 at 2.8 per cent of GDP and that for the primary
surplus at 5.6 per cent, on the assumption of real GDP
growth of 2 per cent. The budget, which was
approved by Parliament at the end of 1997 without
major amendments to the Government’s original
proposals, included measures officially estimated to
increase the primary surplus by 25 trillion lire, or 1.2
per cent of GDP (seeEconomic Bulletin, no. 26,
February 1998).

In the Report on the Borrowing Requirement
published in March 1998 the Government revised the
forecasts for the public finances in the light of the
outturn for 1997 and especially the more favourable
trend of interest rates. The objective for net
borrowing was reset at 2.6 per cent of GDP and that
for the primary surplus at 5.5 per cent (which was
consistent with the outturn for 1997 of 6.8 per cent).
These objectives were confirmed in May in the
Economic and Financial Planning Document for the
three years 1999-2001, which assumed GDP growth
in 1998 of 2.5 per cent. They were left unchanged in
the Forecasting and Planning Report published in
September, despite the reduction in forecast growth to
1.8 per cent.

With the economy performing even less well
(GDP grew by 1.4 per cent), net borrowing exceeded
the objective by 0.1 percentage points; the overshoot
was larger for the primary surplus.

The ratio of the primary surplus to GDP, after
rising from 4 to 6.6 per cent between 1996 and 1997,
dropped to 4.9 per cent last year as a result of the fall
of 1.5 percentage points in the ratio of revenue to
GDP and the rise of 0.2 points in the primary
expenditure ratio.

The reduction in the ratio of revenue to GDP, from
48.5 to 47 per cent, was primarily due to the fall in
receipts of the flat-rate tax on financial investment
income following its reform and the decline in
interest rates, the replacement of a series of taxes and
contributions by the new regional tax on productive
activities, and the absence of some receipts

(estimated at around 0.3 per cent of GDP) of the
special Europe tax, which had boosted revenue in
1997. Acting in the opposite direction were measures
in the budget for 1998 that are estimated to have
generated additional revenue equal to 0.6 per cent of
GDP.

The ratio to GDP of direct and indirect taxes,
capital taxes and social security contributions
declined from 44.8 to 43.6 per cent.

The increase in primary expenditure from 42 to
42.2 per cent of GDP reflects the growth in capital
outlays from 3.5 to 3.8 per cent of GDP. This was
fueled by “other capital expenditure”, primarily as a
result of the return to paying tax refunds in securities,
and by investment, which grew by 10.5 per cent,
compared with 9.2 per cent in 1997, and rose from 2.3
to 2.4 per cent of GDP.

As regards current expenditure, the decline in the
main items in relation to GDP more than offset the
rise in production subsidies from 1 to 1.3 per cent of
this aggregate. The increase followed the sharp fall of
0.4 percentage points in 1997, which had been made
possible by recipients of subsidies running down the
balances on their accounts with the Treasury. Social
security benefits declined from 19.9 to 19.6 per cent
of GDP as a result of the one-off saving produced by
the switch from two-monthly to monthly payments of
INPS pensions; without this change, the ratio would
have remained essentially unchanged. Excluding the
saving produced by the abolition of the health
contributions payable by general government (which
were entirely offset by payments of the regional tax
on productive activities), compensation of employees
declined from 11.8 to 11.7 per cent of GDP. Per capita
earnings are estimated to have risen by 2 per cent on
average, primarily owing to the carryover effects of
the increases granted for the two years 1996-97, in
view of the delay in finalizing the wage agreements
for the current two-year period. General government
employment diminished further.

The reduction in the ratio of net borrowing to
GDP attributable to temporary measures is estimated
to have been on the order of 0.6 percentage points, as
against roughly 1 point in 1997. The most important
measures of this kind were the above-mentioned
change in the method of paying pensions and the
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additional levy on firms’ severance pay provisions,
which, like that of the previous year, will reduce
revenue when the severance pay in question is
disbursed.

Cyclically adjusted net borrowing remained
unchanged at 2.3 per cent of GDP. This aggregate is
estimated by identifying the deviations in economic
activity from the medium-term trend and determining
the effects they produce on the public finances
through the working of so-called built-in stabilizers.

The ratio of the public debt to GDP decreased by
3.7 percentage points, as against 2.2 points in 1997,
and reached 118.7 per cent. In addition to the primary
surplus, the factors contributing to the reduction
included privatization receipts amounting to 0.7 per
cent of GDP, compared with 1.1 per cent in 1997, and
the smaller volume of debt issued as a result of the
large contraction in the assets held by the Treasury
with the Bank of Italy, which fell from 2.9 to 2.1 per
cent of GDP after remaining virtually unchanged in
1997. Acting in the opposite direction was the
difference between the average cost of the debt and
the growth rate of the economy, which has been
positive since 1989. The effect of this difference on
the ratio of debt to GDP fell from 4.4 per cent of GDP
in 1997 to 2.5 per cent last year, compared with a peak
of 8.4 points in 1993 (Figure 30).

The introduction of the regional tax on productive
activities significantly altered the composition of
general government revenue and expenditure. Its
inclusion among indirect taxes increased their
relative importance, while that of direct taxes
diminished following the abolition of local income
tax, the tax on companies’ net worth and the
municipal tax on businesses and the self-employed.
The importance of social security contributions also
declined, owing to the abolition of health
contributions. Their replacement for general
government by the regional tax on productive
activities resulted in an estimated reduction of around
11.5 trillion lire in “compensation of employees” and
an increase in “other current expenditure”.

The effects of the foregoing changes on revenue
were intended to be neutral. The loss of receipts from
the various measures that were suppressed was to be

offset by receipts of the new tax (officially estimated
at 53.6 trillion lire for the private sector), residual
payments of the abolished taxes and contributions
(8.7 and 7.7 trillion respectively) and the increase in
the yield of personal income tax following the
abolition of health contributions (5.2 trillion).

Figure 30
Change in the ratio

of public debt to GDP and its components (1) (2)
(percentages)
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(1) The change in the debt-to-GDP ratio (d) can be decomposed into three
components on the basis of the following equality: dt - dt-1 = prt + (rt - gt) dt-1 + ret, where
pr = primary net borrowing in relation to GDP, r = the average cost of the debt, g = the rate
of increase in nominal GDP, and re = a residual item, again expressed as a ratio to GDP.
The latter comprises the discrepancy between net borrowing and the change in the debt
in nominal terms (arising primarily from the issue discounts on government securities,
the effects of exchange rate changes on the debt denominated in foreign currencies,
privatization receipts, settlements of past debts and financial items) and the
approximation inherent in using the above decomposition in discrete time when it is only
exact in continuous time.

The provisional budget outturn for 1998 shows
smaller-than-expected receipts of the new tax; part of
the shortfall was made good, however, by
larger-than-expected receipts of the abolished taxes
and contributions. The overall loss of revenue was
accordingly around 9 trillion lire. The regional tax on
productive activities paid by the private sector
amounted to around 40.5 trillion lire, including the
estimated share at the end of the year, on the order of
a few hundred billion lire, of the receipts awaiting
classification among the different taxes and
contributions affected by the new all-in-one payment
procedure. The residual receipts of the abolished
taxes are estimated to have amounted to around 11.3
trillion lire. It is not yet possible to make an accurate
comparison between forecast and actual results for
health contributions; but there are grounds for
expecting receipts to have been higher than projected,
since companies whose financial year did not
coincide with the calendar year continued to pay
contributions beyond January.
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General government revenue and expenditure

The general government accounts have undergone
some changes as part of Istat’s revision of the national
accounts. On the expenditure side the items most affected
are intermediate consumption, production subsidies and
interest payments; on the revenue side the most important
change consists in a reallocation of receipts from other
current revenue to indirect taxes.

Expenditure

General government expenditure amounted to
around 1,006 trillion lire in 1998, an increase of 1.3 per
cent on the previous year; as a ratio to GDP, it declined
from 51.2 to 49.7 per cent. Interest payments decreased by
14.9percent,whileotherexpenditure increasedby4.9per
cent and rose slightly in relation to GDP, from 42 to 42.2
per cent.

The reduction in interest payments was larger than in
1997 and amounted to 26.7 trillion lire, reflecting the
decline in interest rates from 1996 onwards (the average
gross rate on 3, 6 and 12--month Treasury bills in the
December auction fell from 10.5 per cent in 1995, to 6.7
per cent in 1996, 4.9 per cent in 1997 and 2.9 per cent in
1998). The average cost of the debt should continue to
decline this year and in the coming years as high--yielding
securities are redeemed.

Social security benefits declined slightly in relation
to GDP (from 19.9 to 19.6 per cent). The increase in
disbursements amounted to 2.6 per cent, as against 6.6
per cent in 1997, and was largely attributable to the
growth in pension outlays. The result in 1998 was
influenced by: the switch from two--monthly to monthly
payments of INPS pensions, which brought a one--off
saving of more than 6 trillion lire after taking into account
the consequent reduction in tax revenue; the decrease in
the annual pension inflation adjustment from 3.8 per cent
in1997 to1.7percent last year,asa resultof theslowdown
in inflation; and the postponement of retirement dates for
new length--of--service pensions provided for in the
Finance Law for 1998.

The fall of 1.5 per cent in compensation of employees
was due to the abolition of the health contributions by
general government, which was offset only in part by
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the substantial increase in the central government
payment to balance the accounts of the State Sector
Employees’ Social Security Institute (INPDAP). Gross
per capita earnings rose by around 2 per cent, largely
owing to the carryover effect, estimated at around 1.4
percentage points, of the increases granted for the two
years 1996--97. Employment declined by roughly 0.5
per cent.

Intermediate consumption and investment increased
quite fast, rising by 5.8 and 10.5 per cent respectively.
After falling sharply in 1997, investment grants and
production subsidies rose by 4.7 and 29.1 per cent
respectively.

The fact that the regional tax on productive activities
paid by general government is accounted for as an
indirect tax expenditure caused other current expenditure
to rise from 16.3 to 28.4 trillion lire. The amount of this
tax is determined by applying the same rate to employee
earnings as was used for the abolished health
contribution. There was also a substantial increase in
transfer payments to the EU.

Other capital expenditure increased from 3.8 to 7.9
trillion lire, largely owing to the increase in tax refunds
paid in securities from 0.07 to 3.4 trillion.

Revenue

Total general government revenue grew by 1.2 per
cent in 1998; in relation to GDP it declined by 1.5
percentage points, from 48.5 to 47 per cent.

The performance of the main revenue items was
influenced by the reallocation of revenue following the
introduction of the regional tax on productive activities.
Indirect tax receipts rose by 27.8 per cent, while receipts
of direct taxes and social security contributions fell by 5.7
and 10 per cent respectively. Excluding the redistributive
effects of the new levy, indirect taxes rose by 7.4 per cent
and social security contributions by around 4 per cent,
while direct taxes remained essentially unchanged.

Personal income tax was the only direct tax to
generate additional revenue, with an increase of 9.6 per
cent. Receipts were boosted by the increase in the rate of
withholding tax for the self--employed introduced in the

budget for 1998 and by the growth in the tax base
following the abolition of health contributions. The yield
of the flat--rate tax on interest income fell from 36.5 to 17.9
trillion lire owing to the decline in interest rates and the
effects of some temporary factors. In particular, the
revenue arising from bank deposit interest was further
reduced by the large volume of overpayments in 1997.
Two other factors depressed the yield of the tax on bond
interest. The first was the abolition of the withholding tax
for bonds held by asset management undertakings under
the reform that came into force on 1 July, such interest
income was made subject to a tax on the annual result of
asset management activity that will be paid in 1999. The
second factor was the abolition as of 1997 of the
withholding tax on bonds held by firms, which led to a
shift in receipts in favour of self--assessed corporate
income tax.

Indirect taxes include receipts of the regional tax on
productive activities, which amounted to around 52
trillion lire. The large rise in the yield of VAT reflected the
rate increases introduced in October 1997 and the growth
in the tax base. The latter was the result of the revision of
the rules on deductible expenses and the introduction of
tax incentives for building renovation projects, which
may have brought additional turnover into the net. The
yield of excise taxes declined, after benefiting in 1997
from the changes made in the manner of paying the tax
on methane. The revenue from gaming taxes rose
considerably.

Actual social security contributions declined by
10.3 per cent, from 293.8 to 263.5 trillion lire, as a
consequence of the abolition of health contributions. The
contributions for private sector payroll workers are
estimated to have contracted by around 7 per cent. The
fall in those for public employees, estimated at around 8
per cent, was attenuated by the substantial increase in the
contributions paid to the State Sector Employees’ Social
Security Institute (INPDAP) and the inclusion in the
accounts of prior--year contributions payable by the
Ministry of Education.

Capital revenue decreased by 5.7 trillion lire owing
to the absence of receipts of the special Europe personal
income surtax and the reduction in the yield of the levy on
firms’ severance pay provisions.
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Excluding the redistribution effects produced by
the introduction of the regional tax on productive
activities, direct taxes are estimated to have remained
virtually unchanged, not least because the yield of the
tax on financial investment income was roughly
halved. In the same way indirect taxes are estimated
to have grown by around 7.4 per cent; this was more
than the expansion in the relevant tax bases, primarily
owing to the revision of VAT rates in the budget for
1998. Lastly, actual social security contributions are
estimated to have increased by some 4 per cent, or 1
percentage point more than the total compensation of
private and public sector employees.

Excluding settlements of past debts and
privatization receipts, the state sector borrowing
requirement rose by nearly 6 trillion lire to 58.5
trillion. When these items are included, the aggregate
rose from 31.1 to 49 trillion (Table 16).

Table 16
State sector balances

(billions of lire)

���� ���� ���� ���
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0HPRUDQGXP LWHPV�

6HWWOHPHQWV RI SDVW GHEWV � � � � ������ ����� �����
3ULYDWL]DWLRQ UHFHLSWV � � � � � � � � ����� ������ ������

��� 3URYLVLRQDO�

Further progress was made in lengthening the
average maturity of public debt, which reached 5
years for government securities alone. Issues of
long-term fixed-rate securities exceeded net
redemptions of other types of securities having a
shorter duration, primarily BOTs and CCTs.

Objectives and forecasts in the euro area

The efforts to restore more balanced budgets in
the single currency area were eased in 1998 after the

substantial adjustment made in the preceding year to
achieve budget balances consistent with the limits set
in the Maastricht Treaty. Government finances
benefited from the upturn in economic activity in the
area as a whole and the decline in interest rates.

General government net borrowing amounted to
2.1 per cent of GDP, compared with 2.5 per cent in
1997; the debt ratio declined from 75.4 per cent in
1997 to 72.9 per cent last year. European Commission
estimates suggest a fall in interest payments from 5.1
to 4.7 per cent of GDP (Table 17).

Among the major euro area countries, Germany
and Spain achieved significant improvements in their
public finances.

In Germany, where GDP growth accelerated from
2.2 per cent in 1997 to 2.8 per cent last year, the ratio
of net borrowing to GDP decreased from 2.7 to 2.1 per
cent; the debt ratio declined from 61.5 to 61 per cent.
In Spain, the rapid expansion in economic activity
(with GDP growing by 3.8 per cent, as against 3.5 per
cent in 1997) contributed to the substantial
improvement in the public finances: net borrowing
decreased from 2.6 to 1.8 per cent of GDP and the
debt ratio is estimated to have fallen by more than 1
percentage point.

In France, where growth accelerated from 2.3 to
3.2 per cent, net borrowing declined by 0.1
percentage point to 2.9 per cent of GDP and the debt
rose from 58.1 to 58.5 per cent.

The public finances of the EU countries not
participating in the third stage of EMU (Denmark,
Greece, Sweden and the United Kingdom) showed a
more marked improvement. These four countries
recorded an average surplus of 0.6 per cent of GDP,
compared with an average deficit of 1.7 per cent in
1997; the debt ratio declined by 3.3 percentage points
to 56.8 per cent.

In the United Kingdom a significant
improvement was achieved despite GDP growth
slowing down. The balance on the general
government accounts swung from a deficit of 1.9 per
cent of GDP in 1997 to a surplus of 0.6 per cent, and
the debt ratio decreased from 52.1 to 49.4 per cent.
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Table 17
General government net borrowing, expenditure, revenue and debt in the euro area and the EU (1)

(as a percentage of GDP)
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In 1999, according to the stability programmes
presented by the Governments of the euro area
countries, the ratio of general government net
borrowing to GDP for the area should fall by half a
percentage point. In the view of the European
Commission, the improvement will be due largely to
the decrease of 0.3 percentage points in the ratio of
interest payments. The primary surplus should
increase slightly. The debt ratio for the area is
expected to remain unchanged at around 73 per cent.

The results for 1998 and the forecasts for this year
indicate a slowing down in the euro area of the

process of budgetary adjustments compared with the
years up to 1997. This could delay the achievement of
the medium-term objective set in the Stability and
Growth Pact of a budget position close to balance or
in surplus.

According to Commission forecasts, budgets in
the EU will remain large in relation to GDP. In the
period from 1998 to 2000 primary expenditure and
revenue are expected to remain broadly stable in
relation to GDP at a little above 43 and 46 per cent,
respectively.
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Monetary policy, banking and the financial markets

On 31 December the irrevocable conversion
rates of the euro against the participating currencies
were fixed; the rate for the lira is 1,936.27. The
conversion rates were determined on the basis of the
market rates of the participating currencies (equal to
their respective ERM parities, in accordance with the
announcement made by the European Council on 3
May 1998) and those of the Danish krone, the Greek
drachma and the pound sterling, the other currencies
included in the ecu basket. In this way the one-to-one
ratio with the ecu provided for in the Maastricht
Treaty was ensured.

With the introduction of the single European
currency in eleven EU member states, monetary
policy became the responsibility of the Governing
Council of the European Central Bank, composed
of the Governors of the national central banks and
six members of the Executive Board. The objective
of monetary policy is to maintain price stability
throughout the euro area; it is implemented in each
country by the national central bank in accordance
with the principle of subsidiarity sanctioned in the
Maastricht Treaty.

The Bank of Italy’s aim last year was to ensure
the orderly completion of the process of convergence
towards the single currency. With monetary
aggregates expanding rapidly until the summer, the
achievement of this objective called for monetary
conditions to be relaxed gradually. The careful
scheduling of the measures that led to short-term
interest rates falling by more than three percentage
points over the year ensured economic agents’
expectations and conduct were consistent with the
objective of price stability, and both actual and
expected inflation came down towards the levels
prevailing in the euro area; it also helped to protect
the exchange rate and long-term interest rates from
the repercussions of both the international financial
crisis and domestic tensions.

Official interest rates were brought down step by
step during the year. Following the reductions in

April and October, the discount rate was lowered by
half a point to 3.5 per cent on 4 December, in
agreement with the other members of the
Eurosystem, and the rate on fixed-term advances by
one point to 4.5 per cent. On 28 December the
discount rate was lowered by another half-point to
3 per cent, the interest rate at which the first
financing operations in euros were carried out in
January this year. In a situation of modestly
decelerating consumer price inflation and growth of
M3 at near the reference value, the ECB Governing
Council judged this rate, which is historically low
for Europe, to be consistent with maintaining price
stability in the euro area in the medium term.

The Council fixed the interest rate for the
marginal lending facility and overnight deposits with
national central banks at 4.5 and 2 per cent
respectively. In order to smooth the transition to the
new procedures for conducting monetary policy,
these rates were set at 3.25 and 2.75 per cent
respectively for the period between 4 and 21 January.

December also saw the completion of the process
of bringing the reserve requirements applicable to
Italian banks into line with the system envisaged
under the new regime; in the last maintenance period
prior to the introduction of the single currency, the
maximum reserve ratio applied to the reference
aggregate then in effect was lowered from 6 to 2.5
per cent.

In the last quarter of 1998 the three-month
Eurolira rate declined by 1.6 percentage points to 3.2
per cent; the differential vis-à-vis the corresponding
Euromark rate, which had been 1.2 percentage
points at the end of September, disappeared from
November on.

The decline in interest rates towards the levels
prevailing in the euro area also involved the long end
of the market: the differential between ten-year swap
rate in lire and marks in the Euromarket was annulled
and that between benchmark government securities
with similar maturities, which had widened to more
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than 50 basis points during the period of turmoil in
international markets, fell to less than 10 basis points
in the last part of the year. At the end of December
the yield on ten-year BTPs reached an all-time low
of 3.9 per cent.

The decline in market rates allowed the Treasury
to continue its policy of lengthening the average
maturity of government debt, which increased by
more than six months to five years, in line with
France and Germany.

The interest rates practised by banks have been
lowered. During 1998 the rate on short-term lira
loans fell by 2.3 percentage points, to 6.7 per cent,
almost eliminating the difference between the cost
of bank loans in Italy and Germany. Deposit rates
fell somewhat less; so that the differential with
lending rates narrowed by almost half a point, to 4.4
percentage points.

After growing rapidly in the first six months, the
monetary aggregates slowed down considerably,
reflecting the gradual approach to the easing of
monetary policy and a slowdown in the reallocation
of financial portfolios. M2 grew over the year by 5.8
per cent, compared with the reference value of 5 per
cent indicated by the Bank of Italy at the end of 1997.

Within the euro area the broad monetary
aggregate M3, which plays a key role in the
monetary policy strategy of the Eurosystem,
expanded by 4.5 per cent in the twelve months
ending in December, in accordance with the
reference value fixed by the Governing Council of
the ECB last December (see the ECB’s Monthly
Bulletin, January 1999).

After the surge of the first half of the year and
the fall in the third quarter in connection with the
turmoil in international markets, Italian share prices
bounced back almost to the previous peaks and rose
by 41 per cent over the year. Mainly as a result of
this rise, which was larger than those of the major
European and international stock exchanges, the
ratio of the total capitalization of the stock market
to GDP rose by 14 percentage points to 45 per cent,
while the earnings/price ratio fell by 0.8 points to
3.8 per cent.

Faced with a modest expansion in domestic
deposits, the banks financed the rapid growth in
lending by increasing their foreign currency
liabilities. Their securities portfolios expanded
slightly, while their holdings of reserves and liquidity
fell to very low levels by historical standards.

Provisional data indicate that the banks’
profitability improved considerably last year,
thanks to temporary factors linked to the
positive performance of the financial markets.
Notwithstanding the contraction in net interest
income, especially in the second half of the year,
gross income grew strongly as a result of the
exceptionally high gains from securities trading and
the increase in earnings on asset management
services. The number of employees fell by nearly 2
per cent; operating costs continued to grow, albeit
less rapidly as a result of the delay in renewing the
industry’s nation-wide labour contract. The increase
in net income should produce one of the highest rates
of return on equity of the decade.

Monetary policy and the exchange rate of the lira

The steady decline in market rates (Figure 31)
and the stability of the lira with respect to the
currencies of the other euro area countries permitted
an orderly changeover to the new monetary policy
regime.

In the last quarter of 1998 the three-month
Eurolira rate dropped from 4.8 to 3.2 per cent; the
differential vis-à-vis the corresponding Euromark
rate, which had been 2.3 percentage points at the
beginning of the year and 1.2 points at the end of
September, disappeared at the end of November
(Figure 32). At the same time the slight divergence
between the forward exchange rate against the mark
and the corresponding central rate also disappeared.

The fall in nominal interest rates was reflected
in real interest rates: the three-month Eurolira rate
adjusted for actual inflation fell to 2.2 per cent in
December (Figure 33), which was about half a
percentage point below the corresponding rate in the
four leading euro area countries and more than two
points below the level prevailing in Italy twelve
months earlier.
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Figure 31
Official interest rates and money and financial market rates

(daily data; percentages)
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Figure 32
Short--term lira/DM interest rate differential
and spot and forward lira/DM exchange rates
(daily data; percentage points and lire per DM)
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LIBOR, swap and future rates. - (3) Difference between 3-month LIBOR in lire and marks.
Right-hand scale.

Interest rates also fell at the long end of the
market. The differential between ten-year swap rates
in lire and marks in the Euromarket was annulled
and that between benchmark government securities
with similar maturities, which had already fallen to
less than 10 basis points in the spring, was annulled
in the last part of the year. The rate on the ten-year
benchmark BTP fell from 4.4 per cent at the end of

September to 3.9 per cent at the end of December;
over the same period the differential with the
corresponding rate on Bunds contracted from around
50 basis points to less than 10 basis points (Figure
34). The narrowing of the differential in this period,
which was partly due to the increase in the supply
of the German benchmark security, was followed by

Figure 33
Real effective exchange rate of the lira and real

short--term interest rates in Italy and the euro area
(monthly data; percentages and index, 1993=100)
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Sources: Eurostat and based on OECD data.
(1) Calculated with respect to 24 countries on the basis of the producer prices of

manufactures. Moving average for the three months ending in the reference month. An
increase indicates an appreciation. Right-hand scale. - (2) Three-month LIBOR rates
deflated using the change in the harmonized consumer price indices in the preceding 12
months. For the euro-4 area, the average of the rates for France, Germany, Italy and
Spain, weighted using each country’s GDP at current prices in national currency,
translated using purchasing power parities (averages for the three years 1992-94).
Moving average for the three months ending in the reference month. Left-hand scale.
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Figure 34
Yield differentials on benchmark 10--year

government securities in relation to Germany (1)
(daily data; percentage points)
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Source: BIS.
(1) Gross yields.

a slight widening, common to all the other euro area
countries, when the Brazilian crisis caused tensions
to re-emerge in international markets.

In the last part of 1998 the euro area yield curve
of one-year forward interest rates, with which the
corresponding lira curve had already come into line
in May, recorded a downward shift that became more
pronounced in the first few days of this year, when
it reached around half a percentage point. The term
structure of interest rates derived from the prices
of futures contracts on three-month Euromarket
deposits in euros shows that market participants
expect money market rates to fall by around a quarter
of a point by September and then to rise slightly
(Figure 35). The expected decline in interest rates
reflects the spread of fears of an economic slowdown
in Europe. The spike in December 1999 reflects the
possibility that payment system problems connected
with the adaptation of computer systems to the year
2000 will result in increased demand for monetary
base.

The term structure of forward interest rates and
the inflation expectations measured by opinion
surveys show that the real short-term interest rate in
the euro area is expected to remain basically stable
in 1999 (between 1.6 and 1.8 per cent) and then to
fall slightly at the beginning of 2000 (to 1.5 per cent,
or about one percentage point below the
corresponding level in the United States; Figure 36).
The real interest rate expected in Italy is slightly
below the average of the four leading euro area
countries for the first half of 1999, reflecting the

persistence of a small inflation differential that
should disappear in the second half of the year.

Figure 35
Euro yield curve in the Euromarket

(percentages)
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(1) The horizontal axis shows the settlement dates for the futures contracts to which
the yields refer. The date on which the contract was concluded is shown beside each
curve. - (2) The horizontal axis shows the period to which the yield refers, expressed in
years from the contract date indicated. The date on which the contract was concluded is
shown beside each curve.

In the last quarter of 1998 the nominal effective
exchange rate of the lira weakened slightly, falling
by 1.4 per cent. The yen appreciated by 17.6 per cent
against the lira, which remained stable against the
dollar and the other euro area currencies and
strengthened against the pound sterling and the
Swedish krona. Over the whole year, the nominal
effective exchange rate rose slightly, by 0.5 per cent.

Figure 36
Expected and actual real interest rates
on 3--month Euromarket deposits (1)

(three--month data; percentages)
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(1) The nominal interest rate on Euromarket deposits is deflated using the inflation
expectations measured by the Consensus Forecasts quarterly survey with reference
to the same time horizon. From March 1999 onwards the interest rates are those on
Euromarket futures contracts. - (2) The average of the rates for France, Germany, Italy
and Spain, weighted using each country’s GDP at current prices in national currency,
translated using purchasing power parities (average values for the three years 1992-94).
Based on OECD data. - (3) Moving average of each figure and the preceding one.
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Monetary base contracted by 56.7 trillion lire in
1998. However, when account is taken of the 73.3
trillion of liquidity released by the reduction in the
average compulsory reserve ratio, the aggregate
grew by 7.9 per cent, or a little less than in 1997.
The growth occurred in both currency and bank
reserves, which expanded by 7.2 and 8.7 per cent
respectively (Table 18). The foreign sector destroyed
37 trillion lire of liquidity, primarily in connection
with the closing of currency swap refinancing
positions (13.7 trillion) and payments of interest and
maturities of principal on government securities
denominated in foreign currency (23.2 trillion); the
Treasury destroyed 27 trillion as a result of the
redemption of 43.9 trillion of government securities
in the Bank of Italy’s portfolio, which was only
offset in part by the reduction of 15.6 trillion in the
balances on its accounts with the Bank. Open market
operations created 1.3 trillion of monetary base
(Table 19).

Table 18
Monetary variables (1)

(percentage changes)

���� ���� ���

2FW��'HF�
��� <HDU 2FW��'HF�

��� <HDU

0RQHWDU\ EDVH ��� � � � ��� ��� ��� ���

&XUUHQF\ � � � � � � � � � ��� ��� ��� ���

%DQN UHVHUYHV ��� � ��� ���� ��� ���

6KRUW�WHUP EDQN
GHSRVLWV � � � � � � � � � � ��� ��� ��� ���

0RQH\ VXSSO\ �0��

0RQWKO\ DYHUDJH � � ��� ��� ��� ���

4XDUWHUO\ DYHUDJH ��� ��� ��� ����� ���

��� &XUUHQF\� EDQN UHVHUYHV DQG PRQHWDU\ EDVH DUH FDOFXODWHG DV DYHUDJHV
RI GDLO\ GDWD IRU WKH UHVHUYH PDLQWHQDQFH SHULRG �IURP PLG�PRQWK WR PLG�PRQWK�
H[FHSW IRU WKH ODVW PDLQWHQDQFH SHULRG RI ����� ZKLFK UDQ IURP �� WR �� 'HFHPEHU��
EDQN GHSRVLWV DQG WKH PRQH\ VXSSO\ DUH FDOFXODWHG DV DYHUDJHV IRU WKH FDOHQGDU
PRQWK� �� ��� 3URYLVLRQDO� �� ��� $QQXDOL]HG DQG VHDVRQDOO\ DGMXVWHG� �� ��� $GMXVWHG
IRU WKH FKDQJH LQ WKH DYHUDJH FRPSXOVRU\ UHVHUYH UDWLR� �� ��� $YHUDJH IRU WKH
TXDUWHU HQGLQJ LQ WKH ODVW PRQWK RI WKH UHIHUHQFH SHULRG�

In June the annualized growth in M2, calculated
on seasonally adjusted three-month average data,
was 13.2 per cent; over the year as a whole the
aggregate grew by 5.8 per cent (Figure 37; see also
the box “The behaviour of the money supply”,
Economic Bulletin no. 27, October 1998). The

expansion in M2 reflected the rapid growth in M1.
The increase of 9.1 per cent in narrow money over
the year, calculated on three-month average data,
was partly offset by the contraction in the less liquid
components of M2, which also explains the slower
growth in the Italian component of M3.

Table 19
Monetary base (1)

(changes in billions of lire)

���� ���� ���

2FW��'HF� <HDU 2FW��'HF� <HDU

6RXUFHV

)RUHLJQ VHFWRU � � � � � � ����� ������ ������� ��������

IRUHLJQ FXUUHQF\ VZDSV �� ������� �� ��������

7UHDVXU\ � � � � � � � � � � � �������� �������� ����� ��������

7UHDVXU\ SD\PHQWV
DFFRXQW � � � � � � � � � � ����� ����� ����� ������

6LQNLQJ IXQG IRU
UHGHPSWLRQ RI
JRYHUQPHQW
VHFXULWLHV � � � � � � � � ������� ������� ������ �����

2WKHU %,�8,&
RSHUDWLRQV ZLWK
WKH 7UHDVXU\ ��� � � �������� �������� �������� ��������

2SHQ PDUNHW � � � � � � � � ������ ������ �������� �����

5HSRV ��� � � � � � � � � � � ��� �������� �������� ��������

2XWULJKW 7UHDVXU\ ELOO
RSHUDWLRQV � � � � � � � ����� ������ ������� ������

2WKHU RXWULJKW
WUDQVDFWLRQV � � � � � � ����� ����� ������� �����

5HILQDQFLQJ � � � � � � � � ����� ��� ����� �����

2WKHU VHFWRUV � � � � � � � ����� ����� ������ �����

7RWDO � � � � ����� ������ �������� ��������

8VHV

&XUUHQF\ LQ FLUFXODWLRQ ����� ����� ����� �����

%DQN UHVHUYHV � � � � � � ����� ����� �������� ��������

FRPSXOVRU\
UHVHUYHV ��� � � � � � ����� ������ �������� ��������

��� 5RXQGLQJ PD\ FDXVH GLVFUHSDQFLHV LQ WRWDOV� �� ��� 3URYLVLRQDO� �� ��� 1HW
UHGHPSWLRQV RI JRYHUQPHQW VHFXULWLHV LQ WKH %,�8,& SRUWIROLR DQG RWKHU LWHPV �VHH WKH
QRWHV WR 6WDWLVWLFDO 7DEOH D���� �� ��� $W ERRN YDOXH� �� ��� $YHUDJH UHVHUYH UHTXLUHPHQW
GXULQJ WKH UHVHUYHPDLQWHQDQFHSHULRG �IURPPLG�PRQWK WRPLG�PRQWK� H[FHSW IRU WKH ODVW
PDLQWHQDQFH SHULRG RI ����� ZKLFK UDQ IURP �� WR �� 'HFHPEHU��
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Figure 37
M2 money supply (1)

(monthly data; stocks in billions of lire)
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(1) Seasonally adjusted. - (2) Moving average for the three months ending in the
reference month.

The total financing granted to the non-state
sector increased by 6.0 per cent in 1998, compared
with an increase of 5.5 per cent in 1997 as a whole
(Table 20); foreign financing, in the form of loans
and bond purchases, increased by 4.2 per cent (8.2
per cent in 1997). Total credit expanded by 4.1 per
cent (3.6 per cent in 1997).

The total financial assets of the non-state sector
(excluding shares held directly) grew by 4.8 per cent.
The domestic component grew by 2.3 per cent (3.1
per cent in 1997 as a whole); the foreign component
continued to surge, expanding by 26.9 per cent.

Table 20
Credit and financial assets

(percentages; end--of--period data)

*URZWK UDWHV
LQ WKH SHULRG

6KDUH
RI VWRFNV

���� ���� ��� ���� ���� ������� ���� ��� ���� ���� ���

7RWDO FUHGLW � � � � � � � � � � � � � ��� ��� ����� �����
)LQDQFH WR WKH QRQ�VWDWH

VHFWRU � � � � � � � � � � � � � ��� ��� ���� ����
EDQNV � � � � � � � � � � � � � ��� ��� ���� ����
ERQGV � � � � � � � � � � � � � ����� ������ ��� ���
IRUHLJQ ILQDQFH � � � � � ��� ��� ��� ���

)LQDQFLDO DVVHWV RI WKH
QRQ�VWDWH VHFWRU ��� ��� ��� ����� �����

'RPHVWLF � � � � � � � � � � � � � ��� ��� ���� ����
OLTXLG DVVHWV � � � � � � � � � ����� ����� ���� ����
RI ZKLFK� 0� ��� � � � � ��� ��� ���� ����

PHGLXP DQG ORQJ�WHUP
VHFXULWLHV � � � � � � � � � � ��� ������ ���� ����

LQYHVWPHQW IXQG XQLWV
DQG RWKHU ��� � � � � � � � ���� ���� ���� ����

)RUHLJQ � � � � � � � � � � � � � � � ���� ���� ���� ����

��� 3URYLVLRQDO� �� ��� 1HW RI VKDUHV KHOG GLUHFWO\� �� ��� *URZWK UDWHV DUH FDOFXODWHG
IURP ��PRQWK DYHUDJHV� �� ��� ,QYHVWPHQW IXQG XQLWV �LQFOXGLQJ WKH HTXLW\ FRPSRQHQW��
QRQ�VWDWH VHFWRU FODLPV RQ EDQNV� VXUHW\ GHSRVLWV RI ILUPV� DW\SLFDO VHFXULWLHV DQG
5HSXEOLF RI ,WDO\ ERQGV KHOG E\ WKH QRQ�VWDWH VHFWRU�

Table 21
Financial assets of the non--state sector (1)

(billions of lire and percentage shares)

)ORZV LQ �� PRQWKV HQGLQJ LQ� 3HUFHQWDJH FRPSRVLWLRQ RI VWRFNV ���)ORZV LQ �� PRQWKV HQGLQJ LQ� 3HUFHQWDJH FRPSRVLWLRQ RI VWRFNV ���

'HFHPEHU ���� 'HFHPEHU ���� 'HFHPEHU ���� 'HFHPEHU ����

/LTXLG DVVHWV � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ��������� ��������� ���� ����
0� � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ������ ������ ���� ����

EDQN FXUUHQW DFFRXQWV � � � � � � � � � � � � � � � � ������ ������ ���� ����
VKRUW�WHUP &'V DQG VDYLQJV GHSRVLWV � � � ������ �������� ��� ���

2WKHU OLTXLG DVVHWV � � � � � � � � � � � � � � � � � � � � � � � � � � ��������� ��������� ���� ����
7UHDVXU\ ELOOV � � � � � � � � � � � � � � � � � � � � � � � � �������� ��������� ��� ���
&'V IRU WHUPV RI �� PRQWKV RU PRUH � � � � ��������� �������� ��� ���

0HGLXP DQG ORQJ�WHUP VHFXULWLHV � � � � � � � � � � � � � � ������ ��������� ���� ����
%RQGV � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ������ ������ ���� ����
*RYHUQPHQW VHFXULWLHV � � � � � � � � � � � � � � � � � � � � � � �������� ��������� ���� ����

,QYHVWPHQW IXQG XQLWV ��� � � � � � � � � � � � � � � � � � � � � � ������� ������� ���� ����
2WKHU GRPHVWLF ILQDQFLDO DVVHWV � � � � � � � � � � � � � � � ����� ����� ��� ���
([WHUQDO ILQDQFLDO DVVHWV � � � � � � � � � � � � � � � � � � � � � � ������ ������ ���� ����

7RWDO � � � ������� ������� ����� �����

��� ([FOXGLQJ VKDUHV KHOG GLUHFWO\� 5RXQGLQJ PD\ FDXVH GLVFUHSDQFLHV LQ WRWDOV� 3URYLVLRQDO GDWD IRU ����� �� ��� (QG�RI�SHULRG GDWD� �� ��� ,QFOXGHV WKH VKDUH FRPSRQHQW�
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The monetary aggregates for the euro area and its Italian components

For the purposes of implementing the single monetary
policy, the Eurosystem monitors a broad range of economic
indicators able to give advance warning of risks to price
stability within the area; the announcement of a reference
value for money supply growth accords a particularly
important role to this aggregate among the indicators in
question (see Monthly Bulletin of the ECB, February 1999).

The methods used to calculate the monetary aggregates
for the area and the definitions of issuing and holding sectors
are similar to those used by the Bank of Italy until the end of
last year. The issuing sector consists of the monetary financial
institutions (MFIs), that is to say the national central banks
of the Eurosystem, the ECB, credit institutions and other
financial institutions with monetary liabilities. The definition
of money also includes the short-term liabilities of certain
central government institutions that gather a substantial
volume of funds in a number of countries in the area, chiefly
the Post Office.

The main differences by comparison with the definition
of the issuing sector previously used in Italy are the inclusion
among the components of money of the liabilities of “money
market funds” (funds investing exclusively in instrumentswith

a residual term of one year or less) and holding sectors’
deposits with the Eurosystem (previously, the only liabilit y of
thecentral bank included in theItaliandefinitionwascurrency
in circulation). Money market funds are of very minor
importance in Italy (9.2 trillio n li re in December) but
significant in other countries, such as France. Deposits with
theEurosystemaremodest for thewholeof thearea, less than
6trillio n li re. Thedefinitionof “moneyholdingsector” broadly
matchesthat of thenon-statesector previouslyusedbytheBank
of Italy, with the conspicuous exception of investment funds
other than money market funds, which were not included.

Other methodological differences lie in the methods of
data collection: data relate to the end of the month, instead
of being the monthly average, and they cover the entire
banking system, instead of just the “Research Department
sample” (which excluded small banks and mutual banks
(banche di credito cooperativo) accounting for about 5 per
cent of the total deposits of the Italian banking system). The
data collection format adopted by the Eurosystem lays down
a classification of MFI resources that does not coincide
with that previously used for national statistics, nor can it

Table 1
Mapping between the euro area monetary aggregates and those for Italy

$JJUHJDWHV IRU WKH DUHD
�GHILQLWLRQV DGRSWHG E\ WKH *RYHUQLQJ &RXQFLO RI WKH (&%�

,WDOLDQ DJJUHJDWHV
�GHILQLWLRQ LQ XVH XQWLO �����������

&XUUHQW
DWWULEXWLRQ &RPSRQHQWV &RPSRQHQWV 3UHYLRXV DWWULEXWLRQ

&XUUHQF\ LQ FLUFXODWLRQ 1RWHV DQG FRLQV

0�
2YHUQLJKW GHSRVLWV

EDQN
SRVW RIILFH

&XUUHQW DFFRXQW GHSRVLWV
EDQN �QRW VXEMHFW WR QRWLFH�
SRVW RIILFH

0�

2WKHU LWHPV
'HSRVLWV UHGHHPDEOH DW QRWLFH XS WR � PRQWKV 2UGLQDU\ SRVW RIILFH VDYLQJV FHUWLILFDWHV ��� /LTXLG DVVHWVHSRV V HGHH DE H D R FH XS R � R V

3RVWDO VDYLQJV GHSRVLWV QRW VXEMHFW WR QRWLFH ���

6DYLQJV GHSRVLWV QRW VXEMHFW WR QRWLFH ���

0� 'HSRVLWV ZLWK DJUHHG PDWXULW\ XS WR � \HDUV 6DYLQJV GHSRVLWV VXEMHFW WR QRWLFH ��� 0�0�
%DQN FXUUHQW DFFRXQWV VXEMHFW WR QRWLFH ���

%DQN &'V IRU WHUPV RI OHVV WKDQ �� PRQWKV

%DQN &'V IRU WHUPV RI EHWZHHQ �� DQG �� PRQWKV ���
/LTXLG DVVHWV

%DQN UHSXUFKDVH DJUHHPHQWV %DQN UHSXUFKDVH DJUHHPHQWV
/LTXLG DVVHWV

0�
0RQH\ PDUNHW IXQG VKDUHV
0RQH\ PDUNHW SDSHU

0RQH\ PDUNHW IXQG VKDUHV ���

)L L O W'HEW VHFXULWLHV XS WR � \HDUV %DQN ERQGV ZLWK DQ RULJLQDO PDWXULW\ RI � \HDUV ��� )LQDQFLDO DVVHWV

0HPRUDQGXP
LWHPV

'HEW VHFXULWLHV RYHU � \HDUV %DQN ERQGV ZLWK DQ RULJLQDO PDWXULW\ RI PRUH WKDQ �
\HDUV ���

LWHPV
'HSRVLWV ZLWK DJUHHG PDWXULW\ RYHU � \HDUV %DQN &'V IRU WHUPV RI PRUH WKDQ � \HDUV ��� /LTXLG DVVHWV

��� ,Q WKH ,WDOLDQ PRQHWDU\ VWDWLVWLFV WKHVH ZHUH FODVVHG DV ´3RVW RIILFH VDYLQJV FHUWLILFDWHVµ WRJHWKHU ZLWK IL[HG��WHUP SRVW RIILFH VDYLQJV FHUWLILFDWHV� WKH ODWWHU DUH QRW FRYHUHG
E\ WKH VWDWLVWLFV UHSRUWHG WR WKH (&%� �� ��� ,Q WKH ,WDOLDQ PRQHWDU\ VWDWLVWLFV WKHVH ZHUH FODVVHG DV ´3RVWDO VDYLQJV GHSRVLWVµ WRJHWKHU ZLWK SRVWDO VDYLQJV GHSRVLWV VXEMHFW WR QRWLFH�
WKH ODWWHU DUH QRW FRYHUHG E\ WKH VWDWLVWLFV UHSRUWHG WR WKH (&%� �� ��� ,Q WKH ,WDOLDQPRQHWDU\ VWDWLVWLFV WKH LWHP ´6DYLQJV GHSRVLWVµ FRPSULVHG VDYLQJV GHSRVLWV� ERWK VXEMHFW WR QRWLFH
DQG QRW VXEMHFW WR QRWLFH� DQG EDQN FXUUHQW DFFRXQWV VXEMHFW WR QRWLFH� �� ��� ,Q WKH ,WDOLDQ PRQHWDU\ VWDWLVWLFV DOO EDQN &'V IRU WHUPV RI �� PRQWKV RU PRUH ZHUH UHFRUGHG LQ WKH
LWHP ´&'VZLWK DPDWXULW\ RI DW OHDVW ��PRQWKVµ� �� ��� 7KH GDWD IRU WKHVH DJJUHJDWHVZHUH QRW DYDLODEOH LQ WKH UHWXUQV VXEPLWWHG E\ ,WDOLDQ0),V EHIRUH WKH DGRSWLRQ RI WKH KDUPRQL]HG
VWDWLVWLFDO PDWUL[ IRU WKH WKLUG VWDJH RI (08�0RQH\PDUNHW IXQG VKDUHV ZHUH SDUW RI ´6KDUHV RI LQYHVWPHQW IXQGVµ� ,Q WKH FDVH RI ERQGV� WKH FODVVLILFDWLRQ GLG QRW GLVWLQJXLVK EHWZHHQ
WKRVH ZLWK D PDWXULW\ RI WZR \HDUV DQG WKRVH IRU ORQJHU WHUPV� ERWK ZHUH UHFRUGHG LQ WKH LWHP ´2WKHU ERQGVµ�

cont.
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Table 2
Italian components of the euro area aggregates: residents of Italy and of the rest of the area (1)

(billions of lire; end-of-period stocks, not seasonally adjusted, and percentage changes on year-earlier period)

0RQH\
PDUNHW

' EW � WK
'HSRVLWV

ZLWK
'HSRVLWV
UHGHH

5HSXU�
FKDVH�

PDUNHW
IXQG
VKDUHV

G

'HEW
VHFXUL��
WLHV 7 W O

3HUFHQ�
W

��PRQWK
PRYLQJ
DYHU��

&XUUHQ�
F\ LQ

FLUFXOD�
WLRQ ���

2YHU�
QLJKW

GHSRVLWV
7RWDO

3HUFHQ�
WDJH

FKDQJH

S
ZLWK

DJUHHG
PDWXULW\
XS WR �
\HDUV

S
UHGHH�
PDEOH DW
QRWLFH XS

WR
� PRQWKV

7RWDO
3HUFHQ�
WDJH

FKDQJH

FKDVH�
DJUHH��
PHQWV

VKDUHV
DQG

PRQH\
PDUNHW
SDSHU
���

WLHV
XS WR

� \HDUV
���

7RWDO
3HUFHQ
WDJH

FKDQJH
DYHU��
DJH
�FHQ�
WUHG�

���� �� 6HSW� ������� ������� ������� ��� ������� ������� ��������� ����� ������� ����� ������ ��������� ���
2FW� ������� ������� ������� ���� ������� ������� ��������� ����� ������� ����� ������ ��������� ��� �����
1RY� ������� ������� ������� ��� ������� ������� ��������� ����� ������� ����� ������ ��������� ����� �����
'HF� ������� ������� ������� ��� ������� ������� ��������� ����� ������� ����� ������ ��������� ����� �����

���� �� -DQ� ������� ������� ������� ��� ������� ������� ��������� ����� ������� ����� ������ ��������� ��� ���
)HE� ������� ������� ������� ��� ������� ������� ��������� ����� ������� ����� ������ ��������� ����� ���
0DU� ������� ������� ������� ���� ������� ������� ��������� ����� ������� ����� ������ ��������� ��� ���
$SU� ������� ������� ������� ���� ������� ������� ��������� ��� ������� ����� ������ ��������� ��� ���
0D\ ������� ������� ������� ���� ������� ������� ��������� ����� ������� ����� ������ ��������� ��� ���
-XQH ������� ������� ������� ���� ������� ������� ��������� ��� ������� ������ ������ ��������� ��� ���
-XO\ ������� ������� ������� ���� ������� ������� ��������� ����� ������� ����� ������ ��������� ��� ���
$XJ� ������� ������� ������� ��� ������� ������� ��������� ����� ������� ������ ������ ��������� ��� ���
6HSW� ������� ������� ������� ��� ������� ������� ��������� ����� ������� ������ ������ ��������� ����� ���
2FW� ������� ������� ������� ��� ������� ������� ��������� ����� ������� ������ ������ ��������� ��� �����
1RY� ������� ������� ������� ��� ������� ������� ��������� ����� ������� ������ ������ ��������� ����� ���
'HF� ������� ������� ������� ��� ������� ������� ��������� ��� ������� ����� ������ ��������� ���

(XUR DUHD FRP�
SRQHQWV ��� ������� ��������� ��������� ��������� ��������� ��������� ������� ������� ������� ���������

3HUFHQWDJH
ZHLJKW ,WDO\�
HXUR DUHD ��� ���� ���� ���� ��� ��� ���� ���� ��� ���� ����

��� $OO WKH LWHPV LQ WKH WDEOH UHODWH WR WKH OLDELOLWLHV RI ,WDOLDQ 0),V WRZDUGV WKH ´0RQHWDU\ DVVHW KROGLQJ VHFWRUµ H[FHSW IRU WKH LWHPV GHVFULEHG LQ IRRWQRWHV ��� DQG ���� �� ��� 7RWDO
RI EDQNQRWHV LVVXHG E\ WKH %DQN RI ,WDO\ DQG QRWHV DQG FRLQ LVVXHG E\ WKH 7UHDVXU\� �� ��� 7KH LWHP LV FDOFXODWHG E\ VXEWUDFWLQJ IURP WKH WRWDO IRU VXFK VHFXULWLHV LQ WKH OLDELOLWLHV RI
,WDOLDQ 0),V WKH DPRXQW KHOG E\ ,WDOLDQ 0),V WKHPVHOYHV� $V WKH DPRXQW LQ WKH SRUWIROLR RI WKH 0),V RI WKH UHVW RI WKH DUHD DQG LQ WKDW RI ´&HQWUDO JRYHUQPHQWµ LV QRW DYDLODEOH LQ WKH
UHWXUQV WR WKH (&%� LW LV QRW SRVVLEOH WR FDOFXODWH WKH DPRXQW KHOG E\ WKH ´0RQHWDU\ DVVHW KROGLQJ VHFWRUµ DW QDWLRQDO OHYHO� �� ��� 'DWD IRU WKH ODWHVW PRQWK DYDLODEOH� �� ��� &DOFXODWHG
IURP WKH VXP RI WKH QDWLRQDO DJJUHJDWHV� ZKLFK IRU WKH LWHPV GHVFULEHG LQ IRRWQRWHV ��� DQG ��� DQG WKH WRWDOV LV VOLJKWO\ KLJKHU WKDQ WKH FRUUHVSRQGLQJ DUHD DJJUHJDWH� 7KH ZHLJKWV
REWDLQHG LQ WKLV ZD\ IRU WKH �� FRXQWULHV LQ WKH DUHD VXP WR ����

always be reproduced exactly on the basis of even the most
highly disaggregated series available in the past. The series
corresponding to the new definition of the monetary
aggregates are available only from September 1997 onwards
on the basis of data consistent with the harmonized statistical
format.

The Governing Council of the ECB adopted three
definitions of the money supply - M1, M2 and M3 - as it
realized that the introduction of the single currency could be
accompanied by instability in the relationship between the
monetary aggregates and other important macroeconomic
variables. The reference value has been set in terms of the
growth in the broadest aggregate, M3, which consists of the
following liabilities: currency in circulation and sight deposits
(the sum of which amounts to M1), deposits “with agreed
maturity up to 2 years” and deposits” redeemable at notice
up to 3 months” (added to M1, this gives M2), repurchase
agreements, debt securities up to 2 years, money market fund

shares and money market paper (which together with M2
constitute M3). In order to make it easier to identify instability
in the reference aggregate due to portfolio reallocation, other
less liquid assets that are not included in M3 are also monitored.
Table 1 illustrates the linkage between the definitions of the
aggregates applied in Italy until 1998 and those used by the
Eurosystem. The main differences are as follows: the new M2
aggregate includes bank CDs with terms of up to 24 months,
whereas the corresponding Italian aggregate covered only
those with terms of less than 18 months; M3, an aggregate that
was not used in Italy, includes repurchase agreements (which
were previously classified among liquid assets), 2-year bank
bonds and money market fund shares, previously included
among financial assets.

The national components of the monetary aggregates
for the area may have lost their role as reference variables
for monetary policy, but they will continue to perform an

cont.
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important informative function; analysis of their behaviour,
over time and in comparison with that of their counterparts
in other countries of the area, can provide useful indications
both at national level (for example, for understanding
portfolio reallocation) and at area level, permitting a better
interpretation of the behaviour of the European aggregates
and their implications in terms of inflationary pressures.

The national components can be defined in two ways:
by aggregating the liabilities of the MFIs located in a given
country that are held only by residents in that country - the
criterion traditionally applied by the Bank of Italy - or those
that are held by residents of all countries in the area. In the
case of Italy, adopting one criterion rather than the other
currently gives rise to only small differences.

Table 2 shows the Italian components of the European
aggregates on the basis of the second definition. They are
not labelled M1, M2 or M3, partly in order to signal the break
in interpretation and partly because the statistical system of
the ESCB does not have a suitable sectoral breakdown of
data, so that for some items (currency in circulation, bonds,
money market paper and money market fund shares) the sum
of the national components differs from the corresponding
area aggregate. The methods adopted for the present in order
to get around these difficulties mean that the Italian
component of the European aggregates, so defined, is
“overweight”: thesumof thenational components isslightly
larger than the corresponding area aggregate. Although the
discrepancy is large in absolute terms(67.4 billion euros for
M3 in December 1998, about 130 trillio n li re), it is modest
in relative terms (1.5 per cent of the M3 aggregate for the
area).

TheItalian component makesup 23 per cent of thearea’s
narrowest aggregate M1, because of the substantial volume
of current account deposits in Italy, and 16 per cent of M2
and M3, reflecting the smaller proportion of deposits with
agreed maturity or redeemable at notice. Money market
investment funds are less common than in other countries
of the area, while repurchase agreements and 2-year bank
bonds are more widely used, despite a recent decline in the
former.

In 1998 the behaviour of the Bank of Italy’s M2
aggregate diverged significantly from that of the Italian
component of M3 for the euro area; whereas the former
increased rapidly, especially in the first half of the year, the
latter remained basically stable (see the Figure). The
discrepancy can be attributed only partly to the switch from
the “Research Department sample” to coverage of the full
banking system; rather, it reflects mainly changes in the less
liquid components included in M3 but excluded from the
Italian definition of M2: the sharp contraction in CDs for
terms of between 18 and 24 months and in repurchase
agreements was only partially offset by the strong growth in

2-year bank bonds and the more modest increase in money
market fund shares. By contrast, during the first half of the
year theBank of Italy’sM1 money supply aggregateand the
Italian component of thecorresponding euro area aggregate,
thedefinitionsof which areessentially thesame, showedvery
sustained growth above the rate for M1 for the area.

Monetary aggregates for the euro area and for Italy
(monthly data; percentagechangeson year-earlier period)

1997 1998
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M1 euro area (2)
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(1) Aggregates used by the Bank of Italy until December 1998; monthly
averages. - (2) End-of-period data. - (3) Held by residents in Italy and in the rest of
the area; end-of-period data.

The counterparts of money constructed by the
Eurosystem do not diverge conceptually from those used in
the statistics of the Bank of Italy, but there are nonetheless
important methodological differences. Themost obvious lies
in the greater detail of the items: non-monetary liabilities,
which in the Italian counterparts were recorded under the
residual “Other items”, are subdivided according to
instrument and counterparty. In addition, both assets and
liabilitiestowardstheexternal sector (that istosay, countries
outside the area) are shown instead of the net position. By
contrast, the external position of the Eurosystem is not
distinguished from that of other MFIs, unlike the treatment
in thestatisticsof theBank of Italy, wheretheofficial reserves
and thenet external position of thebanking systemappeared
separately.

Finally, themethodology adopted by theEurosystemfor
the banking statistics differs from that previously used in
Italy; apart from the above-mentioned use of end-of-period
data and coverage of the entire banking system, it includes
repurchase agreements among deposits and bad debts and
reverse repurchase agreements with loans.
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Households and firms continued to reallocate
their portfolios, although the shifts were less
pronounced in the second half of the year. Net
purchases of investment fund units accelerated
(Table 21), amounting to 313 trillion lire, or more
than twice the figure for 1997. Holdings of
government securities and CDs with a maturity of
eighteen months or more contracted further, falling
by 63.4 and 240 trillion lire respectively.

Banking

Bank lending increased by 6 per cent in nominal
terms in 1998, compared with 5.4 per cent in 1997

(Table 22), and outpaced GDP. Analysis of the data
by geographic area shows that the growth was faster
in the Centre and North (8.3 per cent) than in the
South (2.4 per cent).

Banks fostered the expansion in lending by
setting easier terms for borrowers. In the fourth
quarter, the average interest rate on short-term loans
came down more than the relaxation of monetary
conditions and the performance of the main
macroeconomic variables might have led to expect
on the basis of past experience. Banks were also
more liberal in granting credit: during the year, the
ratio of credit drawn to that granted for lira overdraft
facilities declined from 46 to 44.2 per cent.

Table 22
Main items in the banks’ balancesheets (1)

(percentage changes on corresponding period of previous year; billions of lire; end--of--period data)

���� ����
���� 6WRFNV���� ����

0DUFK -XQH 6HSWHPEHU 'HFHPEHU
6WRFNV

'HFHPEHU ����

$VVHWV
6HFXULWLHV � � � � � � � � � � � � � � � � � � � � �  ���  ������  ������  ����� ��� ��� �������
JRYHUQPHQW VHFXULWLHV � � � � � � � � �  ���� ������ ������ ����� ����� ����� �������

/RDQV ��� ��� � � � � � � � � � � � � � � � � � � �  ���  ���  ���  ���  ���  ���  ���������
VKRUW�WHUP � � � � � � � � � � � � � � � � � � �  ��� ��� ��� ��� ��� ��� �������
PHGLXP DQG ORQJ�WHUP ��� � � � � �  ���  ���  ���  ���  ���  ���  �������

%DG GHEWV � � � � � � � � � � � � � � � � � � � � �  ����  �����  ���  ���  ���  ���  �������

([WHUQDO DVVHWV LQ OLUH ��� � � � � � � � �  ����  ���  ����  ����  ����  ���  �������

([WHUQDO DVVHWV LQ IRUHLJQ
FXUUHQF\ ��� ��� � � � � � � � � � � � � � �  ���� ��� ��� ��� ��� ��� �������

/LDELOLWLHV
'RPHVWLF GHSRVLWV DQG ERQGV

�DYHUDJHV� ��� � � � � � � � � � � � � � � �  ��� ��� ��� ��� ��� ��� ���������
'HSRVLWV � � � � � � � � � � � � � � � � � �  ���  �����  �����  ����� ����� ����� �������

FXUUHQW DFFRXQWV � � � � � � � �  ��� ��� ���� ���� ���� ���� �������
VKRUW�WHUP &'V � � � � � � � � �  ���� ���� ���� ��� ����� ������ ������
PHGLXP DQG ORQJ�WHUP
&'V � � � � � � � � � � � � � � � � �  ����� ������ ������ ������ ������ ������ ������

%RQGV � � � � � � � � � � � � � � � � � � � � �  ����  ����  ����  ����  ����  ����  �������

([WHUQDO OLDELOLWLHV LQ OLUH ��� � � � � � �  ����  ����  ����  ���� ���� ��� �������

([WHUQDO OLDELOLWLHV LQ IRUHLJQ
FXUUHQF\ ��� ��� � � � � � � � � � � � � � �  ����� ����� ��� ��� ��� ��� �������

5HSRV ZLWK UHVLGHQW QRQ�EDQNV � � � ����� ���� ����� ������ ����� ������ �������

��� 7KH ILJXUHV IRU 'HFHPEHU ���� DUH SURYLVLRQDO� 7KH DGMXVWPHQWV GHVFULEHG LQ QRWHV � DQG � UHODWH RQO\ WR WKH SHUFHQWDJH FKDQJHV� �� ��� 7KH IRUHLJQ FXUUHQF\ FRPSRQHQW LV QHW
RI H[FKDQJH UDWH DGMXVWPHQWV� �� ��� $GMXVWHG IRU WKH HIIHFWV RI WKH WUDQVDFWLRQV LQ -DQXDU\ ���� EHWZHHQ %DQFR GL 1DSROL DQG WKH QRQ�EDQN FRPSDQ\ 6*$� �� ��� 6RXUFH� 8,&� ³ ��� )RU
GHSRVLWV� PRQWKO\ DYHUDJHV RI GDLO\ GDWD� IRU ERQGV� HQG�RI�SHULRG GDWD�
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Table 23
Bank lending and bad debts by branch of economic activity (1)

(percentages)

)LQDQFH
(QWHUSULVHV

+RXVHKROGV
*HQHUDO
JRYHUQ

)LQDQFH
DQG

LQVXUDQFH
1RQ�ILQDQFLDO HQWHUSULVHV

+RXVHKROGV

7RWDOJRYHUQ�
PHQW
���

LQVXUDQFH
FRPSD�
QLHV
���

+ROGLQJ
FRPSDQLHV

,QGXVWU\
H[FOXGLQJ
FRQVWUXF�

WLRQ

&RQVWUXF�
WLRQ 6HUYLFHV &RQVXPHUV 6ROH

WUDGHUV

7RWDO
���

���PRQWK SHUFHQWDJH FKDQJHV LQ OHQGLQJ

���� �� -XQH � � � � � � �  ���  ����  ���  ����� ��� ��� ����� ��� ��� ��� ���

���� �� 'HFHPEHU � � ��� ���� ��� ��� ��� ��� ����� ��� ��� ��� ���

���� �� -XQH � � � � � � �  �����  ���  ���  ����� ��� ��� ��� ��� ��� ��� ���

���� �� 'HFHPEHU � � ����� ���� ��� ����� ��� ��� ����� ��� ���� ��� ���

���PRQWK SHUFHQWDJH FKDQJHV LQ EDG GHEWV

���� �� -XQH ��� � � � �  ������ ������ ����� ��� ����� ����� ��� ����� ���� ����� ���
������ ��� ��� ��� ��� ��� ���� ��� ���� ��� ���

���� �� 'HFHPEHU ��� ������ ������ ����� ������ ����� ����� ����� ����� ���� ����� �����
������ ��� ��� ����� ��� ��� ���� ��� ���� ��� ���

���� �� -XQH ��� � � � �  ������  ����  ���  ������  ���  ���  ���  ���  ����  ���  ���

������ ���� ��� ����� ��� ��� ��� ��� ���� ��� ���

���� �� 'HFHPEHU � � ������ ����� ��� ������ ��� ����� ��� ��� ��� ��� ���

5DWLR RI EDG GHEWV WR WRWDO OHQGLQJ ���

���� �� -XQH � � � � � � �  ���  ���  ����  ���  ����  ���  ���� ��� ���� ���� ���

���� �� 'HFHPEHU � � ��� ��� ��� ��� ���� ��� ���� ��� ���� ���� ���

���� �� -XQH � � � � � � �  ���  ���  ����  ���  ����  ���  ����  ���  ����  ����  ���

���� �� 'HFHPEHU � � ��� ��� ��� ��� ��� ��� ���� ��� ���� ���� ���

,QWHUHVW UDWHV RQ VKRUW�WHUP OLUD ORDQV ���

���� �� -XQH � � � � � � �  ����  ����  ����  ����  �����  ����  �����  �����  �����  �����  ����

���� �� 'HFHPEHU � � ���� ���� ���� ���� ���� ���� ����� ���� ����� ����� ����

���� �� -XQH � � � � � � �  ����  ����  ����  ����  ����  ����  ����  ����  ����  �����  ����

���� �� 6HSWHPEHU � ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

3HUFHQWDJH FRPSRVLWLRQ RI OHQGLQJ

���� �� 'HFHPEHU � � ��� ��� ���� ��� ���� ���� ��� ���� ���� ���� �����

���� �� 'HFHPEHU � � ��� ���� ���� ��� ���� ���� ��� ���� ���� ���� �����

��� 7KH ILJXUHV IURP -XQH ���� RQZDUGV ZHUH REWDLQHG E\ UHDJJUHJDWLQJ WKH VXEJURXSV RI WKH GLIIHUHQW VHFWRUV RI HFRQRPLF DFWLYLW\ DFFRUGLQJ WR WKH FODVVLILFDWLRQ FULWHULD
LQ IRUFH XQWLO 0D\� &KDQJHV LQ WKH IRUHLJQ FXUUHQF\ FRPSRQHQW DUH QHW RI H[FKDQJH UDWH DGMXVWPHQWV� �� ��� ,QFOXGHV ORDQV UDLVHG E\ WKH 6WDWH 5DLOZD\V ZLWK WKH FRVWV ERUQH E\
WKH JRYHUQPHQW� DV HVWDEOLVKHG E\ (XURVWDW� �� ��� 3HUFHQWDJH FKDQJHV LQ OHQGLQJ DUH DGMXVWHG IRU WKH HIIHFWV RI WKH WUDQVDFWLRQV LQ -DQXDU\ ���� EHWZHHQ %DQFR GL 1DSROL DQG
WKH QRQ�EDQN FRPSDQ\ 6*$� �� ��� 7KH ILJXUHV LQ LWDOLFV DUH WKH SHUFHQWDJH FKDQJHV REWDLQHG DIWHU UHDWWULEXWLQJ WKH EDG GHEWV WUDQVIHUUHG IURP %DQFR GL 1DSROL WR 6*$ DQG WKRVH
UHWDLQHG RQ WKH ERRNV RI 6LFLOFDVVD LQ OLTXLGDWLRQ� �� ��� 7KH ILJXUHV LQ LWDOLFV DUH WKH SHUFHQWDJH FKDQJHV REWDLQHG DIWHU UHDWWULEXWLQJ WKH EDG GHEWV UHWDLQHG RQ WKH ERRNV RI 6LFLOFDVVD
LQ OLTXLGDWLRQ� �� ��� 7KH GHQRPLQDWRU LQFOXGHV EDG GHEWV� �� ��� &HQWUDO &UHGLW 5HJLVWHU GDWD�
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The growth of 6.6 per cent in lira lending (6.4
per cent in 1997), was fueled primarily by the
increase of 7.4 per cent in medium and long-term
loans, while short-term loans increased by 5.7 per
cent. Confirming the trend of recent years, foreign
currency lending contracted by 0.5 per cent net of
exchange rate adjustments.

Lending to general government fell by 4.3 per
cent over the year as a result of the repayment of
the loans the State Railways had contracted before
December 1992. Although the growth in loans to
financial and insurance companies decelerated over
the year, from 25.2 to 10.5 per cent, it was higher
than the average growth in lending. There was also
a very rapid expansion in credit to consumer
households (12.6 per cent), especially at medium and
long term (14.2 per cent). The growth in loans to
non-financial companies amounted to 6.3 per cent,
with lending to the construction industry basically
stagnant (-0.2 per cent) and an increase of 8.6 per
cent in loans to the services sector (Table 23).

Bad debts grew by 2.3 per cent (7.1 per cent in
1997) but fell from 9.4 to 9.1 per cent of total loans.
In December the estimated realizable value of bad
debts was 71.7 trillion lire, equivalent to 58.4 per
cent of their nominal value, 5.8 per cent of total loans
and 34.3 per cent of capital as defined for
supervisory purposes.

The sharp fall in money market rates during the
year was paralleled by a large decrease in the cost
of bank credit: the average rate on medium and
long-term lira loans declined from 7.4 to 5.1 per cent
and that on short-term lira loans from 9 to 6.7 per
cent (Figure 38). The spread between lending and
deposit rates narrowed by nearly 0.5 percentage
points, to 4.4 points. The reduction in interest rates
was much the same for all sectors (Table 23).

Convergence between the cost of bank credit in
Italy and Germany has essentially been completed.
In the third quarter of 1998, the latest period for
which Central Credit Register data are available, the
arithmetic mean of the interest rates on individual
overdrafts of between 1 and 5 billion lire was 8.35
per cent in Italy, 0.7 percentage points higher than
the corresponding figure for Germany (Table 24). In
the fourth quarter the average rate on short-term lira

loans declined by around half a point, while the rate
on loans in Germany remained stable.

Figure 38
Bank interest rates
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On the funding side, the rate on current accounts
fell during the course of 1998 from 3.4 to 1.7 per
cent, which was below the corresponding German
rate (2 per cent). In December the yield on issues
of fixed rate bonds was 3.7 per cent, just over that
offered by German banks.

Banks’ total borrowed fundsincreasedby 4.1per
cent, comparedwith2.3per cent in1997. Thegrowth
was fueled by that in the short-term component (7.9
per cent), above all current accounts (13.5 per cent);
by contrast, the medium and long-term component
declined by 1 per cent after contracting by 6.5 per
cent in 1997.

The growth in loans exceeded that in borrowed
fundsandwasfinancedthroughstepped-upborrowing
abroad. Banks’ net foreign liabilities rose by 15.1
trillio n lire before adjustment for exchange rate
variations,comparedwith11.7trillio nin1997;foreign
currency transactions accounted for almost all of
thegrowth, with liabilities increasing by 21.3 trillion
lireandassetsby 6.2trillion.Thenet external position
in lire remained stable as a result of an increase of
6.3trillio nlireinfund-raising,prevalentlyoninterbank
markets, and acomparable increase in lending.



021(7$5< 32/,&<� %$1.,1* $1' 7+( ),1$1&,$/ 0$5.(76(&2120,& %8//(7,1 � 1R� ��� )(%58$5< ����

50

Table 24

Bank interest rates in Italy and Germany (1)

(percentages)

/HQGLQJ UDWHV 'HSRVLWV UDWHV

6KRUW WHUP
0HGLXP DQG ORQJ WHUP

&XUUHQW DFFRXQWV
&'V XS
WR � ��PRQWK

%RQG
\LHOGV

6KRUW WHUP
)LUPV +RXVHKROGV

&XUUHQW DFFRXQWV
S

WR �
PRQWKV

��PRQWK
GHSRVLWV

\LHOGV

,WDO\ ,WDO\
���

*HUPDQ\
��� ,WDO\ *HUPDQ\

��� ,WDO\ *HUPDQ\
���

*HUPDQ\
��� ,WDO\ *HUPDQ\

��� ,WDO\ *HUPDQ\
���

,WDO\
���

*HUPDQ\
����

���� �� -DQ�

)HE� ����� �� ���� ���� ���� ����� ���� ���� ���� ���� ���� ���� ���� ����

0DU� ����� ����� ���� ���� ���� ����� ���� ���� ���� ���� ���� ���� ���� ����

$SU� ����� �� ���� ���� ���� ����� ���� ���� ���� ���� ���� ���� ���� ����

0D\ ���� �� ���� ���� ���� ����� ���� ���� ���� ���� ���� ���� ���� ����

-XQH ���� ����� ���� ���� ���� ����� ���� ���� ���� ���� ���� ���� ���� ����

-XO\ ���� �� ���� ���� ���� ����� ���� ���� ���� ���� ���� ���� ���� ����

$XJ� ���� �� ���� ���� ���� ����� ���� ���� ���� ���� ���� ���� ���� ����

6HSW� ���� ����� ���� ���� ���� ����� ���� ���� ���� ���� ���� ���� ���� ����

2FW� ���� �� ���� ���� ���� ����� ���� ���� ���� ���� ���� ���� ���� ����

1RY� ���� �� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

'HF� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

���� �� -DQ� ���� �� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

)HE� ���� �� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

0DU� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

$SU� ���� �� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

0D\ ���� �� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

-XQH ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

-XO\ ���� �� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

$XJ� ���� �� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

6HSW� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

2FW� ���� �� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

1RY� ���� �� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

'HF� ���� � � � � ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

��� )RU WKH PHWKRGV RI FDOFXODWLQJ ,WDOLDQ UDWHV� VHH WKH PHWKRGRORJLFDO QRWHV LQ WKH %DQN RI ,WDO\·V 6XSSOHPHQWR DO %ROOHWWLQR 6WDWLVWLFR� $JJUHJDWL 0RQHWDUL H )LQDQ]LDUL� %DQFKH�
DYHUDJH UDWHV DUH FDOFXODWHG DV PHDQV ZHLJKWHG RQ WKH EDVLV RI WKH DPRXQW RI FUHGLW JUDQWHG� )RU *HUPDQ LQWHUHVW UDWHV� WKH VRXUFH LV 'HXWVFKH %XQGHVEDQN 0RQWKO\ 5HSRUW� &KDSWHU
9,� 6HFWLRQ �� DYHUDJH UDWHV DUH FDOFXODWHG DV XQZHLJKWHG DULWKPHWLF PHDQV RI WKH UDWHV RQ QHZ WUDQVDFWLRQV UHSRUWHG IDOOLQJ EHWZHHQ WKH �WK DQG ��WK SHUFHQWLOHV� �� ��� 8QZHLJKWHG
DULWKPHWLF PHDQ RI WKH UDWHV IDOOLQJ EHWZHHQ WKH �WK DQG ��WK SHUFHQWLOHV RQ LQGLYLGXDO FXUUHQW DFFRXQW RYHUGUDIWV RI EHWZHHQ � DQG � ELOOLRQ OLUH LQ WKH WKUHHPRQWKV HQGLQJ LQ WKH UHIHUHQFH
PRQWK� &HQWUDO &UHGLW 5HJLVWHU GDWD� �� ��� $YHUDJH LQWHUHVW UDWH RQ FXUUHQW DFFRXQW RYHUGUDIWV RI EHWZHHQ '0 � DQG � PLOOLRQ� �� ��� $YHUDJH LQWHUHVW UDWH RQ ORQJ�WHUP IL[HG UDWH ORDQV
RI EHWZHHQ '0 � DQG ��PLOOLRQ IRU WHUPV RI PRUH WKDQ � \HDUV WR HQWHUSULVHV DQG VHOI�HPSOR\HG ZRUNHUV �H[FOXGLQJ OHQGLQJ WR WKH KRXVLQJ VHFWRU�� �� ��� $YHUDJH LQWHUHVW UDWH RQ ���\HDU
IL[HG UDWH PRUWJDJH ORDQV� �� ��� $YHUDJH LQWHUHVW UDWH RQ ��\HDU IL[HG UDWH PRUWJDJH ORDQV� �� ��� $YHUDJH LQWHUHVW UDWH RQ KLJK�\LHOG VLJKW GHSRVLWV� �� ��� $YHUDJH LQWHUHVW UDWH RQ ��PRQWK
GHSRVLWV RI EHWZHHQ '0 ������� DQG '0 � PLOOLRQ� �� ��� $YHUDJH LQWHUHVW UDWH RQ IL[HG UDWH LVVXHV� �� ���� $YHUDJH LQWHUHVW UDWH RQ ��\HDU IL[HG UDWH LVVXHV�
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Table 25
Bank fund--raising and lending in the euro area (1)

(harmonized definitions; trillions of lire and percentage changes on corresponding period of previous year)
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���� �� 6HSW� ������� ������� ������� ������� ����� ������� ��������
2FW� ������� ������� ������� ������� ����� ������� ��������
1RY� ������� ������� ������� ������� ����� ������� ��������
'HF� ������� ������� ������� ������� ����� ������� ��������

���� �� -DQ� ������� ������� ������� ������� ����� ������� ��������
)HE� ������� ������� ������� ������� ����� ������� ��������
0DU� ������� ������� ������� ������� ����� ������� ��������
$SU� ������� ������� ������� ������� ����� ������� ��������
0D\ ������� ������� ������� ������� ����� ������� ��������
-XQH ������� ������� ������� ������� ����� ������� ��������
-XO\ ������� ������� ������� ������� ����� ������� ��������
$XJ� ������� ������� ������� ������� ����� ������� ��������
6HSW� ������� ��� ������� ���� ������� ����� ������� ��� ����� ��� ������� ��� �������� ���
2FW� ������� ��� ������� ���� ������� ����� ������� ��� ����� ��� ������� ��� �������� ���
1RY� ������� ��� ������� ���� ������� ����� ������� ��� ����� ����� ������� ��� �������� ���
'HF� ������� ��� ������� ���� ������� ��� ������� ��� ����� ������ ������� ��� �������� ���

,WDO\ ���

���� �� 6HSW� ������� ����� ����� ����� ����� ����� �������
2FW� ������� ����� ����� ����� ����� ����� �������
1RY� ������� ����� ����� ����� ����� ����� �������
'HF� ������� ����� ����� ����� ����� ����� �������

���� �� -DQ� ������� ����� ����� ����� ����� ����� �������
)HE� ������� ����� ����� ����� ����� ����� �������
0DU� ������� ����� ����� ����� ����� ����� �������
$SU� ������� ����� ����� ����� ����� ����� �������
0D\ ������� ����� ����� ����� ����� ����� �������
-XQH ������� ����� ����� ����� ����� ����� �������
-XO\ ������� ����� ����� ����� ����� ����� �������
$XJ� ������� ����� ����� ����� ����� ����� �������
6HSW� ������� ����� ����� ��� ����� ������ ����� ��� ����� ����� ����� ���� ������� ���
2FW� ������� ����� ����� ��� ����� ������ ����� ����� ����� ��� ����� ���� ������� ���
1RY� ������� ����� ����� ���� ����� ������ ����� ��� ����� ������ ����� ���� ������� ���
'HF� ������� ����� ����� ���� ����� ������ ����� ����� ����� ������ ����� ���� ������� ���

��� (QG�RI�SHULRG GDWD� SHUFHQWDJH FKDQJHV DUH QRW FRUUHFWHG IRU H[FKDQJH UDWH DGMXVWPHQWV� 7KH GDWD DUH FRQVLVWHQW ZLWK WKRVH LQ 7DEOH ��� RI WKH 0RQWKO\ %XOOHWLQ RI WKH
(&%� �� ��� 'HQRPLQDWHG LQ HXURV DQG RWKHU FXUUHQFLHV� �� ��� 7RWDO YDOXH RI GHEW VHFXULWLHV� E\ FRQYHQWLRQ WKH\ DUH DWWULEXWHG HQWLUHO\ WR UHVLGHQWV LQ WKH UHSRUWLQJ FRXQWU\� ��
��� ,QFOXGLQJ EDG GHEWV DQG UHSRV� �� ��� )XQG�UDLVLQJ DQG ORDQV RI WKH PRQHWDU\ ILQDQFLDO LQVWLWXWLRQV �0),V� RI WKH HXUR DUHD FRXQWULHV �H[FOXGLQJ WKH (XURV\VWHP�� IURP DQG WR
QRQ�0), FXVWRPHUV UHVLGLQJ LQ WKH DUHD� 7KH ILJXUHV KDYH EHHQ REWDLQHG E\ DSSO\LQJ WKH ELODWHUDO H[FKDQJH UDWHV VHW RQ �� 'HFHPEHU ���� WR WKH YDOXHV LQ QDWLRQDO FXUUHQF\�
�� ��� )XQG�UDLVLQJ DQG GHSRVLWV RI ,WDOLDQ 0),V �H[FOXGLQJ WKH %DQN RI ,WDO\� IURP DQG WR QRQ�0), FXVWRPHUV UHVLGHQW LQ ,WDO\�
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The securities portfolio grew slightly, by 0.8 per
cent, whereas it had contracted by 10.5 per cent in
1997. Owing to the reduction in the reserve
requirement and the lively pace of lending, the ratio
of banks’ liquid assets (defined as the sum of
reserves, BOTs, CCTs and CTZs) to total assets fell
over the year from 10.3 to 7.8 per cent.

The statistics compiled by the European System
of Central Banks make it possible to compare the
main balance sheet items of banks in the euro area
(Table 25). In December, the stock of funds that
Italian banks had raised from residents represented
11.9 per cent of thecorresponding aggregatefor euro
areabanksaswhole, compared with sharesof 44 and
17.4 per cent for German and French banks
respectively; the ratio of such funds to GDP was 80
per cent, compared with 162 per cent in Germany
and 95 per cent in France.

Deposits accounted for 70 per cent of borrowed
funds both in Italy and in the euro area as a whole,
although their composition differed: sight deposits
represented59per cent of thetotal in Italy, morethan
double the figure for the euro area, which reflects
thelow ratioof sight depositsinFranceandGermany
(25 and 20 per cent respectively). In 1998 borrowed
funds increased at a rate of 5.2 per cent in the euro
area as a result of much faster growth in Germany
(7.6 per cent) than in Italy and France (4 and 0.6 per
cent respectively). Bond issues showed an even
greater dispersion: they expanded by 22.2 and 12 per
cent respectively in Italy and Germany and by 8.6
per cent in the euro area as a whole, but contracted
by 4.2 per cent in France.

In December the shares of Italy, France and
Germany in total bank loans to euro area residents
were 12.9, 17.3 and 43.2 per cent respectively. Such
loans were equal to 73 per cent of GDP in Italy, 80
per cent in France and 134 per cent in Germany,
compared with a euro area average of 103 per cent.
The twelve-month rate of growth in this aggregate
was6.7 per cent in Italy, broadly in linewith theeuro
area average of 7 per cent.

Managed savings products, which are over-
whelmingly sold through bank branches, continued
to expand strongly in 1998. Securities on deposit
belonging to banks’ portfolio management services

or to investment funds rose by 339.2 trillio n lire, or
60 per cent (49.9 per cent in 1997), and produced
a large increase in banks’ income from services.

According to preliminary data on banks’ profit
and loss accounts for 1998, gross income grew by
around 7 per cent, compared with a contraction of
0.5 per cent in 1997. This result isattributable to the
exceptional profits earned on securities trading and
the increase in commissions on the sale of
investment fund units. Net interest income recorded
a decline of close to 2 per cent, on top of that of 5.5
per cent in1997, with anespecially sharpcontraction
in thesecond half of theyear. Staff costsdiminished
by more than 5 per cent following the elimination
of national healthservicecontributionsinconnection
with the introduction of the regional tax on
productive activities, while other operating costs
appear to have increased slightly. Excluding health
contributions from the calculation, labour costs are
estimated to have remained virtually unchanged and
net income to have increased by some 15 per cent.

The bond and Eurolira market

TheTreasury’s issuancepolicy continued to aim
at lengthening maturities and was facilitated by the
reduction in long-term yields as a result of the fall
in inflation and the achievement of convergence.
Almost 60 per cent of the debt falling due was
renewed with medium or long-term fixed rateissues;
theshareof short-term and floating ratepaper (BOTs
and CCTs) in the total debt fell by 4.6 percentage
points to 38 per cent, compared with 50 per cent at
theendof 1997. Issuesof 10 and30-year BTPsmade
a decisive contribution to lengthening the residual
maturity of the debt and accounted for more than 40
per cent of gross issues, compared with 22 per cent
in 1997; the share of BTPs in total government
securities outstanding increased from 37.5 to 43.5
per cent (Table 26). The Treasury’s net fund-raising
in international markets declined with respect to
1997; as a proportion of the total debt, the stock of
such funds remained unchanged at 4.9 per cent. In
January this year, owing to the redenomination in
euros of government securities originally issued in
currencies of other euro area countries, the share of
the debt denominated in foreign currency declined
to 4.2 per cent.
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Table 26

Issues of government securities and composition of stocks (1)

���� ���� ���� ����

*URVV LVVXHV ���
�ELOOLRQV RI OLUH�

%27V � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � �  �������  �������  �������  �������

&7=V � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � �  ������  ������  �������  ������

&&7V ��� � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � �  �������  �������  ������  ������

%73V � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � �  �������  �������  �������  �������

2WKHU � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � �  �����  ������  ���  �

5HSXEOLF RI ,WDO\ LVVXHV � � � � � � � � � � � � � � � � � � � � �  ������  ������  ������  ������

7RWDO JRYHUQPHQW VHFXULWLHV � � � � � � � � � � � � � � �  ��������� ��������� ������� �������

1HW LVVXHV
�ELOOLRQV RI OLUH�

%27V � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � �  ������� �������� �������� ��������

&7=V � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � �  ������  ������  ������  �����

&&7V ��� � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � �  ��������  ������  �����  ��������

%73V � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � �  ������  ������  ������  �������

2WKHU � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � �  ��������  ��������  ��������  ��������

5HSXEOLF RI ,WDO\ LVVXHV � � � � � � � � � � � � � � � � � � � � �  ������  ������  �����  �����

7RWDO JRYHUQPHQW VHFXULWLHV � � � � � � � � � � � � � � �  ������� ������� ������ ������

6WRFNV ���
�SHUFHQWDJH FRPSRVLWLRQ DW HQG RI SHULRG�

%27V � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � �  ����  ����  ����  ����

&7=V � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � �  ���  ���  ���  ���

&&7V ��� � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � �  ����  ����  ����  ����

%73V � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � �  ���� ���� ���� ����

2WKHU � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � �  ����  ���  ���  ���

5HSXEOLF RI ,WDO\ LVVXHV � � � � � � � � � � � � � � � � � � � � �  ���  ���  ���  ���

7RWDO JRYHUQPHQW VHFXULWLHV � � � � � � � � � � � � � � �  ����� ����� ����� �����

0HPRUDQGXP LWHP�

7RWDO JRYHUQPHQW VHFXULWLHV �ELOOLRQV RI OLUH� ��� ��������� ��������� ��������� ���������

%X\EDFNV RI JRYHUQPHQW VHFXULWLHV
�ELOOLRQV RI OLUH� ��� � � � � � � � � � � � � � � � � � � � � � �  ����� ����� ������ ������

��� 5RXQGLQJ PD\ FDXVH GLVFUHSDQFLHV LQ WRWDOV� �� ��� )DFH YDOXHV� �� ��� )ORDWLQJ UDWH LVVXHV RQO\�
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Figure 39

Average maturity of outstanding government
securities and of new issues

(years)
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(1) Calculated with reference to securities listed on MTS. - (2) Moving average for
the three months ending in the month indicated.

The strategy of lengthening the maturities of new
issues had a significant impact on the average
residual maturity of the public debt, which increased
by more than 6 months to reach 5 years (Figure 39).
This increase, unparalleled in the other countries of
the euro area, resulted in the average life of Italy’s
public debt being longer than those of Spain and
Belgium and comparable with those of France and
Germany.

The duration of Italian government securities
also increased by alittl elessthan 6 months, reaching
2yearsand6months(3yearsand 6monthsincluding
the unlisted component of the debt). It has doubled
over thelast threeyearsand, on thebasisof available

Table 27
Stocks and net purchases of securities (1)

(billions of lire and percentage shares)

*RYHUQPHQW VHFXULWLHV
&RUSRUDWH

7RWDO
JRYHUQPHQW
VHFXULWLHV ,WDOLDQ OLVWHG

%27V &7=V &&7V %73V 2WKHU ��� 7RWDO

&RUSRUDWH
ERQGV

J
VHFXULWLHV
DQG FRUSR�
UDWH ERQGV

,WDOLDQ OLVWHG
VKDUHV �
�

6WRFNV
�ELOOLRQV RI OLUH�

'HFHPEHU ����
%,�8,& � � � � � � � � � � � � � � � � � � �  ���  ���  ������  ������  ������  �������  ���  �������  ������
%DQNV � � � � � � � � � � � � � � � � � � �  ������  ������  �������  ������ ������ ������� ������ ������� �����
,QYHVWPHQW IXQGV � � � � � � � � � �  ������ ������ ������ ������� ������ ������� ����� ������� ������
1RQ�UHVLGHQWV ��� � � � � � � � � �  ������  ������  �������  �������  �������  �������  � �  �������  �������
2WKHU LQYHVWRUV ��� � � � � � � � �  �������  ������  �������  �������  ������ ������� ������� ��������� �������

7RWDO � � �  ������� ������� ������� ������� ������� ��������� ������� ��������� �������

�SHUFHQWDJH VKDUHV�

%,�8,& � � � � � � � � � � � � � � � � � � �  ���  ���  ���  ���  ����  ���  ���  ���  ���
%DQNV � � � � � � � � � � � � � � � � � � �  ����  ����  ���� ��� ��� ���� ���� ���� ���
,QYHVWPHQW IXQGV � � � � � � � � � �  ����  ����  ����  ����  ���  ����  ���  ����  ���
1RQ�UHVLGHQWV ��� � � � � � � � � �  ����  ����  ���� ���� ���� ���� ��� ���� ����
2WKHU LQYHVWRUV ��� � � � � � � � �  ����  ����  ����  ����  ���  ����  ����  ����  ����

7RWDO � � �  ����� ����� ����� ����� ����� ����� ����� ����� �����

1HW SXUFKDVHV
�ELOOLRQV RI OLUH�

-DQXDU\�'HFHPEHU ����
%,�8,& � � � � � � � � � � � � � � � � � � �  ��������  ���  ����� �������� ����� �������� ���� �������� �����
%DQNV � � � � � � � � � � � � � � � � � � �  ������  �����  �������� ������� ������� ������� ������ ����� ���
,QYHVWPHQW IXQGV � � � � � � � � � �  ������  �����  ������  ������� ������ ������� ����� ������� ������
1RQ�UHVLGHQWV ��� � � � � � � � � �  ������ ������ ������ ������ ������� ������� � � ������� ������
2WKHU LQYHVWRUV ��� � � � � � � � � ��������� �������� �������� ����� �������� ��������� ������ ��������� ��������

7RWDO � � �  �������� ����� �������� ������� �������� ������ ������ ������ ������

��� 6WRFNV RI JRYHUQPHQW VHFXULWLHV DQG FRUSRUDWH ERQGV DUH VWDWHG DW IDFH YDOXH� ZKLOH WKRVH RI VKDUHV DUH VWDWHG DW PDUNHW YDOXH� QHW SXUFKDVHV DUH VWDWHG DW PDUNHW YDOXH�
�� ��� ,QFOXGHV 5HSXEOLF RI ,WDO\ LVVXHV� WKH DWWULEXWLRQ RI ZKLFK LV SDUWO\ HVWLPDWHG� �� ��� )RU &7=V� SDUWO\ HVWLPDWHG� &&7V FRPSULVH DOO 7UHDVXU\ FUHGLW FHUWLILFDWHV� LQFOXGLQJ IL[HG
UDWH LVVXHV� �� ��� +RXVHKROGV� HQWHUSULVHV� WKH 7UHDVXU\� VRFLDO VHFXULW\ LQVWLWXWLRQV� WKH 'HSRVLWV DQG /RDQV )XQG� VHFXULWLHV LQYHVWPHQW ILUPV DQG LQVXUDQFH FRPSDQLHV� WKH ILJXUHV
IRU VKDUHV DUH SDUWO\ HVWLPDWHG� �
� 'DWD XSGDWHG WR WKH HQG RI 2FWREHU �����
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information, can be estimated to have nearly
matched the duration of French and German
government securities. The responsiveness of the
unit cost of the Italian government debt to variations
in market rates is therefore similar to that of French
and German debt.

The demand for government securities remained
high throughout 1998. The first half of the year saw
very large purchases by Italian investment funds and
portfolio management services and by foreign
investors, while households and firms continued to
diversify their portfolios by not rolling over expiring
paper.

In the second half of the year, foreign investors
sharply cut back their net purchases of Italian
government securities, which totaled 22 trillion lire,
compared with 122 trillion in the first half (Table 27);
this contraction occurred as the yield differential
with German government securities became
negligible. During the same period, net purchases by
Italian institutional investors compensated for
disposals by households and banks, while net
disposals by other investors came almost to a halt.

Eurolira market issues amounted to 25.1 trillion
lire in the first half of the year and 15 trillion in the
third quarter and all but ceased in the fourth. There
was an overall contraction of 25 per cent with respect
to 1997, comparable to that recorded in the
Euromark and Eurofranc markets. The phenomenon
reflects both the sharp drop in issues by the countries

Figure 40
Implied volatility of BTPs

and Bunds listed on LIFFE (1)
(percentage points on an annual basis)
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(1) Standard deviation of the probability distribution of the percentage changes in the
price of 10-year futures, implied by the price of the at-the-money option closest to expiry.

Figure 41
Turnover in government securities

in the spot and futures markets
(average daily turnover in billions of lire)
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(1) Turnover in futures contracts on 10-year BTPs. Right-hand scale. - (2) Turnover
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of the euro area, since the introduction of the
single currency brings an end to the currency
diversification effect, and the drying up of issues by
emerging-market countries, owing to the surge in
yields caused by the financial crisis in Russia.

Figure 42
Open interest in the main euro area markets

(daily data; number of contracts)
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During the fourth quarter the lira yield curve
returned to a more usual shape, with a positive slope
for maturities beyond one year. After increasing in
the third quarter, the implied volatility of the yield
of 10-year BTPs began to fall towards the average
level of the first half of the year and reached it in
concomitance with the launch of the single currency
(Figure 40). Turnover in 10-year BTPs on the spot
and futures markets retreated from the summer peaks
(Figure 41): total turnover on the screen-based
market was 22.6 per cent lower in the second half
than in the first. The decline in the volume of futures
trading affected the German and French long bonds
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as well as BTPs (Figure 42) and appears to have
been partly due to the reorganization of markets’
operations as they adapted to the introduction of the
euro.

The share market and professional asset
management

Following largegains in the first half of theyear
and a sharp slump in the third quarter, Italian share
pricesrallied strongly in the fourth quarter, although
they did not match their earlier peaks. The rise
of 23 per cent from mid-October to the end of
December brought theItalian stock market’sgain for
the year to 41 per cent, outstripping those recorded
by theleading exchangesabroad (31 per cent in New
York and Paris, 15 per cent in Frankfurt, 11 per cent
in London).

The rise in Italian share prices caused the
earnings/price ratio to fall over the year from 4.6 to
3.8 per cent, a value similar to that in the United
States and lower than those of the other principal
markets with the exception of Japan (5 and 5.2 per
cent in France and Germany, respectively; Figure
43). In the fourth quarter the ratio fell by 1.5
percentage points, compared with a decline of 0.5
points in the real yield on 10-year government
securities. Thenarrowing of thisdifferential appears
to have been the result of an upward revision of
expected profits and a reduction in the equity
premium, which appear to be in contrast with the
spread of fears of a slowdown in economic growth
and the volatility of share markets.

In 1998 the Italian market’s capitalization
increased to 909 trillio n lire and rose from 31 to 45
per cent of GDP. The increase was due primarily to
the rise in prices; the listing of 24 new companies
and share issues by already listed companies made
a modest contribution (42 and 14 trillio n lire,
respectively). Privatizations imparted significant
impetus to the supply of shares. Placements
amounted to 23.2 trillio n lire, compared with more
than 38 trillio n in 1997.

The Italian stock market’s capitalization in
relation to the size of the economy is comparable to
that of the German market (48 per cent of GDP) but

smaller than that of theFrench market (65 per cent);
inabsolutetermsit ranksfourth in theeuroarea, after
the French, German and Dutch markets.

Figure 43

Expected earnings/price ratios and differentials
with respect to real 10--year interest rates

on the main international stock exchanges
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Banks and services were the best-performing
sectors of the Italian share market, with gains of 47
and44per cent, respectively, in thecourseof theyear
(Figure 44). Insurance shares rose in line with the
general index, while industrial and holding
companies underperformed. These results differ
from those recorded by the euro area as a whole,
where the main bank shares underperformed on
average (Figure 45), while insurance and industrial
shares outperformed the market.

Average daily turnover on the Italian stock
exchange remained high in the second half and
amounted to 2.5 trillio n lire, an increase of almost
50 per cent compared with the second half of 1997
(Figure46). Turnover for theyear totaled 819 trillion
lire, an increase of 143 per cent.

Trading on the futuresand optionsmarket in the
second half continued at the high level of the first;
turnover for the year more than doubled, fueled by
investors seeking protection from the risk of price
fluctuations, with peaks during the periods of
greatest market turbulence(in April and September).
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Figure 44

Italian stock exchange:
indices of total return according to sector

(weekly data; 31 December 1997=100)
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The volatility of share prices implied by the
price of options rose abruptly in September as
international tension heightened, reaching a
three-year peak of almost 70 per cent before falling
back in mid-November to its previous level. It rose
again in the closing days of the year when trading
grew thin owing, among other things, to the impact
of the launch of the euro on the organization of
intermediaries’ operations.

Figure 45

Euro area stock exchanges:
indices of total return according to sector (1)

(daily data; 31 December 1997=100)
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(1) Dow-Jones Euro Stoxx indices.

Net fund-raising by investment funds declined
significantly from August onwards: in the last five
months of the year the monthly flow fell to 14.3
trillio n lire, compared with 34.5 trillio n in the first
seven months of the year, when it more than trebled
with respect to the average for 1997. The
deceleration was most substantial for bond funds;
the decline of nearly one third in their net

fund-raising was almost equally divided between
funds specializing in Italian securities and those
specializing in foreign securities.

Figure 46
Italian stock exchange: spot and futures markets
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The slowdown in fund-raising was reflected
only in part in the net purchases of securities by
investment funds, which reduced their holdings
of liquidity by 14 trillio n lire. However, the
compositionof portfolio flowschangedto thebenefit
of Italian securities; net purchases of Italian shares
roseto1.3 trillio n lirein thefourthquarter, compared
with net disposalsof 1.6 trillio n in thethird, whereas
net purchases of foreign securities declined from 21
to 13 trillio n lire.

Italian investment funds’ net assetsroseover the
year from 368 to 720 trillio n lire; the proportion
invested in shares rose from one tenth to around one
fift h and that invested in foreign securities from one
fift h to around one third. Investment fund units rose
from 10.8 to 19 per cent of the financial assets of
householdsand firms. Theratio of investment funds’
net assets to GDP is 39 per cent and higher than in
German and theUnited Kingdom (31 and 29 per cent
respectively) but lower than inFranceand theUnited
States (42 and 65 per cent respectively). Bond and
money market funds account for more than 70 per
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cent of Italian investment funds’ net assets, a ratio
similar to that for French funds; this compares with
81 per cent for German funds and 11 per cent for
UK funds.

The inflow of funds to portfolio management
servicesdeclined from 90 trillio n lire in the first half

of the year to 33.7 trillio n in the third quarter, a
slowdown commensurate with that recorded by
investment funds. Around half of the inflow was
invested in investment fund units, which roseto 34.8
per cent of assets under management. The latter
amounted to 509 trillio n lireat theend of September.
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Short-term economic prospects

The international situation

International demand gradually weakened in
1998. Despite the continued and unexpectedly brisk
expansion of the US economy and the signs of
recovery in some South-East Asian countries,
estimates of global GDP growth in 1999 have been
revised downwards.

According to the scenario published by the IMF
in December, the expansion of world trade will
accelerate slightly, from 3.3 to 4.4 per cent. In a
context marked by a gradual easing of international
tensions, the growth in the industrial countries’ GDP
is expected to slow from 2.3 per cent in 1998 to 1.7 per
cent this year (Table 28). The crisis that erupted in
Brazil in January has increased the uncertainty
surrounding this scenario.

In Japan the bottom of the cycle has been reached,
but it is not yet clear when the recovery will come or
how strong it will be. The yen rose significantly
between August and January; the effects of the
expansionary budgetary policy are not yet visible; the
deflationary phase is tending to persist; a start has
been made on radical structural reforms in the
banking sector. The scope for further reductions in
short-term interest rates has been exhausted;
long-term interest rates have risen, driven up by the
growing public sector borrowing requirement. In
view of the low level reached by economic activity at
the end of last year, the leading international
organizations foresee another small contraction in
GDP for the year as a whole; the return to positive,
albeit modest, rates of growth should come in 2000.

The GDP of the Asian economies hit by the crisis
of 1997 is expected to decrease further, albeit to a
limited extent. According to official estimates, the
Chinese economy will continue to grow at a rapid
pace of 6.6 per cent. Growth in Latin America is

expected to fall to 1.5 per cent. In Russia the
conditions for a turnaround do not appear to exist.

The effects on the world’s financial markets of the
crisis that exploded in Brazil with the devaluation of
the Real and the fall in stock prices have been limited.
There remains the risk of contagion, not least because
of the uncertain outlook for the country’s public
finances. The situation in Brazil has exacerbated the
difficulties faced by emerging markets in obtaining
finance; the spreads on sovereign loans have tended
to widen again after narrowing to some extent in the
last part of 1998.

Under the impetus of domestic demand, the US
economy has continued to expand briskly . The IMF
forecasts published in December envisaged the
growth in economic activity slowing to 2 per cent in
1999. In the light of current trends, this figure appears
to be considerably underestimated and will have to be
revised upwards. Some imbalances are clouding the
outlook for the economy: the further fall in
households’ propensity to save and the private
sector’s growing indebtedness; the large external
current account deficit; and the exceptionally high
level of stock market prices.

If some of the risks facing the international
economy were to materialize, the slowdown in world
output would probably be more pronounced.
Economic activity in the developed economies would
decelerate more sharply and the rate of growth of the
developing countries would be halved.

The current account imbalances between the
United States on the one hand and Europe and Japan
on the other will continue to be substantial, possibly
leading to exchange rate tensions.

The stance of monetary policy remains
expansionary in most of the industrial countries and
especially in Japan. In the United States the prices of
financial assets reveal the build-up in recent months
of expectations of a rise in short-term interest rates,
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Table 28
Actual and forecast performance of selected

international macroeconomic variables
(percentage changes on previous year)
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apparently in connection with the continued rapid
growth of the economy. This has led to a rise in
longer-term interest rates, parallelling that in Japan.

Real long-term interest rates in the leading
industrial countries nonetheless remain at their
lowest level since the early eighties.

In the euro area, following the reductions in
official rates in many participating countries in
December, money market rates are close to 3 per cent;
the Governing Council of the ECB deems this level to
be consistent with the state of the economy and the
objective of maintaining price stability in the medium
term.

The euro area

The GDP of the area grew faster in 1998 than in
the previous year and government finances benefited
accordingly, although on a cyclically adjusted basis
primary balances did not improve significantly in
relation to GDP. Overall budget positions also
benefited from the decline in interest rates.

Growth lost momentum in the second half of the
year, even in countries such as France where it had
been brisk, primarily owing to the contraction in
foreign demand and heightened uncertainty about the
world economic outlook.

Orders and business sentiment deteriorated
progressively throughout the area. By contrast, the
climate of confidence of households improved. In
December there were signs in industry of a slight
upturn in the trend of orders, especially from abroad.

In Germany, the decline in industrial production
and export orders towards the end of the year limit the
scope for growth this year. In addition, there is the
uncertainty regarding the contents of the tax and
social security reforms the Government announced
last autumn. GDP will grow by less than 2 per cent in
1999. Although economic activity will slow down in
France, it is expected to expand faster than in
Germany. A survey of French industrial firms
indicates a deceleration in investment in 1999.

The modest pace of growth in the euro area,
around 2 per cent, will not permit an appreciable
improvement in the unemployment rate, which,
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despite the slight decline in 1998, is set to remain near
its historical peak.

National budgetary policies for 1999 appear to be
directed to reconciling the objective of deficit
reduction with that of sustaining economic activity
and employment. In the years to come it will be
necessary to ensure budget positions close to balance
or in surplus in order to provide adequate leeway for
counter-cyclical policies.

Even without the effect of the decline in
commodity prices in 1998, the outlook is for price
stability in 1999, with an inflation rate of just over 1
per cent. Among the factors contributing to this result
are the absence of significant increases in labour costs
and the persistence of a sizable output gap.

Today’s monetary and financial conditions are
deemedtobeconsistent, if appropriatebudgetary and
structural policiesareadopted,withsustained growth
in output and employment in the area. The recent
appreciation of the dollar against the euro also
provides astimulus to demand.

The threat of less favourable international
developments and a sharper slowdown in economic
activity doesnot appear to haveabatedentirely. Until
the last few daysof February thepricesof futureson
euro deposits revealed expectations of a further
reduction of around a quarter of a point in
three-month interest rates within six months; these
expectations have now unwound in view of the
persistent weaknessof the euro.

The Italian economy

In 1998 economic growth in Italy was again
slower than in the other euro area countries. GDP
expanded by 1.4 per cent, depressed by the
contraction of more than onepercentagepoint in net
exports and buoyed up by substantial stockbuilding.
Industrial production stagnated for most of theyear;
in the last two months it recorded a sharp fall,
followed, according to preliminary estimates, by a
recovery in January and another fall in February.

Investment in machinery and transport
equipment was initially fueled by the high rate of

capacity utilization and the decline in the cost of
credit. Its pace gradually slowed down as firms
became more cautious, primarily in response to the
deterioration in the international outlook. Reflecting
the gradual improvement in household confidence,
consumer spending staged amodest recovery, fueled
mainly by the long-deferred replacement of durable
goodsand the fall in interest rates.

Despite the weakening of economic activity in
1998, general government net borrowing overshot
the target set last March in the Report on the
BorrowingRequirement by only 0.1per cent of GDP.
Thisachievement waspartly duetoone-off measures
amounting to around 0.3 per cent of GDP that
supplemented those of the same order of magnitude
included in the budget.

The ratio of government debt to GDPfell by 3.7
percentage points to 118.7 per cent at the end of
December. Theofficial plansfor 1999-2001envisage
a further reduction of 11 points over the three years.
Together with the significant lengthening of the
average residual maturity of the debt, this wil l limit
therepercussionson thepublic financesof any future
increases in interest rates.

The stability programme that the Government
submitted to theEU inDecember confirmedthemain
objectives set in the Economic and Financial
Planning Document for 1999-2001: to reduce net
borrowing to 2 per cent of GDPin 1999, 1.5 per cent
in 2000 and 1 per cent in 2001 and to stabilize the
primary surplus during these three years at 5.5 per
cent of GDP, the objective set for 1998. The deficit
reduction is to be the result of the fall in interest
payments, most of which wil l be produced by the
averagecost of thedebt convergingonthelower rates
on new issues.

In order to achieve the objectives for 1999, the
Government plannedabudget adjustment that would
reduce net borrowing on a current programmes by 8
trillio n lire. The saving of 18.6 trillio n lireproduced
by deficit-cutting measuresispartially offset by 10.6
trillio n of revenue reductions and expenditure
increases aimed at sustaining economic growth,
providing support for particular groups of
disadvantaged persons and repaying part of the
special Europe tax.
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The implementing provisions of the 1999 budget

The overall impact of the 1999 budget on general
government net borrowing was not altered during the
passage of the measures through Parliament;(1) the
projected reduction in net borrowing remained 8 trillion
lire (see the box “The budget for 1999” in Economic
Bulletin, no. 27, October 1998).

The composition of the measures was amended only
slightly; they should generate net additional revenue of
about 3 trillion lire, compared with almost 2.8 trillion
provided for in the bill submitted originally by the
Government, and net spending cuts of about 5 trillion,
compared with 5.2 trillion.

As a result of the quantification of the effects of the
carbon tax package -- the revenue from which is to be used
essentially to finance policies to support economic
activity -- and the introduction of certain additional
measures, the allocations for social policies and
economic development are estimated at 10.25 trillion lire
(compared with 8.5 trillion in the bill). The total budget
adjustment, taking into account additional expenditure of
350 billion lire, therefore amounts to about 18.6 trillion
(compared with 14.7 trillion in the bill).

Revenue

The net increase in projected revenue by comparison
with the figures stated in the bill presented last September
can be ascribed mainly to the decision not to abolish the
tax for the issuance and annual validation of passports
and the tax on nautical licences (about 150 billion). The
other amendments, which will have almost no effect on net
revenue, relate mainly to development policies.

Development policies: tax reliefs -- Parliament
introduced additional business incentives over and above
those contained in the original bill. They provide for:
(i) the abolition of social security contributions for
compulsory insurance against tuberculosis and to
finance assistance for the orphans of Italian workers and
the provision of crèches; (ii ) an amendment to the
flat--rate contributions introduced in the 1998 budget
in respect of workers already employed; (iii ) the
introduction of total contribution relief in respect of
newly hired workers in some areas of the South; (iv) the
allocation of resourcesto theEmployment Fund to cover

Effects of the budget on the
consolitated general government income statement (1)
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contributionrelief grantedinrespect of schemestoreduce
working hours; (v) the granting of 50 per cent relief on
pension contributions for three years to persons of less
than 32 yearsof ageregistering for thefirst timewith the
INPSpension fund for artisansand professionals.

cont.
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The reduction in revenue as a result of these
measures, which is officially estimated at about 1.45
trillion lire, should be offset by the yield from the carbon
tax.

Carbon tax -- The ‘environment tax package’
differs from the original proposal in the following
respects: (i) a change in the rate of some duties on mineral
oils due to come into effect by 1 January 2005;
(ii) extension of the tax on coal consumption by large
combustion plants to cover petroleum coke and naturally
occurring bitumen emulsified with water.

Other provisions -- Both the reference aggregate for
taxation of the annual telecommunications licence fee
and the size of the planned payment on account were
amended. The expected yield for 1999, put at about 1
trillion lire, should not be affected.

Fuel distributors will be able to make a flat--rate
deduction from their business income for the tax year to
31 December 1998 and the two subsequent years. In
addition, the annual licence fee for the sale of alcoholic
beverages was abolished, the consumption tax on
cigarettes was increased and the rates of excise duty on
cigars and cigarettes were standardized.

As regards the decentralization of taxation, the
article abolishing transfers of revenue to the regions as of
1 January 1999 and replacing them with a scheme for
sharing revenue from VAT and excise duty on petrol was
deleted; the question will be addressed in subsequent
legislation.

Expenditure

The net expenditure savings are 150 billion lire less
than envisaged in the Government’s bill; this reflects an
increase of about 700 billion in allocations for social
policies and other expenditure, which is not fully offset by
increased spending cuts.

Reduction in expenditure -- The Budget Law and the
Finance Law provide for expenditure cuts totaling
more than 3 trillion lire, about 650 billion more than
originally estimated. The amendments to the
accompanying legislation, on the other hand, eliminated
about 100 billion of proposed cuts.

Social policies -- The accompanying legislation
provides for allocations of about 350 billion lire over and
above those originally proposed; they are earmarked to
finance the following measures:

(i) An increase in social pensions and welfare
benefits of 100,000 lire a month, instead of 80,000 lire as
originally proposed; the increase will also be paid to
blind persons aged 65 or more, while INPS benefits in
place of civil disability pensions or benefits for
deaf--mutes will be increased so as to bring recipients’
incomes up to the level of the social pension. The total cost
is estimated at about 600 billion lire, compared with an
original estimate of 450 billion.

(ii) Free provision of school textbooks for
compulsory schooling and free usage of textbooks by
upper secondary school pupils from low--income families.
A sum not exceeding 200 billion lire was allocated for this
purpose.

(iii) Payment of maternity benefit to women in
households with an income below a certain level. It will
consist of five monthly payments of 200,000 lire each for
children born after 1 July 1999 and 300,000 lire each for
those born after 1 July 2000. The cost of the measure is
estimated at 25 billion lire.

Other expenditure -- Parliament made provision for
other expenditure of about 350 billion lire, relating
mainly to the continuation of the peace mission in Bosnia,
financed by the expected proceeds of the increase in the
excise duty on unleaded petrol (200 billion), and the
payment of pensions to persons still in employment if they
have a contribution record of at least 40 years (35
billion).

(1) The measures consist of three laws passed on 23 December
1998, namely the Budget Law (Law 454), the Finance Law (Law 449)
and the accompanying legislation entitled “Public finance measures for
stabilization and growth”(Law 448). The other bills accompanying the
Finance Law (the “Provisions on tax equalization, rationalization and
decentralization” and the legislation relating to investment,
employment and social security and labour policies) are still before
Parliament.
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The measures adopted risk proving insufficient to
reduce the deficit to 2 per cent of GDP in 1999. The
effects of the factors making for an increase in the
deficit - a prospective shortfall in economic growth
compared with the original forecast, the size of the
one-off measures enacted in 1998 and last year’s
overshoot - couldoutweighthebenefitsof afaster fall
in interest rates than the Government assumed in its
plans.

In 1999 theItalian economy, no longer burdened
by therestrictive impact of thesevereand protracted
action to consolidatethepublic finances, would have
tended to achieve faster growth. However, the
sluggishnessof therecovery inworlddemand, and in
particular the slowdown forecast for the other
economies of the euro area, together with reduced
stockbuilding, wil l limi t growth to around 1.5 per
cent. The gap with theother euro areacountrieswill
narrow.

Thecontribution of net exports to output growth
is expected to be negligible: the surplus on the
external current account should beabout thesameas
in 1998 in relation to GDP.

The growth in domestic demand is likely to be
sustained by rising household consumption, which
wil l be stimulated by the full effects of the
expansionary factors already at work last year.
Spending capacity should be fueled by a large
increasein disposableincomeadjusted for thelossof
purchasing power on net financial assets.

Professional forecasters expect inflation to
decline to just above 1 per cent, in line with the
forecast for the euro areaasawhole.

Domestic demand may also be boosted by fixed
capital formation. Construction investment is likely
to benefit from the subsidies for the renovation of
residential properties. Considerableprogressisbeing
made in the planning of new investment in public
works, especially in the South, and the construction
of thosealready planned. Corporate investment may
besustainedby thetax incentivesrecently announced
for purchasesof capital goodsfinancedout of profits,
for apotential total of about 4 trillio n lirein 1999and
2000 together.

Thelatter measuresarepart of theSocial Pact for
Growth and Employment signed in December by the
Government, tradeunions, employers’ organizations
and local government bodies. The Pact sets out a
broad rangeof interventions to stimulategrowth and
employment.

Theforeseeable increase in employment in 1999
doesnot appear to besubstantial. It could belarger if
all themeasuresto adapt labour market conditionsto
thespecific needsof local economiesand individual
firmsare implemented swiftly and effectively.

A large number of collective bargaining
agreements await renewal, representing about half
thetotal wagebill inmanufacturingandmorethan60
per cent in market services. Wage restraint must be
maintainedandextendedtotheservicessector,where
there weresomeserious labour conflicts in 1998.

In theengineering industry, thekey issuesstill to
besettled are thoseconnected with theshortening of
working hours. In banking, the positions of the two
sidesarefar apart on therestructuring of theindustry
andsalary scales. Thesubstantial improvement in the
profitability of the banking system in 1998 was
largely due to exceptional earnings in connection
with the good performance of the financial markets,
which isunlikely to berepeated. Theaction aimed at
bringing costs into line with productivity must be
continued, so that they converge in relation to
revenues towards a level comparable to that
prevailing in theother Europeancountries. Thisisthe
indispensable condition for safeguarding the
competitivenessof the Italian banking system.

Appropriate policies, necessarily directed in the
short term towardsstimulating demand, can increase
thegrowth in GDP to close to 2 per cent.

It is necessary to strengthen the action aimed at
sustaining public and private investment, by
providingmoreattractivesubsidiesfor therenovation
of residential buildings, eliminating the uncertainty
about the size of the tax incentives for capital
spending and speeding up the procedures for
implementing planned public investment, especially
in the South. A clearer definition of some of the
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objectives identified in the Social Pact can contribute
to the expansion of economic activity.

In a broader prospective, it is possible to return to
a faster growth path with the resources available.
Economic policy can enhance their potential by
increasing confidence in the future of the Italian
economy.

In the first place it is necessary to consolidate and
complete the adjustment of the public finances. In the
coming years the reduction in government debt will
need to proceed as planned. To this end, it is essential
that the primary surplus be kept close to the objective
of 5.5 per cent of GDP indicated in the Economic and
Financial Planning Document for 1999-2001 and
reaffirmed in the stability programme, and that the
privatizations already planned be carried out.

Together with the restoration of sound public
finances, determined action to reduce the level of
expenditure and revenue is indispensable if a solid
basis is to be created for economic growth.

In order to reduce the tax burden and increase
investment in physical and human capital, it is
necessary to correct the trends of non-interest current
expenditure by re-examining the functions assigned
to the various spending bodies, using the resources
allocated to them more efficiently and modifying
some of the parameters of the social security system
so as to curb the ratio of pension expenditure to GDP
from the middle of the next decade onwards.

These are the conditions for steady, rapid growth
in employment.
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The Social Pact for Growth and Employment

In mid-January Parliament approved a
resolution adopting the Social Pact for Growth and
Employment agreed to on 22 December by the
Government and 32 organizations representing
workers, employers and local governments. The
signing of the Pact formally reaffirms the practice of
concertation initiated with the incomes policy
agreements of the early nineties, in which business
and labour organizations were assigned an advisory
role in determining the objectives and the
implementation procedures for Government
economic policy. Agreements of this kind, in which
fostering employment and economic growth takes its
place as an objective alongside that of curbing
inflation, are now viewed with favour both by other
European countries and by the EU Commission and
the OECD.

The protocols on incomes policy signed in
July 1992 and July 1993 were intended above all to
moderate wage growth and inflation, thereby
facilitating reduction of the budget deficit and
recovery from recession. This was to be achieved
through wage bargaining at two levels: a) at the
industrywide level, with wage increases linked to the
Government’s target inflation rate and also taking
account of changes in the terms of trade;
and b) at the company or local level, with variable
increments depending on companies’ economic
performance. The protocols also set out three
further lines for policy action: 1) extending the
“social shock absorbers” for coping with
employment crises; 2) adopting policiesto enhance
flexibility in employment contracts and relations,
with the introduction of temporary employment
agencies and the reform of apprenticeship; and
3) the definition of policies of financial support
for the productive economy, for research and

development, and for thecreation of infrastructure,
especially in the South.

The principal objective, wage moderation, was
attained,but progressontheother frontsprovedless
easy. Some headway was nevertheless made in
reforming the labour market: the public monopoly
on job placement serviceswasended, theso-called
Treu Package of June 1997 introduced temporary
employment contractsandagencies, apprenticeship
wasreformed, and therangeof fixed-termcontracts
wasextended.Theseinnovationsaremovingintothe
systemvery slowly, however.

The new Pact provides that the signatories be
involvedinattainingtheoverall objectivesagreedat
European level. It envisages coordination with the
initiativesbegunbytheextraordinarymeetingof the
European Council in Luxembourg November 1997
on covergence in employment policies and by the
Council meeting in Vienna in September 1998.
Specifically, the Pact indicates the role of
concertation in drafting thenational plan of action
for employment, which has still to be officially
discussed with the social partners.

The Pact establishes formal rules for the
decision-making process connected with policy
concertation. The Government undertakes to
present themeasuresagreed to inParliament andto
translate theminto action. Thetwo annual incomes
policysessionsprovidedfor under the1993protocol
areretained: oneinthespring, inconcomitancewith
the drafting of the Economic and Financial
Planning Document and the presentation of the
National Action Plan for Employment to the
European Union, and one in the autumn in
concomitance with the discussion of the budget for
the next year. The Pact places greater emphasis

cont.
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than its predecessors on verification. It also
institutes, under the Office of the Prime Minister, an
official body assigned to check the state of
implementation of the undertakings of the parties
and the results of the agreements.

The Pact does not modify the two-level
collective bargaining arrangements. Despite the
spread of variable wage increments in recent years,
even to small and medium-sized enterprises, the
creation of adequate wage differentials between
firms and areas with different productivity trends is
proceeding extremely slowly. The only innovation
affecting wage bargaining is the inclusion of the
European inflation rate among the incomes policy
parameters.

The Pact outlines action for growth and
employment, renewed investment and improved
education and vocational training. The key point is
the use of fiscal instruments and incentives both to
stimulate investment and to curb the cost of labour.
Most of the measures in this regard were already
incorporated in the Finance Law for 1999 and its
accompanying legislation. The Pact sets these
measures in a medium-to-long-term framework.

The Pact underscores the excessive tax burden
on labour, which is accompanied by legislative and
administrative constraints that are out of line with
European practices. The narrowing of the tax wedge
will be achieved by eliminating the improper
charges still levied on payroll employment,
defraying maternity benefits and family allowances
out of general revenue, and reducing the tax rate for
the lower income brackets in line with gains against
tax evasion. As for the taxation of entrepreneurial

income, for the medium term the document calls for
a progressive enhancement of the relief introduced
with the Dual Income Tax under the recent tax
reform.

To stimulate productive activity in the South, the
Finance Law provides for the extension of social
contribution relief through 2001 and a three-year
exemption from contributions in respect of newly
hired workers that increase the firm’s employment
level compared with 31 December 1998. There are
also reliefs for young people undertaking a
self-employment activity and tax credits for small
and medium-sized enterprises hiring new
employees. The draft accompanying legislation
contains enabling acts, not yet approved by
Parliament, for the reordering of incentives for
employment and thereductionof workinghours, for
thereformof social shockabsorbers, for therevision
of the rules on socially useful jobs and for the
modificationof therulesonworkplaceaccident and
occupational illness insurance. The Government
also pledges to continue the action undertaken in
recent years with the introduction of “territorial
pacts” and “a rea contracts” and to implement the
reformof public employment services.

The Social Pact, while incorporating explict
undertakings on the part of the Government,
establishes no corresponding commitments on the
part of businessand labour organizations. It leaves
the revision of bargaining mechanisms, the
modification of the rules governing employment
relations and dismissals, the rationalization of
social shockabsorbersandtheoverall reorderingof
the welfaresystemto futureagreements.
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New developments in the statistical information disseminated by the Bank of Italy

The content and procedures for publishing the
main monetary, financial and balance-of-payments
statistics prepared by the Bank of Italy and the UIC
will be modified in the course of this year. The
innovations planned reflect both the adoption of
harmonized definitions within the monetary union
and the increased attention that a number of
international organizations are now paying to the
publication of accurate and timely macroeconomic
indicators.

The principal changes will affect the Statistical
Bulletin of the UIC and the Supplements to the
Statistical Bulletin of the Bank of Italy.

The supplements Monetary Base and Monetary
and Credit Aggregates will be terminated as soon as
the data for December 1998 are published. They will
be replaced by a monthly release reporting the main
items of the Bank of Italy’s balance sheet,
comparable with those of the aggregate balance
sheet of the Eurosystem published in the ECB’s
Monthly Bulletin, aswell asthenational components
of the monetary aggregates of the euro area and
their counterparts, in accordance with the new
harmonized definitions.

The supplement Banks will include a new
section dedicated to the main items of the balance
sheet of “other monetary financial institutions” in
accordance with the definition adopted for ESCB
statistics. These are the institutions that, together

with the central bank sector, issue monetary
liabilities; in linewiththedefinitionagreedat ESCB
level they comprisebanks, money market fundsand
a small group of other intermediaries that do not
operate in Italy. In the new tables, the bank
component of thebalancesheet will cover theentire
banking system rather than just the “Research
Department sample”, to which the information
previously published by the Bank of Italy referred.
The main balance sheet items will be shown by
economic sector of counterparty, with separate
figuresfor residentsof Italy and theother euro area
countriesand for the various forms of fund-raising
and lending denominated in euros and the other
euro area currencies.

The structure of the information contained the
Financial Accounts and Balance of Payments
supplements and in the UIC’s Statistical Bulletin
will be overhauled following the adjustment of
statistical methodsand itemization to conformwith
the new international standards.

The financial accounts will  reflect the
introduction of the new definitions for institutional
sectors and financial instruments established in the
1995 version of the European System of Accounts
(ESA95), which will also soon be adopted for the
national economic accounts; the adjustment to the
ESA95 methodologies will be completed in the year
2000, as envisaged in Community provisions. The
publication of quarterly financial accounts, which has

cont.
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been halted temporarily, will resume following the
publication of the data for 1998 in the Annual Report.

The layout of the balance of payments will be
brought into line with that proposed by the IMF in the
fifth edition of its balance-of-payments manual and
adopted by the ECB. The change will involve the
separate identification of capital transfers, which are
now included in the current account, thereby permitting
in principle full reconciliation with the national
accounts. Capital movements, which will now in a
section called the “financial account”, will first be
classified according to function (direct investment,
portfolio investment, derivatives, other). Portfolio
investment and“other” will besubdividedaccordingto
typeof financial instrument or investment and resident
sector. For the main items of the financial account
separatefigureswill beshown for transactionswith the
euro area and thosewith the rest of the world.

In addition, a new supplement entitled Public
Finance Statistics in the European Union Countries
will begin publication.

Changes of minor importance, intended to
improve the organization of information and the
uniformity of definitions, will be made to the other
supplements.

The new statistical publications will show
values expressed in li re and in euros. The dual

reportingwill beofferedbothinprintedpublications
and on theCD-ROM containing theBank of Italy’s
entirepublic information base. Timeseries in euros
will be available from 1997; conversions will be
madeusingtheir revocableconversionrateset at the
launch of Stage Three. Pre-1997 data will only be
available in li re. As in the past, the CD-ROM will
contain time series stretching as far back as
available information allows, while printed
publicationswill onlypublish retrospectivedata for
more recent years. Printed publications and the
CD-ROM will  be supplemented by the
dissemination of statistical information through the
Bank of Italy’s Internet site (www.bancaditalia.it),
with partial service beginning in March and full
service in April.

Thereleaseof information concerning themain
categoriesof macroeconomic indicatorswill follow
an announced timetable and calendar, in
accordance with the recommendations of the IMF
regarding statistical data dissemination standards.
TheIMF itself will makethecalendar availablevia
theInternet on theDissemination Standard Bulletin
Board (dsbb.imf.org). With regard to the monthly
data on money and credit, the figures for Italy will
be released immediately after the ECB publishes
thoseon thecorresponding aggregates for theeuro
area. All the statistical information in all formats
will shortly be available in English.

Based on information available at 2 March.
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Articles

Summary of the second survey of the compliance of Italian banks’
information systems with euro and Year 2000 requirements(*)

This document summarizes the results of the survey conducted with banks in the third quarter of
1998. The distribution of the questionnaire was accompanied by numerous direct meetings with
banks, which made it possible to supplement the quantitative data with qualitative assessments. The
data refer to the situation in July and August 1998. The complete results of the survey were
transmitted to the banks in January 1999. A report on the first survey, conducted in December 1997,
was published in Economic Bulletin no. 26, February 1998, and is also available on the Bank’s
Internet site (www.bancaditalia.it).

The second survey questionnaire was sent to all banks established in Italy, irrespective of
institutional type, size, type of operations or organization of information systems. Its main objectives
were:

- to check the state of completion of the projects;

- to identify any problem areas or delays for individual intermediaries and the banking system as
a whole;

- to collect detailed information on the final phases of the adjustment project (testing, release of
applications into production, planning of contingency measures in the event of malfunction).

The results are presented separately for banks with in-house EDP centres and outsourcing banks.
The former are defined as the 99 banks (including all major and large banks, 80 per cent of
medium-sized institutions, 16 per cent of small banks excluding mutual banks, and around 20 per
cent of branches of foreign banks) that reported they had an independent EDP department. The latter
comprise the 810 banks that reported they outsourced all or most of the development and
maintenance of their information systems. This group consists of nearly all mutual banks and other
small or medium-sized institutions.

1. Overview

The major efforts undertaken by Italian banks in
the second half of 1998 to convert the procedures
necessary for corporate operations during the
transition period to the euro caused the final phases of
Year 2000 adjustment projects to be postponed in
many cases.

At the survey date the banking system as a whole
(taking due account of the different types of bank
involved) was around midway in modifying its
information processing procedures and adjusting its
technological infrastructure, with appreciable

�
� 3UHSDUHG E\ WKH %DQNLQJ 6XSHUYLVLRQ 'HSDUWPHQW�
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differences between banks, while it had only just
begun the testing and release phases.

The financial costs of the euro and Year 2000
projects amounted to 3.4 trillion lire. This increase of
35 per cent from the previous survey was due partly
to the reporting of costs by banks that had not been
able to provide estimates in the first survey and partly
to budget revisions during project implementation.

Owing to the considerable resources consumed
by the adjustment of systems and procedures, banks
have not yet made a detailed, comprehensive
assessment of the risks not directly associated with
modifying their information systems.1

In fact, deficiencies can be observed in the
assessment of operational, legal and credit risks, in
the planning of comprehensive testing that also
covers systems’ outside connections, in the
preparation of contingency plans to ensure the
continuity of critical operations, and in disclosure on
the projects under way.

In 1999 Italian banks are therefore called upon to
make a significant effort in order to complete the
necessary actions to resolve the problem of Year 2000
compliance on schedule, making best use of the time
that remains.

As shown by the experience of countries that
were not directly involved in the changeover to the
euro, whose projects for the Year 2000 are therefore
nearer completion, achieving good results requires
careful monitoring of project implementation on the
part of management and the full involvement of all
corporate structures, particularly those responsible
for technical operations, organization and risk
control.

Banks will have to pay the utmost attention to
internal testing of the components that have been
modified or replaced and of the integrated
functioning of the procedures in the operating
environment. Internal testing should be completed by
the first half of 1999, at least for those applications
that are vital for corporate operations.

Planning the completion of in-house testing by
June 1999 makes it possible to set aside the second
half of the year for removing any remaining errors,

fine-tuning the systems and defining contingency
procedures to ensure operational continuity in the
event of serious malfunction.

The Banking Supervision Department is
following the adjustment process closely, conducting
periodic surveys of the whole system, assessing the
preparations of individual banks and adopting
measures in respect of banks that are lagging behind
or whose projects are not satisfactory.

2. Organization of projects

According to the survey results, 87 per cent of
banks (98 per cent of those with an in-house EDP
centre and 86 per cent of outsourcing banks) had
identified the applications and systems that needed to
beadjusted to handle the datechange in the Year2000,
while a full 98 per cent (99 per cent of those with
in-house EDP centres and 98 per cent of outsourcing
banks) had done so for the changeover to the euro.

Of banks with an in-house EDP centre, 13 per
cent did not report a date on which top management
had approved the Year 2000 compliance plan, a figure
that rises to 29 per cent for outsourcing banks. A
number of these banks believe their systems are
already compliant and therefore do not feel there is a
need to assess the impact of the date change on the
overall information system, postponing any such
evaluation until after the start of the euro transition
period; in the case of outsourcing banks, the result
may be due to a lack of information on the plans of
their EDP outsourcers.

In the planning of adjustments, no clear
preference emerges between carrying out euro and
Year 2000 modifications jointly or separately.

Internal systems for monitoring the progress of
Year 2000 efforts envisaged formal reporting
requirements in 80 per cent of banks with in-house
EDP centres and 50 per cent of outsourcing banks and
the involvement of internal or external auditors in 40
per cent of cases.

The lesser strategic importance attributed to Year
2000 preparations compared with euro adjustments is
confirmed by the organizational level to which
information on the state of progress is transmitted,
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with Year 2000 reports generally being sent to
intermediate coordination bodies (interdepartmental
committees, working groups, etc.) charged with
general systems maintenance, rather than to top
management (Table 1).

Table 1

Banks with formalized reporting to top management
(percentage values)

<HDU ���� (XUR

,Q�KRXVH ('3 � � � � �� ��

2XWVRXUFLQJ � � � � � �� ��

Banks with an in-house EDP centre classified the
adjustments as maintenance, whereas 50 per cent of
outsourcing banks reported they were planning to

overhaul their information systems.2 The major
commitment required for the euro and the year 2000
prompted 38 banks to outsource their information
systems, which had previously been maintained
in-house, or to switch outsourcer. Banks with
in-house EDP centres also made increasing recourse
to applications packages developed by external
suppliers for strategic procedures.

3. State of progress

The banks were asked to provide an indication in
percentage terms of the state of completion of the
different phases of their Year 2000 projects, namely
impact analysis, adjustment, testing and release of
applications into production.

Table 2
Release of Year 2000 compliant procedures by applications category

(percentage values)
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At the survey date, Italian banks had largely
completed impact analysis and were about midway
through the procedure adjustment phase. Testing and
release of applications had just begun (Table 2).

Nevertheless, there are appreciable differences
between types of application and between groups of
banks. Outsourcing banks had made the most
progress, while the applications closest to completion
were those linking banks to the payment system (the
interbank network, links with the Bank of Italy,
procedures for settlement of transactions with
markets). This can be explained both by the greater
complexity of large banks’ information systems, and
the deadlines established for system testing in the
interbank payments sector, which have accelerated
the pace of adjustment.

The procedures in which the least progress has
been made were those involved in bilateral contacts
between banks, on-line branch applications and those
in the finance and securities area.

Projections for the state of completion in
December 1998 showed considerable progress being

made, given that a large number of banks planned to
have completed euro-related modifications by that
date.

In addition to reporting on the state of
completion of modifications to applications
software, banks were also asked to indicate the
components of their technological infrastructure
included in their adjustment projects and the
percentage of modifications completed.

The most affected components were operating
systems, followed by central IT hardware, PCs,
auxiliary devices (form and cheque readers, time
clocks, security systems and telephone
switchboards) and networks (Table 3).

Most of the modifications to systems and
equipment were being made to ensure Year 2000
compliance; some infrastructure adjustments were
brought forward by the need for euro-specific
changes (such as upgrading central hardware to meet
greater processing loads and the modification of POS
devices to handle the new currency).

Table 3
Adjustment of systems and devices for the Year 2000

(percentage values)
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Table 4

Cost of euro and Year 2000 adjustments by size and type of bank
(millions of lire)

6L E W W O W
%DQNV ZLWK LQ�KRXVH ('3 FHQWUH 2XWVRXUFLQJ EDQNV 7RWDO

6L]H E\ WRWDO DVVHWV
7RWDO FRVW $YHUDJH 7RWDO FRVW $YHUDJH 7RWDO FRVW

/HVV WKDQ � WULOOLRQ OLUH � � � � � � � � � � � � � � � � � � � � ����� ��� ������� ��� �������

��� WULOOLRQ � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ������� ����� ������� ����� �������

���� WULOOLRQ � � � � � � � � � � � � � � � � � � � � � � � � � � � � � ������� ������ ������ ����� �������

����� WULOOLRQ � � � � � � � � � � � � � � � � � � � � � � � � � � � � ������� ������ ������ ������ �������

0RUH WKDQ �� WULOOLRQ � � � � � � � � � � � � � � � � � � � � � � ��������� ������ ������ ������ ���������

7RWDO � � � ��������� ������ ������� ����� ���������

4. Costs

As in the December 1997 survey, banks were
asked to provide an estimate of the total costs of
the euro-Year 2000 project for the period between
1997 and 2001, including all current spending
and investment (whether already incurred or
budgeted).3

Although many banks said that they had
encountered difficulties in disaggregating euro and
Year 2000 costs from those relating to general
information system overhauls, 90 per cent provided
an estimate of costs (compared with 63 per cent in the
previous survey). These banks account for 89 per cent
of the total assets of the banking system.

Total reported costs amounted to about 3.4 trillion
lire, with the largest banks spending proportionately
more (Table 4).

Spending by banks had increased by 35 per cent
in comparison with the previous survey, owing partly
to the reporting of costs by banks that had not been
able to provide an estimate before and partly to
budget revisions made during the course of the
projects.

The banks continued to divide spending between
euro and Year 2000 adjustments in the same

proportions they had indicated in the previous
survey, with about 60 per cent of total planned
spending allocated to adjustments for the euro and
20 per cent each to the Year 2000 and new functions
(Table 5).

Table 5
Allocation of costs by objective

(percentage values)

(XUR <HDU ���� 1HZ
IXQFWLRQV

,Q�KRXVH ('3 � � � � � � � � �� �� ��

2XWVRXUFLQJ � � � � � � � � � �� �� ��

7RWDO � � � �� �� ��

The small incidence of Year 2000 spending is
probably due to the fact that at the survey date many
banks were absorbed in preparing their information
systems for the imminent launch of the single
currency and had not yet revised their cost estimates
for the Year 2000 problem. Such costs could therefore
be revised sharply upwards.

The breakdown of spending by purpose has also
remained the same: the lion’s share has been allocated
to adjusting applications internally or externally or to
the purchase of applications packages (76 per cent),
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while infrastructure modifications and non-EDP
spending account for a virtually equal share of the
remaining costs (Table 6).

Table 6

Allocation of euro and Year 2000 costs by purpose
(percentage values)

,QIUDVWUXFWXUH
PRGLILFDWLRQV

,QWHUQDO
UH�

VRXUFHV

3XUFKDVH
RI DS�

SOLFDWLRQV
SDFNDJHV

3XU�
FKDVH RI
VHUYLFHV

2WKHU

,Q�KRXVH ('3 �� �� �� �� ��

2XWVRXUFLQJ � � �� �� �� �� ��

7RWDO � � � �� �� �� �� ��

The most costly operational phase of applications
adjustment was the modification of programs (47 per
cent), followed by testing (30 per cent) and impact
analysis (23 per cent).

5. Testing

The survey data on testing confirm that most
Italian banks had not yet defined the details of their
plans for testing the Year 2000 compliance of
applications and systems.

This picture also emerges from the large
percentage of negative replies (especially among
outsourcing banks) to questions on the involvement
of administrative staff in the testing, on reporting
results to management, on documenting the various
phases of testing, and on external testing with other
banks, correspondents and customers (Table 7).

Banks with in-house EDP centres appear to be
more attentive in planning tests: 91 per cent planned
to test procedures that they felt were already
compliant or applications packages certified as
compliant by their suppliers. The same percentage
planned to carry out non-regression tests, simulation
tests (mainly on critical dates for the Year 2000)
or integrated tests.4

Banks with in-house EDP centres that had
planned to conduct integrated tests had scheduled
them for the period between March 1998 and
December 1999. Only a small number planned to
begin such testing in the last quarter of 1998, while
a larger percentage had scheduled the start of testing
for the early part of 1999.

Table 7
Planning of Year 2000 testing

(percentage values)

,QYROYHPHQW
RI DGPLQLVWUD�

WLYH VWDII

5HSRUWV
WR WRS

PDQDJH�
PHQW

'RFXPHQ�
WDWLRQ RI
WHVW

SKDVHV

([WHUQDO
WHVWLQJ ZLWK
FRUUHVSRQ�

GHQWV

([WHU�
QDO WHVW�
LQJ ZLWK
FXVWRP�

HUV

,Q�KRXVH('3 �� �� �� �� ��

2XWVRXUFLQJ �� �� �� �� ��

Among outsourcing banks, 23 per cent did not
plan to participate in the testing conducted by
suppliers or to use test environments provided by
them, while 16 per cent had not made provision for
acceptance tests to ensure that modified systems and
procedures functioned properly once installed.

6. Risk assessment

Banks with in-house EDP centres are generally
well aware of the difficulties involved in adjusting
internal procedures, with 85 per cent reporting
modifications and delays in work plans caused by
overlapping with other information system
development projects (96 per cent) or shortages of
qualified staff (45 per cent).

Of banks with in-house EDP centres, 79 per cent
reported having problems with external suppliers,
whereas only 29 per cent of outsourcing banks
reported such difficulties. The most common
problems involved delays in the delivery of products
(71 per cent of banks with EDP centres, 21 per cent
of outsourcing banks), a lack of transparency in
communicating release dates for updated versions
(34 and 9 per cent respectively) and shortcomings in
the modifications (29 and 10 per cent respectively).
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Despite their perception of these difficulties,
Italian banks had not yet conducted a detailed
analysis of the risk of malfunctions or delays in
adjusting their information systems. About a quarter
of banks with in-house EDP centres and a fifth of
outsourcing banks had not conducted an assessment
of the risks associated with the links between their
information systems and those of their customers,
other banks, correspondents, markets and suppliers of
telecommunications services (Table 8).

Table 8

Banks that have analyzed Year 2000 risks stemming
from links between their information systems

and selected counterparties
(percentage values)

&XV�
WRPHUV %DQNV 0DUNHWV 6HUYLFH

SURYLGHUV
1R DVVHVV�

PHQW

,Q�KRXVH ('3 � � �� �� �� �� ��

2XWVRXUFLQJ � � � � �� �� �� �� ��

Legal risk has also been neglected, and any
attention paid has primarily focused on issues related
to the euro changeover: 61 per cent of banks had
begun to revise contracts with customers and
suppliers, 13 per cent had prepared documentation on
projects under way in order to support their position
in the case of disputes and only 4 per cent had
reviewed insurance policies covering information
system risks.

Very few banks had assessed the Year 2000
problem in terms of the potential credit risk stemming
from difficulties in borrowers’ information systems
that might cause liquidity problems for the latter or,
in the worst cases, threaten their solvency. Only 13
per cent of banks with in-house EDP centres and 6 per
cent of outsourcing banks were considering the
possibility of default by borrowers caused by major
malfunctions in their information systems.

Little attention has been paid to reputation risk
and action to disseminate information on the state of

progress of Year 2000 projects: only 53 per cent of
banks with in-house EDP centres and 43 per cent of
outsourcing banks plan to issue communications or
disclose information in their financial statements.5

7. Contingency plans

Banks were asked if they had prepared plans to
manage emergency situations and to ensure business
continuity in the event of delays in adjustment
projects or malfunctions in critical procedures.6

The responses (Table 9) confirm that the banks
had not yet prepared emergency measures to ensure
business continuity at the turn of the millennium.

Table 9

Elements provided for in banks’
Year 2000 emergency plans

(percentage values)

6WDII LQIRU�
PDWLRQ

0RQLWRU�
LQJ RI

V\VWHPV
RQ FULWL�
FDO

GDWHV

&UHDWLRQ RI
UDSLG UH�
VSRQVH
JURXSV RI
WHFKQLFLDQV

3UHSDUDWLRQ
RI DOWHUQD�
WLYH SURFH�

GXUHV

(PHUJHQ�
F\ SODQV
ZLWK VXS�
SOLHUV

,Q�KRXVH('3 �� �� �� �� ��

2XWVRXUFLQJ �� �� �� �� ��

Very few banks had prepared alternative
procedures to ensure the continuity of operations,
even if only for a short period of time and with
possible recourse to manual procedures and reduced
performance levels. More than half of banks had not
made such plans, relying exclusively on the timely
completion of their adjustment projects.

An equally serious shortcoming concerned
contacts with suppliers on emergency measures:
three-quarters of banks had not made plans for any
type of action. The situation is better with regard to
the elements of disaster recovery plans and change
management systems (rapid response task forces,
checking the release of new or modified applications,
monitoring the operation of modified systems, etc.).
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1 In the rest of this article this expression will be used to denote
the set of technological infrastructure, information
processing procedures and databases that enable banks to
carry on their activity, regardless of the specific architecture
chosen or the use of in-house or outside hardware.

2 The information systems of outsourcing banks are generally
less complex than those of larger banks and consist of
procedures with a common original design, meaning that
they are closely integrated. By contrast, in addition to having
to cope with greater operational complexity (and therefore
more complex applications), banks with in-house EDP
centres must often ensure that procedures developed
internally and externally are adjusted in step. Banks with
their own EDP centres accordingly devote more resources to
the maintenance and integration of existing components than
to renewing their information systems, especially in periods
of heavy operational loads such as that examined here.

3 Spending included all costs incurred by the bank (EDP
departments and otherwise), including those associated with
the use of internal and outside personnel (consulting,
analysis, programming) and with the introduction of new
functions and improvements concurrently with the euro-Year

2000 adjustments, even if not strictly related to the project
itself.

4 This expression denotes tests that have been configured for
the specific applications and technological architecture of
each bank to ensure that no errors arise in connections
between applications adjusted at different times and between
applications and databases or infrastructure components,
which may themselves have undergone modification.

5 In October 1998, Consob issued a recommendation
governing the information on the Year 2000 problem that
companies issuing securities listed on regulated markets must
provide in their financial statements.

6 Emergency plans may be technological in nature, but they
more frequently involve organizational measures, such as the
establishment of task forces that will be on alert on critical
dates, the communication of the names of persons and
departments (including those available through external
suppliers) that employees should contact in the event of
specific, identified malfunctions, the limitation of operations
at greatest risk, channeling certain operations to specific
branches or sectors, the opening of additional lines of credit
to handle any increased demand for liquidity by customers,
and the consideration of alternatives for the provision of
telecommunications services.
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Speeches

The world economy and finance in 1999

Address by the Governor, Antonio Fazio, to the Conference organized
by AIOTE, ASSOBAT, ATIC, FOREX, AIAF

Verona, 30 January 1999

The effects of the collapse of the Asian currencies
in 1997 spilled over to the world economy in 1998;
the crisis spread to Russia and other East European
countries and to Latin America.

The crisis in Asia followed the sharp decline in
domestic demand in Japan. The sudden change in
expectations generated rapid capital outflows and
currency depreciations that exceeded 50 per cent in
Korea and Thailand and 40 per cent in Malaysia and
the Philippines. In 1998 the Korean and Thai
currencies recouped half the value they had lost. The
Indonesian rupiah lost half its value in 1997 and
another 20 per cent of its initial value in 1998.

The economies of Latin America withstood the
wave of instability from Asia in 1997 but in 1998
were caught up in the crisis following the devaluation
of the ruble. The currencies of Brazil, Mexico,
Venezuela and Chile came under strong downward
pressure. The speculative attack of mid-January 1999
initially focused on the Brazilian Real.

Argentina has stuck to the exchange rate fixed
with the dollar under the institutional arrangement
adopted for the peso. Since the devaluation of 1994,
China has maintained a close link with the US
currency.

The swings in share prices in the countries hit by
the crisis have paralleled those in exchange rates but
have generally been more pronounced.

In Japan, the stock market fell by a quarter in the
last two years and has fallen further in the last few
weeks; the yen first weakened then strengthened
considerably in the last part of 1998. Last year the
Korean stock exchange gained as much as it had lost
in 1997.

The falls in the currencies and stock exchanges of
Asia have been mirrored by rises in the US and
European currencies and stock markets, fueled in part
by the outflow of funds from Asia. Despite its high
initial level, the S&P index rose by 60 per cent in the
two years 1997-98. The gains on some European
exchanges were even larger.

1. The crisis in Latin America

All the major countries of Latin America
continued to run large current account deficits in
1998. Brazil’s deficit grew to 4.2 per cent of GDP; the
pattern in Mexico, Argentina and Chile was similar,
with the deficit rising to 3.5, 4.5 and 6.8 per cent of
GDP, respectively.

The ratio of Brazil’s net external debt to GDP is
on the order of 25 per cent. In Mexico, Venezuela and
Chile the ratio is close to 40 per cent, in Argentina to
30 per cent. The debts are mainly denominated in
dollars.

In the last few years these economies were
marked by rapid rates of growth and lower inflation
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than in earlier decades. In several cases budget
deficits were substantial.

In some respects there was a repeat of the
experience of the Asian countries. A prolonged
period of growth was financed with imports of
foreign capital, mostly at short term.

In Asia the capital inflows had financed
investment that in many cases exceeded 30 per cent
of GDP in 1997. In Latin America, by contrast,
foreign capital also financed the current expenditure
of the private and public sectors; investment fell to
around 20 per cent of GDP.

In the summer of 1998 the stock markets of
Brazil, Mexico, Argentina and Chile had already
turned bearish. Interest rates were raised steeply to
defend exchange rates.

The tensions subsequently abated, thanks in part
to the reduction in US official interest rates and the
approval of the stabilization plan agreed by Brazil and
the International Monetary Fund. It was possible for
interest rates to come down and shares recouped some
of the earlier losses.

Confidence in the exchange rates and stock
markets of Latin America and some Asian and East
European countries was undermined in 1998 by the
uncertainty surrounding the solution of Russia’s
financial problems and the effectiveness of Brazil’s
stabilization policies.

The sharp fall on the stock market at the
beginning of this year and the collapse of the Real
following the decision to allow it to float halved the
dollar value of Brazilian shares. In the days that
followed their prices rebounded, rising by 30 per cent
in a single day; subsequently, however, there have
been further falls in the exchange rate and share prices
have gyrated.

2. The world economy

The slowdown in effective demand that began in
Asia in mid-1997 gradually affected the rest of the
world.

The Japanese economy, which had been
recovering in 1996, grew by only 1.4 per cent in 1997.
Growth remained rapid in North America and the
United Kingdom and satisfactory in the continental
European countries. It was particularly slow in Italy:
0.7 per cent in 1996 and 1.5 per cent in 1997.

The crisis that struck in Asia in the middle of 1997
did not prevent an appreciable increase in
consumption, investment and GDP in the area for the
year as a whole; the exception was Thailand, where
strains in the external accounts had already emerged
at the end of 1996. Growth in Latin America
continued at a very rapid pace in 1997: 8.6 per cent in
Argentina and 7 per cent in Mexico. In Brazil the loss
of competitiveness and subsequently the tensions in
the financial and foreign exchange markets slowed
down growth.

In 1997 world exports recorded a particularly
large increase of 9.9 per cent, compared with 7 per
cent the previous year. The demand of the emerging
economies, still buoyant, sustained the cycle in the
Anglo-Saxon countries and continental Europe.

The full force of the crisis was felt in 1998. The
expansion in world trade fell to 3.3 per cent.

Growth turned sharply negative in Asia, with
GDP contracting by 7 per cent in Korea, 7.5 per cent
in Malaysia and 8 per cent in Thailand. The fall in
imports and to a lesser extent the rise in exports
inverted the sign of external current account balances
for the first time in many years and generated sizable
surpluses.

The crisis took on political and institutional
overtones in Indonesia, where GDP is estimated to
have contracted by 15 per cent. On the basis of the
data available, the Chinese economy appears to have
suffered only a slowdown in growth; the deceleration
in the Philippines was more pronounced. Throughout
the area economic activity tended to stagnate.

Partly owing to the depressed conditions in the
rest of Asia, the performance of the Japanese
economy continued to deteriorate in 1998.
Investment contracted further, by more than 10 per
cent. Signs of deflation became increasingly evident
in prices, domestic demand and business
expectations.
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In Latin America, too, domestic demand and
economic activity gradually slowed down during
1998.

The problems afflicting the Asian, Latin
American and Russian economies and the
improvement in their competitiveness as a result of
currency devaluations adversely affected demand in
the industrial countries.

The impact on domestic demand and growth was
already visible in the exports of the G-7 and euro area
countries.

Effective demand remained high in the United
States, where the increase in domestic spending was
easily financed with growing imports of saving from
the rest of the world and the supply of dollars on the
international market. US demand for goods helped to
attenuate the crisis in Asia; it has so far prevented the
economies of Latin America from declining faster.

Business confidence nonetheless waned; after
rising by 20 per cent in the first quarter and 13 per cent
in the second, investment slowed down further in the
second half of the year.

In Japan expectations regarding the economy had
already turned down in the middle of 1997.

In continental Europe business expectations
deteriorated steadily in 1998. The recovery of
investment that had begun in the second quarter of
1997 continued until the early months of last year; it
was brought to a halt in the spring by the persistence
of the crisis in Asia and its propagation to the East
European transition economies and Latin America.
The growth in GDP also slowed sharply before
recovering slightly.

The climate of households’ confidence was less
negative.

According to the IMF, output in Germany, France
and Italy was well below its potential level from 1993
onwards.

The current account of the balance of payments of
the euro area continued to show a surplus of 0.8 per
cent of the area’s GDP. After rising substantially in
1997, the volume of exports slowed sharply during
1998; the volume of imports also declined markedly.

The cyclical recovery expected in the second part
of this year still appears uncertain.

The low level of interest rates does not appear
sufficient to trigger a widespread increase in
investment. There are still no signs in the area of
expectations of a vigorous and sustained recovery in
economic activity in the medium term.

The uncertainty surrounding the recovery of
international trade in 1999 is related to the prospect
of only modest growth or even continued recession in
the Asian countries affected by the crisis, the
possibility of mounting difficulties in the transition
economies and the halt in growth in Latin America.

Notwithstanding the sharp deceleration in
economic growth in some regions, the international
trade imbalances that have contributed to the
abnormal increase in world finance and to the
recurrent crises of recent years have not yet been
corrected.

The decline in demand and economic activity in
1998 means that many Asian countries risk
performing poorly again in 1999. They will continue
to record large surpluses on their external current
accounts. Growth in Latin America will continue, but
much more slowly than last year; current accounts
will remain in deficit.

The euro area still has a current account surplus;
the US deficit and the Japanese surplus are still
growing.

The slowdown of the world economy is stretching
into 1999.

Unemployment in Japan, although extremely low
in comparison with that of other industrial countries,
is rising sharply. Economic activity was still weak at
the end of 1998. The support provided by monetary
policy ceased to be effective a good while ago.
Monetary expansion is nonetheless providing the
liquidity needed by the banking system, where the
quality of credit continues to decline. The rescue
operation prepared by the Government provides an
assurance of solvency.

It is essential that the planned massive reflation
by means of budgetary policy revive domestic
demand and set the economy back on a growth path
this year.
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It is essential, as indicated by the G-7 finance
ministers and central bank governors at their meeting
in Washington last October, that the growth in the
United States be accompanied by a substantial
recovery of domestic demand in Europe.

It was emphasized that, in order to create
expectations favourable to a recovery of investment,
far-reaching structural reforms are needed in the
labour market and public expenditure.

The United States and Canada, Europe and Japan
produce approximately half of gross world output.
They have the resources, or can attract them from the
rest of the world, to sustain domestic demand and
strengthen economic activity. There are clear signs of
a deficiency of demand, especially for investment
goods, in Europe and Japan.

Only a faster rate of economic expansion in the
industrial countries can prevent the world economy
from stagnating and ensure a return to growth.

3. The growth of money and world finance

In the mid-eighties the bonds circulating in the
G-10 countries, issued almost entirely by
governments, amounted to $6.3 trillion, or 70 per cent
of these countries’ domestic product. In 1996 the
stock of bonds had tripled to reach $21.7 trillion;
output at current prices had doubled; the ratio had
risen to 105 per cent.

The stock of shares increased faster; the value of
bonds and shares rose from 116 per cent of GDP in
1985 to 220 per cent in 1996.

The growth in the quantity of money also
exceeded that in output; the reduction in the income
velocity of circulation was concentrated in the second
half of the eighties. The rigorous monetary policies of
the nineties have kept the ratio of the quantity of
money to GDP in the G-10 countries unchanged at
close to 60 per cent.

The picture changes, with a larger increase in
liquidity, if account is taken of cross-border bank
deposits. Interbank deposits and those held by

non-banks grew at an annual rate of 11 per cent.
According to data reported to the Bank for
International Settlements, the former amounted to 21
per cent of world GDP in 1996 and the latter to 6 per
cent.

Derivative products have made a decisive
contribution to the increase in the liquidity of the
world economy since the early nineties, when the
growth in the quantity of money was brought under
tighter control. Their notional value rose from 25 per
cent of world output in 1990 to more than 100 per cent
in 1996.

The use of derivatives increases the volume of
transactions in financial assets that can be carried out
with the existing money balances: the demand for and
supply of securities increases by a multiple of the
available liquidity. Derivatives permit more efficient
risk management; but, used improperly, they entail
the risk of instability for market participants.

One fundamental reason for the increase in the
market value of shares has been the growth in the
actual and potential liquidity of national and
international financial markets.

The reduction in long-term interest rates, fostered
by low inflation and the curbing of budget deficits,
can also be traced to the same cause.

The abundant supply of liquidity in the markets is
the consequence of the US balance-of-payments
deficit and the monetary expansion in Japan, which
accelerated in mid-1995 in the wake of the Mexican
crisis. Following the Asian crisis large liquid
balances were channeled into dollar-denominated
instruments and into the European markets.

4. The Italian economy

The exports of the United States, Japan and the
United Kingdom declined in the first half of 1998.
Those of the euro area countries continued to rise,
although this was largely due to France and Germany,
which recorded annualized increases of respectively
3.4 and 2.8 per cent compared with the second half of
1997.

In Italy, the volume of exports contracted in late
1997 and the first few months of 1998, followed by
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a temporary recovery. The trend at the end of the year
appears to have been downward again. Imports did
not decline until the second half of the year; prices fell
significantly.

The surplus on the current account of the balance
of payments was equal to 2.2 per cent of GDP, as
against 3.2 per cent in 1997.

The recovery in investment that had begun in the
spring of 1997 faltered in 1998. Investment in
construction has continued its downward trend. The
pick-up in household consumption has proceeded
regularly but at a pace that remains modest.

Industrial production remained broadly
unchanged for most of the year. Preliminary estimates
for January 1999 indicate that output will be at about
the same level as in January 1998.

Firms’ expectations of new orders deteriorated
steadily for most of last year. Households’
confidence, though lower in the second half than in
the first, remains relatively high.

Thanks to the introduction and extension of forms
of flexibility in labour practices, employment has
staged a recovery; the number of part-time and
fixed-term contracts has increased considerably. On
the basis of labour force survey data, the number of
persons employed increased by 0.5 per cent on
average for the year in the Centre-North and by 0.6
per cent in the South. The increase was accounted for
mainly by the weakest groups, women and young
people.

Given Italy’s low participation rate, however, the
number of job seekers has also increased. The
unemployment rate in the Centre and North declined
marginally in the twelve months to October, from 7.7
to 7.6 per cent. In the South, unhappily, it increased
further, from 22.6 to 23.2 per cent; youth
unemployment in the region rose to a new peak.

5. The use of saving

Saving is the raw material of investment and
growth. The large quantity generated is not all put to

use domestically; it is necessary to create the
conditions for it to be turned into investment to the
benefit of employment in Italy.

Analysis of the balance between the formation
and use of saving, in a period marked by high
unemployment and sluggish investment, highlights
the lack of domestic demand and, indirectly, the
shortfall in competitiveness.

A succession of current account surpluses in the
six years from 1993 to 1998 enabled Italy to bring its
net external position into balance. A high level of
foreign debt is inappropriate for an advanced
industrial economy and the primary cause of
continuous weakening of the exchange rate and
inflation.

The achievement of a sound external position was
a necessary condition for stabilizing the exchange
rate and consolidating the value of the currency.

In the private sector the flow of saving declined
further in relation to disposable income in 1998; its
use in the domestic economy to the benefit of growth
and employment remained inadequate.

The external current account surplus amounted to
45 trillion lire in 1998; in absolute terms it was in line
with the figure for 1995; it was one third less than in
1996 and 1997.

A substantial part of the surplus is regularly
reinvested abroad, without passing through Italy’s
financial accounts.

The “errors and omissions” item of the balance of
payments resulted in about half the current account
surplus recorded in 1996 and 1997 not appearing in
the national accounts. In 1998 revenues not officially
brought into the country or not recorded in the
financial accounts amounted to around 50 trillion lire;
they cancelled out the entire current account surplus.

Analysis of officially recorded cross-border
capital movements also highlights a reduction in the
surplus and the progressive emergence in 1998 of a
deficit of foreign investment in the Italian financial
market.

Inward investment in Italian bonds and shares
amounted to 61.5 trillion lire in 1995; in 1996, owing
mainly to the increased liquidity of the international
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market, the inflow of funds rose to 125 trillion lire. It
remained at about that level in 1997 and then rose to
165 trillion last year.

Funds were attracted from abroad by the steady
improvement in inflation and the consequent
expectation of lower interest rates. These factors were
consolidated and reinforced in 1998, inter alia by
Italy’s imminent adoption of the single currency.

Italian portfolio investment abroad has increased
more rapidly. Portfolio investment outflows were
substantially less than inflows in both 1995 and 1996.
With the reduction in official and market interest
rates, investment abroad increased; owing to the less
favourable outlook for profits, inward investment
tended to slow down. In 1997 there was still a net
inflow of 7 trillion lire, but in 1998 there was a net
outflow of 18 trillion.

The proportion of foreign securities in Italians’
investment portfolios is still smaller than in other
countries. The process of diversification is bound to
continue.

The volume of listed shares in the Italian market
is comparatively small. The alignment of Italian
interest rates with those prevailing abroad is
beneficial for its effects on the real economy but tends
to reduce the attractiveness of the national financial
market for Italian and foreign investors alike.

The presence of a large number of foreign
intermediaries in Italy is highly positive considering
the benefits they bring for Italian saving and their role
in modernizing the market. Accordingly, we have
taken a favourable view of the entry of foreign
intermediaries and the additional intensification of
competition within Italy. However, in the absence of
profitable domestic investment opportunities, the
export of saving is also facilitated. The relative
weakness from which the Italian banking system still
suffers in terms of size and range of business is a
handicap.

In the context of the single currency the
abundance of saving, which for many decades was
one of the great strengths of the Italian economy, loses
part of its value as a comparative advantage in
fostering growth.

The new situation created by greater openness to
cross-border financial flows calls in the first place for
a strengthening of the efficiency and competitiveness
of the banking system.

The response must be prompt and adequate in
order to grasp the opportunities for growth and to
finance profitable projects in Italy. We have
encouraged the privatization of the banking system
and the formation of groups large enough to compete
more effectively in Europe.

The competition for saving at the global level
depends ultimately on the growth and efficiency of
the economy.

Foreign direct investment in Italy amounted to
respectively 5.5 and 6.3 trillion lire in 1996 and 1997;
in 1998 it rose to 6.9 trillion. Direct outward
investment by Italian firms was 10 trillion lire in 1996
and rose to 18 trillion in 1997. In 1998 it amounted to
30 trillion. The Italian economy attracts considerably
less foreign direct investment than France, Spain or
the United Kingdom. Only Germany is more or less
on a par with Italy in this respect.

In a developed economy, exports of capital by
firms investing abroad are normal. In Italy, however,
there are still large parts of the country where
development is insufficient and unemployment very
high.

Some 10 per cent of all the employment generated
by Italian industry is created outside the country.

Together with the weakness of investment
activity, the situation of Italy’s external accounts I
have described and, in particular, the balance on
foreign direct investment all point to the necessity of
improving the competitiveness of Italy’s productive
system within the global and especially the European
economy.

6. Competitiveness

With the complete international opening of trade
and capital movements and the adoption of the single
currency, competitiveness is directly reflected in
employment and growth.



63((&+(6(&2120,& %8//(7,1 � 1R� ��� )(%58$5< ����

��

In the new international and European context,
the advantage of banking and financial systems, their
ability to contribute to growth, are in large part the
result of the efficient use of the funds they raise.

In an open system, however, what ultimately
counts is the demand for funds; this in turn depends
crucially on the conditions of employment of the
factors of production, above all the profitability of the
corporate sector.

In Italy, high taxation and the high level of labour
costs relative to productivity in some areas hold back
growth in investment and employment; they
contribute to the expansion of the black economy,
which harms the public finances and the efficiency of
the productive system, distorts competition and has
pernicious effects on the orderly life of the
community.

Between 1990 and 1997 the ratio of total general
government revenue to GDP rose by 6 percentage
points. In 1997 the tax burden in Italy was almost one
point above the European average; it was 13 and 14.5
points higher than in the United States and Japan,
respectively. In 1998 the tax burden decreased by one
percentage point as the result of the expiry of some
temporary measures and the reduction in the yield
from taxes on financial income owing to the fall in
interest rates.

Public investment fell from 3.3 to 2.4 per cent of
GDP between 1990 and 1997.

In a medium-term perspective, there are reforms,
many of which have been initiated, that remain to be
completed in order to curb current spending, above all
on pensions and welfare, and to enhance the
effectiveness of expenditure, especially for education
and health care.

The efficiency of public services and the stock of
infrastructure are not as high in Italy as they are in the
industrial economies with which we compare
ourselves.

It is estimated that 9 per cent of the workers in
manufacturing industry are in an irregular position
with respect to tax, social security and job-safety
rules. In the building industry the ratio rises to 34 per
cent. Irregular employment is much more widespread

in the South, where in some sectors it reaches 50 per
cent.

At the root of the grey economy are insufficient
differentials in labour costs between areas and firms
with very different levels of productivity and
profitability; the phenomenon also leads to the
evasion of taxes and social security contributions.
Through the black economy the market tends to
achieve a de facto closer alignment between labour
costs and productivity.

The improvement of competitiveness is to be
pursued by increasing the efficiency of the public
sector. It is important to proceed with the full
operational implementation of the legislative reforms
enacted.

Frequently, the limited project development
capability of local authorities and the lack of
coordination with central government are far from
secondary causes of the slowdown in expenditure on
public investment and the failure to use the funds and
resources available.

7. The outlook

At the root of the instability and recurrent crises
of the world economy is the very rapid, at times
chaotic, growth of finance, inconsistent with the
growth in productive activity. This has consequences
for the stability of exchange rates, the purchasing
power of currencies, interest rates and securities
prices. It has adverse effects on the financial position
of banks and intermediaries, the business cycle and
employment.

The development of the international monetary
system and its current configuration are the product
of market forces. The institutional context does not
permit quantitative limits to be set on the growth of
flows. Transparent and widely accepted prudential
rules for the management of intermediaries are not
always applied.

The liberalization of capital movements and
finance has greatly contributed to the growth of
worldwide investment and saving.

The gains from the liberalization of trade in goods
and services are certain at the global level and not
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distributed too unevenly, thanks to the operation of
relative prices in response to the availability of
factors. With the expansion of purely fiduciary
money, there are no binding limits to quantities;
monetary and financial expansion can be very uneven
across the world and create tension and instability.

Monetary and financial instability is detrimental
to the efficient allocation of saving and the regular
growth of economic activity. It gives rise to inflation,
sometimes to recessions. It can lead to an excessive
concentration of financial resources in some
countries and areas and an inequitable distribution of
wealth, possibly producing tension and political
conflict.

The experience of the decades since the collapse
of the gold-exchange standard has no precedent in
history.

The free circulation of capital under the gold
standard took place in a context in which the growth
of money and finance had an ultimate reference, a
quantitative anchor in the gold reserves of
governments and central banks.

The Bretton Woods system, based on the reserve
currency role of the dollar, considerably increased the
scope for monetary expansion and multiplication. An
ultimate quantitative limit still existed. Flows of bank
capital were subject to rigid rules; the International
Monetary Fund adopted forms of control designed to
ensure compliance with equilibrium conditions by
each national monetary system.

The absence from 1971 onwards of the link
between gold and the international reserve currency
and the elimination, partly in response to the ideology
of liberalization and the interests of multinational
firms and banks, of every rule concerning the
transnational expansion of credit and the
transnational circulation of money meant that the
growth of money and credit became theoretically
unlimited. Initially, during the seventies, this resulted
in a long period of rapid inflation worldwide and high
interest rates and, ultimately, in a severe slowdown in
the industrial economies.

The return to tighter monetary control in the
eighties, first in the leading industrial economy and
then in the others, led to a gradual reduction in

inflation, but at the cost of a further rise in interest
rates and a prolonged drag on economic growth.

International liquidity expansion continued,
partly as a result of the progressive liberalization of
short-term capital movements.

It was only in the nineties that more vigorous and
coordinated monetary control efforts by all the
industrial countries made it possible to rein in the
expansion of money, at the international as well as the
national level, and curb inflation.

The growth in the supply of securities continued,
however; the complete liberalization of capital flows
encouraged the illusion of unlimited scope for
financing public sector deficits and countries’
external imbalances. The market reacted to the
monetary restriction by developing derivative
products, which in practice act as an additional
multiplier of the liquidity created by banking
systems.

Financial globalization is not a zero-sum game; it
brings major benefits for world economic
development but it can also generate instability and
substantial losses for smaller and weaker economies.

It is necessary to proceed resolutely with the
action initiated by the International Monetary Fund
and the World Bank to relieve the heavily indebted
poor countries of a burden contracted years ago in
conditions of extreme need.

The conditions exist for this relief to be
completed by the end of the year 2000, fulfilling the
hope expressed by the Roman Catholic Church,
international organizations and prominent political
personalities.

On several occasions we have insisted in the
appropriate official fora on the need for the activity of
the International Monetary Fund to be refocused on
the prevention of crises, over and above its valid
performance of crisis management, albeit in the midst
of difficulties and with some failures.

Even though the external constraint is less
immediately binding, in view of the greater scope for
raising finance offered by the global market, it is
necessary to place renewed emphasis on the external
equilibrium of each country and each monetary
system. The macroeconomic surveillance carried out
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by the International Monetary Fund under the gold
exchange standard must be revived in the new
institutional and market conditions.

The main causes of the crisis in Asia in 1997 and
of the more recent events in Latin America were the
failure to satisfy the conditions of external
equilibrium and excessively rigid exchange rates of
local currencies.

The crisis cannot be overcome without a recovery
in the growth of the world economy supported by the
domestic demand of the developed countries, as
called for by the Group of Seven at its meeting last
October.

In that forum a start was also made on studies and
actions aimed at reforming the working of the
international monetary system.

The creation of a European currency that is
common to eleven countries is a major event for the
stability of world finance.

The ground was prepared for the single European
currency by the stabilization the participating
countries carried out in the nineties. Inflation was
tamed but the rigidities and competitive weaknesses
of Europe’s economies also emerged clearly.

The monetary stability that has been regained can
and must provide the basis for a new phase of growth;
appropriate economic policies and consistent
behaviour by employers and workers can produce
new confidence in the ability of Europe’s economies
to achieve rapid and sustainable growth.

Structural policies are required in all the countries
of the area to reduce the rigidity of public expenditure
on current account, allow an easing of the tax burden
and introduce elements of flexibility in a labour
market that still responds to the logic of closed
economies.

The measures are needed in order to bring down
the high rate of unemployment and to give, through
the vigour of the productive economy, greater force to
the single European currency.

Money is largely the product of credit granted to
private productive activity. Its strength depends not
only on the prudent management of interest rates and

quantities but also on the prosperity of the economy
and the quality of lending.

Where currencies are firmly anchored to
productive activity, the setting of objectives for
exchange rates appears logically extraneous to the
system.

* * *

The halt in the growth of the emerging economies
and financial instability have led to a worldwide
slowdown in economic activity that is tending to
carry over into 1999.

In Italy the structural problems of the public
finances, the large public debt and the level of the
competitiveness of the financial system and the
economy influence investment and employment.

The adjustment of the public finances, intensified
from 1993 onwards, the cooperation between
employers and the unions, and the restrictive stance
of monetary policy from 1995 to 1997 made it
possible to recoup the serious fall in the value of the
lira and to root out both expectations of inflation and
inflation.

Italy’s re-entry into the ERM and the restrictive
fiscal policy of the last two years have consolidated
the results of the stabilization.

Partly owing to the efforts required to reduce the
budget deficit, the Italian economy grew at an annual
average rate of 1.2 per cent in the period 1996-98, or
about half as fast as the German and French
economies. The problems in the world economy
contributed to growth in 1998 being much slower
than expected. There is the risk that the trends of
demand and output in the last part of the year will lead
to unsatisfactory results for 1999.

The large volume of saving available, of which a
part flows abroad in the absence of profitable
investment opportunities within Italy, and the
unemployed labour force reveal the plentiful
availability of resources for a return to rapid growth.

Expectations must be modified, the climate of
confidence improved.

Determined progress must be made, by means of
extraordinary measures where necessary, in the
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reform of the working of the machinery of
government by improving the efficiency and efficacy
of the procedures. The plans for reviving investment
in the South must be implemented, construction sites
must be opened. The level of transport and water
supply infrastructure must be raised. The funds and
credit available at Community level must be utilized
to the full. The process will gain from improvements
in the project development and decision-making
capability of local authorities, in part as a result of
advances along the federalist-oriented path indicated
in the proposed reforms of the Constitution.

The medium-term policy of achieving
equilibrium in the size and composition of the budget
must be perceived by the market and business as a
certainty. Tax competition is bound to intensify in
Europe in the coming years; it will result in
investment tending to be concentrated where the tax
regime and the social environment conditions are
most favourable and the cost of labour lowest.

In the context of Europe and the global economy,
flexibility in the conditions governing the supply of
labour is necessary in order to enhance

competitiveness; it can help to support and increase
employment both in large firms and in small and
medium-sized enterprises.

The broad consensus on the two sides of industry
on the definition of the recently signed social pact can
provide the foundation for a new incomes policy, for
a lasting reduction in unit labour costs where
unemployment is highest and illegal work most
common, to the point of becoming the norm. If
flexibility brings increased and more stable
employment, the dignity of workers is defended and
the participation in productive activity widened.

The lofty issues concerning the orientation and
development of society lie within the sphere of
politics. What is needed is an underlying stability in
the country’s institutions and in society based on
convictions that are shared by all. The objective of
more rapid growth, increased employment and better
prospects for the young is universally accepted. It can
serve as a reference point, without detracting from the
debate that is inherent to democracy, for
strengthening the social and political fabric.
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The Italian economy. Trends and prospects

Statement by the Governor, Antonio Fazio, to the Budget,
Treasury and Planning Committee of the Chamber of Deputies

Rome, 24 February 1999

The international crisis that exploded in Asia in
the middle of 1997 and spread last year first to Russia
and later to Brazil and other South American
countries is now producing its full effects on
economic activity in Europe and Italy.

Economic growth in Europe was brisk in the first
half of 1998, but weakened in the second half. In the
euro area the annualized rate of growth in the first six
months compared with the second half of 1997 was
2.9 per cent; in Germany GDP expanded by 3.3 per
cent and in France by 3.1 per cent; in Italy the
annualized rate was only 0.6 per cent. In the third
quarter Germany and France continued to record a
satisfactory growth rate and in Italy the increase was
2 per cent. The figures for the fourth quarter signal
a marked slowdown in aggregate demand and
economic activity in several countries.

World trade grew by nearly 10 per cent in 1997,
despite the Asian crisis; in 1998 it grew by 3.3 per
cent, with the growth slowing down during the year.

Businesses recorded a markedly falling trend in
expected orders in all the industrial countries in the
second half of 1998.

In the United States output continued to expand
last year at a brisk pace and only slightly less fast
than in the two previous years. The crisis revealed its
full severity in Japan, where industrial output was 7
per cent lower than one year earlier.

Industrial output declined sharply in the last
quarter of 1998 in Germany. The strong growth
recorded up to July was followed first by a slowdown

and then by a rapid contraction in subsequent
months; the slowdown was less marked in France.

In Italy industrial output stagnated for most of
1998 and declined significantly in the last two
months of the year. It picked up at the beginning of
this year but the future is still uncertain.

The fallout from the difficulties faced by the
international economy has been more intense in
Italy; medium-technology sectors have been badly
affected by their loss of competitiveness vis-à-vis the
Asian countries.

In my testimony to this Committee on the
Finance Bill last October, I warned that GDP growth
in Italy would be lower than forecast. The official
estimates will become available in a few days, but
preliminary estimates prepared by the Research
Department of the Bank of Italy indicate an increase
in GDP of just under 1.5 per cent in real terms for
1998.

One positive aspect of the present economic
situation is the increase in the number of persons
with a job, which is largely linked to the development
of more flexible forms of employment. The climate
of household confidence appears to be reacting
positively to the stability of prices; the low level of
interest rates will have a favourable impact on the
demand for consumer durables and investment in
housing. Demand for non-durables should also
continue to rise gradually.

Nonetheless, the trend in output, the modest
growth in consumption, the still uncertain pattern of
investment and the outlook for the international
economy may lead, unless appropriate policies are
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implemented, to the Italian economy performing
poorly again in 1999.

1. Macroeconomic adjustment and the public
finances

Over the last six years, since 1993, budgetary
consolidation, incomes policy and the firmness of
monetary policy enabled the Italian economy to
make significant progress on several fronts.

The budget deficit was brought back below 3 per
cent of GDP. The accumulation of external current
account surpluses in the last few years made it
possible to reabsorb the net external debt, thereby
laying the foundations for the return to a firm
exchange rate. Both expected and actual inflation
were brought down towards the levels prevailing in
the rest of Europe. Market interest rates came down
close to those of economies with more firmly
established traditions of stability.

The adjustment of the public finances and the
checking of inflation called for determined action.
Structural reform measures for the key items of
expenditure were introduced from 1992 onwards.

The average annual increase in GDP declined
from about 3 per cent in the eighties to 1.3 per cent
in the nineties. The rest of Europe also suffered from
a slowdown, but it was less severe.

Between 1990 and 1997 general government net
borrowing was brought down from 11.1 to 2.7 per
cent of GDP; last year it remained close to the latter
level, thanks to a further reduction in interest
payments. The bulk of the consolidation was
achieved in the three years from 1995 to 1997.

The primary balance swung from a deficit of 1.7
per cent of GDP in 1990 to a surplus of 6.8 per cent
in 1997; last year the surplus fell to just over 5 per
cent of GDP.

The progress on the inflation front and the
formation of a substantial primary surplus made it

possible for interest rates to decline; they reached
low levels in all the principal markets in connection
with the abundance of international liquidity. Italy’s
public finances benefited last year to the tune of 1.5
per cent of GDP; compared with the peak of 1993,
interest payments fell by 4 percentage points.

The corrective measures implemented in recent
years relied primarily on increases in revenue;
between 1990 and 1997 the ratio of tax and social
security receipts to GDP rose from 39.6 to 44.3 per
cent, almost one point above the European average
and more than 12 points above the level in the United
States. In 1998 the ratio fell by about one percentage
point on account of the expiry of the provisional
measures introduced in 1997, the decline in the
withholding tax on interest income and the
smaller-than-expected yield of the new regional tax
on productive activities.

A high tax burden reduces international
competitiveness and fosters the growth of a
substantial underground economy. The high level of
tax evasion pushes the tax burden of contributors
who comply fully with their obligations above
average levels.

The partial success of some budget measures and
the frequent failure of economic activity to fulfill
expectations necessitated supplementary action on
several occasions. This consisted either of stop-gap
measures, mainly on the revenue side and of a
duration not easily quantifiable in advance, or of
reductions in transfers to non-state public bodies. In
the absence of a clear definition of these bodies’
tasks, the effect of the reductions was primarily to
penalize capital expenditure.

The adjustment to expenditure other than interest
payments mainly concerned public investment,
which declined in relation to GDP from 3.3 to 2.4 per
cent between 1990 and 1997.

The curbing of public sector investment
interrupted the process of making good the shortfall
in Italian infrastructure compared with that of other
European countries. The comparative disadvantage
is most marked in the South, where in many respects
public capital is inadequate.
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2. Pensions

Since 1992 substantial reforms have been
introduced in the pension system, whose structural
foundations were laid in the fifties and sixties.

Spending on pensions and annuities was equal to
5 per cent of GDP in 1960. It rose to 7.4 per cent in
1970, 10.2 per cent in 1980 and 13.8 per cent in 1990.
Until the early nineties the trend was one of
unsustainable expansion.

The reform launched in 1992 has had a marked
curbing effect on the expansionary tendency of
expenditure. Almost one third of the discounted
value of future spending commitments has been
eliminated. Much of this saving has been achieved
by indexing pensions to prices, rather than to wages
and gradually basing new benefits on retirees’ entire
working lives, rather than the years immediately
preceding retirement.

The reforms of 1995 have forged a closer link
between contributions and benefits, especially for
the younger generations; they have cut back the
redistributive effects of the system and fostered a
longer working life. At the same time the legal
framework has been put in place for the
establishment of supplementary pension schemes
alongside the public system and provision made for
some severance pay allocations to be paid into such
schemes.

Notwithstanding these measures the ratio of
expenditure for pensions and annuities to GDP
reached 16 per cent in 1997. According to official
estimates, which take into account the additional
measures introduced in the budget for 1998, the ratio
is expected to rise further, albeit slowly, in the
coming years.

The pension system these reforms are designed
to shape has a number of positive aspects. Of
particular merit is the two-tier arrangement
comprising a basic scheme run by the state on a
pay-as-you-go basis, with benefits proportional to
the amount paid in, and a privately-run
supplementary funded scheme.

The public scheme provides for workers with a
long contribution record to receive a very large
proportion of their final earnings, in some cases close
to 100 per cent. This means that there is room for
adjustments to future benefits with a view to curbing,
in the medium and long term, the equilibrium
contribution rate, which for employees would
amount to around 40 per cent of gross earnings, even
when the cost of welfare measures charged to general
tax revenue is excluded. Such an adjustment would
permit a more favourable indexation of pensions
than the one currently envisaged, which is based
exclusively on prices.

In order not to lower the standard of living of
future pensioners, the measures to curb expenditure
must not aim at reducing the size of per capita
benefits. It is necessary to limit the rise in the ratio
between the numbers of pensions and persons in
employment.

The reform of 1995 will enable workers to retire
between the ages of 57 and 65, with large differences
in benefits in relation to the age of retirement. In
2001 the numbers of workers included in this age
range will be small; a much longer period will be
required before the new limits are fully phased in.
The choice afforded workers is undoubtedly a
positive factor. The retirement window nonetheless
needs to be adapted to take into account the future
age structure of the population resulting from
increased longevity, the large rise in the ratio of the
elderly to the young and, finally, the improvement in
the working ability of older persons.

Any increase in the average age of retirement
calls for a structure of earnings that rewards only
effective working capabilities.

The overall flexibility of the system needs to be
enhanced; the implicit reward for those who put off
their retirement should be increased; and workers
should have greater freedom of choice, with
matching penalties and rewards.

The necessary measures, to be taken over an
appropriate span of time, will have to avoid
disappointing the expectations and rights of workers
nearing retirement. The key factor is not so much the
amount saved in the next few years as the present
value of more distant future payments. In other
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words, the curve of the ratio of pension outlays to
GDP should cease to rise from the middle of the next
decade and then show a clear downward trend.

The curbing of public pension benefits must be
accompanied by rapid growth in the supplementary
pension schemes for which the regulatory
framework has already been created.

3 . The use of saving and competitiveness

In Italy unemployment and the sluggishness of
investment reflect the inadequacy of domestic
demand and, indirectly, deficient competitiveness.

Saving is the basic ingredient of investment and
growth. Its amount is large in relation to income in
our country; not all of it is invested at home.

It is necessary to create conditions of labour costs
and competitiveness in the economy such that a
larger share of saving is translated into investment,
to the benefit of growth and employment.

The surplus on the external current account
amounted to 42 trillion lire in 1998, one third less
than in 1996 and 1997. A considerable part of the
excess of receipts over payments is systematically
reinvested abroad, without passing through Italy’s
financial accounts.

The “errors and omissions” item of the balance
of payments absorbed around half of the current
account surplus in 1996 and 1997. In 1998 receipts
that were not officially repatriated or not recorded in
the financial accounts are estimated to have been on
the order of 45 trillion lire and to have annulled the
overall surplus on current account.

Moreover, an examination of the officially
recorded capital inflows and outflows shows the
surplus on portfolio investment contracting and
being replaced by a growing deficit in 1998.

Foreign investment in Italian bonds and shares
totaled 61.5 trillion lire in 1995. In 1996 the inflow
grew to 125 trillion, primarily in connection with the
increase in liquidity in the international market. It
remained at much the same level in 1997 and then
rose to 170 trillion last year.

Outward portfolio investment has risen more
rapidly in the past few years. The outflow was far
smaller than the inflow in 1995 and again in 1996.
With the reduction in official and market interest
rates in Italy, outward portfolio investment
increased; the less attractive outlook for gains tended
to slow down the growth in the inflow. In 1997 there
was still a surplus of 7 trillion lire; last year the
balance turned negative to the tune of 10 trillion.

The proportion of foreign securities in savers’
portfolios is still smaller in Italy than in other leading
countries; it is destined to grow as diversification
continues.

In addition to the reduction in the attractiveness
of the Italian market owing to the disappearance of
the interest rate differential on bonds and
government securities, there are the problems
connected with the still relatively underdeveloped
state of the Italian share market, in both qualitative
and quantitative terms.

The presence of many foreign intermediaries in
Italy is highly positive for the role they perform to
the benefit of savers and firms, as a stimulus for the
modernization of the market and greater
competition. However, in the absence of profitable
domestic investment opportunities, they also make it
easier for domestic saving to be invested abroad. The
process of increasing the potential of the Italian
banking system, in terms of the scale and scope of
operations, must be carried forward. To this end, we
have encouraged the privatization of the banks in the
public sector and consolidation among the major
institutions. The projects under way must be
completed without delay.

The direction of the flows of saving at the global
level ultimately depends on the expansion, growth
prospects, efficiency and competitiveness of the
productive system.

Direct investment of foreign capital in Italy
amounted to 5.5 trillion lire in 1996 and 6.3 trillion
in 1997; in 1998 it was equal to 5.3 trillion. Direct
investment abroad by Italian firms amounted to 10
trillion lire in 1996 and rose to 18 trillion in 1997; in
1998 it reached 30 trillion. The Italian economy
attracts much less direct investment than France,
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Spain and the United Kingdom. Only Germany is in
a situation comparable to Italy’s.

The exporting of capital by firms for direct
investment is normal in a developed economy.

Around 10 per cent of the jobs created by Italian
industry during the nineties are located beyond the
nation’s borders.

Together with weak investment, the situation
regarding the external accounts, and especially the
balance on direct investment, indicates the need to
raise the competitiveness of the Italian economy in
the global and, particularly, the European setting.

There are still large areas in Italy that are
underdeveloped and with high unemployment. They
do not attract sufficient investment from firms
located in the more developed regions and abroad.

The high cost of labour relative to productivity
in some areas, together with the heavy tax burden,
holds back investment and employment; it
contributes to the rise in unreported work, which
harms the public finances and the efficiency of the
productive system, distorts competition and is
detrimental to the orderly life of the community.

It is estimated that 9 per cent of the workers in
Italy in industry excluding construction are
employed in conditions contravening tax, social
security and workplace safety rules. In construction
the proportion rises to 34 per cent. The phenomenon
is much more widespread in the South, where its
incidence reaches 50 per cent in some sectors.

An insufficient differentiation of labour costs
between areas and firms that differ widely in terms
of productivity is at the root of the grey economy; it
also gives rise to the evasion of taxes and social
security contributions. Through unreported work,
the market tends to achieve a closerde facto
alignment between labour costs and productivity.

Increased competitiveness must be pursued
through a gradual reduction in the tax burden and an
incomes policy defined by the social partners within

the framework of the Pact for Growth and
Employment; the policy must aim at closer
correlation between labour costs and productivity at
the regional, sectoral and company levels.

Enhancing the efficiency of government bodies
will yield gains in competitiveness. In many cases
the limited project-development capability of local
authorities and the lack of coordination with central
government departments contribute significantly to
the slowdown in public investment spending and the
failure to utilize available funds and resources.

It is important to proceed in fully implementing
the legislation that has already been passed and to
complete the reform process,inter alia with a view
to federalist decentralization.

4. Employment and prospects

The sluggish economic growth from 1992 to
1995 was accompanied by the loss of about one
million jobs in Italy. Sweeping restructuring was
carried out, not only in industry, continuing the
process initiated in the eighties, but also in services.
Heightened international competition and the
weakness of domestic demand made it indispensable
to preserve and improve the competitiveness of
Italian production, finance and distribution.

In 1996 and 1997 employment remained
essentially unchanged; in 1998, as I mentioned
earlier, it staged a recovery.

Average employment increased last year by 0.5
per cent, or around 110,000 persons. The largest
increases came in non-farm employment, among
women, and in part-time jobs. In industry the
demand for labour was met through fixed-term
hiring, especially short-term contracts, with the
greater flexibility it offers.

The growth in employment brought a
pronounced increase in the labour force participation
rate, especially in the southern regions, thereby
causing a rise in the unemployment rate, which
reached 23.2 per cent in the South in October. The
gap between the South and the rest of Italy widened
further to more than 15 percentage points.
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Nationwide, the unemployment rate rose to 12.6 per
cent, compared with 12.4 per cent in October 1997.

In the other large European countries the faster
economic growth in the nineties led to an increase in
employment. In France, Spain and the United
Kingdom the number of persons in work rose
between 1993 and 1998 by respectively 700,000, 1.4
million and 1.6 million. Germany followed a similar
path to Italy, owing in part to the difficulties inherent
in the country’s unification. In 1998 employment
grew significantly in all the European countries
except Germany.

As I recalled earlier, the information now
available indicates that Italian GDP grew by slightly
less than 1.5 per cent in 1998.

The expansion was fueled by steady if not
buoyant growth in consumption, estimated at around
1.7 per cent, and an increase of 2.6 per cent in
investment, although the pace slowed during the
year. Investment in construction diminished slightly.
Effective demand was sustained by a high level of
stockbuilding, which came on top of the substantial
buildup recorded in 1997.

A significant proportion of the domestic demand
for investment, consumption and stockbuilding was
met by imports, which grew by 8 per cent in
comparison with 1997, owing in part to lower prices
for commodities and the products of the newly
industrialized economies.

Italian exports increased by 3.6 per cent in real
terms, compared with 6.3 per cent in 1997; exports
to non-EU countries have been contracting since the
summer.

General government net borrowing remained
basically unchanged last year in relation to GDP.

Containing the budget deficit was made easier by
a one-off reduction of some 6 trillion lire in
expenditure by INPS as a result of the transition from
two-monthly to monthly payments of pensions. The
consequent decrease in net expenditure on pensions
partially offset the loss of revenue caused by
slower-than-expected economic growth and the rise
in expenditure, which was faster than expected in

some sectors. Overall, temporary budget
deficit-reduction measures amounted to 0.6 per cent
of GDP.

This year the world economy will continue to be
affected by the persistence of crises in important
emerging countries and more generally of slow
growth in world trade. The OECD has revised its
1999 growth forecast for the industrial countries
down to 1.7 per cent; the IMF has also revised its
forecast downwards to 1.7 per cent, compared with
2.4 per cent last May. For the countries participating
in the Monetary Union, growth is currently estimated
at about 2 per cent.

World trade is now expected to grow by 4.4 per
cent; this forecast may still be overly optimistic. In
the worst scenario considered so far, where a
worsening of the Brazilian crisis and the contagion
of the other emerging economies is associated with
falls in the leading stock markets, the growth rate for
the industrial economies as a whole is seen as
declining in 1999 to well below the level of 2.2 per
cent recorded last year.

In Italy, investment continues to be held back by
the poor outlook for demand.

In the absence of profound changes in firms’
operating environment and competitiveness,
productive investment will continue to expand
slowly.

A temporary stimulus to investment growth will
be provided in 1999 and 2000 by the recent measures
granting tax relief for reinvested profits amounting
to around 2 trillion lire a year.

The construction industry should receive a boost,
albeit delayed and less powerful than originally
expected, from the tax incentives for residential
building work and the recovery of public works that
began in 1998. The reduction in interest rates will
encourage households’ investment in housing and
purchases of durable goods.

Households’ confidence is improving.
Disposable income appears to be rising. There is
evidence suggesting that the growth in consumer
spending could accelerate to just over 2.5 per cent.

Given current trends and assuming constant
interest rates and exchange rates, it is possible to
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forecast that GDP will grow by between 1.5 and 2 per
cent in 1999.

In subsequent years, taking into account the
economic policy measures already announced, the
rate of growth in GDP could rise to 2.5 per cent.

Budget revenue will be affected not only by a
lower starting level but also by the
slower-than-expected growth in economic activity in
1998 and the foreseeable shortfall in 1999 compared
with the original forecasts.

The budgetary position has benefited from the
substantial savings on interest expenditure brought
by the fall in interest rates, which, from the second
half of 1998 onwards, has been much larger than had
been assumed at the time the estimates were made.
For future years the magnitude of such savings
appears less certain; once the world economy
overcomes its present difficulties and returns to
growth, market rates may tend to rise again.

All things considered, the factors making for an
increase in the budget deficit may prevail over those
working for a reduction. The borrowing requirement
needs to be carefully and regularly monitored this
year and in the years to come.

According to Bank of Italy estimates, the
expansion of employment, though modest at first,
should be quite appreciable in the medium term.
Taking into account the results achieved last year,
nearly 400,000 new jobs could be created in the
private sector in the four years from 1998 to 2001;
total employment would grow markedly less,
however, primarily owing to continued labour
shedding in agriculture.

If more jobs are to be created, the economy must
be made to grow faster.

The conditions for achieving this exist: abundant
saving, some of which flows abroad in the absence
of profitable domestic investment opportunities; the
availability of labour resources; and considerable
technical and occupational skills. Moreover, large

parts of the population and the country still have
significant needs to be satisfied.

A major effort is being made to foster the
recovery of public investment in the South by
coordinating the action of central government and
local authorities.

Achieving faster growth will require determined
action to reform the public finances, revise the
structure of employment relationships and
implement the economic policy measures already
planned.

Faster growth in economic activity further
increases the formation and availability of saving.

Lightening the tax burden, albeit in a
medium-run perspective, creating basic
infrastructure and making the most of human capital,
above all in the most disadvantaged regions of the
South, will enhance the productivity and
competitiveness of the economy, thereby laying the
basis for a period of renewed growth.

The Social Pact must be given substance.

The search for greater flexibility in the use of
productive factors, by streamlining the rules
governing economic activity and the labour market,
can make a major contribution to achieving the
objective of faster growth.

The extensive pockets of social malaise must be
eliminated, Italian and foreign investors and firms
offered attractive prospects, and the expansion of
economic activity strengthened.

Italy has the saving, the labour resources and the
necessary entrepreneurial skills to achieve faster
growth.

We must build confidence in the future of the
Italian economy and in the determination of the
country’s political forces to take appropriate action.
Confidence, in a framework of stability, is the
indispensable foundation for increasing the
propensity to invest, creating employment and
ensuring proper jobs and a better future for our young
people.
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Appendix

Statistical tables
The world economy
Table a1 — Industrial production

” a2 — Consumer prices
” a3 — Producer prices of manufactures
” a4 — Short-term interest rates
” a5 — Long-term interest rates and share price indices
” a6 — Interest rates on international markets and US dollar premium/discount
” a7 — Ecu/euro exchange rates and the price of gold
” a8 — Indicators of competitiveness
” a9 — External position of the Italian banking system

The Italian economy
” a10 — Industrial production and business opinion indicators
” a11 — Labour force, employment and unemployment
” a12 — General index of consumer prices
” a13 — Index of consumer prices for worker and employee households
” a14 — Harmonized index of consumer prices
” a15 — Harmonized index of consumer prices: euro area
” a16 — Index of producer prices of manufactures sold in the domestic market
” a17 — Exports of manufactures: average unit values in lire
” a18 — Imports of manufactures: average unit values in lire
” a19 — Unit variable costs and output prices in manifacturing
” a20 — Balance of payments
” a21 — External position of BI-UIC

Money, credit and interest rates
Table a22 — State sector borrowing requirement

” a23 — Financing of the state sector borrowing requirement
” a24 — General government debt
” a25 — Monetary base (flows) and financing of the Treasury
” a26 — Monetary base and BI operations: averages of daily data
” a27 — Monetary base (stocks)
” a28 — BI-UIC operations in government securities
” a29 — Treasury bill auctions
” a30 — Bank of Italy repurchase agreements
” a31 — Bank of Italy foreign currency swaps
” a32 — Bank of Italy outright operations in Treasury bills: multiple price auctions
” a33 — Official rates
” a34 — Interest rates
” a35 — Bank interest rates: domestic fund-raising in lire
” a36 — Bank interest rates: lira loans to resident customers
” a37 — Principal assets and liabilities of banks
” a38 — Banks: loan and securities portfolios
” a39 — Banks: deposits and bonds
” a40 — Supervisory capital and capital adequacy
” a41 — Italian investment funds: securities portfolios and net assets
” a42 — Italian securities investment funds
” a43 — Portfolio management services
” a44 — Net issues of securities
” a45 — Issue conditions of government securities
” a46 — Securities market: yield to maturity and total return indices
” a47 — The money supply
” a48 — Liquid assets
” a49 — Financial assets
” a50 — Credit
” a51 — M2 and its counterparts
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In the following tables:
- figures in parentheses in roman type () are provisional;

- figures in parentheses in italics () are estimated.
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Table a1
Industrial production
(percentage changes on previous period; seasonally adjusted data)
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���� �� �WK TWU� � � � � � � � � � � ��� ��� ��� ����� ����� ��� ���

���� �� �VW TWU� � � � � � � � � � � ��� ��� ��� � � ��� ��� ���

�QG µ � � � � � � � � � � ��� ����� ��� ��� ��� � � ���

�UG µ � � � � � � � � � � ��� ��� ��� ��� ��� ��� ���

�WK µ � � � � � � � � � � ��� ����� ��� ��� ��� ����� ���

���� �� �VW TWU� � � � � � � � � � � ��� ����� ��� ��� ����� ����� ���

�QG µ � � � � � � � � � � ��� ����� ��� ��� ��� ��� ���

�UG µ � � � � � � � � � � ��� � � ��� � � ��� � � �����

�WK µ � � � � � � � � � � ��� ����� ����� � � � � � � � � � � � � � � � �

���� �� -DQ� � � � � � � � � � � � � � � � ��� ��� ����� � � ����� �����

)HE� � � � � � � � � � � � � � ����� ����� ����� ��� ����� ����� ���

0DU� � � � � � � � � � � � � � ��� ����� ��� ��� ����� ��� ���

$SU� � � � � � � � � � � � � � ��� ����� ����� ����� ����� ��� �����

0D\ � � � � � � � � � � � � � ��� ����� ��� ��� ��� ����� �����

-XQH � � � � � � � � � � � � ����� ��� ����� ��� ����� ��� �����

-XO\ � � � � � � � � � � � � � ����� ����� ��� ����� ��� ��� �����

$XJ� � � � � � � � � � � � � � ��� ����� ����� � � ����� ����� ���

6HSW� � � � � � � � � � � � � ����� ��� ����� ����� ��� ����� �����

2FW� � � � � � � � � � � � � � ��� ����� ��� ��� ��� � � �����

1RY� � � � � � � � � � � � � � ����� ����� ����� ��� ����� ����� � � � �

'HF� � � � � � � � � � � � � � ��� ��� ��� � � � � � � � � � � � � � � � �

���� �� -DQ� � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � �
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Table a2
Consumer prices
(percentage changes on corresponding period)
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���� �� �WK TWU� � � � � � � � � � � ��� ��� ��� ��� ��� ��� ���

���� �� �VW TWU� � � � � � � � � � � ��� ��� ��� ��� ��� ��� ���

�QG µ � � � � � � � � � � ��� ��� ��� ��� ��� ��� ���

�UG µ � � � � � � � � � � ��� ��� ��� ��� ��� ��� ���

�WK µ � � � � � � � � � � ��� ��� ��� ��� ��� ��� ���

���� �� �VW TWU� � � � � � � � � � � ��� ��� ��� ��� ��� ��� ���

�QG µ � � � � � � � � � � ��� ��� ��� ��� ��� ��� ���

�UG µ � � � � � � � � � � ��� ����� ��� ��� ��� ��� ���

�WK µ � � � � � � � � � � ��� ��� ��� ��� ��� ��� ���

���� �� -DQ� � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ���

)HE� � � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ���

0DU� � � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ���

$SU� � � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ���

0D\ � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ���

-XQH � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ���

-XO\ � � � � � � � � � � � � � ��� ����� ��� ��� ��� ��� ���

$XJ� � � � � � � � � � � � � � ��� ����� ��� ��� ��� ��� ���

6HSW� � � � � � � � � � � � � ��� ����� ��� ��� ��� ��� ���
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1RY� � � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ���
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Table a3
Producer prices of manufactures
(percentage changes on corresponding period)
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���� � � � � � � � � � � � � � ����� ����� ����� ����� ������ ����� ����� ���� �����

���� �� �VW TWU� � � � � ���� ����� ���� ���� ������ ������ ������ ��� ���
�QG µ � � � � ���� ���� ���� ���� ������ ������ ������ ���� ���
�UG µ � � � � ���� ���� ���� ���� ������ ������ ������ ���� ���
�WK µ � � � � ���� ����� ���� ����� ������ ������ ������ ���� ���

���� �� �VW TWU� � � � � ����� ����� ���� ����� ������ ������ ������ ���� ����
�QG µ � � � � ����� ����� ���� ����� ������ ������ ������ ��� ����
�UG µ � � � � ���� ���� ���� ���� ������ ������ ������ ����� ���
�WK µ � � � � ���� ����� ���� ���� ������ ������ ������ ����� ���

���� �� �VW TWU� � � � � ���� ����� ���� ���� ������ ������ ������ ����� ���
�QG µ � � � � ���� ���� ���� ���� ������ ������ ������ ����� ���
�UG µ � � � � ���� ���� ���� ���� ������ ������ ������ ��� ���
�WK µ � � � � ���� ���� ���� ���� ������ ����� ������ ���� ���

���� �� �VW TWU� � � � � ���� ����� ���� ���� ������ ����� ������ ���� �����
�QG µ � � � � ����� ����� ���� ����� ������ ��� ����� ���� �����
�UG µ � � � � ����� ����� ���� ����� ������ ���� ����� ���� �����
�WK µ � � � � ����� ����� ���� ����� ����� ���� ��� ���� �����

���� �� �VW TWU� � � � � ����� ����� ���� ����� ����� ���� ��� ���� �����
�QG µ � � � � ����� ����� ���� ����� ����� ���� ��� ���� ���
�UG µ � � � � ����� ����� ����� ����� ����� ���� ��� ���� �����
�WK µ � � � � ����� ����� ����� ����� ������ ��� ����� ���� ���

���� �� �VW TWU� � � � � ����� ����� ����� ����� ������ ����� ������ ��� ���
�QG µ � � � � ����� ����� ����� ����� ������ ������ ������ ��� ���
�UG µ � � � � ����� ����� ����� ����� ������ ������ ������ ��� ���
�WK µ � � � � ����� ����� ����� ����� ������ ������ ������ ��� �����

���� �� �VW TWU� � � � � ����� ����� ����� ����� ������ ������ ������ ���� �����
�QG µ � � � � ����� ����� ����� ����� ������ ����� ������ ���� � �
�UG µ � � � � ����� ����� ����� ����� ������ ����� ����� ���� �����
�WK µ � � � � ����� ����� ����� ����� ����� ����� ����� ���� �����

���� �� �VW TWU� � � � � ����� ����� ����� ����� ����� ��� ����� ���� �����
�QG µ � � � � ����� ����� ����� ����� ������ ����� ����� ���� ���
�UG µ � � � � ����� ����� ����� ����� ������ ����� ������ ���� � �
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Table a11
Labour force, employment and unemployment
(thousands of persons and percentages)

(PSOR\PHQW
8QHP 3DUWLFL

$JULFXOWXUH
,QGXVWU\
H[FOXGLQJ

FRQVWUXFWLRQ

&RQVWUXF�
WLRQ 2WKHU 7RWDO

8QHP�
SOR\PHQW

/DERXU
IRUFH

8QHP�
SOR\PHQW

UDWH

3DUWLFL�
SDWLRQ
UDWH

���� � � � � � � � � � � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

���� � � � � � � � � � � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

���� � � � � � � � � � � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

���� � � � � � � � � � � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

���� � � � � � � � � � � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

���� � � � � � � � � � � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

���� �� �VW TWU� � � � � � � � ����� ����� ����� ������ ������ ����� ������ ��� ����

�QG µ � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

�UG µ � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

�WK µ � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

���� �� �VW TWU� � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

�QG µ � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

�UG µ � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

�WK µ � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

���� �� �VW TWU� � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

�QG µ � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

�UG µ � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

�WK µ � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

���� �� �VW TWU� � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

�QG µ � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

�UG µ � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

�WK µ � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

���� �� �VW TWU� � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

�QG µ � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

�UG µ � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

�WK µ � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

���� �� �VW TWU� � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

�QG µ � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

�UG µ � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����

�WK µ � � � � � � � ����� ����� ����� ������ ������ ����� ������ ���� ����
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Table a12
General index of consumer prices (1)
(percentage changes on year--earlier period)

*RRGV DQG VHUYLFHV QRW VXEMHFW WR SULFH FRQWUROV *RRGV DQG VHUYLFHV VXEMHFW WR SULFH FRQWUROV

1RQ�IRRG DQG QRQ�
HQHUJ\ SURGXFWV

6HU

7RWDO
H[FOXG�
LQJ
IRRG

DQG HQ�
HUJ\
SURG

)RRG SURGXFWV

(QHUJ\ *RRGV

8WLOLW\ FKDUJHV

2YHUDOO
LQGH[

H[FOXG�
LQJ FDUV

6HU�
YLFHV

SURG�
XFWV
DQG
LWHPV
VXEMHFW
WR SULFH
FRQ�
WUROV

3UR�
FHVVHG

1RW
SUR�

FHVVHG
7RWDO

(QHUJ\
SURG�
XFWV

7RWDO *RRGV
���

HQHUJ\

5HQWV 7RWDO
LQGH[
���

:HLJKWV ��� ���� ���� ���� ���� ���� ��� ���� ��� ���� ��� ���� ��� ��� ���� ���

���� � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

���� � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ���� ��� ��� ��� ��� ��� ��� ���

���� � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ���� ��� ��� ��� ��� ���

���� � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

���� � � � � � � � � ��� ��� ��� ��� ��� ����� ��� ��� ��� ��� ��� ��� ��� ��� ���

���� � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

���� � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

���� � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ���

���� � � � � � � � � ��� ��� ��� ��� ��� ����� ��� ��� ��� ��� ��� ��� ��� ��� ���

���� � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ����� ��� ��� ���

���� ��0D\ � � � ��� ��� ��� ��� ��� ����� ����� ��� ��� ��� ��� ��� ��� ��� ���

-XQH � � ��� ��� ��� ��� ��� ����� ����� ��� ��� ��� ��� ��� ��� ��� ���

-XO\ � � � ��� ��� ��� ��� ��� ����� ����� ��� ��� ��� ��� ��� ��� ��� ���

$XJ� � � ��� ��� ��� ��� ��� ����� ����� ��� ��� ��� ��� ��� ��� ��� ���

6HSW� � � ��� ��� ��� ��� ��� ����� ����� ��� ��� ��� ��� ��� ��� ��� ���

2FW� � � � ��� ��� ��� ��� ��� ����� ����� ��� ��� ��� ��� ��� ��� ��� ���

1RY� � � ��� ��� ��� ��� ��� ����� ����� ��� ��� ��� ��� ��� ��� ��� ���

'HF� � � ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ��� ��� ��� ���

���� �� -DQ� � � � ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ��� ��� ��� ���

)HE� � � ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ��� ��� ��� ���

0DU� � � � ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ��� ��� ��� ���

$SU� � � � ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ��� ��� ��� ���

0D\ � � � ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ��� ��� ��� ���

-XQH � � ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ��� ��� ��� ���

-XO\ � � � ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ����� ��� ��� ���

$XJ� � � ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ����� ��� ��� ���

6HSW� � � ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ����� ��� ��� ���

2FW� � � � ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ����� ��� ��� ���

1RY� � � ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ����� ����� ��� ��� ���

'HF� � � ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ����� ��� ��� ���

6RXUFH� %DVHG RQ ,VWDW GDWD�
��� 6XQGU\ EDVHV� IRU ���� WKH FRPSDULVRQ LV ZLWK WKH �����EDVHG LQGH[� ZLWK WKH DYHUDJH IRU ���� VHW HTXDO WR ���� �� ��� :LWK UHIHUHQFH WR ���� ���� �� ��� 0HGLFLQHV� VDOW DQG WREDFFR

SURGXFWV� ,Q WKH FDVH RI PHGLFLQHV� WKH UHIHUHQFH LV WR WKH DJJUHJDWH FDOFXODWHG E\ ,VWDW� DURXQG RQH WKLUG RI WKLV FRQVLVWV RI SURGXFWV LQ WKH VR�FDOOHG ´& EDQGµ� WKH SULFHV RI ZKLFK DUH
XQUHJXODWHG� :DWHU� HOHFWULFLW\ DQG JDV DUH LQFOXGHG XQGHU XWLOLW\ FKDUJHV� �� ��� &KDQJHV SXEOLVKHG E\ ,VWDW� FDOFXODWHG RQ LQGLFHV URXQGHG WR WKH ILUVW GHFLPDO SODFH�
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Table a13
Index of consumer prices for worker and employee households (1)
(percentage changes on year--earlier period)

*RRGV DQG VHUYLFHV QRW VXEMHFW WR SULFH FRQWUROV *RRGV DQG VHUYLFHV VXEMHFW WR SULFH FRQWUROV

1RQ�IRRG DQG QRQ�
HQHUJ\ SURGXFWV

6HU

7RWDO
H[FOXG�
LQJ
IRRG

DQG HQ�
HUJ\
SURG

)RRG SURGXFWV

(QHUJ\ *RRGV

8WLOLW\ FKDUJHV

2YHUDOO
LQGH[

H[FOXG�
LQJ
FDUV

6HU�
YLFHV

SURG�
XFWV
DQG
LWHPV
VXEMHFW
WR SULFH
FRQ�
WUROV

3URFHV�
VHG

1RW
SUR�

FHVVHG
7RWDO

(QHUJ\
SURG�
XFWV

7RWDO *RRGV
���

HQHUJ\

5HQWV 7RWDO
LQGH[
���

:HLJKWV ��� ���� ���� ���� ���� ���� ��� ���� ��� ���� ��� ���� ��� ��� ���� �����

���� � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
���� � � � � � � ��� ��� ��� ��� ��� ��� ��� ���� ��� ��� ��� ��� ��� ��� ���
���� � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ���
���� � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ��� ����� ��� ��� ���
���� � � � � � � ��� ��� ��� ��� ��� ����� ��� ��� ��� ��� ��� ��� ��� ��� ���
���� � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
���� � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ��� ���
���� � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ���
���� � � � � � � ��� ��� ��� ��� ��� ����� ����� ��� ��� ��� ��� ��� ��� ��� ���
���� � � � � � � ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ��� ��� ��� ���

���� ��$SU� � ��� ��� ��� ��� ��� ����� ��� ��� ��� ��� ��� ����� ��� ��� ���
0D\ � ��� ��� ��� ��� ��� ����� ����� ��� ��� ��� ��� ����� ��� ��� ���
-XQH ��� ��� ��� ��� ��� ����� ����� ��� ��� ��� ��� ����� ��� ��� ���
-XO\ � ��� ��� ��� ��� ��� ����� ����� ��� ��� ��� ��� ��� ��� ��� ���
$XJ� ��� ��� ��� ��� ��� ����� ����� ��� ��� ��� ��� ��� ��� ��� ���
6HSW� ��� ��� ��� ��� ��� ����� ����� ��� ��� ��� ��� ��� ��� ��� ���
2FW� � ��� ��� ��� ��� ��� ����� ����� ��� ��� ��� ��� ��� ��� ��� ���
1RY� ��� ��� ��� ��� ��� ����� ����� ��� ��� ��� ��� ��� ��� ��� ���
'HF� ��� ��� ��� ��� ��� ����� ����� ����� ��� ��� ��� ��� ��� ��� ���

���� �� -DQ� � ��� ��� ��� ��� ��� ����� ��� ����� ��� ��� ��� ��� ��� ��� ���
)HE� ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ��� ��� ��� ���
0DU� � ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ��� ��� ��� ���
$SU� � ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ��� ��� ��� ���
0D\ � ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ��� ��� ��� ���
-XQH ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ��� ��� ��� ���
-XO\ � ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ����� ��� ��� ���
$XJ� ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ����� ��� ��� ���
6HSW� ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ����� ��� ��� ���
2FW� � ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ����� ��� ��� ���
1RY� ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ����� ��� ��� ���
'HF� ��� ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ����� ��� ��� ���

6RXUFH� %DVHG RQ ,VWDW GDWD�
��� ([FOXGLQJ WREDFFR SURGXFWV� 6XQGU\ EDVHV� IRU ���� WKH FRPSDULVRQ LV ZLWK WKH �����EDVHG LQGH[� ZLWK WKH DYHUDJH IRU ���� VHW HTXDO WR ���� �� ��� :LWK UHIHUHQFH WR ���� ����

�� ��� 0HGLFLQHV DQG VDOW� ,Q WKH FDVH RI PHGLFLQHV� WKH UHIHUHQFH LV WR WKH DJJUHJDWH FDOFXODWHG E\ ,VWDW� DURXQG RQH WKLUG RI WKLV FRQVLVWV RI SURGXFWV LQ WKH VR�FDOOHG ´& EDQGµ� WKH SULFHV
RI ZKLFK DUH XQUHJXODWHG� :DWHU� HOHFWULFLW\ DQG JDV DUH LQFOXGHG XQGHU XWLOLW\ FKDUJHV� �� ��� &KDQJHV SXEOLVKHG E\ ,VWDW� FDOFXODWHG RQ LQGLFHV URXQGHG WR WKH ILUVW GHFLPDO SODFH�
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Table a14

Harmonized index of consumer prices
(percentage changes on year--earlier period)

1RQ�IRRG DQG QRQ�
HQHUJ\ SURGXFWV 6HUYLFHV 7RWDO QHW

RI IRRG DQG
)RRG SURGXFWV

(QHUJ\ 7RWDO
H[FOXGLQJ

FDUV
H[FOXGLQJ

UHQWV

RI IRRG DQG
HQHUJ\
SURGXFWV 3URFHVVHG 1RW

SURFHVVHG
7REDFFR
SURGXFWV

(QHUJ\
SURGXFWV 7RWDO

:HLJKWV ��� ���� ���� ���� ���� ���� ��� ���� ��� ���� ��� �����

���� � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

���� � � � � � � � � ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ���

���� � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

���� ��0D\ � � ��� ��� ��� ��� ��� ��� ����� ��� ����� ��� ���

-XQH � ��� ��� ��� ��� ��� ��� ����� ��� ����� ��� ���

-XO\ � � ��� ��� ��� ��� ��� ��� ����� ��� ����� ��� ���

$XJ� � � ��� ��� ��� ��� ��� ��� ����� ��� ����� ��� ���

6HSW� � ��� ��� ��� ��� ��� ��� ����� ��� ����� ��� ���

2FW� � � ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ���

1RY� � � ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ���

'HF� � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

���� �� -DQ� � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

)HE� � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

0DU� � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

$SU� � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

0D\ � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

-XQH � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

-XO\ � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

$XJ� � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

6HSW� � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

2FW� � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

1RY� � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

'HF� � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

6RXUFH� %DVHG RQ (XURVWDW GDWD�
��� (DFK -DQXDU\� (XURVWDW UHYLVHV WKH ZHLJKWV RI HDFK HOHPHQWDU\ LWHP� ZKLFK ZHUH LQLWLDOO\ GHWHUPLQDWHG LQ UHODWLRQ WR WKH VWUXFWXUH RI FRQVXPSWLRQ LQ ����� LQ DFFRUGDQFH ZLWK WKH

FKDQJHV LQ WKH �� PRQWKV HQGLQJ LQ WKH SUHYLRXV 'HFHPEHU� 7KH VXP RI WKH ZHLJKWV LV VHW HTXDO WR ���� 7KH ZHLJKWV LQ WKH WDEOH DUH WKRVH IURP -DQXDU\ �����
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Table a15

Harmonized index of consumer prices: euro area (1)
(percentage changes on year--earlier period)

1RQ�IRRG DQG QRQ�
HQHUJ\ SURGXFWV 6HUYLFHV 7RWDO QHW

RI IRRG
)RRG SURGXFWV

(QHUJ\ 7RWDO
H[FOXGLQJ

FDUV
H[FOXGLQJ

UHQWV

RI IRRG
DQG HQHUJ\
SURGXFWV 3URFHVVHG 1RW

SURFHVVHG
7REDFFR
SURGXFWV

(QHUJ\
SURGXFWV 7RWDO

:HLJKWV ��� ���� ���� ���� ���� ���� ���� ��� ��� ���� ��� �����

���� � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

���� � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

���� � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

���� �� -DQ� � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

)HE� � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

0DU� � � � � � ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ���

$SU� � � � � � ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ���

0D\ � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

-XQH � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

-XO\ � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

$XJ� � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

6HSW� � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

2FW� � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

1RY� � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

'HF� � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

���� �� -DQ� � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

)HE� � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

0DU� � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

$SU� � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

0D\ � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

-XQH � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

-XO\ � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

$XJ� � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

6HSW� � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

2FW� � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

1RY� � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

'HF� � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

6RXUFH� %DVHG RQ (XURVWDW GDWD�

��� :HLJKWHG DYHUDJH RI WKH KDUPRQL]HG LQGLFHV RI WKH HXUR�DUHD FRXQWULHV�
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Table a16

Index of producer prices of manufactures sold in the domestic market (1)
(percentage changes on corresponding period)

1RQ�HQHUJ\ SURGXFWV

&RQVXPHU JRRGV QRW VXEMHFW WR SULFH FRQWUROV ���
(QHUJ\ 2YHUDOO

1RQ�IRRG SURGXFWV
)RRG

,QYHVWPHQW
G

,QWHUPHGLDWH
G

2WKHU
G ��� 7RWDO

(QHUJ\
SURGXFWV

2YHUDOO
LQGH[

H[FOXGLQJ
FDUV

)RRG
SURGXFWV 7RWDO

HVW H W
JRRGV

WH HG DWH
JRRGV

2W H
JRRGV ��� 7RWDO SURGXFWV LQGH[

:HLJKWV ��� ���� ���� ���� ���� ��� ���� ��� ���� ���� �����

���� � � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

���� � � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ���� ���

���� � � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

���� � � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

���� � � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

���� � � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

���� � � � � � � � � � � � � � ��� ��� ��� ��� ��� ���� ��� ��� ��� ���

���� � � � � � � � � � � � � � ��� ��� ��� ��� ��� ����� ��� ��� ��� ���

���� � � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

���� � � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

���� ��0D\ � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

-XQH � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

-XO\ � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

$XJ� � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

6HSW� � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

2FW� � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

1RY� � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

'HF� � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

���� �� -DQ� � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

)HE� � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

0DU� � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

$SU� � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

0D\ � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

-XQH � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

-XO\ � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

$XJ� � � � � � � � ��� ��� ��� ��� ��� ����� ��� ��� ����� �����

6HSW� � � � � � � ��� ��� ��� ��� ��� ����� ��� ��� ����� �����

2FW� � � � � � � � ��� ��� ��� ��� ��� ����� ��� ��� ����� �����

1RY� � � � � � � � ��� ��� ��� ��� ��� ����� ��� ��� ����� �����

'HF� � � � � � � � ��� ��� ��� ��� ��� ����� ��� ����� ����� �����

6RXUFH� %DVHG RQ ,VWDW GDWD�
��� 6XQGU\ EDVHV� )RU ���� WKH FRPSDULVRQ ZLWK WKH �����EDVHG LQGH[� ZLWK WKH DYHUDJH IRU ���� VHW HTXDO ���� �� ��� :LWK UHIHUHQFH WR ���� ���� �� ��� ([FOXGHV WREDFFR SURGXFWV

DQG PHGLFLQHV� �� ��� ,QFOXGHV WREDFFR SURGXFWV DQG PHGLFLQHV� WKH SULFHV RI ZKLFK DUH VXEMHFW WR RIILFLDO FRQWURO� ,Q WKH DEVHQFH RI HOHPHQWDU\ LQGLFHV IRU PHGLFLQHV� WKH UHIHUHQFH LV WR WKH
,VWDW DJJUHJDWH ´&KHPLFDO� SKDUPDFHXWLFDO DQG PHGLFDO SURGXFWVµ� ZKLFK LQFOXGHV JRRGV ZLWK XQUHJXODWHG SULFHV�
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Table a17

Exports of manufactures: average unit values in lire (1)
(percentage changes on corresponding period)

1RQ�HQHUJ\ SURGXFWV

&RQVXPHU JRRGV ���
(QHUJ\ 2YHUDOO

1RQ�IRRG SURGXFWV
)RRG

,QYHVWPHQW
JRRGV

,QWHUPHGLDWH
JRRGV

2WKHU
JRRGV 7RWDO

(QHUJ\
SURGXFWV

2YHUDOO
LQGH[

H[FOXGLQJ
FDUV

)RRG
SURGXFWV 7RWDO JRRGV JRRGV JRRGV

���
7RWDO S

���� � � � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ������ ��� ��� ���

���� � � � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

���� � � � � � � � � � � � � � � ��� ��� ����� ��� ��� ��� ���� ��� ����� ���

���� � � � � � � � � � � � � � � ��� ��� ����� ��� ��� ��� ����� ��� ����� ���

���� � � � � � � � � � � � � � � ��� ��� ��� ��� ��� ����� ���� ��� ����� ���

���� � � � � � � � � � � � � � � ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

���� � � � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

���� � � � � � � � � � � � � � � ��� ��� ���� ��� ��� ���� ����� ��� ���� ���

���� � � � � � � � � � � � � � � ��� ���� ��� ��� ��� ����� ���� ��� ����� ���

���� � � � � � � � � � � � � � � ����� ����� ����� ����� ����� ����� ��� ����� ��� �����

���� �� -DQ� � � � � � � � � ����� ����� ����� ����� ����� ����� ������ ����� ��� �����

)HE� � � � � � � � � ����� ����� ����� ����� ����� ����� ���� ����� ��� �����

0DU� � � � � � � � � ����� ����� ����� ����� ����� ����� ���� ����� ����� �����

$SU� � � � � � � � � ����� ����� ����� ����� ��� ����� ���� ����� ����� �����

0D\ � � � � � � � � ����� ����� ����� ����� ����� ����� ��� ����� ����� �����

-XQH � � � � � � � ��� ��� ����� ��� ����� ����� ����� ����� ����� �����

-XO\ � � � � � � � � ����� ����� ����� ����� ����� ����� ��� ����� ��� �����

$XJ� � � � � � � � � ����� ����� ����� ����� ��� ����� ����� ����� ���� ���

6HSW� � � � � � � � ����� ����� ����� ����� ��� ��� ���� ��� ���� ���

2FW� � � � � � � � � ����� ����� ����� ����� ����� ��� ���� ��� ��� ���

1RY� � � � � � � � � ����� ����� ����� ����� ����� ��� ���� ��� ��� ���

'HF� � � � � � � � � ��� ��� ��� ��� ��� ��� ������ ��� ����� ���

���� �� -DQ� � � � � � � � � ��� ��� ��� ��� ��� ��� ���� ��� ��� ���

)HE� � � � � � � � � ����� ����� ����� ����� ����� ��� ���� ��� ������ �����

0DU� � � � � � � � � ����� ��� ��� ��� ����� ��� ����� ��� ��� ���

$SU� � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

0D\ � � � � � � � � ����� ����� ����� ����� ��� ��� ��� ��� ����� ���

-XQH � � � � � � � ����� ����� ��� ����� ��� ��� ���� ��� ����� ���

-XO\ � � � � � � � � ����� ����� ��� ����� ��� ����� ���� ��� ����� ���

$XJ� � � � � � � � � ��� ��� ��� ��� ����� ��� ������ ����� ������ �����

6HSW� � � � � � � � ��� ��� ��� ��� ��� ��� ������ ��� ������ ���

6RXUFH� %DVHG RQ ,VWDW GDWD�
��� (DFK JRRG LV DOORFDWHG WR WKH FDWHJRU\ LQ WKH WDEOH FRUUHVSRQGLQJ WR WKH SUHGRPLQDQW HFRQRPLF XVH RI WKDW JRRG� �� ��� ([FOXGLQJ WREDFFR SURGXFWV DQG PHGLFLQHV� �� ��� LQFOXGHV

WREDFFR SURGXFWV DQG PHGLFLQHV� ,Q WKH DEVHQFH RI HOHPHQWDU\ LQGLFHV IRU PHGLFLQHV� WKH UHIHUHQFH LV WR WKH ,VWDW DJJUHJDWH ´3KDUPDFHXWLFDO SURGXFWVµ�
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Table a18

Imports of manufactures: average unit values in lire (1)
(percentage changes on corresponding period)

1RQ�HQHUJ\ SURGXFWV

&RQVXPHU JRRGV QRW VXEMHFW WR SULFH FRQWUROV ���
(QHUJ\ 2YHUDOO

1RQ�IRRG SURGXFWV
)RRG

,QYHVWPHQW
JRRGV

,QWHUPHGLDWH
JRRGV

2WKHU
JRRGV 7RWDO

(QHUJ\
SURGXFWV

2YHUDOO
LQGH[

H[FOXGLQJ
FDUV

)RRG
SURGXFWV 7RWDO JRRGV JRRGV JRRGV

���
7RWDO S

���� � � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

���� � � � � � � � � � � � � � ��� ��� ��� ��� ��� ��� ���� ��� ���� ���

���� � � � � � � � � � � � � � ��� ����� ����� ��� ����� ����� ���� ����� ��� �����

���� � � � � � � � � � � � � � ��� ��� ��� ��� ��� ����� ��� ����� ����� �����

���� � � � � � � � � � � � � � ��� ����� ��� ��� ��� ����� ���� ��� ����� �����

���� � � � � � � � � � � � � � ��� ���� ���� ��� ���� ��� ��� ���� ���� ����

���� � � � � � � � � � � � � � ����� ����� ��� ��� ��� ��� ������ ��� ��� ���

���� � � � � � � � � � � � � � ��� ��� ��� ��� ��� ���� ����� ���� ���� ����

���� � � � � � � � � � � � � � ��� ��� ����� ��� ��� ����� ���� ����� ��� �����

���� � � � � � � � � � � � � � ����� ����� ��� ����� ����� ����� ����� ����� ��� ���

���� �� -DQ� � � � � � � � ����� ����� ����� ����� ����� ������ ������ ����� ��� �����

)HE� � � � � � � � ����� ����� ����� ����� ����� ����� ����� ����� ���� �����

0DU� � � � � � � � ����� ����� ��� ����� ����� ����� ��� ����� ��� �����

$SU� � � � � � � � ����� ����� ����� ����� ����� ����� ����� ����� ��� �����

0D\ � � � � � � � ����� ����� ��� ����� ��� ����� ��� ����� ��� �����

-XQH � � � � � � ����� ����� ����� ����� ��� ����� ���� ��� ��� ���

-XO\ � � � � � � � ����� ����� ��� ����� ��� ��� ��� ��� ��� ���

$XJ� � � � � � � � ��� ��� ��� ��� ����� ��� ������ ��� ���� ���

6HSW� � � � � � � ��� ��� ��� ��� ��� ��� ������ ��� ��� ���

2FW� � � � � � � � ����� ��� ��� ��� ����� ��� ��� ��� ����� ���

1RY� � � � � � � � ����� ��� ��� ��� ����� ��� ���� ��� ����� ���

'HF� � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ����� ���

���� �� -DQ� � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ������ ���

)HE� � � � � � � � ��� ��� ��� ��� ��� ��� ����� ��� ������ ���

0DU� � � � � � � � ��� ��� ��� ��� ����� ��� ����� ��� ����� ���

$SU� � � � � � � � ��� ��� ��� ��� ��� ��� ��� ��� ������ �����

0D\ � � � � � � � ��� ��� ����� ��� ����� ����� ��� ����� ������ �����

-XQH � � � � � � ��� ��� ����� ��� ����� ����� ��� ����� ������ �����

-XO\ � � � � � � � ��� ����� ����� ����� ����� ����� ��� ����� ������ �����

$XJ� � � � � � � � ����� ����� ����� ����� ��� ����� ��� ����� ������ �����

6HSW� � � � � � � ����� ����� ����� ����� ����� ����� ��� ����� ������ �����

6RXUFH� %DVHG RQ ,VWDW GDWD�
���(DFKJRRG LV DOORFDWHG WR WKHFDWHJRU\ LQ WKH WDEOH FRUUHVSRQGLQJ WR WKHSUHGRPLQDQW HFRQRPLF XVHRI WKDW JRRG� �� ���([FOXGHV WREDFFRSURGXFWV DQGPHGLFLQHV� �� ��� LQFOXGHV WREDFFR

SURGXFWV DQGPHGLFLQHV� WKH FRQVXPHUSULFHV RIZKLFKDUHVXEMHFW WRRIILFLDO FRQWURO� ,Q WKHDEVHQFHRI HOHPHQWDU\ LQGLFHV IRUPHGLFLQHV� WKH UHIHUHQFH LV WR WKH ,VWDW DJJUHJDWH ´3KDUPDFHXWLFDO
SURGXFWVµ� ZKLFK LQFOXGHV JRRGV ZLWK XQUHJXODWHG SULFHV�
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Table a19

Unit variable costs and output prices in manufacturing (1)
(percentage changes on corresponding period)

8QLW YDULDEOH FRVWV 2XWSXW SULFHV

'RPHVWLF FRPSRQHQWV
)RUHLJQ FRPSRQHQWV

,QSXWV
8QLW ODERXU FRVWV

)RUHLJQ FRPSRQHQWV

,QSXWV
&RPSRQHQWV

7 W O ,QGXVWULDO 6HPL (QHUJ\
7RWDO 'RPHVWLF )RUHLJQ 7RWDO

VHUYLFHV
/DERXU
FRVWV
���

3URGXF�
WLYLW\

7RWDO ,QGXVWULDO
UDZ

PDWHULDOV

6HPL�
ILQLVKHG
JRRGV

(QHUJ\
SURGXFWV

���
7RWDO

R D R HV F R H J R D

:HLJKWV ��� ���� ���� �� �� ���� ���� ��� ���� ��� ���� ����� ���� ���� �����

���� � � � � � � � � � ��� ��� ��� ��� ��� ��� ���� ��� ���� ��� ��� ��� ��� ���

���� � � � � � � � � � ��� ��� ��� ��� ��� ��� ������ ����� ���� ����� ��� ��� ��� ���

���� � � � � � � � � � ��� ��� ��� ��� ��� ��� ����� ��� ��� ��� ��� ��� ��� ���

���� � � � � � � � � � ��� ��� ��� ��� ��� ��� ����� ����� ����� ����� ��� ��� ��� ���

���� � � � � � � � � � ��� ��� ��� ��� ��� ��� ���� ���� ��� ���� ��� ��� ���� ���

���� � � � � � � � � � ��� ��� ��� ��� ����� ����� ���� ��� ��� ��� ��� ��� ��� ���

���� � � � � � � � � � ��� ��� ��� ��� ����� ��� ���� ���� ��� ���� ��� ��� ��� ���

���� � � � � � � � � � ��� ��� ��� ����� ��� ��� ����� ����� ��� ��� ��� ��� ��� ���

���� � � � � � � � � � ��� ��� ��� ��� ��� ��� ����� ����� ��� ����� ��� ��� ����� ���

���� �� -DQ� � � � ��� ��� �� �� �� �� ������ ����� ��� ����� �� ��� ����� �����

)HE� � � � ��� ��� �� �� �� �� ������ ����� ��� ����� �� ��� ����� �����

0DU� � � � ��� ��� ��� ����� ��� ��� ����� ����� ��� ����� ��� ��� ����� �����

$SU� � � � � ��� ��� �� �� �� �� ����� ����� ��� ����� �� ��� ����� ���

0D\ � � � ��� ��� �� �� �� �� ����� ����� ��� ����� �� ��� ����� ���

-XQH � � � ��� ��� ��� ��� ��� ��� ����� ����� ��� ����� ��� ��� ����� ���

-XO\ � � � ��� ��� �� �� �� �� ��� ����� ��� ����� �� ��� ����� ���

$XJ� � � � ��� ��� �� �� �� �� ��� ��� ��� ��� �� ��� ��� ���

6HSW� � � ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

2FW� � � � ��� ��� �� �� �� �� ��� ��� ����� ��� �� ��� ��� ���

1RY� � � � ��� ��� �� �� �� �� ��� ��� ����� ��� �� ��� ��� ���

'HF� � � � ��� ��� ��� ��� ����� ����� ��� ��� ����� ��� ����� ��� ��� ���

���� �� -DQ� � � � ��� ��� �� �� �� �� ��� ��� ����� ��� �� ��� ��� ���

)HE� � � � ��� ��� �� �� �� �� ��� ��� ����� ��� �� ��� ��� ���

0DU� � � � ��� ��� ��� ��� ����� ����� ��� ��� ����� ����� ����� ��� ��� ���

$SU� � � � � ��� ��� �� �� �� �� ����� ��� ����� ��� �� ��� ��� ���

0D\ � � � ��� ��� �� �� �� �� ����� ����� ����� ����� �� ��� ��� ���

-XQH � � � ��� ��� ��� ��� ��� ��� ����� ��� ����� ����� ��� ��� ��� ���

-XO\ � � � ��� ��� �� �� �� �� ����� ��� ����� ����� �� ��� ��� ���

$XJ� � � � ��� ��� �� �� �� �� ����� ����� ����� ����� �� ��� ����� ���

6HSW� � � ��� ��� ��� ��� ��� ��� ������ ����� ����� ����� ��� ��� ��� ���

2FW� � � � ��� ��� �� �� �� �� �� �� �� �� �� ��� �� ��

1RY� � � � �� ��� �� �� �� �� �� �� �� �� �� ��� �� ��

'HF� � � � �� ��� �� �� �� �� �� �� �� �� �� ��� �� ��

6RXUFHV� %DVHG RQ (1,� ,VWDW DQG 2(&' GDWD�
��� 1HW RI LQWUDVHFWRUDO WUDQVDFWLRQV� HQHUJ\ SURGXFWV DQG WUDQVSRUW HTXLSPHQW RWKHU WKDQ FDUV DUH H[FOXGHG IURP WKH DJJUHJDWH IRU LQGXVWU\� �� ��� &DOFXODWHG RQ WKH EDVLV RI WKH

LQSXW�RXWSXW WDEOH IRU ���� DW ���� SULFHV� �� ��� 6HH WH[W IRU D GLVFXVVLRQ RI WKH LPSDFW RQ ODERXU FRVWV RI WKH UHJLRQDO WD[ RQ SURGXFWLYH DFWLYLWLHV �,UDS�� �� ��� ,QFOXGHV GRPHVWLFDOO\�SURGXFHG
HQHUJ\ SURGXFWV�
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Table a20
Balance of payments
(balances in billions of lire)

&XUUHQW LWHPV &DSLWDO IORZV
(UURUV &KDQJH

*RRGV
,QYLVLEOH LWHPV

7RWDO 1RQ EDQN %DQN 7RWDO

(UURUV
DQG
L L

&KDQJH
LQ RIILFLDO

*RRGV
6HUYLFHV ,QFRPHV 7UDQVIHUV

7RWDO 1RQ�EDQN %DQN 7RWDO
D G

RPLVVLRQV
LQ RIILFLDO
UHVHUYHV

���� � � � � � � � � � � � ������ ����� �������� �������� ������ ������ �������� ������� �������� ��������

���� � � � � � � � � � � � ������ ����� �������� ������� ������ ���������� ������ ���������� ���������� ��������

���� � � � � � � � � � � � ������ ����� �������� �������� ������ ���������� �������� ���������� �������� ��������

���� �� �WK TWU� � � ������ ����� ������� ������� ������ ������ �������� ������� ������� �����

���� �� �VW TWU� � � ������ ����� ������� ����� ������ �������� ������ ������ �������� ���

�QG µ � � ������ ����� ������� ������� ������ ������ �������� �������� ����� �����

�UG µ � � ������ ����� ������� ������� ������ ������� ������ ������� ������� ��������

�WK µ � � ������ ����� ������� ����� ������ ���������� ������ ��������� ������� �������

���� �� �VW TWU� � � ������ ������� ������� ����� ����� ���������� ������ �������� ���������� �����

�QG µ � � ������ ����� ������� ������� ������ �������� �������� ���������� ���������� ������

�UG µ � � ������ ����� ������� ������� ������ ���������� ����� ���������� ���������� ������

�WK µ � � ������ ����� ������� ������� ����� ���������� �������� ���������� ����� �������

���� �� 'HF� � � � � � ����� ���� ������� ������� ����� ������ �������� ������� ��� �����

���� �� -DQ� � � � � � ����� ���� ������� ����� ����� �������� ������ ����� �������� �������

)HE� � � � � � ����� ���� ������� ����� ����� ����� ��� ����� ������� �����

0DU� � � � � � ����� ����� ������� ����� ����� ������� ����� ���� ������� �����

$SU� � � � � � ����� ���� ������� ����� ����� ������� ������� ������� ����� �����

0D\ � � � � � ����� ��� ������� ������� ����� ������ �������� ������� ���� �������

-XQH � � � � ����� ����� ������� ������� ����� ����� �������� �������� ����� �����

-XO\ � � � � � ������ ����� ������� � ������ ������� ����� ������� ����� ��������

$XJ� � � � � � ����� ��� ������� ������� ����� ������� ������ ����� ������� �������

6HSW� � � � � ����� ��� ������� ����� ����� ����� ����� ������ ������� �������

2FW� � � � � � ����� ��� ������� ����� ����� ������� ��� ������� ������� �����

1RY� � � � � � ����� ����� ����� ����� ����� ���������� ������ ������� ��������� �����

'HF� � � � � � ����� ����� ����� ��� ����� ��������� ������� ��������� ������� �������

���� �� -DQ� � � � � � ����� ������� ������� ������� ������� ���������� ������ ������� ��������� �����

)HE� � � � � � ����� ����� ����� ����� ����� ������� ����� ������� ��������� �������

0DU� � � � � � ����� ����� ������� ����� ����� ���������� ������ ������� ���������� ���

$SU� � � � � � ����� ����� ������� ������� ����� ������� ����� ������� ��������� �����

0D\ � � � � � ����� �� ������� ����� ����� �������� ������� ������� ���������� �����

-XQH � � � � ����� ����� ������� ����� ����� �������� �������� ���������� ������� �����

-XO\ � � � � � ������ ����� ������� ����� ������ ���������� ������ ���������� ��������� �����

$XJ� � � � � � ����� ��� ������� ������� ����� ������� �������� ��������� ����� �����

6HSW� � � � � ����� ����� ������� ������� ����� ��������� ����� ������� ���������� �����

2FW� � � � � � ����� ��� ������� ������� ����� ��������� ������ ������� ��������� ���

1RY� � � � � � ����� �� ������� ������� ��� ��������� ��������� ��������� ����� �������

'HF� � � � � � ����� ������� ����� ������� ����� ���������� ������� ��������� ����� �������
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Table a21

External position of BI-UIC

6KRUW�WHUP DVVHWV 0HGLXP DQG ORQJ�WHUP SRVLWLRQ
5HVHUYH

&RQYHUW� 2IILFLDO

6KRUW�
WHUP $VVHWV

5HVHUYH
SRVLWLRQ
LQ WKH *ROG 2YHUDOO

SRVLWLRQ&RQYHUW�
LEOH

FXUUHQFLHV

2IILFLDO
HFXV 6'5V 7RWDO

WHUP
OLDELOLWLHV

7RWDO IRUHLJQ
VHFXULWLHV

/LDELOLWLHV

S
LQ WKH
,0)

*ROG SRVLWLRQ

�ELOOLRQV RI OLUH�

���� �� 'HF� � � � ������ ����� � � ������ ����� ����� ����� ����� ����� ������ ������

���� �� 'HF� � � � ������ ������ �� ������ ��� ����� ����� ����� ����� ������ �������

���� �� 'HF� � � � ������ ������ ��� ������ ��� ����� ����� ����� ����� ������ �������

���� �� -DQ� � � � ������ ������ ��� ������ ��� ����� ����� ����� ����� ������ �������

)HE� � � � ������ ������ ��� ������ ��� ����� ����� ����� ����� ������ �������

0DU� � � � ������ ������ ��� ������ ��� ����� ����� ����� ����� ������ �������

$SU� � � � ������ ������ ��� ������ ��� ����� ����� ����� ����� ������ �������

0D\ � � � ������ ������ ��� ������ ��� ����� ����� ����� ����� ������ �������

-XQH � � ������ ������ ��� ������ ��� ����� ����� ����� ����� ������ �������

-XO\ � � � ������ ������ ��� ������ ��� ����� ����� ����� ����� ������ �������

$XJ� � � � ������ ������ ��� ������ ��� ����� ����� ����� ����� ������ �������

6HSW� � � ������ ������ ��� ������ ��� ����� ����� ����� ����� ������ ������

2FW� � � � ������ ������ ��� ������ ��� ����� ����� ����� ����� ������ ������

1RY� � � � ������ ������ ��� ������ ��� ����� ����� ����� ����� ������ ������

'HF� � � � ������ � � ��� ������ �� ������ ����� ����� ����� ������ ������

�PLOOLRQV RI GROODUV�

���� �� 'HF� � � � ������ ����� � � ������ ����� ����� ����� ����� ����� ������ ������

���� �� 'HF� � � � ������ ������ �� ������ ��� ����� ����� ����� ����� ������ ������

���� �� 'HF� � � � ������ ����� �� ������ ��� ����� ����� ��� ����� ������ ������

���� �� -DQ� � � � ������ ����� �� ������ �� ����� ����� ��� ����� ������ ������

)HE� � � � ������ ����� �� ������ ��� ����� ����� ��� ����� ������ ������

0DU� � � � ������ ����� �� ������ �� ����� ����� ��� ����� ������ ������

$SU� � � � ������ ����� �� ������ ��� ����� ����� ��� ����� ������ ������

0D\ � � � ������ ����� ��� ������ ��� ����� ����� ��� ����� ������ ������

-XQH � � ������ ����� ��� ������ ��� ����� ����� ��� ����� ������ ������

-XO\ � � � ������ ����� ��� ������ ��� ����� ����� ��� ����� ������ ������

$XJ� � � � ������ ����� ��� ������ ��� ����� ����� ��� ����� ������ ������

6HSW� � � ������ ������ �� ������ ��� ����� ����� ��� ����� ������ ������

2FW� � � � ������ ����� �� ������ ��� ����� ����� ��� ����� ������ ������

1RY� � � � ������ ����� ��� ������ ��� ����� ����� ��� ����� ������ ������

'HF� � � � ������ � � ��� ������ �� ����� ����� ��� ����� ������ ������
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Table a22
State sector borrowing requirement
(billions of lire)

%XGJHW
7UHDVXU\

/HQGLQJ
E\ WKH

$1$6�
WKH 6WDWH *URVV 6HWWOHPHQWV

I W
3ULYDWL]DWLRQ 1HW

5HFHLSWV 3D\PHQWV
����

%DODQFH

7UHDVXU\
RSHUDWLRQV

E\ WKH
'HSRVLWV
DQG /RDQV

)XQG

WKH 6WDWH
)RUHVWV
DQG RWKHU
ERGLHV

*URVV
ERUURZLQJ
UHTXLUHPHQW

RI SDVW
GHEWV
����

3ULYDWL]DWLRQ
UHFHLSWV

����

1HW
ERUURZLQJ
UHTXLUHPHQW

���� � � � � � � � � � � � ������� ������� ��������� �������� ������� ������� ��������� ���� �� ���������

���� � � � � � � � � � � � ������� ������� ��������� ������� �������� ��� ��������� �������� �� ���������

���� � � � � � � � � � � � ������� ������� ��������� ����� �������� ����� ��������� ������� ����� ���������

���� � � � � � � � � � � � ������� ������� ��������� ����� �������� ������� ��������� ������� ����� ���������

���� � � � � � � � � � � � ������� ������� ��������� ����� �������� ����� ��������� �������� ����� ���������

���� � � � � � � � � � � � ������� ������� ������ �������� ������� ����� �������� ��� ������ ��������

���� � � � � � � � � � � � ������� ������� �������� ������ ������� ����� �������� ������� ������ ��������

���� �� �VW TWU� � � � ������� ������� ����� �������� ������� ����� �������� �� ������� ��������

�QG µ � � � � ������� ������� ������ �������� ������� ��� ������� ����� ������� �������

�UG µ � � � � ������� ������� �������� ������ ����� �� �������� ������� ������ ��������

�WK µ � � � � ������� ������� ����� ������ ������� ����� ������ ����� ������ �������

���� �� �VW TWU� � � � ������� ������� ����� �������� �� � �������� ����� ���� ��������

�QG µ � � � � ������� ������� �������� ������ ������� ��� �������� ������� ������� ��������

�UG µ � � � � ������� ������� ������ �������� ������� �� ��� ������� ������ ��������

�WK µ � � � � ������� ������� �������� ������ ������� ��� ����� ������� ����� ���

���� �� -DQ� � � � � � � ������ ������ ����� ������� ��� �� ����� ����� ���� �����

)HE� � � � � � ������ ������ ����� �������� ����� �� ������� ����� �� �������

0DU� � � � � � � ������ ������ �������� �������� ����� � �������� ����� �� ��������

$SU� � � � � � � ������ ������ �������� ������ ����� ��� �������� ����� ������� ��������

0D\ � � � � � � ������ ������ �������� ����� ����� �� �������� ����� �� ��������

-XQH � � � � � ������ ������ ������� ������ ����� ��� ������ ������� ������� ������

-XO\ � � � � � � ������ ������ ������ ������� ����� �� ������ ������� ������ �����

$XJ� � � � � � ������ ������ ����� �� ����� �� ����� ����� � �����

6HSW� � � � � � ������ ������ �������� ������� ����� �� �������� ����� � ��������

2FW� � � � � � � ������ ������ �������� ����� ����� ��� �������� ������� �� ��������

1RY� � � � � � ������ ������ ����� ������� ����� �� ������� ����� � �������

'HF� � � � � � ������� ������ ����� ������ ����� ��� ������ ����� ����� ������
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Table a23
)LQDQFLQJ RI WKH VWDWH VHFWRU ERUURZLQJ UHTXLUHPHQW
�ELOOLRQV RI OLUH�

0HGLXP DQG
ORQJ WHUP

%27V
DQG

%,�8,& ILQDQFLQJ RWKHU WKDQ
VHFXULWLHV SXUFKDVHV

32 )RUHLJQ 2WKHU
*URVV

ERUUR LQJ
0HGLXP DQG
ORQJ�WHUP
VHFXULWLHV

%27V
DQG
%7(V &XUUHQW

DFFRXQWV 2WKHU

32
GHSRVLWV

)RUHLJQ
ORDQV 2WKHU

*URVV
ERUURZLQJ
UHTXLUHPHQW

���� � � � � � � � � � � � � � � � ������ ������ ����� ����� ����� ��� ����� �������

���� � � � � � � � � � � � � � � � ������� ����� �������� ��� ����� ������ ����� �������

���� � � � � � � � � � � � � � � � ������� ������ ��������� ������� ������ ����� ������� �������

���� � � � � � � � � � � � � � � � ������ ������� ������� ����� ������ ������ ����� �������

���� � � � � � � � � � � � � � � � ������� �������� ������ ��� ������ ������ ������� �������

���� � � � � � � � � � � � � � � � ������ �������� ������� ��� ������ ����� ����� ������

���� � � � � � � � � � � � � � � � ������ �������� ������ ��� ����� �������� ������� ������

���� �� �VW TWU� � � � � � � ������ �������� ����� ������� ����� ����� ����� ������

�QG µ � � � � � � ������ �������� ������� ����� ����� ����� ����� �����

�UG µ � � � � � � ������ �������� ����� ��� ����� ����� ����� ������

�WK µ � � � � � � ����� �������� ����� ����� ����� ������� ������� ��������

���� �� �VW TWU� � � � � � � ������ �������� ������ ����� ��� ������� ��� ������

�QG µ � � � � � � ������ ������� ������� ��� ����� ����� ������� ������

�UG µ � � � � � � ������ ������� �������� ��� ����� ������� ����� �����

�WK µ � � � � � � �������� �������� ������ ��� ����� ������� ������� �������

���� �� -DQ� � � � � � � � � ��� ������� ��� ��� ����� ������� ��� �������

)HE� � � � � � � � � ������ ������� ������� ����� ����� ��� �� �����

0DU� � � � � � � � � ������ ������� ������ �� ����� ��� �� ������

$SU� � � � � � � � � ����� �� ������ ��� ����� ����� ����� ������

0D\ � � � � � � � � ������ ����� ������� ������� ����� ����� ������� ������

-XQH � � � � � � � � ����� ������� ������� ��� ������� ������� ������� ��������

-XO\ � � � � � � � � ����� ������� �������� ��� ����� ������� ����� ��������

$XJ� � � � � � � � � ����� ������� �������� ���� ����� ����� ����� �������

6HSW� � � � � � � � � ������ ������� ������ ���� ��� ������� ��� ������

2FW� � � � � � � � � ������� ������� ������ ����� ��� ����� ����� ������

1RY� � � � � � � � � ����� ������� ����� ��� ��� ����� ����� �����

'HF� � � � � � � � � �������� ������� ������� ���� ����� ������� ����� ��������
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Table a24
General government debt
(face value; billions of lire)

0HGLXP DQG
ORQJ�WHUP
VHFXULWLHV

%27V DQG
%7(V 32 /HQGLQJ

2WKHU
GRPHV� 'HEW

LVVXHG

%RUURZLQJ
IURP 7RWDO &ODLPV RQ 7RWDO

0HPRUDQGXP
LWHP�J

VHFXULWLHV
H[FOXGLQJ
%,�8,&

%7(V
H[FOXGLQJ
%,�8,&

32
GHSRVLWV

/HQGLQJ
E\ EDQNV

GRPHV�
WLF
GHEW

LVVXHG
DEURDG

IURP
%,�8,&
���

7RWDO
�(8 GHILQLWLRQ�

&ODLPV RQ
%,�8,& 7RWDO LWHP�

VWDWH VHFWRU
GHEW

���� � � � � � � � � � � ������� ������� ������� ������ ����� ������ ������� ��������� ������� ��������� ���������

���� � � � � � � � � � � ������� ������� ������� ������� ����� ������ ������� ��������� �������� ��������� ���������

���� � � � � � � � � � � ��������� ������� ������� ������� ����� ������ ������� ��������� �������� ��������� ���������

���� � � � � � � � � � � ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

���� �� �VW TWU� ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

�QG µ ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

�UG µ ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

�WK µ ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

���� �� �VW TWU� ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

�QG µ ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

�UG µ ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

�WK µ ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

���� �� -DQ� � � � � � ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

)HE� � � � � ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

0DU� � � � � � ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

$SU� � � � � � ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

0D\ � � � � � ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

-XQH � � � � ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

-XO\ � � � � � ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

$XJ� � � � � ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

6HSW� � � � � ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

2FW� � � � � � ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

1RY� � � � � ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

'HF� � � � � ��������� ������� ������� ������� ����� ������� ������� ��������� �������� ��������� ���������

��� 7KH ILJXUH IRU 'HFHPEHU ���� UHIHUV H[FOXVLYHO\ WR WKH EDODQFH VKHHW RI WKH %DQN RI ,WDO\ DQG QRW WR WKH FRQVROLGDWHG %,�8,& EDODQFH VKHHW VLQFH WKH WUDQVIHU WR WKH %DQN RI WKH UHVHUYHV
KHOG E\ WKH 8,& ZDV FRPSOHWHG LQ WKDW PRQWK LQ DFFRUGDQFH ZLWK /HJLVODWLYH 'HFUHHV ������� DQG ��������� 7KH DPRXQW GXH WR WKH 8,& DW �� 'HFHPEHU ���� LV HVWLPDWHG WR KDYH EHHQ DURXQG
��� WULOOLRQ OLUH�
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Table a25
0RQHWDU\ EDVH
�IORZV LQ ELOOLRQV RI OLUH�

6RXUFHV 8VHV

)RUHLJQ VHFWRU
2WKHU

%DQN UHVHUYHV

FXUUHQF\
7UHDVXU\
DFFRXQWV

2WKHU
%,�8,&

RSHUDWLRQV
ZLWK WKH

2SHQ
PDUNHW

5HIL�
QDQFLQJ

2WKHU
VHFWRUV

7RWDO &XUUHQF\
LQ

FLUFXODWLRQ

'HSRVLWV ZLWK WKH
%DQN RI ,WDO\

2WKHU 7RWDOFXUUHQF\
VZDSV

DFFRXQWV S
ZLWK WKH
7UHDVXU\

PDUNHW QDQFLQJ VHFWRUV FLUFXODWLRQ
FRPSXOVRU\
UHVHUYHV

2WKHU 7RWDO

���� � � � � � � � � ������ �������� ������ �������� ����� ������� �������� ����� ����� ��� ������� ����� �����

���� � � � � � � � � ������ ������� ������� �������� ������ ��� ����� ������ ����� ����� ������ �� �����

���� � � � � � � � � �������� �������� ������ �������� ����� ����� ����� �������� ����� �������� �������� ��� ��������

���� �� -DQ� � ������� � � ��� ������� ����� ������� ������� ������� ������� ����� ����� ������� �����

)HE� � ����� � � ������� ������� ������ ���� �� ����� ����� ������ ����� ����� ������

0DU� � ����� � � ������ ������� �������� ��� ������� ������� ����� �������� ������� ��� �������

$SU� � ������� � � ������ ������� ������� ��� ����� ����� ��� ����� ����� ��� �����

0D\ � ������� ������� ������� ������� ������ ��� ��� ����� ����� ����� ����� ����� �����

-XQH ������� � � ������� ������� ������� ��� ����� �������� ����� �������� �������� ��� ��������

-XO\ � ������� � � �������� ������� ������ ���� ������� ������� ����� ������� ����� ��� �������

$XJ� � ��� � � �������� ������� ����� ����� ����� �������� ������� �������� �������� �� ��������

6HSW� ������� ������� ������ ������� ������� ����� ����� ������� ��� ������� ������� ����� �������

2FW� � ����� � � ������ ��������� �������� �� � ������� ����� ������� ����� ����� �������

1RY� � ������� � � ����� ������� ������ ���� ����� �������� ����� ������ ����� ����� ������

'HF� � ��������� � � ��������� ��������� ���������� ����� �������� ���������� ������� ���������� ���������� ����� ����������

Financing of the Treasury
(flows in billions of lire)

1RQ�PRQHWDU\ ILQDQFLQJ
2WKHU*URVV VWDWH

VHFWRU
1HW VDOHV RI VHFXULWLHV LQ WKH SULPDU\ PDUNHW

7UHDVXU\

2WKHU
%,�8,&

RSHUDWLRQVVHFWRU
ERUURZLQJ
UHTXLUHPHQW 7UHDVXU\

ELOOV

7UHDVXU\
FUHGLW

FHUWLILFDWHV

7UHDVXU\
ERQGV 2WKHU 7RWDO

2WKHU 7RWDO

7UHDVXU\
DFFRXQWV RSHUDWLRQV

ZLWK WKH
7UHDVXU\

���� � � � � � � � � � ������� ������ �������� �������� �������� ��������� �������� ��������� ������ ��������

���� � � � � � � � � � ������ ������ �������� �������� �������� �������� ������� �������� ������� ��������

���� � � � � � � � � � ������ ����� ������ ��������� ������ �������� ������ �������� ������ ��������

���� �� -DQ� � � ������� ����� ������� �������� ������ ��� ����� ����� ��� �������

)HE� � � ����� ����� ������� �������� ����� �������� ����� �������� ������� �������

0DU� � � ������ ����� ����� ������� ������� ������� ��� ������� ������ �������

$SU� � � ������ ������� ����� �������� ��� �������� ��� �������� ������ �������

0D\ � � ������ ������� ����� �������� ������� �������� ������� �������� ������� �������

-XQH � �������� ��� ����� �������� ����� ������� ����� ����� ������� �������

-XO\ � � �������� ���� ����� �������� ����� ������� ����� ��� �������� �������

$XJ� � � ������� ��� ����� �������� ����� ������� ������� �������� �������� �������

6HSW� � ������ ������� ����� �������� ������� �������� ������� �������� ������ �������

2FW� � � ������ ������� ����� �������� ������ ������� ������� ������� ������ ���������

1RY� � � ����� ��� ����� �������� ������� ������� ��� ������� ����� �������

'HF� � � �������� ����� ����� ������� ������ ������ ����� ������ ������� ���������
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Table a26
Monetary base and BI operations: averages of daily data
(stocks in billions of lire and percentages)

0RQHWDU\ EDVH

%DQN UHVHUYHV

&XUUHQF\ LQ
FLUFXODWLRQ 'HSRVLWV 9DXOW 8QGUDZQ 3HUFHQWDJH

FKDQJHV
\

FLUFXODWLRQ 'HSRVLWV
ZLWK WKH

%DQN RI ,WDO\ H[FHVV
UHVHUYHV

9DXOW
FDVK

8QGUDZQ
RYHUGUDIW
IDFLOLWLHV

7RWDO

J
FKDQJHV
�RYHU ��
PRQWKV�

���� �� 'HF� � � � � � � � ������� ������ ��� ����� ��� ������ ���

���� �� 'HF� � � � � � � � ������� ������ ��� ����� ��� ������ ����

���� �� -DQ� � � � � � � � � ������� ������ ��� ����� ��� ������ ���

)HE� � � � � � � � ������� ������ ��� ����� ��� ������ ����

0DU� � � � � � � � � ������� ������ ��� ����� ��� ������ ���

$SU� � � � � � � � � ������� ������ ��� ����� ��� ������ ����

0D\ � � � � � � � � ������� ������ ��� ����� ��� ������ ����

-XQH � � � � � � � ������� ������ ��� ����� ��� ������ ����

-XO\ � � � � � � � � ������� ������ ��� ����� ��� ������ ����

$XJ� � � � � � � � ������� ������ ��� ����� ��� ������ ����

6HSW� � � � � � � � ������� ������ ��� ����� ��� ������ ���

2FW� � � � � � � � � ������� ������ ��� ����� ��� ������ ���

1RY� � � � � � � � ������� ������ ��� ����� ��� ������ ���

'HF� � � � � � � � ������� ������ ����� ����� � � ������ ���

1/2
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Table a26

%, RSHUDWLRQV

7HPSRUDU\ RSHUDWLRQV

7RWDO

3HUFHQWDJH
FKDQJHV 6HFXULWLHV

)RUHLJQ )L[HG�WHUP 7RWDO7RWDO FKDQJHV
�RYHU ��
PRQWKV� 3XUFKDVHV 6DOHV 7RWDO

)RUHLJQ
FXUUHQF\
SXUFKDVHV

)L[HG�WHUP
DGYDQFHV 7RWDO

������� ��� ������ ��� ������ ������ � � ������ 'HF� �� ����� � � � � � � �

������� ��� ������ ����� ������ ������ �� ������ 'HF� �� ����� � � � � � � �

������� ��� ������ ��� ������ ������ � � ������ -DQ� �� ����� � � � � � � �

������� ��� ������ �� ������ ������ � � ������ )HE�� � � � � � � �

������� ��� ������ ��� ������ ������ � � ������ 0DU�� � � � � � � �

������� ��� ������ �� ������ ������ �� ������ $SU�� � � � � � � �

������� ���� ������ �� ������ ������ � � ������ 0D\� � � � � � � �

������� ���� ������ ��� ������ ����� � � ������ -XQH� � � � � � � �

������� ��� ������ ��� ������ ����� � � ������ -XO\� � � � � � � �

������� ��� ������ ��� ������ ����� � � ������ $XJ�� � � � � � � �

������� ��� ������ ��� ������ ����� � � ������ 6HSW�� � � � � � � �

������� ��� ����� ��� ����� � � � � ����� 2FW�� � � � � � � �

������� ��� ������ ��� ������ � � � � ������ 1RY�� � � � � � � �

������� ��� ������ � � ������ � � ��� ������ 'HF�� � � � � � � �

2/2
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Table a27
Monetary base
(end--of--period stocks in billions of lire)

6RXUFHV

)RUHLJQ VHFWRU
*RYHUQ�

W
7UHDVXU\

G IW
7UHDVXU\

W

6LQNLQJ
IXQG IRU

2WKHU &UHGLWV 	
GHELWV IURP 5HIL� 2WKHU

FXUUHQF\

*RYHUQ
PHQW

VHFXULWLHV

7UHDVXU\
RYHUGUDIW
ZLWK %,

7UHDVXU\
SD\PHQWV
DFFRXQW

IXQG IRU
JRYHUQ�
PHQW FRLQV LQ

GHELWV IURP
WHPSRUDU\

WL

5HIL�
QDQFLQJ

2WKHU
VHFWRUVFXUUHQF\

VZDSV
VHFXULWLHV ZLWK %, DFFRXQW PHQW

VHFXULWLHV
FRLQV LQ

FLUFXODWLRQ
WHPSRUDU\
RSHUDWLRQV

QDQFLQJ VHFWRUV

���� � � � � � � � ������ ������ ������� �� �������� ������� ����� ����� ������ ����� ��������

���� � � � � � � � ������� ������ ������� �� �������� ���� ����� ����� ������ ����� ��������

���� � � � � � � � � ������� ������ ������� �� �������� ������� ����� ����� ������ ������ ��������

���� �� -DQ� � � ������� ������ ������� �� �������� ������� ����� ����� ������ ������ ��������

)HE� � � ������� ������ ������� �� �������� ������� ����� ����� ������ ������ ��������

0DU� � � ������� ������ ������� �� �������� ������� ����� ����� ������ ������ ��������

$SU� � � ������� ������ ������� �� �������� ������� ����� ����� ������ ������ ��������

0D\ � � ������� ����� ������� �� �������� ������� ����� ����� ������ ������ ��������

-XQH � ������� ����� ������� �� �������� ����� ����� ����� ������ ������ ��������

-XO\ � � ������� ����� ������� �� �������� ����� ����� ����� ������ ������ ��������

$XJ� � � ������� ����� ������� �� �������� ����� ����� ����� ������ ������ ��������

6HSW� � ������ � � ������� �� �������� �������� ����� ����� ������ ������ ��������

2FW� � � ������ � � ������ �� �������� ������� ������� ������� ������ ������ ��������

1RY� � � ������ � � ������� �� �������� ����� ������� ������� ������ ������ ��������

'HF� � � �������� � � ��������� �� ���������� ������� ������� ������� ����� �������� ����������

8VHV

%DQN UHVHUYHV 7RWDO
&XUUHQF\

LQ FLUFXODWLRQ
'HSRVLWV ZLWK WKH %DQN RI ,WDO\

7RWDO
PRQHWDU\
EDVH

\
LQ FLUFXODWLRQ

FRPSXOVRU\
UHVHUYHV

2WKHU 7RWDO
EDVH

���� � � � � � � � � � � � � � � � � � � � � � � � � � � � � ������ ������ ������ ����� ������ �������

���� � � � � � � � � � � � � � � � � � � � � � � � � � � � � ������� ������ ������ ����� ������ �������

���� � � � � � � � � � � � � � � � � � � � � � � � � � � � � ������� ������ ������ ����� ������ �������

���� �� -DQ� � � � � � � � � � � � � � � � � � � � � � � ������� ������ ������ ����� ������ �������

)HE� � � � � � � � � � � � � � � � � � � � � � � ������� ������ ������ ����� ������� �������

0DU� � � � � � � � � � � � � � � � � � � � � � � ������� ������ ������ ����� ������ �������

$SU� � � � � � � � � � � � � � � � � � � � � � � ������� ������ ������ ����� ������ �������

0D\ � � � � � � � � � � � � � � � � � � � � � � ������� ������ ������ ����� ������ �������

-XQH � � � � � � � � � � � � � � � � � � � � � ������� ������ ������ ����� ������ �������

-XO\ � � � � � � � � � � � � � � � � � � � � � � ������� ������ ������ ����� ������ �������

$XJ� � � � � � � � � � � � � � � � � � � � � � � ������� ������ ������ ����� ������ �������

6HSW� � � � � � � � � � � � � � � � � � � � � � ������� ������ ������ ����� ������ �������

2FW� � � � � � � � � � � � � � � � � � � � � � � ��������� ������ ������ ����� ������ ���������

1RY� � � � � � � � � � � � � � � � � � � � � � � ��������� ������ ������ ����� ������ ���������

'HF� � � � � � � � � � � � � � � � � � � � � � � ��������� �������� �������� ������� �������� ���������
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cont.

Table a28
BI-UIC operations in government securities
(billions of lire)

2XWULJKW RSHUDWLRQV 7HPSRUDU\ RSHUDWLRQV

3ULPDU\ PDUNHW
2SHQ 1HW 7RWDO

6XEVFULS�
WLRQV 5HGHPSWLRQV 1HW

VXEVFULSWLRQV

2SHQ
PDUNHW 7RWDO 3XUFKDVHV 6DOHV 1HW

SXUFKDVHV

7RWDO

7RWDO

���� � � � � � � � � � � � � � � � � �� ������ �������� ������ ����� �������� ������� �������� ��������

���� � � � � � � � � � � � � � � � � ����� �������� ���������� �������� ���������� �������� ����� �������� ����������

���� �� -DQ� � � � � � � � � � � � ����� ������� ����� ��� ����� ����� ����� �����

)HE� � � � � � � � � � � � ����� ������� � � ������� ������ ���� ������ ������

0DU� � � � � � � � � � � � ����� ������� ����� ����� �������� ����� �������� ��������

$SU� � � � � � � � � � � � ����� ������� ���� ������� ������� ���� ������� �������

0D\ � � � � � � � � � � � ����� ������� ����� ������� ������ ��� ������ ������

-XQH � � � � � � � � � � ����� ������� ����� ������� ������� ����� ������� �������

-XO\ � � � � � � � � � � � ����� ������� ����� ����� ������ ��� ������ ������

$XJ� � � � � � � � � � � ��� ����� ������� ����� ����� �������� ���� �������� ��������

6HSW� � � � � � � � � � � � ����� ������� ����� ��� ������� �� ������� �������

2FW� � � � � � � � � � � � � ����� ������� ������� ������� �������� ����� �������� ��������

1RY� � � � � � � � � � � � � ����� ������� ������� ������� ������ ����� ������ ������
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���� �� $SU� �� � � � � ����� ����� �� ������ ���� ���� ���� ����
���� �� 0D\ �� � � � � ����� ����� �� ������ ���� ���� ���� ����
���� �� -XQH �� � � � � ����� ����� �� ������ ���� ���� ���� ����
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Table a32
Bank of Italy outright operations in Treasury bills:
multiple price auctions

$PRXQW 5HVLGXDO PDWXULW\ LQ GD\V $OORWPHQW UDWHV

'$7( 2) $8&7,21
RIIHUHG UHTXHVWHG WDNHQ XS PLQLPXP PD[LPXP PDUJLQDO ZHLJKWHG

DYHUDJH

���� �� �� -DQXDU\ � � � � � � ����� ����� ����� �� ��� ���� ����

�� -DQXDU\ � � � � � � ����� ����� ����� �� ��� ���� ����

�� )HEUXDU\ � � � � � ����� ����� ����� �� ��� ���� ����

�� )HEUXDU\ � � � � � ����� ����� ����� �� ��� ���� ����

� 0DUFK � � � � � � � ����� ����� ����� ��� ��� ���� ����

�� 0DUFK � � � � � � � ����� ����� ����� ��� ��� ���� ����

� $SULO � � � � � � � � � ����� ����� ����� ��� ��� ���� ����

�� 0D\ � � � � � � � � � ����� ����� ����� �� ��� ���� ����

�� -XQH � � � � � � � � � ����� ����� ����� �� ��� ���� ����

�� -XQH � � � � � � � � � ����� ����� ����� �� ��� ���� ����

�� -XO\ � � � � � � � � � � ����� ����� ����� �� ��� ���� ����

�� -XO\ � � � � � � � � � ����� ����� ����� �� ��� ���� ����

� $XJXVW � � � � � � � ����� ����� ����� �� ��� ���� ����

�� $XJXVW � � � � � � � ������� ������� ������� �� �� ���� ����

�� $XJXVW � � � � � � � ����� ����� ����� �� ��� ���� ����

� 6HSWHPEHU � � � ����� ����� ����� �� ��� ���� ����

� 6HSWHPEHU � � � ����� ����� ����� �� ��� ���� ����

�� 6HSWHPEHU � � � ����� ����� ����� ��� ��� ���� ����

� 2FWREHU � � � � � � ����� ����� ����� �� ��� ���� ����

� 2FWREHU � � � � � � ����� ����� ����� �� ��� ���� ����

�� 2FWREHU � � � � � � ����� ����� ����� ��� ��� ���� ����

�� 1RYHPEHU � � � � ����� ����� ����� �� ��� ���� ����

�� 1RYHPEHU � � � � ����� ����� ����� �� ��� ���� ����

�� 1RYHPEHU � � � � ����� ����� ����� �� ��� ���� ����

���� �� � -DQXDU\ � � � � � � ����� ����� ����� ��� ��� ���� ����

�� 0DUFK � � � � � � � � ����� ����� ����� �� ��� ���� ����

�� 0DUFK � � � � � � � � ����� ����� ����� �� ��� ���� ����

�� 0DUFK � � � � � � � � ����� ����� ����� �� �� ���� ����

�� 0D\ � � � � � � � � � ����� ����� ����� �� �� ���� ����

�� -XQH � � � � � � � � ������� ������� ������� � �� ���� ����

�� -XQH � � � � � � � � ����� ����� ����� �� ��� ���� ����

�� -XO\ � � � � � � � � � ����� ����� ����� �� ��� ���� ����

�� $XJXVW � � � � � � � ����� ����� ����� �� �� ���� ����

�� $XJXVW � � � � � � � ����� ����� ����� �� �� ���� ����

�� $XJXVW � � � � � � � ����� ����� ����� �� �� ���� ����

� 6HSWHPEHU � � � � ����� ����� ����� �� ��� ���� ����

�� 6HSWHPEHU � � � � ����� ����� ����� �� ��� ���� ����

�� 6HSWHPEHU � � � � ����� ����� ����� �� ��� ���� ����

� 1RYHPEHU � � � � ������� ������� ������� �� �� ���� ����
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Table a33

Official rates
(percentages)

'LVFRXQW

2UGLQDU\
DGYDQFHV
�EDVH�
�D�

3UHPLXP

�E�

)L[HG
DGYDQFHV
�D� � �E�

���� �� 0D\ �� � � � � � � � � � � � � � � � � � � � � � ����� ����� � � �����

1RY� �� � � � � � � � � � � � � � � � � � � � � � ����� ����� ���� �����

'HF� �� � � � � � � � � � � � � � � � � � � � � � ����� ����� ���� �����

���� �� -XQH � � � � � � � � � � � � � � � � � � � � � � ����� ����� ���� �����

-XO\ � � � � � � � � � � � � � � � � � � � � � � ����� ����� ���� �����

-XO\ �� � � � � � � � � � � � � � � � � � � � � � ����� ����� ���� �����

$XJ� � � � � � � � � � � � � � � � � � � � � � � ����� ����� ���� �����

6HSW� � � � � � � � � � � � � � � � � � � � � � � � ����� ����� ���� �����

2FW� � � � � � � � � � � � � � � � � � � � � � � ����� ����� ���� �����

2FW� �� � � � � � � � � � � � � � � � � � � � � � ����� ����� ���� �����

1RY� �� � � � � � � � � � � � � � � � � � � � � � ����� ����� ���� �����

'HF� �� � � � � � � � � � � � � � � � � � � � � � ����� ����� ���� �����

���� �� )HE� � � � � � � � � � � � � � � � � � � � � � � ����� ����� ���� �����

$SU� �� � � � � � � � � � � � � � � � � � � � � � ����� ����� ���� �����

0D\ �� � � � � � � � � � � � � � � � � � � � � � ����� ����� ���� �����

-XQH �� � � � � � � � � � � � � � � � � � � � � � ����� ����� ���� �����

-XO\ � � � � � � � � � � � � � � � � � � � � � � ���� ���� ���� �����

6HSW��� � � � � � � � � � � � � � � � � � � � � � ���� ���� ���� ����

2FW� �� � � � � � � � � � � � � � � � � � � � � � ���� ���� ���� ����

���� �� )HE� �� � � � � � � � � � � � � � � � � � � � � � ���� ���� ���� ����

0D\ �� � � � � � � � � � � � � � � � � � � � � � � ���� ���� ���� ����

$XJ� �� � � � � � � � � � � � � � � � � � � � � � ���� ���� ���� ����

���� �� )HE� �� � � � � � � � � � � � � � � � � � � � � � ���� ���� ���� ����

0D\ �� � � � � � � � � � � � � � � � � � � � � � ���� ���� ���� �����

���� �� -XO\ �� � � � � � � � � � � � � � � � � � � � � � ���� ���� ���� ����

2FW� �� � � � � � � � � � � � � � � � � � � � � � ���� ���� ���� ����

���� �� -DQ� �� � � � � � � � � � � � � � � � � � � � � � ���� ���� ���� ����

-XQH �� � � � � � � � � � � � � � � � � � � � � � ���� ���� ���� ����

'HF� �� � � � � � � � � � � � � � � � � � � � � � ���� ���� ���� ����

���� �� $SU� �� � � � � � � � � � � � � � � � � � � � � � ���� ���� ���� ����

2FW� �� � � � � � � � � � � � � � � � � � � � � � ���� ���� ���� ����

'HF� � � � � � � � � � � � � � � � � � � � � � � ���� ���� ���� ����

'HF� �� � � � � � � � � � � � � � � � � � � � � � ���� ���� ���� ����
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Table a34
Interest rates
(percentages)

%, RSHUDWLRQV *URVV 7UHDVXU\ ELOO \LHOGV

&XUUHQF\ VZDSV
5HSRV

'LVFRXQW )L[HG�WHUP
DGYDQFHV

&XUUHQF\ VZDSV
3XUFKDVHV 6DOHV ��PRQWK ��PRQWK ���PRQWK $YHUDJHDGYDQFHV

PLQLPXP DYHUDJH PLQLPXP DYHUDJH PD[LPXP DYHUDJH

J

���� � � � � � � � ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

���� � � � � � � � ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

���� � � � � � � � ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

���� �� -DQ� � ���� ���� ���� ���� ���� ���� �� �� ���� ���� ���� ����

)HE� � ���� ���� ���� ���� ���� ���� �� �� ���� ���� ���� ����

0DU� � ���� ���� ���� ���� ���� ���� �� �� ���� ���� ���� ����

$SU� � ���� ���� ���� ���� ���� ���� �� �� ���� ���� ���� ����

0D\ � ���� ���� ���� ���� ���� ���� �� �� ���� ���� ���� ����

-XQH ���� ���� ���� ���� ���� ���� �� �� ���� ���� ���� ����

-XO\ � ���� ���� �� �� ���� ���� �� �� ���� ���� ���� ����

$XJ� � ���� ���� ���� ���� ���� ���� �� �� ���� ���� ���� ����

6HSW� ���� ���� ���� ���� ���� ���� �� �� ���� ���� ���� ����

2FW� � ���� ���� �� �� ���� ���� �� �� ���� ���� ���� ����

1RY� � ���� ���� ���� ���� ���� ���� �� �� ���� ���� ���� ����

'HF� � ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

���� �� -DQ� � ���� ���� �� �� ���� ���� �� �� ���� ���� ���� ����

)HE� � ���� ���� ���� ���� ���� ���� �� �� ���� ���� ���� ����

0DU� � ���� ���� ���� ���� ���� ���� �� �� ���� ���� ���� ����

$SU� � ���� ���� �� �� ���� ���� ���� ���� ���� ���� ���� ����

0D\ � ���� ���� �� �� ���� ���� �� �� ���� ���� ���� ����

-XQH ���� ���� ���� ���� ���� ���� �� �� ���� ���� ���� ����

-XO\ � ���� ���� ���� ���� ���� ���� �� �� ���� ���� ���� ����

$XJ� � ���� ���� ���� ���� ���� ���� �� �� ���� ���� ���� ����

6HSW� ���� ���� �� �� ���� ���� �� �� ���� ���� ���� ����

2FW� � ���� ���� �� �� ���� ���� �� �� ���� ���� ���� ����

1RY� � ���� ���� �� �� ���� ���� ���� ���� ���� ���� ���� ����

'HF� � ���� ���� �� �� ���� ���� �� �� ���� ���� ���� ����
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Table a35
Bank interest rates: domestic fund-raising in lire
(percentages)

'HSRVLWV &HUWLILFDWHV RI GHSRVLW %RQGV

&XUUHQW
DFFRXQW 2YHUDOO 0D[LPXP 2YHUDOO

$YHUDJH IRU
LVVXHV ZLWK
PDWXULWLHV RI

$YHUDJH IRU
LVVXHV ZLWK
PDWXULWLHV RI 2YHUDOO $YHUDJH IRU

IL[HG UDWHDFFRXQW
DYHUDJH

2YHUDOO
DYHUDJH 0D[LPXP 2YHUDOO

DYHUDJH PDWXULWLHV RI
OHVV WKDQ
� PRQWKV

PDWXULWLHV RI
IURP �� WR ��

PRQWKV

2YHUDOO
DYHUDJH IL[HG UDWH

LVVXHV

���� � � � � � � � � � � � � � � � ���� ���� ���� � � � � � � � � � � � � � � � � � � � �

���� � � � � � � � � � � � � � � � ���� ���� ���� ���� ���� ���� ����� �����

���� � � � � � � � � � � � � � � � ���� ���� ���� ���� ���� ���� ���� ����

���� ��1RY� � � � � � � � � � ���� ���� ���� ���� ���� ���� ���� ����

'HF� � � � � � � � � � ���� ���� ���� ���� ���� ���� ���� ����

���� �� -DQ� � � � � � � � � � ���� ���� ���� ���� ���� ���� ���� ����

)HE� � � � � � � � � � ���� ���� ���� ���� ���� ���� ���� ����

0DU� � � � � � � � � � ���� ���� ���� ���� ���� ���� ���� ����

$SU� � � � � � � � � � ���� ���� ���� ���� ���� ���� ���� ����

0D\ � � � � � � � � � ���� ���� ���� ���� ���� ���� ���� ����

-XQH � � � � � � � � ���� ���� ���� ���� ���� ���� ���� ����

-XO\ � � � � � � � � � ���� ���� ���� ���� ���� ���� ���� ����

$XJ� � � � � � � � � � ���� ���� ���� ���� ���� ���� ���� ����

6HSW� � � � � � � � � ���� ���� ���� ���� ���� ���� ���� ����

2FW� � � � � � � � � � ���� ���� ���� ���� ���� ���� ���� ����

1RY� � � � � � � � � � ���� ���� ���� ���� ���� ���� ���� ����

'HF� � � � � � � � � � ������ ������ ������ ������ ������ ������ ������ ������
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Table a36
Bank interest rates: lira loans to resident customers
(percentages)

2XWVWDQGLQJ ORDQV 'LVEXUVHPHQWV

0LQLPXP IRU
VKRUW WHUP

$YHUDJH IRU
VKRUW WHUP $YHUDJH IRU $YHUDJH IRU

PHGLXP DQG

$YHUDJH IRU
PHGLXP DQG

$YHUDJH IRU
PHGLXP DQG

ORQJ WHUP ORDQV

$%,
SULPH UDWH

VKRUW�WHUP
ORDQV

VKRUW�WHUP
ORDQV

$YHUDJH IRU
RYHUGUDIWV PHGLXP DQG

ORQJ�WHUP ORDQV

PHGLXP DQG
ORQJ�WHUP ORDQV

WR ILUPV

ORQJ�WHUP ORDQV
WR FRQVXPHU
KRXVHKROGV

���� � � � � � � � � � � � � � � � ���� ����� ����� � � � � � � � � � � � � ����

���� � � � � � � � � � � � � � � � ����� ����� ����� ����� ����� ����� �����

���� � � � � � � � � � � � � � � � ���� ����� ����� ����� ���� ����� ����

���� ��1RY� � � � � � � � � � ���� ���� ���� ���� ���� ���� ����

'HF� � � � � � � � � � ���� ���� ���� ���� ���� ���� ����

���� �� -DQ� � � � � � � � � � ���� ���� ���� ���� ���� ���� ����

)HE� � � � � � � � � � ���� ���� ���� ���� ���� ���� ����

0DU� � � � � � � � � � ���� ���� ���� ���� ���� ���� ����

$SU� � � � � � � � � � ���� ���� ���� ���� ���� ���� ����

0D\ � � � � � � � � � ���� ���� ���� ���� ���� ���� ����

-XQH � � � � � � � � ���� ���� ���� ���� ���� ���� ����

-XO\ � � � � � � � � � ���� ���� ���� ���� ���� ���� ����

$XJ� � � � � � � � � � ���� ���� ���� ���� ���� ���� ����

6HSW� � � � � � � � � ���� ���� ���� ���� ���� ���� ����

2FW� � � � � � � � � � ���� ���� ���� ���� ���� ���� ����

1RY� � � � � � � � � � ���� ���� ���� ���� ���� ���� ����

'HF� � � � � � � � � � ������ ������ ������ ������ ������ ������ ������
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Table a37

Principal assets and liabilities of banks
(billions of lire)

$VVHWV

%DQN /RDQV WR 6HFXULWLHV 6KDUHV 3DUWLFLSDWLQJ 5HSRV
%DG GHEWV

DQG ,QWHUEDQN
,QWHUHVW�
EHDULQJ

0HPRUDQGXP
LWHP�

HVWLPDWHG%DQN
UHVHUYHV

/RDQV WR
UHVLGHQWV 6HFXULWLHV 6KDUHV 3DUWLFLSDWLQJ

LQWHUHVW 5HSRV DQG
SURWHVWHG ELOOV

,QWHUEDQN
DFFRXQWV

EHDULQJ
H[WHUQDO
DVVHWV

HVWLPDWHG
UHDOL]DEOH YDOXH
RI EDG GHEWV

���� � � � � � � � � � ������ ��������� ������� ����� ������ ������ ������ ������� ������� ������

���� � � � � � � � � � ������ ��������� ������� ����� ������ ������ ������� ������� ������� ������

���� � � � � � � � � � ������ ��������� ������� ����� ������ ������ ������� ������� ������� ������

���� �� 1RY� � � ������ ��������� ������� ����� ������ ������ ������� ������� ������� ������
'HF� � � ������ ��������� ������� ����� ������ ������ ������� ������� ������� ������

���� �� -DQ� � � ������ ��������� ������� ����� ������ ������ ������� ������� ������� ������
)HE� � � ������ ��������� ������� ����� ������ ������ ������� ������� ������� ������
0DU� � � ������ ��������� ������� ����� ������ ������ ������� ������� ������� ������
$SU� � � ������ ��������� ������� ����� ������ ������ ������� ������� ������� ������
0D\ � � ������ ��������� ������� ����� ������ ������ ������� ������� ������� ������
-XQH � � ������ ��������� ������� ����� ������ ������ ������� ������� ������� ������
-XO\ � � ������ ��������� ������� ����� ������ ������ ������� ������� ������� ������
$XJ� � � ������ ��������� ������� ����� ������ ������ ������� ������� ������� ������
6HSW� � ������ ��������� ������� ����� ������ ������ ������� ������� ������� ������
2FW� � � ������ ��������� ������� ����� ������ ������ ������� ������� ������� ������
1RY� � � ������ ��������� ������� ����� ������ ������ ������� ������� ������� ������
'HF� � � �������� ����������� ��������� ������� �������� �������� ��������� ��������� ��������� ��������

/LDELOLWLHV

5HVLGHQWV·
GHSRVLWV %RQGV 3XEOLF /RDQV

IURP 5HSRV ,QWHUEDQN &DSLWDO
,QWHUHVW�
EHDULQJ 2WKHU

0HPRUDQGXP
LWHP�GHSRVLWV

LQ OLUH
%RQGV 3XEOLF

IXQGV IURP
%,�8,&

5HSRV ,QWHUEDQN
DFFRXQWV

&DSLWDO
DQG UHVHUYHV

EHDULQJ
H[WHUQDO
OLDELOLWLHV

2WKHU LWHP�
VXSHUYLVRU\

FDSLWDO

���� � � � � � � � � � ������� ������� ����� ����� ������� ������� ������� ������� ����� �������

���� � � � � � � � � � ������� ������� ����� ����� ������� ������� ������� ������� ������� �������

���� � � � � � � � � � ������� ������� ����� ����� ������� ������� ������� ������� ������ �������

���� �� 1RY� � � ������� ������� ����� ����� ������� ������� ������� ������� ������ � � � �
'HF� � � ������� ������� ����� ����� ������� ������� ������� ������� ������ �������

���� �� -DQ� � � ������� ������� ����� ����� ������� ������� ������� ������� ������� � � � �
)HE� � � ������� ������� ����� ����� ������� ������� ������� ������� ������� � � � �
0DU� � � ������� ������� ����� ����� ������� ������� ������� ������� ������� �������
$SU� � � ������� ������� ����� ����� ������� ������� ������� ������� ������ � � � �
0D\ � � ������� ������� ����� ����� ������� ������� ������� ������� ����� � � � �
-XQH � � ������� ������� ����� ����� ������� ������� ������� ������� ������ �������
-XO\ � � ������� ������� ����� ����� ������� ������� ������� ������� ������ � � � �
$XJ� � � ������� ������� ����� ����� ������� ������� ������� ������� ����� � � � �
6HSW� � ������� ������� ����� ��� ������� ������� ������� ������� ������ �������
2FW� � � ������� ������� ����� ��� ������� ������� ������� ������� ������ � � � �
1RY� � � ������� ������� ����� ��� ������� ������� ������� ������� ������ � � � �
'HF� � � ��������� ��������� ������� ������� ��������� ��������� ��������� ��������� �������� ���������
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Table a38
Banks: loan and securities portfolios
(billions of lire)

/RDQV WR UHVLGHQWV

6KRUW�WHUP 0HGLXP DQG ORQJ�WHUP 7RWDO /RDQV WR
QRQ�UHVLGHQWV

LQ OLUH LQ OLUH LQ OLUH

QRQ�UHVLGHQWV

���� � � � � � � � � � � ������� ������� ������� ������� ��������� ������� ������
���� � � � � � � � � � � ������� ������� ������� ������� ��������� ������� ������
���� � � � � � � � � � � ������� ������� ������� ������� ��������� ��������� ������

���� �� 1RY� � � � ������� ������� ������� ������� ��������� ��������� ������
'HF� � � � ������� ������� ������� ������� ��������� ��������� ������

���� �� -DQ� � � � ������� ������� ������� ������� ��������� ��������� ������
)HE� � � � ������� ������� ������� ������� ��������� ��������� ������
0DU� � � � ������� ������� ������� ������� ��������� ��������� ������
$SU� � � � ������� ������� ������� ������� ��������� ��������� ������
0D\ � � � ������� ������� ������� ������� ��������� ��������� ������
-XQH � � � ������� ������� ������� ������� ��������� ��������� ������
-XO\ � � � ������� ������� ������� ������� ��������� ��������� ������
$XJ� � � � ������� ������� ������� ������� ��������� ��������� ������
6HSW� � � ������� ������� ������� ������� ��������� ��������� ������
2FW� � � � ������� ������� ������� ������� ��������� ��������� ������
1RY� � � � ������� ������� ������� ������� ��������� ��������� ������
'HF� � � � ��������� ��������� ��������� ��������� ����������� ����������� ��������

6HFXULWLHV

*RYHUQPHQW VHFXULWLHV 2WKHU

%27V
DQG %7(V &7=V &&7V %73V

ERQGV
LVVXHG

E\ EDQNV

7RWDO

���� � � � � � � � � � � � � � � � ������� ������ � � ������� ������� ������ ������ �������
���� � � � � � � � � � � � � � � � ������� ������ ������ ������� ������� ������ ������ �������
���� � � � � � � � � � � � � � � � ������� ������ ������ ������� ������ ������ ������ �������

���� �� 1RY� � � � � � � � � ������� ������ ������ ������� ������ ������ ������ �������
'HF� � � � � � � � � ������� ������ ������ ������� ������ ������ ������ �������

���� �� -DQ� � � � � � � � � ������� ������ ������ ������� ������ ������ ������ �������
)HE� � � � � � � � � ������� ������ ������ ������� ������ ������ ������ �������
0DU� � � � � � � � � ������� ������ ������ ������� ������ ������ ������ �������
$SU� � � � � � � � � ������� ������ ������ ������� ������ ������ ������ �������
0D\ � � � � � � � � ������� ������ ������ ������� ������� ������ ������ �������
-XQH � � � � � � � � ������� ������ ������ ������� ������ ������ ������ �������
-XO\ � � � � � � � � ������� ������ ������ ������� ������ ������ ������ �������
$XJ� � � � � � � � � ������� ������ ������ ������� ������ ������ ������ �������
6HSW� � � � � � � � ������� ������ ������ ������� ������ ������ ������ �������
2FW� � � � � � � � � ������� ������ ������ ������� ������ ������ ������ �������
1RY� � � � � � � � � ������� ������ ������ ������� ������ ������ ������ �������
'HF� � � � � � � � � ��������� �������� �������� ��������� �������� �������� �������� ���������
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Table a39
Banks: deposits and bonds
(billions of lire)

5HVLGHQWV· OLUD GHSRVLWV �� HQG�RI�SHULRG GDWD
5HVLGHQWV·

&XUUHQW 6DYLQJV
&HUWLILFDWHV RI GHSRVLW

5HVLGHQWV·
IRUHLJQ
FXUUHQF\

'HSRVLWV
RI&XUUHQW

DFFRXQWV
6DYLQJV
DFFRXQWV VKRUW�WHUP

PHGLXP
DQG ORQJ�WHUP WRWDO

FXUUHQF\
GHSRVLWV

RI
QRQ�UHVLGHQWV

���� � � � � � � � � � � � � � � ������� ������� ������ ������� ������� ������� ������ ������

���� � � � � � � � � � � � � � � ������� ������� ������ ������� ������� ������� ������ ������

���� � � � � � � � � � � � � � � ������� ������� ������ ������� ������� ������� ������ ������

���� �� 1RY� � � � � � � � ������� ������� ������ ������� ������� ������� ������ ������
'HF� � � � � � � � ������� ������� ������ ������� ������� ������� ������ ������

���� �� -DQ� � � � � � � � ������� ������� ������ ������� ������� ������� ������ ������
)HE� � � � � � � � ������� ������� ������ ������� ������� ������� ������ ������
0DU� � � � � � � � ������� ������� ������ ������� ������� ������� ������ ������
$SU� � � � � � � � ������� ������� ������ ������� ������� ������� ������ ������
0D\ � � � � � � � ������� ������� ������ ������ ������� ������� ������ ������
-XQH � � � � � � � ������� ������� ������ ������ ������� ������� ������ ������
-XO\ � � � � � � � ������� ������� ������ ������ ������� ������� ������ ������
$XJ� � � � � � � � ������� ������� ������ ������ ������� ������� ������ ������
6HSW� � � � � � � ������� ������� ������ ������ ������� ������� ������ ������
2FW� � � � � � � � ������� ������� ������ ������ ������� ������� ������ ������
1RY� � � � � � � � ������� ������� ������ ������ ������� ������� ������ ������
'HF� � � � � � � � ��������� ��������� �������� �������� ��������� ��������� �������� ��������

5HVLGHQWV· OLUD GHSRVLWV �� DYHUDJHV %RQGV

&XUUHQW
&HUWLILFDWHV RI GHSRVLW

&XUUHQW
DFFRXQWV VKRUW�WHUP

PHGLXP
DQG ORQJ�WHUP WRWDO

IL[HG UDWH YDULDEOH UDWH

���� � � � � � � � � � � � � � � ������� ������ ������� ������� ������� ������ �������

���� � � � � � � � � � � � � � � ������� ������ ������� ������� ������� ������ �������

���� � � � � � � � � � � � � � � ������� ������ ������� ������� ������� ������� �������

���� �� 1RY� � � � � � � � ������� ������ ������� ������� ������� ������� �������

'HF� � � � � � � � ������� ������ ������� ������� ������� ������� �������

���� �� -DQ� � � � � � � � ������� ������ ������� ������� ������� ������� �������

)HE� � � � � � � � ������� ������ ������� ������� ������� ������� �������

0DU� � � � � � � � ������� ������ ������� ������� ������� ������� �������

$SU� � � � � � � � ������� ������ ������� ������� ������� ������� �������

0D\ � � � � � � � ������� ������ ������� ������� ������� ������� �������

-XQH � � � � � � � ������� ������ ������ ������� ������� ������� �������

-XO\ � � � � � � � ������� ������ ������ ������� ������� � � � � � � � �

$XJ� � � � � � � � ������� ������ ������ ������� ������� � � � � � � � �

6HSW� � � � � � � ������� ������ ������ ������� ������� ������� �������

2FW� � � � � � � � ������� ������ ������ ������� ������� � � � � � � � �

1RY� � � � � � � � ������� ������ ������ ������� ������� � � � � � � � �
'HF� � � � � � � � ��������� �������� �������� ��������� ��������� ��������� ���������
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Table a40
Supervisory capital and capital adequacy (1)
(billions of lire)

6XSSOHPHQWDU\ FDSLWDO &DSLWDO VKRUWIDOOV

&RUH
FDSLWDO VXERUGLQDWHG

OLDELOLWLHV

6XSHUYLVRU\
FDSLWDO

6ROYHQF\
UDWLR

([FHVV
FDSLWDO 1XPEHU

RI EDQNV $PRXQW
6KDUH
RI ORDQ
PDUNHW

'HFHPEHU ����

%DQNV LQ WKH &HQWUH DQG 1RUWK ������� ������ ������ ������� ���� ������ � ��� ���

%DQNV LQ WKH 6RXWK � � � � � � � � � ������ ����� ����� ������ ���� ����� � ����� ���

7RWDO � � � � � � ������� ������ ������ ������� ���� ������ �� ����� ����

-XQH ����

%DQNV LQ WKH &HQWUH DQG 1RUWK ������� ������ ������ ������� ���� ������ � ��� ���

%DQNV LQ WKH 6RXWK � � � � � � � � � ������ ����� ����� ������ ��� ����� �� ����� ���

7RWDO � � � � � � ������� ������ ������ ������� ���� ������ �� ����� ����

'HFHPEHU ����

%DQNV LQ WKH &HQWUH DQG 1RUWK ������� ������ ������ ������� ���� ������ � ��� ���

%DQNV LQ WKH 6RXWK � � � � � � � � � ������ ����� ����� ������ ���� ����� � ����� ���

7RWDO � � � � � � ������� ������ ������ ������� ���� ������ �� ����� ����

-XQH ����

%DQNV LQ WKH &HQWUH DQG 1RUWK ������� ������ ������ ������� ���� ������ � ��� ���

%DQNV LQ WKH 6RXWK � � � � � � � � � ������ ����� ����� ������ ���� ����� �� ����� ���

7RWDO � � � � � � ������� ������ ������ ������� ���� ������ �� ����� ���

'HFHPEHU ����

%DQNV LQ WKH &HQWUH DQG 1RUWK ������� ������ ������ ������� ���� ������ � ����� ����

%DQNV LQ WKH 6RXWK � � � � � � � � � ������ ����� ����� ������ ���� ����� � ��� ���

7RWDO � � � � � � ������� ������ ������ ������� ���� ������ �� ����� ����

-XQH ����

%DQNV LQ WKH &HQWUH DQG 1RUWK ������� ������ ������ ������� ���� ������ � ��� ����

%DQNV LQ WKH 6RXWK � � � � � � � � � ������ ����� ����� ������ ���� ����� � ��� ���

7RWDO � � � � � � ������� ������ ������ ������� ���� ������ �� ����� ����
� � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � �

6HSWHPEHU ����

%DQNV LQ WKH &HQWUH DQG 1RUWK ������� ������ ������ ������� ���� ������ � ��� ���

%DQNV LQ WKH 6RXWK � � � � � � � � � ������ ����� ����� ������ ���� ����� � ��� ���

7RWDO � � � � � � ������� ������ ������ ������� ���� ������ �� ����� ����

6HSWHPEHU ����

%DQNV LQ WKH &HQWUH DQG 1RUWK ������� ������ ������ ������� ���� ������ �� ��� ���

%DQNV LQ WKH 6RXWK � � � � � � � � � ������ ����� ����� ������ ���� ����� � ��� ���

7RWDO � � � � � � ������� ������ ������ ������� ���� ������ �� ��� ���

��� 7KH ILJXUHV UHIHU WR WKH LQGLYLGXDO UHWXUQV RI DOO EDQNV H[FHSW IRU WKH EUDQFKHV RI EDQNV ORFDWHG LQ RWKHU &RPPXQLW\ FRXQWULHV DQG RWKHU FRXQWULHV WKDW DSSO\ VXSHUYLVRU\ UXOHV FRPSDUDEOH
WR WKRVH LQ IRUFH LQ ,WDO\�
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Table a41
Italian investment funds: securities portfolios and net assets
(end--of--period balance sheet value; billions of lire)

/LUD VHFXULWLHV

*RYHUQPHQW VHFXULWLHV

%27V &7=V %73V &&7V
%RQGV 6KDUHV 7RWDO

%27V &7=V %73V &&7V

���� � � � � � � � � � � � ������ ������ ����� ������ ������ ����� ������ ������

���� � � � � � � � � � � � ������� ������ ������ ������ ������ ����� ������ �������

���� � � � � � � � � � � � ������� ������ ������ ������ ������ ����� ������ �������

���� � � � � � � � � � � � ������� ������ ������ ������� ������ ����� ������ �������

���� �� �WK TWU� � � ������� ������ ������ ������ ������ ����� ������ �������

���� �� �VW TWU� � � ������� ������ ������ ������ ������ ����� ������ �������

�QG µ � � ������� ������ ������ ������ ������ ����� ������ �������

�UG µ � � ������� ������ ������ ������ ������ ����� ������ �������

�WK µ � � ������� ������ ������ ������ ������ ����� ������ �������

���� ���VW TWU� � � ������� ������ ������ ������� ������ ����� ������ �������

�QG µ � � ������� ������ ������ ������� ������ ����� ������ �������

�UG µ � � ������� ������ ������ ������� ������ ����� ������ �������

�WK µ � � ������� ������ ������ ������� ������ ����� ������ �������

���� ��'HF� � � � � � ������� ������ ������ ������ ������ ����� ������ �������

���� �� -DQ� � � � � � ������� ������ ������ ������ ������ ����� ������ �������

)HE� � � � � � ������� ������ ������ ������ ������ ����� ������ �������

0DU� � � � � � ������� ������ ������ ������� ������ ����� ������ �������

$SU� � � � � � ������� ������ ������ ������� ������ ����� ������ �������

0D\ � � � � � ������� ������ ������ ������� ������ ����� ������ �������

-XQH � � � � ������� ������ ������ ������� ������ ����� ������ �������

-XO\ � � � � � ������� ������ ������ ������� ������ ����� ������ �������

$XJ� � � � � � ������� ������ ������ ������� ������ ����� ������ �������

6HSW� � � � � ������� ������ ������ ������� ������ ����� ������ �������

2FW� � � � � � ������� ������ ������ ������� ������ ����� ������ �������

1RY� � � � � � ������� ������ ������ ������� ������ ����� ������ �������

'HF� � � � � � ������� ������ ������ ������� ������ ����� ������ �������

���
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Table a41

)RUHLJQ FXUUHQF\ VHFXULWLHV 0HPRUDQGXP LWHP�

VKDUHV

2WKHU
ILQDQFLDO
DVVHWV

7RWDO
SRUWIROLR

1HW
DVVHWV *URVV

VDOHV
1HW
VDOHVVDOHV VDOHV

������ ������ ��� ������� ������� ������ �������� ����� � � � � � � � � � � � � � � � �

������ ������ ��� ������� ������� ������� ������ ����� � � � � � � � � � � � � � � � �

������ ������ ��� ������� ������� ������� ������� ����� � � � � � � � � � � � � � � � �

������� ������ ��� ������� ������� ������� ������� ����� � � � � � � � � � � � � � � � �

������ ������ ��� ������� ������� ������ ������ �WK TWU� �� ����� � � � � �

������ ������ ��� ������� ������� ������ ������ �VW TWU� �� ����� � � � � �

������ ������ ��� ������� ������� ������ ������ �QG µ� � � � � �

������ ������ ��� ������� ������� ������ ������ �UG µ� � � � � �

������ ������ ��� ������� ������� ������ ������ �WK µ� � � � � �

������� ������ ��� ������� ������� ������� ������� �VW TWU� �� ����� � � � � �

������� ������ ��� ������� ������� ������� ������� �QG µ� � � � � �

������� ������ ��� ������� ������� ������� ������ �UG µ� � � � � �

������� ������ ��� ������� ������� ������� ������ �WK µ� � � � � �

������ ������ ��� ������� ������� ������ ������ 'HF��� ����� � � � � � � � � � �

������� ������ ��� ������� ������� ������ ������ -DQ��� ����� � � � � � � � � � �

������� ������ ��� ������� ������� ������ ������ )HE�� � � � � � � � � � �

������� ������ ��� ������� ������� ������ ������ 0DU�� � � � � � � � � � �

������� ������ ��� ������� ������� ������ ������ $SU�� � � � � � � � � � �

������� ������ ��� ������� ������� ������ ������ 0D\� � � � � � � � � � �

������� ������ ��� ������� ������� ������ ������ -XQH� � � � � � � � � � �

������� ������ ��� ������� ������� ������ ������ -XO\� � � � � � � � � � �

������� ������ ��� ������� ������� ������ ������ $XJ�� � � � � � � � � � �

������� ������ ��� ������� ������� ������ ������ 6HSW�� � � � � � � � � � �

������� ������ ��� ������� ������� ������ ������ 2FW�� � � � � � � � � � �

������� ������ ��� ������� ������� ������ ������ 1RY�� � � � � � � � � � �

������� ������ ��� ������� ������� ������ ������ 'HF�� � � � � � � � � � �

���
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Table a42
Italian securities investment funds
(billions of lire)

/LUD VHFXULWLHV

*RYHUQPHQW VHFXULWLHV

%27V &7=V %73V &&7V

���� � � � � � � � � � � � � � � � ������ ����� ����� ����� �����

���� � � � � � � � � � � � � � � � ������ ������ ������ ������ ������

���� � � � � � � � � � � � � � � � ������ �������� ������ ������ �����

���� � � � � � � � � � � � � � � � ������� ������ ����� ������� ������

���� �� �WK TWU� � � � � � � ������ ����� ����� ����� �����

���� �� �VW TWU� � � � � � � ������ ����� ������ ����� �������

�QG µ � � � � � � ����� ������� ������ ����� �������

�UG µ � � � � � � ������ ������� ����� ����� �����

�WK µ � � � � � � ������ ������� ����� ������ ������

���� �� �VW TWU� � � � � � � ������ ����� ����� ������ �����

�QG µ � � � � � � ������ ����� ����� ������ ������

�UG µ � � � � � � ������ ������� ������� ������ ������

�WK µ � � � � � � ������ ����� ��� ������ �����

���� ��'HF� � � � � � � � � � ������ ����� ����� ����� �����

���� �� -DQ� � � � � � � � � � ������ ����� ����� ����� �����

)HE� � � � � � � � � � ������ ����� ���� ������ ���

0DU� � � � � � � � � � ������ ��� ����� ����� ���

$SU� � � � � � � � � � ������ ����� ������� ����� �����

0D\ � � � � � � � � � ������ ��� ����� ������ �����

-XQH � � � � � � � � ������ ��� ����� ������ �����

-XO\ � � � � � � � � � ������ ��� ������� ����� �����

$XJ� � � � � � � � � � ��� ������� ������� ����� �����

6HSW� � � � � � � � � ������ ����� ����� ������ �����

2FW� � � � � � � � � � ������ ����� ������� ������ �����

1RY� � � � � � � � � � ������ ����� ����� ������ �����

'HF� � � � � � � � � � ������ ����� ����� ������ �����

���
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Table a42

)RUHLJQ FXUUHQF\ VHFXULWLHV

%RQGV 6KDUHV 7RWDO VKDUHV

2WKHU
ILQDQFLDO
DVVHWV

7RWDO
SRUWIROLR

��� ��� ������ ������� ������� ��� ����� ����� � � � � � � � � � � � � � �

����� ��� ������ ����� ����� ����� ������ ����� � � � � � � � � � � � � � �

����� ����� ������ ������ ������ ����� ������� ����� � � � � � � � � � � � � � �

����� ������ ������� ������� ������ � ������� ����� � � � � � � � � � � � � � �

��� ��� ������ ����� ����� ���� ������ �WK TWU� �� ����� � � � � �

��� ����� ������ ������ ����� ����� ������ �VW TWU� �� ����� � � � � �

��� ��� ����� ������ ����� ����� ������ �QG µ� � � � � �

��� ����� ������ ������ ����� ���� ������ �UG µ� � � � � �

��� ����� ������ ������ ����� �� ������ �WK µ� � � � � �

����� ������ ������ ������ ������ � ������� �VW TWU� �� ����� � � � � �

��� ����� ������ ������ ������ �� ������� �QG µ� � � � � �

���� ������� ������ ������ ����� �� ������ �UG µ� � � � � �

��� ����� ������ ������ ����� ���� ������ �WK µ� � � � � �

��� ����� ������ ����� ����� ��� ������ 'HF� �� ����� � � � � �

��� ����� ������ ������ ����� ���� ������ -DQ� �� ����� � � � � �

��� ����� ������ ������ ����� �� ������ )HE�� � � � � �

��� ����� ������ ������ ����� � ������ 0DU�� � � � � �

��� ����� ������ ������ ����� �� ������ $SU�� � � � � �

�� ����� ������ ������ ����� ��� ������ 0D\� � � � � �

��� ����� ������ ����� ����� � ������ -XQH� � � � � �

� �� ������ ������ ����� �� ������ -XO\� � � � � �

��� ������� ����� ����� ����� ��� ����� $XJ�� � � � � �

����� ����� ������ ����� ��� � ������ 6HSW�� � � � � �

��� ����� ������ ����� ����� ���� ������ 2FW�� � � � � �

��� ��� ������ ����� ����� �� ������ 1RY�� � � � � �

��� ����� ������ ����� ��� ���� ������ 'HF�� � � � � �

���



50a

Table a43
Portfolio management services (1)
(end--of--period market values in billions of lire)

*RYHUQPHQW VHFXULWLHV %RQGV 6KDUHV*RYHUQPHQW VHFXULWLHV %RQGV 6KDUHV

%27V %73V &&7V ,WDOLDQ )RUHLJQ ,WDOLDQ )RUHLJQ

���� � �WK TWU�

%DQNV � � � � � � � � � � � � ������� ������ ������ ������ ������ ������ ����� ���

6HFXULWLHV ILUPV � � � ������ ����� ������ ������ ����� ����� ����� �����

7RWDO � � � ������� ������ ������ ������ ������ ������ ������ �����

���� � �VW TWU�

%DQNV � � � � � � � � � � � � ������� ������ ������ ������ ������ ������ ����� ���

6HFXULWLHV ILUPV � � � ������ ����� ������ ������ ����� ������ ����� �����

7RWDO � � � ������� ������ ������ ������ ������ ������ ������ �����

���� � �QG TWU�

%DQNV � � � � � � � � � � � � ������� ������ ������ ������ ������ ������ ����� ���

6HFXULWLHV ILUPV � � � ������ ����� ������ ������ ����� ������ ����� �����

7RWDO � � � ������� ������ ������ ������ ������ ������ ������ �����

���� � �UG TWU�

%DQNV � � � � � � � � � � � � ������� ������ ������ ������ ������ ������ ����� ���

6HFXULWLHV ILUPV � � � ������ ����� ������ ������ ����� ������ ����� �����

7RWDO � � � ������� ������ ������ ������ ������ ������ ������ �����

���� � �WK TWU�

%DQNV � � � � � � � � � � � � ������� ����� ������ ������ ������ ������ ������ ���

6HFXULWLHV ILUPV � � � ������ ����� ������ ������ ����� ������ ����� �����

7RWDO � � � ������� ������ ������ ������ ������ ������ ������ �����

���� � �VW TWU� ���

%DQNV � � � � � � � � � � � � ������� ����� ������ ������ ������ ������ ������ �����

6HFXULWLHV ILUPV � � � ������ ����� ������ ����� ����� ������ ������ �����

7RWDO � � � ������� ����� ������� ������ ������ ������ ������ �����

���� � �QG TWU� ���

%DQNV � � � � � � � � � � � � ������� ����� ������ ������ ������ ������ ������ �����

6HFXULWLHV ILUPV � � � ������ ����� ������ ����� ����� ������ ������ �����

7RWDO � � � ������� ������ ������ ������ ������ ������ ������ �����

���� � �UG TWU� ���

%DQNV � � � � � � � � � � � � ������� ����� ������ ������ ������ ������ ������ �����

6HFXULWLHV ILUPV � � � ������ ����� ������ ������ ����� ������ ����� �����

7RWDO � � � ������� ����� ������� ������ ������ ������ ������ �����

��� 6HH WKH QRWHV WR WKH VWDWLVWLFDO WDEOHV� �� ��� 3URYLVLRQDO�

���
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Table a43

,QYHVWPHQW IXQG XQLWV 2WKHU 7RWDO 0HPRUDQGXP LWHPV�,QYHVWPHQW IXQG XQLWV 2WKHU
ILQDQFLDO

W

7RWDO
SRUWIROLR

7RWDO
PDQDJHG
I G

0HPRUDQGXP LWHPV�

,WDOLDQ )RUHLJQ

ILQDQFLDO
DVVHWV SRUWIROLR PDQDJHG

IXQGV
*URVV IXQG�UDLVLQJ 1HW IXQG�UDLVLQJ

���� � �WK TWU�

����� ��� ����� ������� ������� ������ ������ %DQNV� � � � � � � � � � � � �

����� ��� �� ������ ������ ����� ����� 6HFXULWLHV ILUPV� � � � �

����� ��� ����� ������� ������� ������ ������ � � � 7RWDO

���� � �VW TWU�

������ ��� ��� ������� ������� ������ ������ %DQNV� � � � � � � � � � � � �

����� ��� �� ������ ������ ������ ����� 6HFXULWLHV ILUPV� � � � �

������ ����� ��� ������� ������� ������ ������ � � � 7RWDO

���� � �QG TWU�

������ ��� ��� ������� ������� ������ ������ %DQNV� � � � � � � � � � � � �

����� ����� �� ������ ������ ������ ����� 6HFXULWLHV ILUPV� � � � �

������ ����� ��� ������� ������� ������ ������ � � � 7RWDO

���� � �UG TWU�

������ ����� ��� ������� ������� ������ ������ %DQNV� � � � � � � � � � � � �

������ ����� �� ������ ������� ������ ����� 6HFXULWLHV ILUPV� � � � �

������ ����� ��� ������� ������� ������ ������ � � � 7RWDO

���� � �WK TWU�

������ ����� ��� ������� ������� ������ ����� %DQNV� � � � � � � � � � � � �

������ ����� �� ������� ������� ������ ������ 6HFXULWLHV ILUPV� � � � �

������ ����� ��� ������� ������� ������ ������ � � � 7RWDO

���� � �VW TWU� ���

������ ����� ��� ������� ������� ������ ������ %DQNV� � � � � � � � � � � � �

������ ����� �� ������� ������� ������ ������ 6HFXULWLHV ILUPV� � � � �

������� ����� ����� ������� ������� ������ ������ � � � 7RWDO

���� � �QG TWU� ���

������� ����� ��� ������� ������� ������ ������ %DQNV� � � � � � � � � � � � �

������ ����� ��� ������� ������� ������ ������ 6HFXULWLHV ILUPV� � � � �

������� ����� ��� ������� ������� ������� ������ � � � 7RWDO

���� � �UG TWU� ���

������� ����� ��� ������� ������� ������ ������ %DQNV� � � � � � � � � � � � �

������ ����� ��� ������� ������� ������ ����� 6HFXULWLHV ILUPV� � � � �

������� ������ ��� ������� ������� ������ ������ � � � 7RWDO

���
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Table a44
Net issues of securities
(billions of lire)

,VVXHUV
7RWDO

,QYHVWRUV

3XEOLF
VHFWRU %DQNV

1RQ�ILQDQFLDO
FRPSDQLHV DQG
VXSUDQDWLRQDO
LQVWLWXWLRQV

7RWDO
ERQGV DQG
JRYHUQPHQW
VHFXULWLHV %,�8,& %DQNV ,QYHVWPHQW

IXQGV 2WKHU
6KDUHV

���� � � � � � � � � � � � � � ������� ������ ������� ������� ������ ������ ������ ������� ������

���� � � � � � � � � � � � � � ������� ������ ������� ������� ������� ������ ������ ������� ������

���� � � � � � � � � � � � � � ������� ����� ������� ������� ������� �������� ������ ������� �����

���� � � � � � � � � � � � � � ������� ������ ����� ������� �������� ������ ������ ������� �����

���� � � � � � � � � � � � � � ������ ������ ��� ������� �������� �������� ������ ������ �����

���� � � � � � � � � � � � � � �������� �������� ��������� �������� �������� ������� ������� ���������� ������

���� �� �WK TWU� � � � � ������ ������ ����� ������ �������� ������ ������ ������ �����

���� �� �VW TWU� � � � � ������ ������ ����� ������ ������ ����� ������ ������ ���

�QG µ � � � � ����� ������ ������� ������ ������� �������� ����� ������ ���

�UG µ � � � � ������ ������ ��� ������ �������� �������� ������ ������ ���

�WK µ � � � � �������� ������ ��� ����� ������� ������� ������ �������� �����

���� �� �VW TWU� � � � � �������� �������� ����� �������� �������� ������� ������ ��������� �����

�QG µ � � � � �������� �������� ������� �������� ������� ������� ������ ��������� �����

�UG µ � � � � �������� ������� ������� �������� �������� ����� ������ �������� �����

�WK µ � � � � ���������� �������� ����� ���������� ������ ��������� ������ ���������� ��

���� ��'HF� � � � � � � � �������� ����� ���� �������� ������� ������� ������ �������� �����

���� �� -DQ� � � � � � � � ��������� ������� ����� ��������� ������� ������� ������ ���������� ���

)HE� � � � � � � � �������� ������� ����� �������� ������� ��������� ������ �������� �����

0DU� � � � � � � � ������� ������� �� �� �������� ������� ������� ������ ������� � �

$SU� � � � � � � � ������� ������� �� �� �������� ������� ������� ������ ��������� �����

0D\ � � � � � � � �������� ������� ������� �������� ������� ������� ������ ������� � �

-XQH � � � � � � ��������� ������� �� �� ������� ������� ��������� ������ ��������� �����

-XO\ � � � � � � � ������� ������� ������ ������� �������� ������� ������ �������� �����

$XJ� � � � � � � � ������� ������� ������� �������� ����� ��������� ��� �������� ��

6HSW� � � � � � � ������� ������� �� �� �������� ��� ������� ������ ���������� � �

2FW� � � � � � � � ��������� ������� �� �� ��������� ������� �������� ������ ���������� ��

1RY� � � � � � � � ������� ������� ����� �������� ����� ��������� ������ ��������� � �

'HF� � � � � � � � ���������� ������� ����� ���������� ������ ���������� ������ ���������� �
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FRQW�

Table a45
,VVXH FRQGLWLRQV RI 7UHDVXU\ ERQGV �%73V�

&2'( 'DWH RI 'DWH RI 3ULFH DW *URVV \LHOG $PRXQW
WDNH XS *URVV FRXSRQ&2'( 'DWH RI

PDWXULW\
'DWH RI
LVVXH

3ULFH DW
LVVXH

*URVV \LHOG
DW LVVXH WDNH XS

�OLUH ELOOLRQ�
*URVV FRXSRQ

������ �������� �������� ����� ���� ����� �����

������ ��������� �������� ����� ���� ����� �����

������ �������� �������� ����� ���� ����� �����

������ ��������� ��������� ����� ���� ����� �����

������ �������� ��������� ����� ���� ����� �����

������ �������� �������� ����� ���� ����� �����

������ ��������� �������� ������ ���� ����� �����

������ �������� �������� ������ ���� ����� �����

������ ��������� ��������� ������ ���� ����� �����

������ �������� ��������� ������ ���� ����� �����

������ �������� ��������� ������ ���� ����� �����

������ �������� �������� ������ ���� ����� �����

������ �������� �������� ������ ���� ����� �����

������ �������� �������� ������ ���� ����� �����

������ �������� ��������� ������ ���� ����� �����

������ ��������� ��������� ����� ���� ����� �����

������ �������� �������� ������ ���� ����� �����

������ �������� �������� ������ ���� ����� �����

������ ��������� �������� ������ ���� ����� �����

������ �������� ��������� ������ ���� ����� �����

������ ��������� ��������� ������ ���� ����� �����

������ �������� �������� ������ ���� ����� �����

������ �������� �������� ������ ���� ����� �����

������ ��������� �������� ������ ���� ����� �����

������ ��������� ��������� ������ ���� ����� �����

������ �������� ��������� ������ ���� ����� �����

������ �������� ��������� ������ ���� ����� �����

������ �������� ��������� ������ ���� ����� �����

������ ��������� ��������� ������ ���� ����� �����

������ �������� ���������� ������ ���� ����� �����

������ ��������� ���������� ������ ���� ����� �����

������ �������� ��������� ������ ���� ����� �����

������ �������� ��������� ������ ���� ����� �����

������ ��������� ��������� ������ ���� ����� �����

������ ��������� ���������� ������ ���� ����� �����

������ ��������� ���������� ����� ���� ����� �����

������ ��������� ���������� ����� ���� ����� �����

������ �������� ��������� ������ ���� ����� �����

������ ��������� ���������� ������ ���� ����� �����

������ �������� �������� ������ ���� ����� �����

������ ��������� �������� ������ ���� ����� �����

������ ��������� �������� ������ ���� ����� �����

������ ��������� ��������� ������ ���� ����� �����

������ ��������� ��������� ������ ���� ����� �����

������ ��������� ��������� ������ ���� ����� �����

������ �������� �������� ������ ���� ����� �����

������ ��������� �������� ������ ���� ����� �����

������ �������� �������� ������ ���� ����� �����

���
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Table a45

,VVXH FRQGLWLRQV RI 7UHDVXU\ FUHGLW FHUWLILFDWHV �&&7V�

&2'( 'DWH RI 'DWH RI 3ULFH DW *URVV \LHOG DW $PRXQW
WDNHQ XS 6SUHDG )LUVW JURVV&2'( 'DWH RI

PDWXULW\
'DWH RI
LVVXH

3ULFH DW
LVVXH

*URVV \LHOG DW
LVVXH WDNHQ XS

�OLUH ELOOLRQ�
6SUHDG )LUVW JURVV

FRXSRQ

������ �������� �������� ����� ���� ����� ���� �����
������ �������� ��������� ������ ���� ����� ���� �����
������ �������� ��������� ������ ���� ����� ���� �����
������ �������� �������� ������ ���� ����� ���� �����
������ �������� �������� ������ ���� ����� ���� �����
������ �������� �������� ������ ���� ����� ���� �����
������ �������� �������� ������ ���� ����� ���� �����
������ �������� �������� ������ ���� ����� ���� �����
������ �������� �������� ������ ���� ����� ���� �����
������ �������� �������� ������ ���� ����� ���� �����
������ �������� �������� ������ ���� ����� ���� �����
������ �������� �������� ������ ���� ����� ���� �����
������ ��������� ��������� ������ ���� ����� ���� �����
������ ��������� ��������� ������ ���� ����� ���� �����
������ ��������� �������� ������ ���� ����� ���� �����
������ ��������� �������� ������ ���� ����� ���� �����

,VVXH FRQGLWLRQV RI ]HUR�FRXSRQ 7UHDVXU\ FHUWLILFDWHV �&7=V�

&2'( 'DWH RI 'DWH RI 3ULFH DW *URVV \LHOG DW LVVXH
$PRXQW
WDNHQ XS&2'( 'DWH RI

PDWXULW\
'DWH RI
LVVXH

3ULFH DW
LVVXH *URVV \LHOG DW LVVXH WDNHQ XS

�OLUH ELOOLRQ�

������ ��������� ��������� ����� ���� �����
������ ��������� ��������� ����� ���� �����
������ ��������� ��������� ����� ���� �����
������ ��������� ��������� ����� ���� �����
������ ��������� ��������� ����� ���� �����
������ ��������� ��������� ����� ���� �����
������ ��������� ��������� ����� ���� �����
������ ��������� ��������� ����� ���� �����
������ ��������� ��������� ����� ���� �����
������ ��������� ��������� ����� ���� �����
������ ��������� ���������� ����� ���� �����
������ ���������� ���������� ����� ���� �����
������ ���������� ���������� ����� ���� �����
������ ��������� ���������� ����� ���� �����
������ ���������� ���������� ����� ���� �����
������ ��������� ���������� ����� ���� �����
������ ��������� ���������� ����� ���� �����
������ ��������� ��������� ����� ���� �����
������ ��������� ��������� ����� ���� �����
������ ��������� ��������� ����� ���� �����
������ ��������� ��������� ����� ���� �����
������ ��������� ��������� ����� ���� �����
������ ��������� ��������� ����� ���� �����

���
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Table a46

Securities market: yield to maturity and total return indices

*URVV \LHOG WR PDWXULW\ 7RWDO UHWXUQ LQGLFHV �JURVV�

%27V &7=V &&7V &7(V %73V %DQN
ERQGV %27V &7=V &&7V &7(V %73V ,QYHVWPHQW

IXQGV

���� � � � � � � � � � � � �� �� ����� ���� ����� ����� ������ �� ������ ������ ������ ������

���� � � � � � � � � � � � �� �� ���� ���� ����� ����� ������ �� ������ ������ ������ ������

���� � � � � � � � � � � � �� ����� ����� ���� ����� ����� ������ ������ ������ ������ ������ ������

���� � � � � � � � � � � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

���� � � � � � � � � � � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

���� � � � � � � � � � � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

���� �WK TWU� � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

���� �� �VW TWU� � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

�QG µ � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

�UG µ � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

�WK µ � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

���� �� �VW TWU� � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

�QG µ � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

�UG µ � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

�WK µ � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

���� �� -DQ� � � � � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

)HE� � � � � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

0DU� � � � � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

$SU� � � � � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

0D\ � � � � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

-XQH � � � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

-XO\ � � � � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

$XJ� � � � � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

6HSW� � � � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

2FW� � � � � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

1RY� � � � � � ���� ���� ���� ���� ���� ���� ������ ������ ������ ������ ������ ������

'HF� � � � � � ���� ���� ���� ���� ���� ���� ������ ������ ������ �� ������ ������

���� �� -DQ� � � � � � ���� ���� ���� ���� ���� ���� �� �� �� �� �� ��
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Table a47
The money supply
(stocks in billions of lire)

(QG�RI�SHULRG GDWD

6LJKW GHSRVLWV

1RWHV DQG FRLQ
%DQNV 3RVW 2IILFH

2WKHU LWHPV 7RWDO� 0� 6KRUW�WHUP
&'V

���� � � � � � � � � � � ������ ������� ����� ������ ������� ������

���� � � � � � � � � � � ������ ������� ����� ������ ������� ������

���� � � � � � � � � � � ������ ������� ����� ������ ������� ������

���� � � � � � � � � � � ������ ������� ����� ������ ������� ������

���� � � � � � � � � � � ������ ������� ����� ������ ������� ������

���� � � � � � � � � � � ������ ������� ����� ������ ������� ������

���� ��1RY� � � � � ������ ������� ����� �������� ��������� ������

'HF� � � � � ������� ������� ����� �������� ��������� ������

���� �� -DQ� � � � � ������ ������� ����� �������� ��������� ������

)HE� � � � � ������ ������� ����� �������� ��������� ������

0DU� � � � � ������ ������� ����� ������� ��������� ������

$SU� � � � � ������ ������� ����� ������� ��������� ������

0D\ � � � � ������ ������� ����� ������� ��������� ������

-XQH � � � ������ ������� ����� �������� ��������� ������

-XO\ � � � � ������� ������� ����� �������� ��������� ������

$XJ� � � � � ������ ������� ����� ������� ��������� ������

6HSW� � � � ������ ������� ����� ������� ��������� ������

2FW� � � � � ������ ������� ����� �������� ��������� ������

1RY� � � � � ������� ������� ����� �������� ��������� ������

'HF� � � � � ������� ������� ����� �������� ��������� ������

���� �� -DQ� � � � � ������� ������� ������� �������� ��������� ������

)HE� � � � � ������� ������� ������� ������� ��������� ������

0DU� � � � � ������� ������� ������� ������� ��������� ������

$SU� � � � � ������� ������� ������� �������� ��������� ������

0D\ � � � � ������� ������� ������� ������� ��������� ������

-XQH � � � ������� ������� ������� �������� ��������� ������

-XO\ � � � � ������� ������� ������� �������� ��������� ������

$XJ� � � � � ������� ������� ������� ������� ��������� ������

6HSW� � � � ������� ������� ������� ������� ��������� ������

2FW� � � � � ��������� ������� ������� ������� ��������� ������

1RY� � � � � ��������� ������� ������� ������� ��������� ������

'HF� � � � � ��������� ������� ������� �������� ��������� ������

���
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Table a47

$YHUDJH GDWD

6DYLQJV
GHSRVLWV

3RVWDO
VDYLQJV GHSRVLWV

7RWDO� 0� �QHW RI &'V
ZLWK D PDWXULW\ RI DW
OHDVW �� PRQWK�

0�
0� �QHW RI &'V

ZLWK D PDWXULW\ RI DW
OHDVW �� PRQWKV�

([WHQGHG
0�

������� ������ ������� ������� ������� ������� ����� � � � � � � � � � �

������� ������ ������� ������� ������� ������� ����� � � � � � � � � � �

������� ������ ������� ������� ������� ������� ����� � � � � � � � � � �

������� ������ ������� ������� ������� ������� ����� � � � � � � � � � �

������� ������ ������� ������� ������� ������� ����� � � � � � � � � � �

������� ������ ������� ������� ������� ������� ����� � � � � � � � � � �

������� ������ ��������� ��������� ��������� ��������� 1RY� �� ����� � � �

������� ������ ��������� ��������� ��������� ��������� 'HF�� � � �

������� ������ ��������� ��������� ��������� ��������� -DQ� �� ����� � � �

������� ������ ��������� ��������� ��������� ��������� )HE�� � � �

������� ������ ��������� ��������� ��������� ��������� 0DU�� � � �

������� ������ ��������� ��������� ��������� ��������� $SU�� � � �

������� ������ ��������� ��������� ��������� ��������� 0D\� � � �

������� ������ ��������� ��������� ��������� ��������� -XQH� � � �

������� ������ ��������� ��������� ��������� ��������� -XO\� � � �

������� ������ ��������� ��������� ��������� ��������� $XJ�� � � �

������� ������ ��������� ��������� ��������� ��������� 6HSW�� � � �

������� ������ ��������� ��������� ��������� ��������� 2FW�� � � �

������� ������ ��������� ��������� ��������� ��������� 1RY�� � � �

������� ������ ��������� ��������� ��������� ��������� 'HF�� � � �

������� �������� ��������� ��������� ��������� ��������� -DQ� �� ����� � � �

������� �������� ��������� ��������� ��������� ��������� )HE�� � � �

������� �������� ��������� ��������� ��������� ��������� 0DU�� � � �

������� �������� ��������� ��������� ��������� ��������� $SU�� � � �

������� �������� ��������� ��������� ��������� ��������� 0D\� � � �

������� �������� ��������� ��������� ��������� ��������� -XQH� � � �

������� �������� ��������� ��������� ��������� ��������� -XO\� � � �

������� �������� ��������� ��������� ��������� ��������� $XJ�� � � �

������� �������� ��������� ��������� ��������� ��������� 6HSW�� � � �

������� �������� ��������� ��������� ��������� ��������� 2FW�� � � �

������� �������� ��������� ��������� ��������� ��������� 1RY�� � � �

������� �������� ��������� ��������� ��������� ��������� 'HF�� � � �

���
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Table a48
Liquid assets
(end--of--period stocks in billions of lire)

0�
&'V ZLWK D
PDWXULW\ RI DW

OHDVW �� PRQWKV

6HFXULWLHV DFTXLUHG
XQGHU UHSRV

32 VDYLQJV
FHUWLILFDWHV %27V DQG %7(V

%DQNHU·V
DFFHSWDQFHV

7RWDO
OLTXLG DVVHWV

���� � � � � � � � � � � � � ������� ������� ������ ������ ������� ����� ���������

���� � � � � � � � � � � � � ������� ������� ������ ������ ������� ����� ���������

���� � � � � � � � � � � � � ������� ������� ������ ������ ������� ����� ���������

���� � � � � � � � � � � � � ������� ������� ������ ������ ������� ����� ���������

���� � � � � � � � � � � � � ������� ������� ������ ������ ������� ����� ���������

���� � � � � � � � � � � � � ������� ������� ������� ������ ������� ��� ���������

���� ��1RY� � � � � � � ��������� ������� ������� ������� ������� ��� �����������

'HF� � � � � � � ��������� ������� ������� ������� ������� ����� �����������

���� �� -DQ� � � � � � � ��������� ������� ������� ������� ������� ����� �����������

)HE� � � � � � � ��������� ������� ������� ������� ������� ����� �����������

0DU� � � � � � � ��������� ������� ������� ������� ������� ����� �����������

$SU� � � � � � � ��������� ������� ������� ������� ������� ����� �����������

0D\ � � � � � � ��������� ������� ������� ������� ������� ����� �����������

-XQH � � � � � ��������� ������� ������� ������� ������� ����� �����������

-XO\ � � � � � � ��������� ������� ������� ������� ������� ����� �����������

$XJ� � � � � � � ��������� ������� ������� ������� ������� ����� �����������

6HSW� � � � � � ��������� ������� ������� ������� ������� ����� �����������

2FW� � � � � � � ��������� ������� ������� ������� ������� ����� �����������

1RY� � � � � � � ��������� ������� ������� ������� ������� ����� �����������

'HF� � � � � � � ��������� ������� ������� ������� ������� ����� �����������

���� �� -DQ� � � � � � � ��������� ������� ������� ��������� ������� ����� �����������

)HE� � � � � � � ��������� ������� ������� ��������� ������� ����� �����������

0DU� � � � � � � ��������� ������� ������� ��������� ������� ����� �����������

$SU� � � � � � � ��������� ������� ������� ��������� ������� ����� �����������

0D\ � � � � � � ��������� ������ ������� ��������� ������� ����� �����������

-XQH � � � � � ��������� ������ ������� ��������� ������� ����� �����������

-XO\ � � � � � � ��������� ������ ������� ��������� ������� ����� �����������

$XJ� � � � � � � ��������� ������ ������� ��������� ������� ����� �����������

6HSW� � � � � � ��������� ������ ������� ��������� ������� ����� �����������

2FW� � � � � � � ��������� ������ ������� ��������� ������� ����� �����������

1RY� � � � � � � ��������� ������ ������� ��������� ��������� ����� �����������

'HF� � � � � � � ��������� ������ ������� ��������� ��������� ����� �����������
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Table a49
Financial assets
(end--of--period stocks in billions of lire)

0HGLXP DQG ORQJ�WHUP VHFXULWLHV
7RWDO

/LTXLG
DVVHWV *RYHUQPHQW

VHFXULWLHV

%RQGV RI
&UHGLRS DQG
DXWRQRPRXV
JRYW� DJHQFLHV

2WKHU
ERQGV

8QLWV RI
LQYHVWPHQW

IXQGV

2WKHU
ILQDQFLDO
DVVHWV

7RWDO
GRPHVWLF
ILQDQFLDO
DVVHWV

7RWDO
ILQDQFLDO
DVVHWV

���� � � � � � � � � � � � � � � ��������� ������� ������ ������ ������ ����� ��������� ���������

���� � � � � � � � � � � � � � � ��������� ������� ������ ������� ������ ����� ��������� ���������

���� � � � � � � � � � � � � � � ��������� ������� ������ ������� ������ ����� ��������� ���������

���� � � � � � � � � � � � � � � ��������� ������� ������ ������� ������� ����� ��������� ���������

���� � � � � � � � � � � � � � � ��������� ������� ������ ������� ������� ����� ��������� ���������

���� � � � � � � � � � � � � � � ��������� ������� ������ ������� ������� ����� ��������� ���������

���� ��1RY� � � � � � � � � ����������� ������� ������ ������� ������� ����� ����������� �����������

'HF� � � � � � � � � ����������� ������� ������ ������� ������� ����� ����������� �����������
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-XQH � � � � � � � � � � � � � �������� ������� ������ �������� ���������� ���������

-XO\ � � � � � � � � � � � � � � ���������� ������� �������� ������� ���������� ��������

$XJ� � � � � � � � � � � � � � � ���������� ��� ������ ���������� ���������� ��������

6HSW� � � � � � � � � � � � � � ������� ������� ������� ������� �������� ���������

2FW� � � � � � � � � � � � � � � ������� ����� �������� ��������� �������� ����

1RY� � � � � � � � � � � � � � � ������ ������� ������� �������� ������� ����������

'HF� � � � � � � � � � � � � � � �������� ��������� ��������� �������� ������� ��������
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Notes to the statistical tables

Table a1

Sources: Istat and national statistics.

For Italy, see the notes to Table a10.

Table a2

Sources: Istat and national statistics.

For Italy, the consumer price index; see the notes to
Table a12.

For the United Kingdom, consumer prices excluding
mortgage interest.

Table a3

Sources: OECD, calculations based on ENI and Istat
data and national statistics.

Includes energy sources and products. For the United
States, producer prices of industrial goods; for Germany,
up to and including 1990 the figures refer to the country’s
western regions; for Italy, the series refers to producer
prices of manufactures, extended to include energy sources
and products.

Table a4

Source: National statistics.

Official reference rates. For the United States, federal
funds target rate; for France, intervention rate; for
Germany, repo rate; for the United Kingdom, base rate; for
Canada, official bank rate; for all the other countries,
discount rate. As of January 1999, the official reference
rate for the euro--area countries is the rate for the ESCB’s
main refinancing operations, fixed by the Governing
Council.

Money market rates. For the United States, rate on
3--month CDs; for Japan, 3--month call rate
(uncollateralized); for Germany, 3--month bank lending
rate; for France, Italy and the United Kingdom, 3--month
interbank rate; for Canada, rate on 3--month prime
corporate paper. As of January 1999, for the euro--area
countries, 3--month euribor.

Table a5

Source: National statistics.

Bond yields (secondary market, gross). For the United
States, 10--year Treasury notes and bonds; for Germany,
9--10 year public sector bonds; for Japan, France, the United
Kingdom and Canada, 10--year public sector bonds; for
Italy, yield on 10--year benchmark BTPs listed on the
screen--based market.

Share indices (1988=100). For the United States,
Standard and Poor’s composite index; for Japan, Topix; for
Germany, FAZ Aktien; for France, CAC 40; for Italy, MIB;
for the United Kingdom, FTSE All--Share; for Canada,
composite index of the Toronto stock exchange (closing
prices).

Table a6

Source: National statistics.

As of January 1999, for the euro--area countries, 3--month
and 12--month euribor. The US dollar forward premiums
and discounts are calculated as the differences between the
interest rates shown in the upper part of the table.

Table a7

Source: IMF for the prices of gold.

Until 31 December 1998, the exchange rates are with
respect to the ecu. Period averages except for gold prices,
which are end--of--period values.

Table a8

Sources: Based on IMF and OECD data and national
statistics.

The table shows real effective exchange rates calculated
on the basis of the producer prices of manufactures of 25
countries. For the methodology, see the article “Nuovi
indicatori di tasso di cambio effettivo nominale e reale”, in
Banca d’Italia,Bollettino Economico, no. 30, February
1998.

Table a9

As of Economic Bulletin no. 28, February 1999, the list
of individual countries included has been revised. The



$33(1',;(&2120,& %8//(7,1 � 1R� ��� )(%58$5< ����

64a

selection was made from among the main international
debtor countries according to the statistics compiled by the
BIS on developing countries and transition economies.

The method of calculating the total exposure of the
Italian banking system has also been modified with
improvements made to the cancelling out of intragroup
positions -- introduced in Economic Bulletin no. 27,
October 1998 -- on the basis of information available for the
data from June 1998 onwards. This may result in breaks in
the series, especially for the offshore centres, some
developed countries and Latin America.

Table a10

Sources: Based on data published by Istat and Isae (Isco
until December 1998).

The indices of industrial production are adjusted for
variations in the number of working days. The seasonal
adjustment of the general index of production is distinct
from that of the indices of production by economic use; the
aggregate index may therefore differ from the weighted
mean of the disaggregated indices. Raw data are shown for
stocks of finished goods.

Table a11

Source: Istat.

The participation rate is calculated with reference to the
whole population.

Table a13

Source: Istat.

The table reflects the introduction of the new base
(1995=100), which replaces that previously used by Istat
(1992=100).

As of February 1992 the consumer price index for
worker and employee households excludes tobacco
products (Law 81/1992). Since then the percentage
changes between the indices including and excluding
tobacco products have been calculated using Istat
reconciliation coefficients (1.0034 for food products and
1.0009 for the overall index).

Table a16

Source: Istat.

The table reflects the introduction of the new base
(1995=100), which replaces that previously used by Istat
(1990=100).

Table a17

Source: Istat.

Average unit values of exported manufactures in lire.
Each good is allocated entirely to the category in the table
corresponding to the predominant economic use of that
good.

Table a18

Source: Istat.

Average unit values of imported manufactures in lire.
Each good is allocated entirely to the category in the table
corresponding to the predominant economic use of that
good.

Table a20

The item “Change in official reserves” is net of
exchange rate adjustments and the revaluation of gold; a
minus sign indicates an increase in net assets.

Table a21

The dollar balances may not coincide with the sum of the
component items owing to rounding.

Table a22

The table shows the state sector borrowing requirement
on the basis of the definition of the sector that comprises the
budget and Treasury operations, the Deposits and Loans
Fund, the Southern Italy Development Agency
(suppressed in April 1993), the National Road Agency
(ANAS) and the former State Forests.

The budget deficit excludes accounting items that are
offset under Treasury operations, loan disbursements and
repayments and settlements of debts involving state sector
bodies or which merely result in accounting transactions
between the budget and Treasury operations. On the other
hand, changes in the special VAT accounts are included,
together, as of 1994, with VAT refunds channeled through
taxpayers’ tax accounts. As of 1996, budget revenues
exclude the share of the receipts of the excise duty on petrol
allocated to the ordinary statute regions. As of May 1998,
following the introduction of the single tax payment form
(Legislative Decree 241/1997) and the single mandate
procedure (Ministerial Decree 183/1998), the monthly
figures of the “Receipts” and “Payments” series are
affected by the leads and lags with which tax refunds and
collection charges are entered in the accounts. The interest
on postal savings certificates is determined on a cash basis.



$33(1',;(&2120,& %8//(7,1 � 1R� ��� )(%58$5< ����

65a

The additional borrowing of “ANAS, Forests and other
bodies” include the net funds they raised directly in the
market. The items “Settlements of past debts” and
“Privatization receipts” permit the reconciliation of the
effective funding requirement and the definition of the
borrowing requirement currently used to determine the
objectives for fiscal policy. The figures for the last year are
provisional.

Table a23

The table shows the financing of the state sector
borrowing requirement (for the definition of the state
sector, see the notes to Table a22). “Foreign loans”
comprise only those raised abroad directly; they do not
include loans contracted indirectly via banks, which are
included under “Other”, or BOTs and other government
securities acquired by non--residents, which are included in
the respective categories of domestic debt. The item also
includes CTEs stamped as being for circulation abroad.
The subitem “Current accounts” includes the Treasury’s
overdraft with the Bank of Italy, the Treasury payments
account and a suspense account (see Law 483/1993) and
the sinking fund for the redemption of government
securities (see Laws 432/1993 and 110/1997). The
Treasury’s current account with the Bank of Italy was
closed on 31 December 1993 and the overdraft at that date
transferred to the suspense account. The latter was closed
in November 1994 following the consolidation of the debt
by way of the assignment to the Bank of Italy of 76,206
billion lire of BTPs issued under a Ministerial Decree of
15.11.1994. These securities are included under “Medium
and long--term securities”. Postal savings certificates are
included at their face value at issue. “Medium and
long--term securities”, “Foreign loans” and “Other” include
the corresponding financial instruments related to
operations entered into by the State Railways with the cost
borne by the government. The figures for the last year are
provisional.

Table a24

The table shows general government debt and its
composition (the figure for the state sector is shown as a
memorandum item). The debt (end--of--period data) is
stated at face value and that denominated in foreign
currency is translated at year--end exchange rates. The items
“Medium and long--term securities excluding BI--UIC”,
“Treasury bills in lire and ecus excluding BI--UIC” and
“Borrowing from BI--UIC” only include securities acquired
outright. CTEs that are not stamped as being for circulation
abroad and BTEs are included in domestic debt. Medium

and long--term securities include bonds issued by Crediop
on behalf of the Treasury and the former autonomous
government agencies. The amount of these bonds is
deducted from the lending of banks to these bodies.
Medium and long--term securities and Treasury bills do not
include those held by social security institutions and other
bodies included in general government. PO deposits
comprise current accounts, net of “service” accounts and
Treasury payments to municipalities and provinces that are
held with the PO. Postal savings certificates are included at
their face value at issue. As of 1989, lending by banks has
been based on automated prudential returns. Previously,
automated prudential returns were used for the “banks” and
Central Credit Register data for the “special credit
institutions”. “Debt issued abroad” includes only loans
raised directly abroad and CTEs that are stamped as being
for circulation abroad. Foreign loans are translated into lire
on the basis of the currency in which the debt was originally
contracted, regardless of subsequent swap transactions. In
the same way as for the state sector borrowing requirement,
the general government debt figures for “Medium and
long--term securities”, “Lending by banks” and “Debt
issued abroad” include the corresponding financial
instruments related to operations entered into by the State
Railways with the cost borne by the government. The
December 1998 figure for “Borrowing from BI--UIC”
refers only to the accounts of the Bank of Italy, and not to
the consolidated BI--UIC accounts, since that month saw
the completion of the transfer to the Bank of Italy of the
reserves held by the UIC in conformity with Legislative
Decrees 43/1998 and 319/1998. Accordingly, UIC’s
securities portfolio is included under “Medium and
long--term securities excluding BI--UIC”. The figures for
the last year are provisional.

Table a25

The item “Foreign sector” corresponds to the change in
the net external position of BI--UIC, net of exchange rate
adjustments. From January 1994 onwards the item
“Treasury accounts” coincides with the movements on the
Treasury payments account; as of December 1994 it also
includes changes in the sinking fund for the redemption of
government securities.

“Other BI--UIC operations with the Treasury” include
net redemptions of government securities held by BI--UIC,
the early redemption of government securities held by
BI--UIC, coins in circulation, coins held by the Bank of
Italy, postal securities to be redeemed, claims in respect of
compulsory stockpiling bills, sundry services on behalf of
the state and other BI--UIC financing, net of banknotes held
by the Treasury.
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The items “Open market” and “Refinancing” exclude
the transactionscarried out in connection with the advances
granted under the Ministerial Decree of 27.9.1974 and Law
588/1996.

“Deposits with the Bank of Italy” comprise compulsory
reserves, collateral for banker’s drafts and free deposits,
including those of banks not subject to the compulsory
reserve requirement. The subitem “Compulsory reserves”
refers to the average reserve requirement in the
maintenance period (from the 15th of the month indicated
to the 14th of the next). On 5 June 1998 the Governor issued
an order which, without prejudice to the other provisions in
force, reduced the compulsory reserve ratio to 9 per cent of
eligible deposits as of the 15 June--14 July 1998
maintenance period; the ratio was subsequently reduced to
6 per cent as of the 15 August--14 September 1998
maintenance period with an order issued on 17 July 1998
and to 2.5 per cent as of the 15--31 December 1998
maintenance period with an order issued on 3 December
1998. “Other items” comprise vault cash and undrawn
ordinary advance facilities.

The gross state sector borrowing requirement includes
settlements of past debts and privatization proceeds. A new
definition of the gross state sector borrowing requirement
was adopted inEconomic Bulletin no. 24, February 1997,
where it was described in the chapter on “The Public
Finances”. The financing of the gross state sector
borrowing requirement is obtained by subtracting the
“Treasury accounts” and the “Other BI--UIC operations
with the Treasury” from the “Non--monetary financing”.

“Net sales of securities in the primary market” comprise
total net subscriptions excluding those of BI--UIC (a minus
sign indicates net purchases). The item “Other” comprises
PO deposits, foreign loans, surety deposits with the
Deposits and Loans Fund, and bank loans to the former
autonomous government agencies included in the state
sector; the securities retired by the Treasury are included in
this item with a positive sign.

The December 1998 figures refer only to the accounts of
the Bank of Italy, and not to the consolidated BI--UIC
accounts, since that month saw the completion of the
transfer to the Bank of Italy of the reserves held by the UIC
in conformity with Legislative Decrees 43/1998 and
319/1998.

Table a26

Average of the daily data in the maintenance period
(from the 15th of the month indicated to the 14th of the
next). The figures for December 1998 refer to the
maintenance period 15--31 December.

The figures for “Vault cash” are partly estimated on the
basis of banks’ ten--day returns.

“Deposits with BI” comprise the compulsory reserve
account (see the notes to Table a25), collateral for banker’s
drafts and free deposits, including the deposits of banks not
subject to the compulsory reserve requirement.

The item “Undrawn overdraft facilities” for the last
maintenance period of 1998 is equal to zero since all
outstanding overdrafts were extinguished on 15 December
1998.

The twelve--month percentage changes in “Bank
reserves” and “Monetary base” are adjusted for changes in
the compulsory reserve ratio (for a description of the
procedure adopted, see the section “Note metodologiche”
in the Appendix to theRelazione annuale per il 1997).

The Bank’s “Repurchase agreements”, stated in
nominal terms, comprise those with primary dealers in the
screen--based secondary market for government securities.

Table a27

The figures for the stock of monetary base
corresponding to the “Foreign sector” are calculated
without considering exchange rate adjustments. This
aggregate accordingly coincides with the net external
position of BI--UIC, calculated on the basis of
end--of--period prices and exchange rates. For the sake of
accounting consistency, the above--mentioned adjustments
are also excluded from “Other sectors”. Foreign currency
swaps are translated using end--of--month exchange rates.

The figures for “Government securities” show the
amounts acquired outright by BI--UIC; they include the
securities issued by the Treasury in December 1993 to
establish the Treasury payments account and those issued
in November 1994 under Law 483/1993 to consolidate the
Bank of Italy’s claim in respect of the overdraft on the
Treasury’s former current account. The year--end figures
include unrealized capital gains and losses on securities.
The balance of the Treasury payments account is shown
with a negative sign to indicate that it is a Bank of Italy
liability towards the Treasury. The “Sinking fund for the
redemption of government securities” was established at
the Bank of Italy under Law 432/1993. As of 1994
privatization receipts, which were initially recorded in the
Treasury payments account, have been recorded in this
account. As of 1995 the Treasury has drawn on the fund to
buy back government securities. Decree Law 598/1996,
ratified as Law 662/1996, provides that the fund may also
be used to acquire shares held by companies wholly owned
by the Treasury. In addition to coins in circulation, the item
“Other” includes claims in respect of compulsory
stockpiling bills, coins held by the Bank of Italy, and PO
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securities to be redeemed. It also includes sundry services
on behalf of the state and other BI--UIC financing, net of
banknotes held by the Treasury.

As of April 1997, the item “Refinancing” includes the
special advances granted under Law 588/1996 and the
Ministerial Decree of 27.9.1974.

For the “Uses” items “Deposits with the Bank of Italy”
and “Other”, see the notes to Table a25.

The December 1998 figures refer only to the accounts of
the Bank of Italy, and not to the consolidated BI--UIC
accounts, since that month saw the completion of the
transfer to the Bank of Italy of the reserves held by the UIC
in conformity with Legislative Decrees 43/1998 and
319/1998.

Table a28

The figures for subscriptions include the government
securities assigned to the Bank of Italy by the Treasury in
settlement of tax credits.

The figures for redemptions include Treasury buybacks
of securities drawing on the sinking fund for the
redemption of government securities.

“Temporary operations” comprise finance granted to
primary dealers in the screen--based secondary market for
government securities.

The December 1998 figures refer only to the accounts of
the Bank of Italy, and not to the consolidated BI--UIC
accounts, since that month saw the completion of the
transfer to the Bank of Italy of the reserves held by the UIC
in conformity with Legislative Decrees 43/1998 and
319/1998.

Table a29

Multiple price auctions. Prices and yields are expressed
in percentages, amounts in billions of lire. Yields are shown
before and after withholding tax levied at 12.5 per cent.
Those for 3 and 6--month Treasury bills are compound. The
“Total” yields are means weighted on the basis of the
quantities sold. As of 22 September 1997, following the
introduction of the possibility of reopening Treasury bill
auctions in several tranches, the net yields are calculated by
applying the 12.5 per cent withholding tax to the amount of
interest determined with reference to the average allotment
rate of the first tranche.

As of 1 July 1998, following the entry into force of
Legislative Decree 461/1997, no one figure can be
determined ex ante for the net interest accruing to physical

persons and the like because this is no longer influenced
only by the 12.5 per cent withholding tax but also by the
investor’spersonal situationand the size of the “adjustment
factor” referred to in Article 4 of the Decree. Consequently,
the Bank of Italy has decided to stop publishing figures for
the net interest on securities as of the values for 1 July 1998.

For 3, 6 and 12--month Treasury bills only one auction
per month has been held since January, April and October
1998, respectively.

Since 1 January 1999 rates of return have been
calculated with reference to a 360--day year rather than a
365--day year, using the formula formulas:

Ys=(100/P--1)*(A/dd)*100
Yc=(100/P)**(A/dd--1)*100
where:
P is the average allotment price;
A is the length of the year in days (as of 1 January 1999,

A=360);
dd is the maturity in days;
Ys is the simple yield;
Yc is the compound yield.

Table a30

Multiple price auctions. Yields are stated as percentages
and amounts in billions of lire. The marginal yield is the
minimum allotment rate for purchases and the maximum
allotment rate for sales.

Table a31

Multiple price auctions based on the spread (forward
points) between the spot and forward exchange rates.

The forward points are added to the spot rate to arrive at
the forward rate. Yields are stated as percentages, amounts
in millions of German marks or US dollars; spot rates and
forward points are stated in lire. The yields are calculated
with reference to the spread between the spot and forward
rates and Libor for the currency of the transaction.

Table a32

Yields are stated as percentages, amounts in billions of
lire. Purchases are shown with a plus sign, sales with a
minus sign. The marginal yield is the minimum allotment
rate for purchases and the maximum allotment rate for
sales.

Table a33

The discount rate and the rate on fixed--term advances
are end--of--period figures.
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The rates on foreign currency swaps and repurchase
agreements are arithmetic means of the operations
concluded in the period.

Treasury bill yields are monthly means of the allotment
rates at auction, weighted according to the quantities sold
to the market. They are shown before withholding tax
levied at 12.5 per cent and those for 3 and 6--month bills are
compound. For the changes introduced as of 1 January
1999, see the notes to Table a29.

Tables a35 and a36

The figures are based on the 10--day survey introduced
in January 1995. The sample consists of the banks
participating in the survey at each reference date. The
pre--1995 figures are partially estimated on the basis of the
previous 10--day survey results.

Table a37

The annual data refer to the month of December.

The figures for “Loans from BI--UIC” are based on the
accounts of the Bank of Italy. Those for “Bank reserves”
are also partly based on the same source and comprise lira
liquidity (excluding deposits with the PO and the Deposits
and Loans Fund), compulsory reserves, cash collateral for
banker’s drafts and the deposits with the Bank of Italy of
banks accepting medium and long--term funds.

“Securities” are stated at book value. Owing to the need
for uniformity with the system of prudential returns
introduced in 1995, the data on loans for banks raising
medium and long--term funds have been recalculated up to
December 1994 to include overdue instalments and the
principal amounts of other instalments due and to exclude
the component of bad debts consisting of principal amounts
of loans still to mature; overdue instalments and the
principal amounts of bad debts still to mature have been
respectively deducted from and added to the item “Bad
debts and overdue and protested bills”. “Capital and
reserves” comprise own funds, loan loss provisions and the
subordinated liabilities of domestic and foreign branches;
as of 1997 data for “Supervisory capital” are available only
on a three--monthly basis. “Interbank accounts” include
the liquid balances on correspondent accounts.
“Interest--bearing external assets” and “Interest--bearing
external liabilities” refer to aggregates that do not coincide
exactly with those included in the foreign exchange
statistics.

For further information, see the section “Note
metodologiche” in the Appendix to theRelazione annuale
per il 1997.

Table a38

The annual data refer to the month of December.

“Loans” do not include those granted by branches
abroad.

“Other” securities refer to banks’ holdings of lira and
foreign currency bonds issued by residents.

Table a39

The annual data refer to the month of December.

The subitem “Short--term certificates of deposit” refers
to lira--denominated CDs with a maturity at issue of less
than 18 months.

Prior to 1995 residents’ foreign currency deposits and
deposits of non--residents do not include those of the former
special credit institutions.

In determining the data on average deposits prior to
1995, the average value of the deposits of the former
special credit institutions has been estimated as the mean of
end--of--period data.

Table a40

Source: Supervisory returns.

The data refer to supervisory capital and to the solvency
ratio calculated on a solo basis.

Supervisory capital is determined as the algebraic sum
of a series of positive and negative items, whose inclusion
in core or supplementary capital is admitted, with or
without restrictions, according to the item. The total of core
and supplementary capital is then reduced by the amount
of unconsolidated equity interests in banks and financial
institutions exceeding 10 per cent of the capital of the
investee company.

Paid--in capital, reserves and provisions for general
banking risks -- net of any own shares or capital parts held,
intangible assets and loss for the year -- are the elements of
core capital, which is included in the calculation of
supervisory capital without restriction. Revaluation
reserves, provisions for losses and subordinated liabilities
-- net of any revaluation losses on securities held as
financial fixed assets and other negative items -- constitute
supplementary capital, which is included in the calculation
of supervisory capital up to the amount of core capital.

The regulations governing the solvency ratio require all
banks, except for the branches of banks located in other EU
or G--10 countries, to satisfy a minimum capital
requirement based on the ratio of their supervisory capital
to the total of their on-- and off--balance--sheet assets,
weighted according to their potential riskiness.
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The calculation of the excess amounts and shortfalls of
supervisory capital (“Excess capital” and “Capital
shortfalls”) is based on the assumption of a minimum
capital requirement of 8 per cent for all banks, including
those belonging to banking groups, for which the
supervisory regulations envisage a requirement of 7 per
cent provided that the group as a whole satisfies the 8 per
cent requirement.

As of 1995 the solvency ratio figures take account of the
prudential requirements for market risks.

Table a41

“Foreign currency securities” include government
securities denominated in foreign currencies and Eurolira
bonds. “Other financial assets” include CDs, banker’s
acceptances and commercial paper. The difference
between “Total securities portfolio” and “Total net assets”
consists of other net assets (mainly liquidity). Rounding
may cause discrepancies in totals.

Table a42

“Foreign currency securities” include government
securities denominated in foreign currencies and Eurolira
bonds. “Other financial assets” include CDs, banker’s
acceptances and commercial paper. Rounding may cause
discrepancies in totals.

Table a43

“Italian bonds” include CDs with a maturity of 18
months or more. “Foreign bonds” include foreign
government securities. “Net fund--raising” is calculated as
the sum of monthly flows. The amounts shown for “Banks”
refer only to the portfolio management services that they
provide directly.

Table a44

Investors’ portfolios are not affected by repo sales and
purchases.

The issues made by the public sector include Republic
of Italy loans; those made in December 1993 include the
30.67 trillion lire of BTPs and CCTs taken up by the Bank
of Italy in order to establish the Treasury payments
account. The issues made in November 1994 include the
76,205.8 billion lire of BTPs issued under Law 483/1993
to consolidate the overdraft on the Treasury’s former
current account with the Bank of Italy. “Listed shares” refer
to issues of shares by companies listed on the Italian stock

exchange, gross of double counting. Rounding may cause
discrepancies in totals.

Table a45

The gross yield at issue of CCTs is the yield to maturity
in the months the first coupon matures, on the assumption
that interest rates are unchanged over the period.

The amount taken up includes the subscriptions of issues
restricted to the specialists operating in the screen--based
government securities market.

As of 1 January 1997 the new International Securities
Identification Number (ISIN) coding system has been in
force. The new code has twelve elements and uses the old
UIC codes. For example, the ISIN code for the BTP with
UIC code 117461 is IT0001174611, where the last digit is
the numerical control code.

Table a46

The yields to maturity of CCTs assume no change in
interest rates. Those of CTEs refer to an investment in ecus
and are therefore not comparable with the rates of return
expected on lira investments.

The gross yields are averages of daily data in the
reference period calculated for securities listed on the
Italian stock exchange. The BTP sample comprises listed
securities with a residual maturity of more than one year.

The base for the total return indices is 31 December
1990 = 100; that for investment funds is 31 December 1984.

The total return indices refer to securities listed on MTS
and are end--of--period data.

Table a47

For the definition of non--state--sector money, see the
“Glossario” in the Appendix to theRelazione annuale per
il 1997.

“Sight deposits -- Banks” comprise demand deposits in
lire and foreign currency.

The “Other items” in M1 comprise banker’s drafts
issued by the Bank of Italy and other credit institutions and
current account deposits with the Treasury.

“Savings deposits” comprise savings and time deposits
in lire and foreign currency.

The average figures are calculated as monthly averages
of daily data, except for PO deposits and some minor items,
which are calculated as two--term moving averages of
end--of--month data.

“M2” does not include bank CDs with a maturity of 18
months or more (see the section “Glossario” in the
Appendix to theRelazione annuale per il 1997).
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“Extended M2” includes residents’ deposits in lire and
foreign currency with the foreign branches of Italian banks.

Table a48

For the definition of non--state--sector liquid assets, see
the “Glossario” in the Appendix to theRelazione annuale
per il 1997.

“Securities acquired under repos” include foreign
currency securities.

As of Economic Bulletin no. 24, February 1997, postal
savings certificates are accounted for at their face value at
issue (previously they were included at their redemption
value; see the chapter “Public Finances” inEconomic
Bulletin no. 24, February 1997).

BOTs and BTEs are stated at face value. Net repo
purchases are excluded.

Table a49

The table refers to the financial assets of the non--state
sector, net of directly held shares. The foreign financial
assets of the non--state sector are available from December
1988.

All the stocks are calculated at face value, except for the
units of investment funds, which are shown at market
prices.

“Government securities” comprise CCTs, BTPs, CTZs,
CTEs, CTSs, ordinary certificates, CTOs and CTRs, as
well as certificates issued by social security institutions and
the Deposits and Loans Fund, 5% annuities and school
building loans. The item refers to securities acquired
outright; it excludes the securities bought by the non--state
sector under repos but includes those sold.

“Crediop and autonomous government agency bonds”
comprise bonds issued by Crediop on behalf of the
Treasury and autonomous government agencies and the
like. The item excludes such bonds bought by the non--state
sector under repos but includes those sold.

“Other bonds” comprise bonds issued by public and
private sector enterprises and Italian banks and local
authorities. The item excludes such bonds bought by the
non--state sector under repos but includes those sold.

“Other financial assets” comprise the bank current
accounts of stockpiling agencies, the claims on banks of

social security institutions, insurance companies, local
authorities and individuals; bank current accounts of
agricultural consortia, enterprises’ surety deposits,
atypical securities and Republic of Italy issues held by the
non--state sector.

“Total financial assets” include deposits with the foreign
branches of Italian banks, foreign securities and loans to
non--residents.

Table a50

As of Economic Bulletin no. 24, February 1997, the part
of the debt of the State Railways that gives rise to payments
of principal and interest by the government is included in
the item “State sector debt” (see the chapter on “The Public
Finances” inEconomic Bulletin no. 24). Consequently, it
is excluded from the item “Finance to the non--state sector”.
The items “State sector debt” and “Total credit” are also
affected by the change in the accounting treatment of postal
savings certificates (see the notes to Table a48).

“Short--term bank loans” and “Medium and long--term
bank loans” comprise loans in lire and foreign currency,
overdue instalments and the principal amounts of other
instalments due; they do not include the component of bad
debts consisting of principal amounts of loans still to
mature.

“Foreign loans” comprise foreign loans and bonds
issued by the non--state sector held abroad. “State sector
debt” is stated at face value.

Table a51

The table refers to end--of--period M2. For the definition
of non--state--sector money, see the “Glossario” in the
Appendix to theRelazione annuale per il 1997.

“Official reserves” and the “Net foreign position of
banks” are stated net of exchange rate adjustments.

“Loans to the non--state sector” comprise the claims of
banks and the Bank of Italy on the non--state sector.

“Loans to the state sector” comprise the claims of banks
and the Bank of Italy on the state sector.

“Other items” comprise fund--raising repos, the
financing provided by banks and the Bank of Italy to other
banks, the “Other sectors” of the monetary base, banks’
shareholders’ equity, and CDs with a maturity of 18 months
or more.
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Statistical aggregates

Monetary aggregates

M1: currency in circulation, residents’ current
accounts with banks in lire and foreign currency,
current accounts with the post office, current
accounts with other bodies, banker’s drafts issued
by the Bank of Italy and by banks.

M2: M1 + residents’ savings and time deposits with
banks, certificates of deposit with a maturity of
less than 18 months and savings accounts with the
post office.

“Extended” M2: M2 + residents’ deposits with
foreign branches of Italian banks.

Liquid assets: M2 + Treasury bills in lire and in
ecus, banker’s acceptances, post office savings
certificates, certificates of deposit with a maturity
of 18 months or more and banks’ securities
repurchase agreements with customers.

Monetary base:
- notes and coin held by the non-state sector and

banks;
- deposits of the non-state sector and banks with the

Bank of Italy, including compulsory reserves;
- banks’ unused overdraft facilities with the Bank of

Italy.

General government1

- central government;
- local government;
- social security institutions.

State sector
- budget and Treasury operations;
- Deposits and Loans Fund;
- Southern Italy Development Agency (until April

1993);
- National Road Agency (ANAS) and the former

state forests.

Deposits and Loans Fund

A public body under the Treasury, its resources
consist of funds placed with the post office and its
lending is primarily to local authorities.

Non-state sector

- households;
- non-financial corporate and quasi-corporate

public and private enterprises;
- financial institutions (excluding investment funds

and banks);
- insurance enterprises;
- non-state public bodies;
- state railways, monopolies and telephone

company.

Non-state public bodies

- local authorities (regions, provinces and
municipalities);

- social security institutions;
- some minor central government entities.

Private sector

- households, including sole proprietorships;
- public and private enterprises;
- banks;
- insurance enterprises.

Total domestic credit

- bank lending in lire and foreign currency;
- domestic bonds of firms and local authorities;
- state sector debt net of borrowing abroad.

Total credit

Total domestic credit, foreign loans and the bond
holdings of non-residents.

1 The reference aggregate for the excessive deficit procedure
provided for in the Treaty on Monetary Union.
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Statistical aggregates cont.
(Labour market)

Labour force

Employed persons (excluding conscripts) plus job
seekers (unemployed workers, first job seekers and
other job seekers who were actively looking for a job
in the previous four weeks).

First job seekers

Persons currently looking for a job who have
never worked, have previously worked only in
self-employment or have voluntarily not worked for
over a year.

Other job seekers

Persons who declare they are of non-working status
(housewives, students and pensioners, etc.) but also
declare that they are seeking employment. This
category also includes unemployed persons and first
job seekers who plan to start a business but have not
yet the means to do so.

Unemployed workers

Persons who have previously been in employment
and who are seeking a job, have a job starting

subsequently or plan to start a business and have the
means to do so.

Unemployment

Unemployed workers + First job seekers + Other job
seekers.

Unemployment rate

Ratio of unemployment to the labour force.

Wage Supplementation Fund

A fund administered by INPS to supplement the wages
of workers in industry who have been temporarily
laid off or put on short time. INPS (with contributions
from firms) pays such workers up to about 80 per cent
of their gross standard hourly rate within a limit that
is currently about 60 per cent of average per capita
earnings. “Ordinary” benefits cover short-term
layoffs (up to three months) due to cyclical factors;
“extraordinary” benefits (up to two years) cover
restructuring procedures. In no case is the worker’s
formal employment relationship terminated.
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List of abbreviations

ABI — Associazione bancaria italiana
Italian Bankers’ Association

BI--UIC — Banca d’Italia -- Ufficio italiano dei cambi
Bank of Italy -- Italian Foreign Exchange Office

BOT — Buoni ordinari del Tesoro
Treasury bills

BTE — Buoni del Tesoro in ECU
Treasury bills in ecus

BTP — Buoni del Tesoro poliennali
Treasury bonds

CCT — Certificati di credito del Tesoro
Treasury credit certificates

CIP — Comitato interministeriale prezzi
Interministerial Committee on Prices

CIPE — Comitato interministeriale per la programmazione economica
Interministerial Committee for Economic Planning

Confindustria — Confederazione generale dell’industria italiana
Confederation of Italian Industry

Consob — Commissione nazionale per le società e la borsa
Companies and Stock Exchange Commission

CTE — Certificati del Tesoro in ECU
Treasury certificates in ecus

CTO — Certificati del Tesoro con opzione
Treasury option certificates

CTZ — Certificati del Tesoro zero--coupon
Zero coupon Treasury certificates

Iciap — Imposta comunale per l’esercizio di imprese e di arti e professioni
Municipal tax on businesses and the self--employed

Ilor — Imposta locale sui redditi
Local income tax

INAIL — Istituto nazionale per l’assicurazione contro gli infortuni sul lavoro
National Industrial Accidents Insurance Institute

INPS — Istituto nazionale per la previdenza sociale
National Social Security Institute

Irap — Imposta regionale sulle attività produttive
Regional tax on productive activities

Irpef — Imposta sul reddito delle persone fisiche
Personal income tax

Irpeg — Imposta sul reddito delle persone giuridiche
Corporate income tax

Isae — Istituto di studi e analisi economica
Institute for Economic Research and Analysis

Isco — Istituto nazionale per lo studio della congiuntura
National Institute for the Study of the Economic Situation

Istat — Istituto nazionale di statistica
National Institute of Statistics

MIF — Mercato italiano dei futures
Italian Futures Market

MTS — Mercato telematico dei titoli di Stato
Screen--based market in government securities

SACE — Sezione per l’assicurazione dei crediti all’esportazione
Export Credit Insurance Agency

UIC — Ufficio italiano dei cambi
Italian Foreign Exchange Office
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The general government accounts: some international comparisons No. 23, October 1996. . . . . . . . . . . . .
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The new rules governing securities intermediaries No. 25, October 1997. . . . . . . . . . . . . . . . . . . . . . . . . . .
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The National Financial Changeover Plan: the transition to the euro in the Italian
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DOCUMENTS

Conclusions of the Committee of Inquiry into the objects and connected activities of
insurance companies and their capital interests in other enterprises No. 5, October 1987. . . . . . . . . .

Changes in the System of Compulsory Reserves, Resolution adopted by the
Interministerial Committee for Credit and Savings, 20 January 1989 No. 8, February 1989. . . . . . . . .
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