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Economic Developments and Policies

Theinternational economy

Thethird 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 beenirrevocably fixed on 31 December 1998.

The last two months of 1998 were a period of
relative calm in the international financial markets.
Onecontributory factor wasthe agreement reached in
November between the I nternational 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 difficultiesimplementing 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 inthe 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 from4.2t0 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. Itis
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 investorsand reinstating theloan 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 stegp 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 policieswerebroadly unchangedin 1998, while
monetary policiestook on amore expansionary sant.
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. Themovewasjustified 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 ratesin the participating countries
were 3 per cent.

Inthefirst two months of 1999 the exchangerates
among the three leading currencies were relatively
stable, being little affected by the crisisin Brazil. The
yen appreciated considerably between December and
January, owing partly to an increase in long-term
yieldsin Japan. The dollar strengthened slightly from
the end of January onwards in response to
expectations of awidening of theyield differential in
favour of the United States.

The economic and financial crisisin theemerging
countries

According to IMF estimates, growth in the
developing countriesfell from 5.7 per centin 1997 to
2.8 per cent in 1998. In the countries of Central and
Eastern Europe and the former USSR, wherein 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 indicatorsfor selected emerging countries

GDP (1) Consumer prices

Public sector
(2) balance (3) (4)

Current account

balance (3) Exports (1)

Imports (1)

1997 1998 1997 1998 1997

1998 1997 1998 1997 1998 1997 1998

Latin America

Argentina ... ... 8.6 5.2 0.8 1.3 -2.1
Brazil ......... 3.2 0.5 7.9 3.9 -6.3
Mexico ....... 7.0 4.6 20.6 15.3 -1.4
Venezuela ... .. 5.1 -2.5 50.0 36.1 1.6
Asia
South Korea . .. 55 -7.0 4.4 7.8 0.3
Philippines . ... 5.2 0.2 6.0 9.8 -1.0
Indonesia ..... 46 -153 6.6 61.1 1.1
Malaysia ...... 7.7 -7.5 2.7 5.2 6.0
Thailand ...... -0.4 -8.0 5.6 8.0 -1.6
Russia.......... 0.7 -5.7 15.0 26.0 -7.5

17 -35 -45 123 80 290 123
-8.1 -41 -42 108 04 128  -55
19 -19 -35 145 96 233 156
-2.1 69 -13 113 -24 239 9.0
59 -18 132 270 160 32 -228
27  -52 12 223 205 162  -57
68 -1.8 3.0 88 -89 22 -377
26 -42 110 104 23 104 -216
27 20 114 9.2 79 -105 -258
-85  -0.1 16 -07 -1.8 29 -127

Sources: IMF, World Economic Outlook, December 1998, and internal estimates.

(1) Percentage changes at constant prices. - (2) Percentage changes. - (3) As a percentage of GDP. - (4) For Venezuela, the central government budget; for Indonesia, the reference

period is the fiscal year beginning on 1 April.
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In Latin America the rate of growth more than
halved, to 2.5 per cent. The severe slowdown affected
amost al the countries, but especialy Venezuela,
where output fell by 2.5 per cent. Despite the
decelerationin activity, the current account deficits of
many countries in the region increased (Table 1).

Thedifficult situation in Brazil had animmediate
impact on thefinancial markets of the other countries
intheregion. Shareindicesfell sharply inthefirst two
weeks of January, by about 14 per centin Mexico, by
15 per cent in Venezuela and by 16 per cent in
Argentina. The equity markets in Russia and some
Asian countriesaso felt the effects (Figures 1 and 2).
Shares regained part of their losses in the days
following the devaluation of the real.

Figurel
Exchangerates, shareindicesand interest rates
in selected Latin American countriesand 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 devel oping countries fell dramatically
from $118 billion in 1997 to $70 billion last year.

Figure2

Exchangerates, shareindices
and interest ratesin selected Asian countries
(end-week data)
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In Russia the economic situation deteriorated
rapidly after thecrisisin August. Thefall in output in
1998 isnow put at 5.7 per cent; inthelast few months
of theyear theinflation 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. Thebudget deficitincreased further to
8.5 per cent of GDP, compared with 7.5 per cent in
1997. Despite the fall in ail prices, the balance of
payments returned to surplus as a result of the
collapse of domestic demand. Theproblem of foreign
debt, which amounts to about $150 billion, remains
critical.
Figure3
Yield differentials between dollar-denominated
bondsissued by emer ging countries
and USTreasury bonds (1)
(monthly averages; percentage points)
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Source: J.P. Morgan.
(1) Basket of bonds consisting of securities issued by Argentina (percentage weight:

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 hadinitially 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 Koreaand Thailand,
whereindustrial output began to rise againin the last
few months of 1998. The contractionin GDPinthese
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 Chinagrowth was slower than in 1997 but still
above 7 per cent, mainly because of theimpetusfrom
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 regiona
ingtitutions.

long-term  financing

World commodity prices continued to declinein
thefourth quarter of 1998. In particular, oil pricesfell
by amost 9 per cent between the third and fourth
guarters to a level comparable to that prevailing
before the oil crisisin the early seventiesin relation
to the prices of manufactures. Qil priceswere 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, Maaysiaand Thailand) isthought 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).

Theleading 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 increasein share prices
appears to be atributable 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
professionaly.

Figure4

Sharepricesinthemain industrial countries
(weekly averages; indices, 30 December 1996=100)
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Since the end of October long-term interest rates
have declined by afurther 0.3 percentage pointsinthe
euro areaand risen by 0.4 pointsin 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 vyields. 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 inthe

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.

Figure5
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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

seven leading industrialized countries average 2.6 per Europe and the United States was widening; at the

cent, the lowest level since the beginning of the
eighties.

end of the third week of February the euro stood
at $1.11.
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Figure 6

Nominal exchangeratesand indicator s of
competitiveness of leading currencies
(monthly averages)
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(1) Up to 1 January 1999 the exchange rates of the euro are proxied by those of
the ecu. — (2) Left-hand scale. (3) Right-hand scale. — (4) Indices, January 1997=100,
calculated using the method adopted by the Bank of Italy with reference to 24 trading
partners on the basis of the producer prices of manufactures. A rise corresponds to
a loss of competitiveness.

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 aswell.

In November the Government introduced an
impressive economic support programme totalling
¥24 trillion (around 5 per cent of GDP), comprising

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
inthe 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

both tax cuts and increased expenditure. The first part 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, athough more slowly than in the
first half.

Table 2
GDP and domestic demand
in themajor industrial countries
(annualized percentage changes on preceding period,
at constant prices)

1998
1997 | 1998
M H1 H2 (1)

United States

GDP................ 3.9 3.9 4.0 3.8

Domestic demand .. .. 4.2 5.1 5.8 4.5
Japan

GDP................ 1.4 -2.8 -4.0 -1.9

Domestic demand .. .. 0.1 -3.8 -4.4 -4.0
United Kingdom

GDP................ 3.5 2.6 2.4

Domestic demand .. .. 3.8 3.8 3.4
Memorandum item:
EU

GDP................ 2.7 2.8 2.8

Domestic demand .. .. 2.3 3.4 4.3

Sources: IMF, Eurostat and national statistics.
(1) For Japan, the United Kingdom and the EU, IMF forecasts, December 1998.

Thefederal budget showed a surplusin thefiscal
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 excesswill be set aside to finance the
deficit of the socia security system.

In November the Federal Reserve eased
monetary conditionsfor thethird timeinlessthantwo
months by reducing the federal funds rate and the
discount rate by aquarter of apointto4.75and 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
guarterswas 1.6 per cent at an annual rate, compared
with 2.4 per cent in the first half of the year.
Subsequent  developments regarding industria
production and consumer and business confidence
suggest that the downward trend persisted in thefinal
quarter.

Theweakness of economic activity was reflected
inthefall ininflation to 2.6 per cent in December, net
of mortgage interest payments, compared with 3.2
per cent in May. This provided scopefor asignificant
easing of monetary conditions; between October and
February the reference rate was reduced by atotal of
2 percentage pointsto 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 centin the
preceding year.

Economic activity and policiesin the euro area

According to estimates from Eurostat, GDP inthe
euro arearose atan 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 indicatorsfor the euro area and the main euro area countries (1)
1998
1996 1997 1998
Q1 Q2 Q3
Euro area

GDP .. 1.6 25 Ca 35 2.1 2.8
Domesticdemand ....................... ... 1.1 2.0 C 6.0 0.9 1.8
CONSUMEr PriCeS (2) « v vvvveiee e 2.2 1.6 1.1 1.2 1.4 1.2
Employment ........ ... . 0.2 0.3 e 1.0 1.1 1.3
Unemploymentrate (3) ........................... 11.6 1.7 11.1 11.3 11.1 11.0
Germany

GDP .. 1.3 22 28 5.9 0.2 3.5

Domesticdemand ............................. 0.7 1.4 2.6 7.4 -1.3 24

CoNSUMEr Prices (2) «.vvvvvvriiiiieiaaeneens 1.2 15 0.7 0.7 1.0 0.7

Employment ........... ... ... -1.2 -1.3 ce -0.5 -0.2 0.3

Unemploymentrate (3) ......................... 8.9 10.0 9.7 10.0 9.8 9.6
France

GDP .. 1.6 23 3.2 32 3.6 1.5

Domesticdemand ............................. 0.9 0.9 3.7 5.1 45 0.6

Consumer prices (2) ..........ooiiiiinainiinnn. 21 1.3 0.7 0.7 1.0 0.6

Employment (4) ........... ... . . 0.8 ce 1.8 1.9 2.0

Unemploymentrate (3) ......................... 12.4 12.4 11.9 12.1 11.9 11.9
ltaly

GDP .. 0.9 1.5 1.4 -0.6 23 2.0

Domesticdemand ..................... ... .. ... 0.2 2.4 2.6 3.8 1.7 -0.5

Consumer prices (2) ..........ooviiiinaiiiinnn. 4.0 1.9 2.0 2.0 2.1 2.1

Employment ........... ... ... 0.4 . 0.5 0.6 0.1 0.6

Unemploymentrate (3) ..............coooii.... 12.0 12.1 e 121 12.3 12.3
Spain

GDP . 24 3.5 3.8 3.7 3.9 3.7

Domesticdemand ............................. 1.6 29 4.9 4.9 5.1 4.7

Consumer prices (2) ..........ooiiiuineaaiinnn. 3.6 1.9 1.8 1.7 1.9 2.0

Employment ......... .. ... 3.0 3.0 e 3.3 3.5 3.6

Unemploymentrate (3) ......................... 222 20.8 18.9 19.4 19.0 18.7

Sources: Eurostat and national statistics.

(1) For GDP and domestic demand, annualized percentage changes on preceding period; for consumer prices and employment, percentage changes on corresponding period of
previous year. The quarterly data on GDP and domestic demand in ltaly are based on the method of compilation in force until December 1998. - (2) Harmonized index. - (3) Standardized
rate calculated by Eurostat. — (4) Non-farm sector payroll employment.

Employment continued to rise during 1998, the area fell from 11.3 per cent in January to 10.8 per
increasing by 1.3 per cent in the third quarter by cent in December. Substantial reductions of more
comparison with the same period of the preceding than 1 percentage point occurred in Ireland, the

year; Eurostat’s standardized unemployment rate for Netherlands, Portugal and Spain.



ECONOMIC BULLETIN - No. 28, FEBRUARY 1999

THE INTERNATIONAL ECONOMY

Figure7
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Inflation diminished further in the latter part of
theyear owing tothefall incommaodity pricesandthe
dlight reduction in unit labour costsin manufacturing
industry; on the basis of the harmonized consumer
priceindex, it camedownto 0.8 per centin December.
Therate of price increase was hot uniform within the
area; it was lower than the average in France and
Germany and higher in Spain, the Netherlands and
[taly.

The average genera government deficit for the
euro countriesis estimated to have declined from 2.5
to 2.1 per cent of GDPin 1998, thanksinitialy to the
acceleration in growth and then to the reduction in

interest rates. On a cyclicaly adjusted basis, there
was a pause in the adjustment in the public finances.
The budgetary situation continues to differ widely
between countries: Ireland, L uxembourg and Finland
havesurpluses, while Germany, Franceand Italy have
deficits till significantly in excess of 2 per cent of
GDP.

Figure8
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 concertto 3 per centin 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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TheItalian 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
(Figure9). The duggish growth of GDP reflected the
stagnationinindustrial 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 gradua 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
reductionsinthe 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

10

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.

Figure9

GDPin Italy and theeuro area
(seasonally adjusted quarterly data at constant prices)
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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 grew by 1.9 per cent at constant prices in 1998
thevery largeamount recorded intheitem “errors and (Table 4). According to the quarterly national
omissions” probably reflects unrecorded outflows of accounts - still based on the methodology used
Italian capital, in reality the net external position is through December - consumer spending stagnated in
probably positive. 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
According to the new national accounts with a impact which the tightening of fiscal policy in 1997
new base year and revised methods of aggregation had on household incomes - it was particularly severe
(the changes are reported in Istat’'s press release ofin Italy - and partly to differences in employment
1 March 1999), households’ domestic consumption trends.

Consumption and disposable income

Table 4
Resour ces and uses of income
(seasonally adjusted data; percentage changes on preceding period except where indicated otherwise)
At 1995 prices At 1990 prices
Percentage of 1997 1998 Contribution to 1998 (1)
GDP in 1998 the growth in
in 1998 Year Year GDP in 1998 Q1 Q2 Q3
Resources
GDP .o - 1.5 1.4 - -0.2 0.6 0.5
Imports ........ ... 24.7 9.9 6.1 -1.4 22 1.8 -2.1
GOoOdS .. 15 2.6 -1.5
Services ... e e ce e 8.4 -4.0 -7.6
Totalresources ..............oonnn. - 3.0 2.3 - 0.3 0.8
Uses
Gross fixed investment .............. 18.5 0.8 3.5 0.6 0.6 -0.3 11
Construction ..................... e e cee R -1.0 -1.3 0.1
Machinery. equipment and sundry
products ................... 1.4 0.8 0.8
Transport equipment .............. Ce ce ce ce 4.8 -0.6 6.1
Household consumption ............ 62.6 2.6 1.9 1.2 0.2 0.6 0.9
Non-durables .................... e e e e -0.8 .. 0.1
Semi-durables ................... 11 1.7 1.6
Durables ........................ 1.3 1.0 1.8
Services ... R e ce e 0.2 0.5 0.9
Other domesticuses ................ 17.5 3.5 4.1 0.7 3.7 0.5 -4.6
Total domesticdemand .............. 98.6 2.4 2.6 2.5 0.9 0.4 -0.1
Exports ....... i 26.1 5.0 1.3 0.3 -2.0 2.2 0.3
GOOdS ... -25 29 0.6
Services ... 1.2 -2.0 -1.3

Source: Based on Istat data.
(1) Data based on the system of national accounts in force until December 1998.

1
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Table 5
GDP, the main components of demand, and importsin the leading euro area countries
(seasonally adjusted data at constant prices; percentage changes on the preceding period)
1997 1998 1998 (1)
Year Year Q1 Q2 Q3
GDP
GEermany . ......uuiiii 2.2 2.8 1.4 .. 0.9
France ....... ..o 2.3 3.2 0.7 0.8 0.5
aly ..o 15 1.4 -0.2 0.6 05
Spain ... 3.5 3.8 0.9 1.0 0.9
Euro11 ... 25 0.9 0.5 0.7
Household consumption
GEermany . ......uuiiii 0.5 1.7 0.8 -0.4 0.9
France ........ ... ... i 0.9 3.8 0.7 1.1 0.8
taly ... 2.6 1.9 0.2 0.6 0.9
Spain ... 3.1 3.8 0.9 1.1 0.9
Euro11 ... 1.5 0.9 0.5 0.9
Investment
Germany ... 0.1 1.1 2.7 -4.5 2.2
France ........ ... ... i 0.3 4.1 1.5 1.1 0.8
faly ... 0.8 3.5 0.6 -0.3 1.1
Spain ... 51 9.0 2.1 2.0 2.5
Euro11 ... . 1.9 1.7 -1.2 1.7
Exports
Germany ...l 1.1 5.9 0.2 2.6 0.4
France ........ ... 12.6 6.3 1.1 0.4 2.7
taly ... 5.0 1.3 -2.0 2.2 0.3
Spain ... 14.8 7.8 1.3 1.9 1.3
Euro11 ... .. 10.2 2.0 1.0
Imports
Germany ... 8.1 5.2 1.4 1.4 -0.6
France ...... .. oo 8.0 8.0 2.7 0.9 2.0
taly ... 9.9 6.1 2.2 1.8 -2.1
Spain ... 12.2 10.6 2.1 2.6 2.0
Euro11 ... . 9.0 1.7 1.3 0.4

Sources: Based on Eurostat data and national statistics.

(1) For ltaly, data at 1990 prices based on the system of national accounts in force until December 1998.

In Italy the rate of increase in private con-
sumption primarily reflected the modest growth in

more than 1 per cent in the first nine months, at

12

Households’ spending capacity was sustained by a
slight acceleration in real terms in income from

households' disposable income, which, based upon self-employment and gross wages and salaries. The
the quarterly national accounts, can be estimated at no rise in compensation was accompanied by a modest
increase in the number of standard labour units

constant prices and after taking account of the change employed (0.4 per cent in the case of employees and
in the purchasing power of net financial assets. 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 expectationswith regard to the
Italian economy and unemployment (1)
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Source: Based on data published by Isae (Isco until December 1998).

(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

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.

I nvestment 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

households’ spending decisions was uncertainty the survey the Bank of Italy conducted early in the

about the economic outlook and labour market
conditions, as indicated by the high variability of the
confidence index published by Isae (which took over

year of the investment plans of manufacturing firms
with at least 50 employees. Later, the worsening
of the Asian financial crisis, which depressed

13
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world demand and significantly reduced the
competitiveness of Italian firmswith respect to those
inAsia, cloudedtheoutlook for thedemandfor I talian
products (Figure 12). This apparently led firmsto 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 alower level of capital formation than
had been forecast.

Figure 1l
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Sources: Based on data published by Istat and Isae (Isco until December 1998).
(1) Arithmetic mean of the Bank of Italy (Wharton) and Isae indicators.

Gross fixed investment grew by 3.5 per cent at
constant pricesin 1998. Theincreasewasin linewith
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 riseof 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 dueto particularly bad weather
(Table5).

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
guarterly 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 amuch more modest 2.7 per cent

14

and slowed down over the period. The fal in the
second half of theyear intheindex of orderscompiled
by the association of machine tool manufacturers
suggests that the dowdown is likely to have
continued in recent months.

Figure 12
Industrial output, ordersand stocks
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Sources: Based on data published by Istat and Isae (Isco until December 1998).

(1) Index, 1990=100. Data adjusted for the different number of working days in the
month and seasonally adjusted. - (2) Based on electricity consumption and Isae
indicators. - (3) 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 Isae surveys. The trend figures refer to the responses for
3-4 months ahead. Seasonally adjusted except for stocks of finished products.

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 worksand 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 nonethel ess be expected that greater
advantage will be taken of the incentives this year.
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Firms favourable expectations for demand at the

of exports in 1998 reflected the severe slowdown

beginning of 1998 and their subsequent deterioration in world trade and Italy’s loss of competitiveness

were reflected in a substantial buildup of stocks,
especially in the early part of the year. The
corresponding item in the national accounts, which

with respect to Asia. This was probably more
pronounced than for the other EU countriesin view
of Italy’s specialization in sectors highly exposed

also includes statistical discrepancies between the to the competition of Asian producers (first and

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.

Exportsand imports

In 1998 ltalian 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
fallin 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

foremosttextiles, clothing and footwear). Another
factor was the weakening of demand in the other
leading European countriesinthe second half ofthe
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
reachedin 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

2.1 per cent at constant prices between the second andand cap_acity utilization showto have involved both
third quarters, ending the exceptional expansion that domestic and export_demand ar_ld all types ofgoqu.
had been under way since the second quarter of 1997. The year-on-year rise in the index of industrial

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:
afteranupturninthe second quarter followingafall
in the first, they remained basically unchanged in
the third quarter (Table 4); customs data indicate a

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
continuedto grow ataslow pace. A possible upturn
was signalled by therecentimprovementinthelsae
indicator of industrial firms’ expectations for

decline in the subsequent months. The stagnation orders three to four months ahead (Figure 12).

15



ECONOMIC BULLETIN - No. 28, FEBRUARY 1999

THE ITALIAN ECONOMY AND THE BALANCE OF PAYMENTS

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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Sources: Eurostat and calculations based on data published by Eurostat and Isae
(Isco until December 1998).

(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 ltaly).
Seasonally adjusted data.

In thefirst 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 goodsincreased
since the expansion produced in the second and third
guarters by therisein demand for durables more than
offset the contraction that occurred inthefirst. Within
the consumer goods sector, therewas adeclineinthe
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,
thevalue added of the constructionindustry picked up
inthethird; in thefirst nine monthsasawholeit rose
by 1 per cent. Market services recorded a similar
increase. The growth of wholesale and retail trade
continued at amodest pace, reflecting thelimited rise
intotal consumption. Retail salesroseby 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.

16

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
Employment
(seasonally adjusted; thousands of persons)
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Source: Estimated on the basis of Istat data (labour force survey).

(1) Surveys are taken in January, April, July and October. Since October 1992 the
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.

Asin 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 changesin 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 thelatter 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 duetotheincrease of 7.7 per cent in part-time
jobs. The share of part-timers in total employment
grew steadily over theyear and rosefrom 6.8 per cent
on average in 1997 to 7.3 per cent last year, still one
of the lowest figuresin Europe.

Therate of growth in employment washegligible
in the Centre, in line with the national average in the
South and dlightly higher inthe North (Table6). Inall
three areas the average number of persons in
employment increased in services and industry
excluding construction and declined sharply in
agriculture and construction. In thelatter sector there
was nonetheless an upturn between the July and
October surveys as aresult of the recovery in public
works and renovation activity.

Table 6

Employment by branch of activity and geographical areain 1998 (1)
(percentage changes on corresponding period in previous year)

Italy North-East | North-West | Total North Centre South and Islans

A‘\’;og. Avg. Jan. | Apr. | July | Oct Avg. Oct Avg. Oct Avg. Oct Avg. Oct Avg. Oct

oftotall @ ’ ’ @ @ @ @ @ '
Agriculture . .............. 66 -22 13 -07 -23 -07 -24 -93 -43-126 -33-108 -20 -54 -14 -48

Industry excluding

construction ........... 243 141 18 09 08 10 12 01 1.1 07 141 04 05 1.8 1.7 3.2
Construction ............. 77 -22 -33 -39 -16 -07 -28 03 07 -02 -0.7 -47 -4A1 -33 -16
Services ................ 614 1.0 0.1 03 14 22 -01 23 16 29 09 27 07 1.0 1.4 2.2
distribution ............ 166 05 -20 -02 1.7 24 -1.1 -03 1.0 28 0.1 1.5 16 55 0.1 1.3
Total ....... 1000 05 06 01 06 09 01 05 1.1 14 07 10 01 05 0.6 1.0
Unemployment rate (3) .. .. - 1283 122 125 119 126 53 55 7.1 71 64 6.4 100 104 228 232

Source: Istat labour force survey.

(1) Number of persons in employment; not adjusted for workers receiving wage supplementation. - (2) Average of the surveys taken in 1998. - (3) Percentages.
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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,
theresult of amarked improvement from virtually no
change on the year-earlier period in January to again
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 43.5t0 43.9 per cent inthe South, wherethelarge
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 overal and for long-term
unemployment, which declined dightly 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
centin October 1997). By contradt, in the other leading
euro area countries the unemployment rate declined
betweenthefirstandthirdquarters: from11.5t010.8
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.

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
availablefor thefirst nine months of the year indicate
asimilar pattern by volume (Table 8 reports exports
and imports of manufactures).

According to cif-fob customs data, the con-
traction in thetrade surplusamounted to 6 trillionlire
inthefirst eleven monthsof theyear, ailmost all of the
decline occurring in trade with non-EU countries
(Table9). Theincreaseinthesurplusontradewiththe
United States, which was fueled by the expansion in
the US economy, and the contraction in the deficit
with OPEC countries dueto thefall in the price of ail
were outweighed by the effects of the crisisin Asia.
The fal 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 areaas a
whole to fall by about 8 trillion lire.

The trade surplus with EU countries narrowed
dlightly. 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 alarge increase in
imports (largely of motor vehicles, it is presumed).

An increase in the net outflow on account of
unrequited transfers, which dataavailablefor thefirst
ten months show to have been due entirely to a
deterioration in net transfersvis-a-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 alsoincreased, 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.

The balance of paymentson current account

According to provisional data, the current
account of the bal ance of payments showed a surplus
of 41.8trillionlirein 1998, 21 trillion lessthan in the
preceding year. The trade surplus on an fob-fob basis
declined by about 7.5trillionlireto 72.7 trillion; more
than half of the decrease occurred in thefinal quarter
as a result of the fall in exports. Invisibles, which
showed adeficit of 30.9trillion lire, wereresponsible

18



ECONOMIC BULLETIN - No. 28, FEBRUARY 1999

THE ITALIAN ECONOMY AND THE BALANCE OF PAYMENTS

Table 7
Balance of payments
(balancesin billions of lire)
1997 1998
H1 H2 Year H1 H2 Year

Currentaccount ........................ 27,181 35,625 62,806 18,043 23,786 41,829
GOOAS .. i 37,333 42,833 80,166 34,239 38,466 72,705
Invisibles .......... ... .. .o -10,152 -7,208 -17,360 -16,196 -14,680 -30,876
Services ... 1,246 2,169 3,415 -2,123 3,903 1,780
Foreigntravel ....................... 10,804 11,649 22,453 9,632 12,528 22,160
Transport ..., -7,175 -7,846 -15,021 -7,516 -3,637 -11,153
Other ......... ... . i, -2,383 -1,634 -4,017 -4,239 -4,988 -9,227
Income ......... ... .. -11,699 -7,307 -19,006 -11,294 -9,651 -20,945
Compensation of employees .......... 162 85 247 216 -280 -64
Investmentincome .................. -11,861 -7,392 -19,253 -11,510 -9,371 -20,881
Transfers . ... i 301 -2,070 -1,769 -2,779 -8,932 -11,711
UE .. . 1,966 -729 1,237 -2,157 . Ca
Capitalmovements ..................... -12,871 1,213 -11,658 -364 -33,769 -34,133
Bankcapital ............... ... .. ... -17,462 29,141 11,679 -3,346 18,408 15,062
Non-bank capital .......... 4,591 -27,928 -23,337 2,982 -52,177 -49,195
Errorsandomissions ................... -16,521 -11,787 -28,308 -32,474 -11,977 -44,451
Change in official reserves (1) ........... 2,211 -25,051 -22,840 14,795 21,960 36,755

(1) At constant exchange rates and prices. A minus sign indicates an increase in the reserves.

Table 8

Exportsand imports of manufactures between January and September 1998, by sector
(at constant prices; cif-fob)

Exports Imports
Percentage changes Percentage changes
Percentage Percentage
of total in Q1 Q2 Q3 Jan.- of total in Q1 Q2 Q3 Jan.-
1997 (1) @ @ @ Sept | 1997 (1) @ @ @ Sept.
) )

Ferrous and non-ferrous ores ........ 3.8 -1.7 2.5 -0.8 4.2 9.0 8.1 1.9 2.1 18.4
Non-metallic minerals .............. 3.9 1.8 -0.5 1.6 5.0 1.7 -0.2 3.7 41 8.3
Chemical products ................. 8.4 -0.5 3.1 15 0.8 14.0 -0.7 -0.7 0.9 6.0
Metal products ..................... 6.0 -1.1 -0.5 9.7 9.9 2.2 -8.0 71 29 7.7
Agricultural and industrial machinery . . 18.0 2.9 -5.0 2.7 3.0 6.9 5.2 14 6.8 17.3
Office machines .................... 3.0 41 0.0 5.1 4.7 5.0 5.9 8.6 7.5 26.0
Electrical equipment ................ 9.4 -2.4 -0.6 6.3 10.9 10.2 5.3 -3.1 -0.5 15.0
Motor vehicles ..................... 71 1.3 -0.1 -3.8 10.0 10.5 0.1 4.6 1.3 10.7
Other transport equipment . .......... 2.6 30.3 1.7 4.3 49.7 15 16.1 -4.4 55.4 54.4
Food, beverages and tobacco products 41 -2.6 5.2 6.5 3.6 6.9 3.3 3.4 2.2 6.7
Textiles and clothing ................ 11.2 -5.2 6.5 -3.0 1.6 5.4 -0.4 -0.8 3.4 8.7
Leather and footwear ............... 5.2 -7.0 2.0 -6.8 -1.9 2.2 -3.3 0.9 -5.0 4.2
Wood and furniture ................. 3.4 -3.9 4.7 -3.9 1.8 1.6 7.2 24 1.9 13.0
Paperand printing . ................. 2.2 -7.8 9.0 75 1.7 2.6 -3.5 45 -0.2 41
Rubber and plastic products ......... 37 -0.8 9.2 -0.5 11.3 2.2 1.5 6.3 0.1 124
Total 95.0 -0.4 1.1 15 5.3 83.6 2.7 1.7 29 12.5

Source: Based on Istat data.

(1) Percentage of total fob merchandise exports. - (2) Percentage change on preceding period, seasonally adjusted. - (3) Percentage change on year-earlier period. - (4) Percentage

of total cif merchandise imports.
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Table 9
M erchandise trade cif-fob by country and area at current prices
(January-November)
Exports 1998 Imports 1998 Balance
Percentage Percentage Percentage Percentage Billions of lire
change of total change of total 1997 1998
EUcountries (1) ......................... 6.0 56.3 6.7 61.0 9,183 8,367
Euro11 (1) ... 6.0 45.2 7.0 51.8 -834 -2,896
Austria ... 3.2 23 9.9 24 1,167 707
Belgium-Luxembourg ................. 3.3 2.7 8.6 4.8 -5,002 -5,965
Finland ............. ... ... 6.4 0.5 31.2 0.7 -33 -512
France ..., 8.0 12.8 4.4 13.0 2,936 4,717
Germany .......oviiiiii e 3.0 16.5 10.0 18.7 3,519 -471
Ireland ........ .. 11.2 0.4 145 1.1 -1,862 -2,179
Netherlands ......................... 3.7 29 5.7 6.1 -9,063 -9,786
Portugal ................. ... ..l 8.3 1.4 4.1 0.5 3,495 3,845
Spain ... 15.1 5.7 1.1 45 4,009 6,748
Denmark ...........c i 4.0 0.8 6.6 0.8 414 362
Greele ..ottt 5.2 2.0 -11.4 0.5 5,128 5,746
Sweden ... 10.3 1.1 13.1 1.5 -725 -927
United Kingdom ........................ 4.8 7.2 1.9 6.4 5,200 6,082
Non-EU countries ....................... 0.5 43.7 4.7 39.0 40,710 35,497
United States .................coovvn.. 11.1 8.5 10.6 5.1 13,583 15,162
dJapan......... -13.2 1.7 14.7 2.2 956 -1,013
EFTA(2) ..o 71 41 9.7 45 863 556
Eastern European countries (3) .......... 1.8 10.1 7.3 7.8 13,347 12,219
China............ i -17.1 0.8 12.3 23 -3,080 -4,610
AsianNIES (4) ..., -30.0 2.7 34.4 1.9 9,773 3,672
OPEC(B) ..oviiiiiii e -0.9 3.4 -16.0 5.1 -7,804 -4,586
Othercountries ........................ 4.3 12.4 3.0 10.1 13,072 14,097
Total . . . 3.5 100.0 5.9 100.0 49,893 43,864

(1) The figures on trade with EU countries refer only to firms with intra—~Community purchases or sales in excess of 50 million lire in the two periods considered. They thus cover
only a part of the total trade of Italian exporting and importing firms. - (2) Iceland, Norway and Switzerland. - (3) Albania, Bulgaria, Czech Republic, Hungary, Poland, Romania, Slovakia,
republics of the former USSR and the former Yugoslavia. - (4) Hong Kong, Singapore, South Korea and Taiwan. - (5) Algeria, Ecuador, Gabon, Indonesia, Iran, Iraq, Kuwait, Libya, Nigeria,

Qatar, Saudi Arabia, United Arab Emirates and Venezuela.

Capital movementsand Italy’s net external position

Capitd 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, cdculated a monthly average
exchangerates, decreased by 36.8 trillion. Asthe current
account showed a surplus of 41.8 trillion, an outflow of
44.5 trillion was attributed to the residua item “errors

and omissions”, substantially above the already high

levels recorded in recentyears (28.3 trillion lire in 1997).

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



ECONOMIC BULLETIN - No. 28, FEBRUARY 1999

THE ITALIAN ECONOMY AND THE BALANCE OF PAYMENTS

Table 10
Capital movements
(net flows in billions of lire)
1997 1998 (1)
Q1 Q2 Q3 Q4 Year Q1 Q2 Q3 Q4 Year

Non-bank capital flows ... -13,684 18,275 -7,215 -20,713 -23,337 -21,683 24,665 -26,894 -25,283 -49,195
Foreign .............. ... 29,997 54,181 43,753 9,574 137,505 52,912 88,010 17,886 17,991 176,799
Investment ............ 24,652 50,458 44,617 5997 125,724 51,012 85436 21,821 18,580 176,849
portfolio . ............ 23,508 48,696 42,923 4,301 119,428 50,786 85,035 21,644 14,125 171,590

Loans ................ -358 2,589 1,873 1,960 6,064 -527 -796 2,611 -3,658 -2,370
Trade credit ........... 5,703 1,134 -2,737 1,617 5,717 2,427 3,370 -6,546 3,069 2,320
ltalian .................. -43,681 -35,906 -50,968 -30,287 -160,842 -74,595 -63,345 -44,780 -43,274 -225,994
Investment ............ -35,286 -23,929 -44,862 -26,534 -130,611 -74,365 -59,730 -41,505 -35,001 -210,601
portfolio . ............ -32,916 -19,967 -37,362 -22,283 -112,628 -68,825 -48,675 -35,638 -28,440 -181,578

Loans ................ -5,962 -9,081 -9,043 -1,924 -26,010 1,287 -951 -6,991 -5,159 -11,814
Trade credit ........... -2,433 -2,896 2,937 -1,829 -4,221 -1,517 -2,664 3,716 -3,114 -3,579
Bank capital flows ......... 24,627 -42,089 14,019 15,122 11,679 34,583 -37,929 7,960 10,448 15,062
Infire ................ .. 9,367 -24,769 14,137 21,840 20,575 7,766 -33,848 11,787 14,270 -25

In foreign currency ... .... 15,260 -17,320 -118 -6,718 -8,896 26,817 -4,081 -3,827 -3,822 15,087
Total . . . 10,943 -23,814 6,804 -5591 -11,658 12,900 -13,264 -18,934 -14,835 -34,133

(1) Provisional. The data on trade credit are partly estimated.

trillion in the same period of 1997. Among resident
sectors, financia and insurance companiesincreased
their external assetsby 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 dabilization of the domestic macroeconomic
situation but in thefirst half of the year also because of
expectations that the positive differentia between
short-term lira interest rates and those in international

markets would be eliminated with Italy’s admission to

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
centrefortheintermediation ofinternational capital,
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

the euro area. The disaggregated data for the first ten 29 trillion lire. The disaggregated data for the first ten
months of the year show that purchases of Treasury months show that the growth was attributable partly

credit certificates more than doubled to 37.2 trillion
lire (having reached 39.9 trillion in the first six

to increasing purchases of foreign shareholdings by
financial enterprises, which more than doubled to

months); purchases of Treasury bills increased to 16.2 trillion; the main destinations of the outflows

51.8 trillion (35.5 trillion in the first half of the year),
compared with 8.4 trillion in the first ten months of

were the euro area (8.6 trillion) and the United
Kingdom (5.9 trillion).
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Table 11
[taly’s net external position
(billions of lire)
January-December 1998
Stocks in Valuation Change Stocks in
D ber 1997 (1 D ber 1998 (1
ecem g) M FIO\E\S @ adjustments (3) in stocks ecenza)e :(d) M
() (d)=(b)+(c)
Agents other than resident banks
Assets......... ... .. 921,636 225,994 36,431 262,425 1,184,061
Directinvestment ........................ 236,723 29,023 17,099 46,122 282,845
Portfolio investment ... ................... 498,350 181,578 20,120 201,698 700,048
Loans and trade credit (4) ................ 186,563 15,393 -788 14,605 201,168
Liabilities ............ ... L. 999,002 176,799 62,735 239,534 1,238,536
Directinvestment ........................ 146,290 5,259 24,666 29,925 176,215
Portfolio investment 677,971 171,590 37,466 209,056 887,027
Government securities ................. 515,913 143,234 4,944 148,178 664,091
Loans and trade credit (4) ................ 174,741 -50 603 553 175,294
Net positionof non-banks ................. -77,366 49,195 -26,304 22,891 -54,475
Resident banks
ASSEES ... 349,235 12,490 5,775 18,265 367,500
Liabilities . ... i 420,748 27,552 -962 26,590 447,338
Net positionofbanks ..................... -71,513 -15,062 6,737 -8,325 -79,838
Bank of Italy-UIC
Net position (includinggold) .............. 133,644 -36,755 -8,278 -45,033 88,611
Italy
NET OVERALL POSITION ................. -15,235 -2,622 -27,845 -30,467 -45,702

(1) At end-of-period prices and exchange rates. - (2) Balance between net capital movements (bank and non-bank) and the change in official reserves, at the prices and exchange
rates prevailing on the date of the transaction. A plus sign indicates an increase in the relevant assets or liabilities. - (3) Adjustments in the value of assets and liabilities due to exchange
rate and price changes during the period, calculated on the basis of the composition according to currency and financial instrument. - (4) The data on trade credit are partly estimated.

Net direct inward investment cameto 5.3 trillion
lirelastyear, Ltrillionlessthanin1997. Inthefirstten
monthsthe overall net inflow cameto 1.4 trillionlire,
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
3.4to 1.5trillionlire.

Lending gaveriseto anet 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 datafor thefirst ten months of the year, thiscan be
ascribed to areduction in private lending, consisting
largely of repurchase agreementson Italian securities

22

between non-bank financia 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). Ifthe 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; thisledto negative exchangerate adjustments
of 22.1 trillion lire.

Mogt 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
trilion. 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 lItalian securities between

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

The net external creditor position of the Bank of
ltaly-UIC stood at 88.6 trillion at the end of
December, compared with 133.6 trillion a year
earlier. The decrease was attributable to afallin 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)

A Al

[ current account balance (1)
net external position (2)

il

1995 1996 1997 1998

1994

1992 1993

-12

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)

1998
1997 1998 il Q2 Q3 Q4
Stocks at current exchange rates (2)

External position ......................... -71,513 -79,838 -107,379 -67,196 -70,571 -79,838

Inlire ... 31,655 31,680 23,889 57,737 45,950 31,680
Inforeigncurrency ................ ... ... -103,168 -111,518 -131,268 -124,933 -116,521 -111,518

Domestic position in foreign currency ....... 46,260 53,086 54,447 51,265 61,914 53,086

Memorandum item:

Overall position in foreign currency (3) . ... -2,158 -13,457 -5,904 -5,216 8,917 -13,457
Changes at constant exchange rates (4)

External position ............ ... ... ... -11,679 -15,062 -34,583 37,929 -7,960 -10,448
Inlire ... -20,575 25 -7,766 33,848 -11,787 -14,270
Inforeigncurrency ..................... 8,896 -15,087 -26,817 4,081 3,827 3,822

Domestic position in foreign currency ... .... -5,232 21,159 7,414 -2,747 11,319 5,173

Memorandum item:

Overall position in foreign currency (5) . ... 5,114 -1,003 -2,502 1,752 12,550 -12,803

(1) Including the Italian branches of foreign banks. - (2) End-of-period data. - (3) Spot and forward transactions, including domestic currency swaps, commitments to be settled within
2 days and loans indexed to foreign currencies. — (4) At monthly average exchange rates. A minus sign indicates an inflow of bank capital. - (5) Spot and forward transactions, including

domestic currency swaps and commitments to be settled within 2 days.

23



ECONOMIC BULLETIN - No. 28, FEBRUARY 1999 PRICES, COSTS AND COMPETITIVENESS

Prices, costs and competitiveness

Inflation in the euro area continued to abate inflation differentials reflected differences in the
in 1998. The slowdown is attributable to the fall cyclical positions of the area’s economies, especially
in the prices of imports; the rate of increase in the in the prices of services.
indices of underlying price trends remained broadly Figure 17
unchanged. Inflation due to domestic factors, which Inflation indicatorsin theeuro area
is measured by the change on the year-earlier period (percentage changes on year-earlier period)
in the deflator of GDP excluding exports, remained a5 35
above 1.5 per cent (Figure 17). The twelve-month Deflators (1)
increase in the harmonized index of consumer prices 30— 30
excluding the most volatile components and those 25 25
most directly affected by the decline in the prices
of primary commodities - food and energy products 20 20
- stabilized around 1.5 per cent. Moreover, expected 15 15
inflation for the areais still above 1 per cent for _

1.0 + GDP excluding exports (2) 1.0
1999 and 1.5 per cent for the year 2000. Thus, thanks domestic demand
in part to the continued strength of domestic demand o5l L ‘ ‘ — Jos
and wages, in the euro area there does not appear 35 ‘ 35
to be any significant risk of deflation, in contrast Harmonized index of consumer prices (3)
with the situation in Japan. 30 30
25 2.5

After amodest increase in the first half of 1998, ’o M/\ a0
inflation in Italy resumed its downward path, thanks ' \ '
in part to the prudence with which monetary 15 \/_/_\/\ — — 15
conditions were eased. However, the convergence ol ‘ , N~ \ o
of inflation with the average level in the euro area ' e eneray procucts '
was hindered by the less favourable behaviour of 05 it e PP — e 08
fOOd and energy prl ces I n Italy and by the perS Stence Sources: Based on BIS and Eurostat data.
of & higher rate of increase in unit labour costs. — Gueanies werseeol e coumes e s e e e e
The latter phenomenon is attributable to the Smaller e e e saooy, see e Sane
increasein prOdUCtiVity, aconsequence of the Italian England, Inflation Report, August 1998. - (3) Weighted average of the countries in the

euro area.

economy’s extremely modest rate of growth. The
more moderate increase in profit margins in ltaly, consumer prices
which nevertheless remain at a historically high
level, helped contain the inflation differential. In 1998 the average annua rate of inflation,
calculated on the basis of the harmonized indices
The dispersion of inflation rates among the euro Of consumer prices, was 2 per cent in Itay (Table
area countries increased. This development can be &l4) and 1.1 per cent in the euro area (Table al5);
ascribed above all to the most variable components N 1997 it had been 1.9 and 1.6 per cent respectively.
of the indices, whose fluctuations more than offset The dispersion of inflation rates in the euro area
the gradual alignment of rates of increase in producer increased, despite the gradual convergence of the
prices fostered by the stabilization of exchange rates. rates of increase in prices of non-food and
In addition, to a greater extent than in previous years, non-energy products.
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Figure 18
Harmonized indicesof consumer pricesin thecountriesof theeuroarea
(percentage changeson 12 monthsearlier) (1)
30 30
General index Total excluding food and energy products
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Source: Based on Eurostat data.
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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
theend of 1998 the pricesof energy productswere
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, especialy in the
countries further along in the economic cycle, was
offset by price declines in sectors such as

telecommunications where there is
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 pointsin 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 taxesin final prices
and the greater dtickiness of producer prices,

increasing
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especially downwards, for this category of good.
The prices of unprocessed food products weredriven
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 ltaly.

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.

Figure19
General consumer priceindex for Italy

(annualized percentage changeson 3 monthsearlier;
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
pointsto 0.4 and 1.5 per cent respectively.

Producer pricesand theexport 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
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increase of 1.3 per cent in1997 (Tableal6). 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 arise of
1.1 per cent the previous year.

The dowdown in producer prices was virtualy
continuous throughout the year. In Itay, the
twelve-month rate of change in the general index
was -1.3 per cent in December, compared with 1.5
per cent ayear earlier (Figure 20). Thistrend mainly
reflected the behaviour of the prices of petroleum
products, whichfell sharply asaresult of the collapse
in oil prices. The twelve-month rate of changein
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 ill higher than the level
recorded during the previous cyclical troughs in
1986 and 1992-94.

Figure 20

Index of the producer pricesof manufactures

for thedomestic 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 ayear earlier.
Figure21
Producer prices, costsand
capacity utilization in manufacturing
(percentage changes on year-earlier quarter
unless otherwise indicated)
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Sources: Based on Istat and Isae data.

(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 dowdown 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. Therate of increasein the euro areacountries’
export deflators gradually fell to zero (Figure 22).

Figure 22
Export deflatorsin theeuroarea
(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 lirain 1992 and in relation to 1988.

Figure 23

Indicatorsof Italian competitiveness (1)
(indices; 1992=100)
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Sources: Based on Istat, OECD and IMF data and national statistics.

(1) Moving averages of the reference quarter and the preceding quarter. An increase
in the index indicates a loss of competitiveness. - (2) The figures for the third quarter of
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 pricesof internationally-traded
primary commodities
(indices; 1990=100)
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Figure 25
Import deflatorsin theeuro area
(percentage changes on year-earlier quarter)

5.0 5.0
- — - -Germany
Lol T - - - - France
— 7 A Nl S — ltaly |
25 7~ S Spain 25

Euro area (1)

0.0 " 0.0

~ . “\
= .
05
25 -25
5.0 ‘ ‘ 5.0
1997 1998

Sources: Based on Istat and BIS 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. 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 morethan the areaaverage (4.3 per cent); in the
second half of the year the average unit valuesin
lire of imported final goods also declined (Table
al8), especially those of electronic goodsand 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 costsin 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)
Unit labour costs peCrOénr’r?;g?/aetéO&) Productivity Components
Value added in el;e;:?ooynni ent

1997 1998 1997 1998 1997 1998 1997 1998 1997 1998

Euroarea .......... -1.9 -1.9 3.2 25 5.2 4.4 4.2 5.5 -1.0 1.1
faly ............. 24 0.6 5.3 25 2.8 2.0 23 2.9 -0.5 0.9
Excluding Italy ... =-3.1 -2.7 2.6 2.5 5.9 5.1 4.8 6.2 -1.1 1.1
of which: Germany -5.0 -4.3 1.7 20 7.3 6.7 4.3 8.2 -3.0 1.5
France .. -2.9 -3.0 29 26 5.8 5.6 45 4.0 -1.3 -1.6
Spain ... 1.8 24 4.6 3.2 2.8 0.8 6.0 6.2 3.2 5.4

Sources: Based on Istat, BIS and Eurostat data.

(1) For 1998, the data refer to the first three quarters of the year and the countries for which quarterly national accounts data are available (ltaly, Germany, France, Spain and Finland).
For 1997, the data for the euro area do not include Portugal, Austria or Luxembourg. - (2) For Germany and France, gross wages and salaries.
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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 [abour
costs less positive throughout the euro area. In the
third quarter, unit labour costs for the area as a
wholewere only slightly lower than they had been
a year earlier; in Italy they were 2 per cent higher
(Figure 26).

Figure 26

Unit labour costsin manufacturingintheeuroarea
(percentage changes on year-earlier quarter) (1)
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(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 isthe 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. Renewal's
inanumber of major sectors have run into significant
difficulties: in the metal and engineering industry,
over the demand for areduction 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 industria action. A specific
sectoral  agreement  recently established a
self-regulatory code for strikes that envisages
arbitration.

Table 14
Unit variable costsand final pricesin Italian manufacturing (1)
(percentage changes on year-earlier period)
Percentage 1997 1998
weights
) H1 H2 Year H1 Q3 Q1-Q3
Unit variablecosts ................... 100.0 1.6 0.5 1.0 0.3 0.7 0.4
Domestic inputcosts ................. 74.5 3.0 0.4 1.7 0.4 1.8 0.9
Unitlabourcosts .................... 49.6 4.4 0.4 2.4 -0.1 1.8 0.6
labour costs per employee .......... - 6.0 4.6 5.3 2.5 2.6 2.5
of which: wages and salaries . . . . .. - 4.9 4.1 4.5 25 2.6 25
productivity .......... ... ... - 15 4.2 2.8 2.6 0.8 2.0
Othercosts .......... ..., 24.9 0.9 0.5 0.7 1.2 1.8 1.4
Foreign inputcosts (3) ................ 25.5 -3.3 0.6 -14 -0.2 -2.9 -1.1
Outputprices ........................ 100.0 -0.4 1.1 0.4 1.6 0.8 1.3

Sources: Based on Istat and ENI data.

(1) Net of intrasectoral transactions; energy products and transport equipment other than cars are excluded from the aggregate for industry. — (2) Calculated on the basis of
the input-output table for 1988 at 1980 prices. - (3) The energy products component includes domestic production.
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The unit variable costs of Italian manufacturing
firms increased by an average of 0.4 per centin
the first three quarters of 1998 year-on-year,
compared with arise of 1.0 per cent for the whole
of 1997 (Table 14). The sowdown 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; therise 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 For ecasts expectations
concer ning aver age consumer priceinflation

intheeuroareain 1999 and 2000 (1)
(percentage changes on previous year)
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(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).
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The quarterly survey conducted in December
by Consensus Forecasts showed expectations of a
moderate rise in inflation from the level recorded
at theend of 1998 to just over 1.5 per cent for
thefirst half of the year 2000 (Figure 28). Therate
of increase in prices in ltaly is expected to hold
steady at this level. The differentia vis-a-vis
Germany would virtually close from the end of 1999,
whereas a slight differential vis-a-vis France is
expected to persist.

Figure 28
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(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)
1996 1997 1998

Net borrowing ............ 123,090 52,266 54,330
as a percentage of GDP . . 6.6 2.7 2.7
Primary surplus ........ 75,143 127,092 98,279
as a percentage of GDP 4.0 6.6 4.9
Interest payments ... ... 198,233 179,358 152,609
as a percentage of GDP 10.6 9.2 7.5
Debt as a percentage of GDP 124.6 122.4 118.7

Sources: Based on Istat data; Bank of Italy for the debt.

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 gover nment net borrowing,
primary balance and debt

(asa percentage of GDP) (1)
15 15
12 —— 12
net borrowing

9 9
6 6
3 3
0 : 0
6

3 — 3

deficit primary balance
0 0
surplus
3 —1 -3
6 — -6
-9 . -9
13 13
10 interest payments — 10
7 . . . . . . . 7
85 86 87 88 89 90 91 92 93 94 95 96 97 98

Source: Based on Istat data.

(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 resultsin 1998

The Forecasting and Planning Report published
in September 1997 set the objectivefor net borrowing
in 1998 at 2.8 per cent of GDPand that for the primary
surplusat 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 (se&conomic 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.

Thereduction 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

(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 centin 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 11.8to 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

interest rates, the replacement of a series of taxes andagainst roughly 1 point in 1997. The most important

contributions by the new regional tax on productive
activities, and the absence of some receipts
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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 centin 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 centlast year, compared with a peak
of 8.4 points in 1993 (Figure 30).

Theintroduction 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

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
Changeintheratio
of public debt to GDP and itscomponents (1) (2)

(percentages)
12
8 N 8
4 AN 4
0 25§ il ‘\;/Q u\ 0
-4 H -4
8 -8

1990 1991 1992 1993 1994

=== change in the ratio of general government debt to GDP

ratio of the primary balance to GDP (- surplus)

effect of the difference between the average cost of the debt and the GDP growth rate (percentage changes)
- = - ratio of other factors to GDP

(1) The change in the debt-to-GDP ratio (d) can be decomposed into three
components on the basis of the following equality: ¢; - d.; = pr; + (it - ;) 01 + rey, 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.

1995 1996 1997 1998

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

the various measures that were suppressed was to becontributions 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

General government revenue and expenditure
(billions of lire; percentage changes)

accounts. On the expenditure side the items most affected Com-
are intermediate consumption, production subsidies and 1007 | 1008 | posi- | 1997|1998
interest payments; on the revenue side the most important 0/2'"(’1‘) 1996 | 1997
change consists in a reallocation of receipts from other
current revenue to indirect taxes. EXPENDITURE
Compensation of
. employees .......... 229,487 226,005 22.5 51 -15
Expendlture Intermediate consumption 93,962 99,375 9.9 1.4 5.8
General government expenditure amounted to Social s'ecurity b.erluefits - 385,746 395,849 39.3 6.6 2.6
around 1,006 trillion lire in 1998, an increase of 1.3 per " eduction subsidies........ 20367 26303 26 -29.1 291
cent on the previous year: as a ratio to GDP, it declined eestPayments ... 179,356 152,609 = 15.2 -9.5 -14.9
p y ? ! Other current expenditure 16,280 28,378 2.8 1.0 743
from51.21t049.7 per cent. Interest payments decreased by )
! . : Current expenditure ... 925200 928,519 923 1.0 04
14.9 per cent, while other expenditure increased by 4.9 per as a percentage of GDP 477 459
cent and rose slightly in relation to GDP, from 4210 42.2 ¢, rent expenditure, net
per cent. of interest payments 745,842 775910 771 39 4.0
S . tage of GDP 384 38.3
The reduction in interest payments was larger thanin  2° & Pereenage o
- . . Investment ............. 44,209 48,843 4.9 9.2 105
1997 and amounted to 26.7 trillion lire, reflecting the Investment grants ... 20010 20947 21 -129 47
decline in interest rates from 1996 onwards (_the_average Other capital expenditure . 3806  7.895 0.8 -60.5 107.4
gross rate on 3, 6 and tg&ionth Treasury bills in the Capital expenditure ... 66.025 77.685 77 -68 142
December auction fell from 10.5 per centin 1995, to0 6.7 .
. i . Total expenditure, net
per centin 1996, 4.9 per centin 1997 and 2.9 per centin  of interest payments . 813,867 853,595 84.8 2.9 4.9
1998). The average cost of the debt should continue to as a percentage of GDP 420 422
decline this year and in the coming years as higglding TOTAL EXPENDITURE . 993,225 1,006,204 1000 0.4 1.3
securities are redeemed. as a percentage of GDP 51.2 49.7
Social security benefits declined slightly in relation REVENUE
to GDP (from 19.9 to 19.6 per Cent)_ The increase in Directtaxes ............ 310,257 292,611 30.7 88 -57
disbursements amounted to 2.6 per cent, as against 6.gndrecttaxes ........... 243973 311787 328 75 27.8
per cent in 1997, and was largely attributable to the zi’:'a' sec””:y°°”"'b““°”5 322’222 2;2'222 22'? g"z‘ '12'2
growth in pension outlays. The result in 1998 was ~ ' crenrevende ... ’ ’ LvE
influenced by: the switch from twmonthly to monthly ~ Current T 922;3:: 939;‘?: %86 7.7 18
. - as a percentage oi . 3
payments of INPS pensions, which brought a-offe- P 9
saving of more than 6 trillion lire after taking into account ~ CaPital revenue ... 18574 12865 1.4 901 -307
the consequent reduction in tax revenue; the decrease in TOTA- REVEN”E e 940,059 951,874 1000 87 1.2
the annual pension inflation adjustment from 3.8 per cent 2°@Pereentage of G 45 470
in1997to 1.7 percentlastyear, asaresult of the slowdown Net b°r'°w;"9 . 52"";‘7’ 54’323‘7’ -57.5 39
ininflation; and the postponement of retirement dates for ° & Pereenage e : '
new lengthef-service pensions provided for in the  Primarysurplus....... 127,092 98,279 69.1 -22.7
. as a percentage of GDP 6.6 4.9
Finance Law for 1998. Memorandum ftem:
The fall of 1.5 per centin compensation of employees Gop................... 1,939,875 2,024,105 41 43
was due to the abolition of the health contributions by Source: Based on Istat data
general government, which was offset only in part by (1) With reference to 1998.
cont. 3
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the substantial increase in the central government
payment to balance the accounts of the Sate 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 199697. 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 ofincome surtax and the reduction in the yield of the levy ¢

withholding tax for the seléemployed introduced in the

budget for 1998 and by the growth in the tax bas
following the abolition of health contributions. The yiel¢
ofthe flatrate tax oninterestincome fell from 36.5t0 17.
trillion lire owing to the decline in interest rates and th
effects of some temporary factors. In particular, th
revenue arising from bank deposit interest was furthér
reduced by the large volume of overpayments in 1997.
Two other factors depressed the yield of the tax on bopd
interest. The first was the abolition of the withholding t

for bonds held by asset management undertakings unfler
the reform that came into force on 1 July, such interept
income was made subject to a tax on the annual resultiof
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 selissessed corporate
income tax.

Indirect taxes include receipts of the regional tax o
productive activities, which amounted to around 5
trillion lire. The large rise in the yield of VAT reflected the
rate increases introduced in October 1997 and the grow
in the tax base. The latter was the result of the revision
the rules on deductible expenses and the introduction
tax incentives for building renovation projects, whic
may have brought additional turnover into the net. T
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 rgse
considerably.

s
2

h
of
of

Actual social security contributions declined b
10.3 per cent, from 293.8 to 263.5 trillion lire, as
consequence of the abolition of health contributions. The
contributions for private sector payroll workers ar
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’ Socjal
Security Institute (INPDAP) and the inclusion in thg
accounts of priotyear 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 persofal
n
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 |east becausetheyield 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; thiswas more
than theexpansionintherelevant 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 morethan thetotal 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 theseitemsareincluded, the aggregate
rose from 31.1 to 49 trillion (Table 16).

Table 16
Sate sector balances
(billions of lire)
1996 1997 1998 (1)

Financial balances net of

settlements of past debts

and privatization receipts . ..
Borrowing requirement . .. .... 128,799 52,720 58,522

as a percentage of GDP . .. 6.9 2.7 29
Primary surplus ............. 66,284 126,304 96,978

as a percentage of GDP . .. 3.5 6.5 4.8
Memorandum items:
Settlements of past debts .. .. 13,502 -409 4,770
Privatization receipts ........ 6,226 21,179 14,291

(1) Provisional.

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 forecastsin the euro area

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

36

substantial adjustment made in the preceding year to
achieve budget balances consi stent with the limits set
in the Maastricht Treaty. Government finances
benefited from the upturn in economic activity in the
area as awhole 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
199710 72.9 per cent | ast year. European Commission
estimates suggest afall ininterest paymentsfrom 5.1
to 4.7 per cent of GDP (Table 17).

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

In Germany, where GDP growth accel erated from
2.2 per cent in 1997 to 2.8 per cent last year, theratio
of net borrowingto GDPdecreasedfrom2.7t0 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, asagainst 3.5 per
cent in 1997) contributed to the substantia
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
dowing down. The balance on the general
government accounts swung from adeficit 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)
1997 1998 1999 2000
Euro Euro Euro Euro
area EU area EU area EU area EU
Net borrowing
— OUHUMN (2) .ot 25 2.3 2.1 15 - - - -
- Stability/convergence programme objectives (3) .. .. 25 2.1 23 1.6 1.8 1.4 15 1.1
- EU Commission (December 1998) ................ 25 23 23 1.8 1.9 1.4 1.6 1.2
—OECD . 25 24 2.3 1.9 1.9 1.7 1.6 1.4
Cyclically-adjusted net borrowing
- EUCommission ........... ... . i 2.0 2.0 2.1 1.8 1.8 1.4 1.7 1.3
= OCSE (4) vttt 1.6 1.6 1.6 1.4 1.3 1.1 1.1 0.9
Revenue and expenditure
- EU Commission
Total expenditure (5) ..., 49.9 49.1 49.1 48.2 48.5 47.8 47.9 47.3
Interestpayments ................ .. .......... 5.1 5.0 4.7 4.6 4.4 4.3 4.2 4.1
Revenue .......... ... .. 47.3 46.8 46.7 46.4 46.5 46.4 46.2 46.1
Debt
—OUHUMN (2) .ottt 75.4 72.0 72.9 69.2 - - - -
- Stability/convergence programme objectives (3) .... 75.2 71.6 72.9 69.0 72.8 68.6
- EU Commission (December 1998) ................ 751 72.0 73.8 70.3 72.5 69.0 70.9 67.3

Sources: EU Commission, Autumn Forecast, December 1998 and 1999 Annual Economic Report, January 1999; OECD, Economic Outlook, December 1998.
(1) Weighted averages based on nominal GDP expressed in ecus. — (2) As a percentage of potential GDP. — (3) Outturns. — (4) EU Commission forecasts (January 1999).

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 duelargely to
the decrease of 0.3 percentage points in the ratio of
interest payments. The primary surplus should
increase dlightly. The debt ratio for the area is
expected to remain unchanged at around 73 per cent.

Theresultsfor 1998 and theforecastsfor thisyear
indicate a dowing down in the euro area of the

process of budgetary adjustments compared with the
yearsupto 1997. Thiscould delay the achievement of
the medium-term objective set in the Stability and
Growth Pact of abudget 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 alittle 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 thisway 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 arez; 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
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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-a-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 tolessthan 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 declinein 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,
amost 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 apoint, to 4.4
percentage points.

After growing rapidly in thefirst six months, the
monetary aggregates slowed down considerably,
reflecting the gradua 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 theend 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

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 vyear,
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 netincome should produce one of the highest rates
of return on equity of the decade.

Monetary policy and the exchangerate of thelira

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-a-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

by 41 per cent over the year. Mainly as a result of in real interest rates: the three-month Eurolira rate
this rise, which was larger than those of the major adjusted for actual inflation fell to 2.2 per cent in
European and international stock exchanges, the December (Figure 33), which was about half a

ratio of the total capitalization of the stock market

percentage point below the corresponding rate in the

to GDP rose by 14 percentage points to 45 per cent, four leading euro area countries and more than two

while the earnings/price ratio fell by 0.8 points to
3.8 per cent.

points below the level prevailing in Italy twelve
months earlier.
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Figure31
Official interest ratesand money and financial market rates
(daily data; percentages)
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(1) ltalian official discount rate until 31 December 1998, rate on overnight deposits with the Eurosystem thereafter. - (2) Rate on fixed term advances from the Bank of Italy until
31 December 1998, rate on Eurosystem marginal lending operations thereafter. - (3) Marginal allotment rate on Bank of Italy repo operations until 31 December 1998, rate on the
Eurosystem’s main refinancing operations thereafter. - (4) Actual rate in the Italian interbank market until 31 December 1998, EONIA rate thereafter. - (5) Rate on Euromarket 10-year

interest rate swaps, for the lira until 31 December 1998, for the euro thereafter.

Figure 32

Short-term lira/DM interest ratedifferential
and spot and forward lira/DM exchangerates
(daily data; percentage pointsand lire per DM)
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(1) Left-hand scale. - (2) Forward exchange rate at 1 January 1999, obtained on the
assumption that the change in the exchange rate over the period was equal to the
difference between lira and DM interest rates, calculated on the basis of Euromarket
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
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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 effectiveexchangerateof theliraand real
short-terminterest ratesin Italy and theeuroarea
(monthly data; percentagesand 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 differentialson benchmark 10-year
gover nment securitiesin relation to Germany (1)
(daily data; percentage points)
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aslight widening, common to al 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 areayield curve
of one-year forward interest rates, with which the
corresponding lira curve had already come into line
in May, recorded adownward 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 ratesto fall by around aquarter
of a point by September and then to rise dightly
(Figure 35). The expected decline in interest rates
reflectsthe 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 ratein
the euro area is expected to remain basically stable
in 1999 (between 1.6 and 1.8 per cent) and then to
fall dightly 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
Euroyield curveinthe 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 dightly, 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 dightly, 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 lirein expansion in M2 reflected the rapid growth in M1.
1998. However, when account is taken of the 73.3 The increase of 9.1 per cent in narrow money over
trillion of liquidity released by the reduction in the the year, calculated on three-month average data,
average compulsory reserve ratio, the aggregate was partly offset by the contraction in the less liquid
grew by 7.9 per cent, or a little less than in 1997. components of M2, which also explains the slower
The growth occurred in both currency and bank growth in the Italian component of M3.
reserves, which expanded by 7.2 and 8.7 per cent Table 19
respectively (Table 18). Theforeign sector destroyed Monetary base (1)

37 trillion lire of liquidity, primarily in connection (changesin billions of lire)
with the closing of currency swap refinancing 1957 199 @
positions (13.7 trillion) and payments of interest and
maturities of principal on government securities Oct-Dec.| Year |Oct-Dec.| Year
denominated in foreign currency (23.2 trillion); the
Treasury destroyed 27 trillion as a result of_t_he Sources
redemption of 43.9 trillion of government securities
in the Bank of Italy’s portfolio, which was only Foreign sector ...... 2,438 22,829 -8,519 -36,980
offset in part by the reduction of 15.6 trillion in the foreign currency swaps - -2921 - 13,724
balances on its accounts with the Bank. Open market
: - Treasury ........... -12,232 -49,537 9,418 -27,043
operations created 1.3 trillion of monetary base T .
reasury payments
(Table 19). account .......... 7,634 1204 7,742 11,475
. Table 18 Sinking fund for
Monetary variables (1) redemption of
(percentage changes) government
securities ........ -3,407 -4,224 14,131 4,103
1997 1998 &) Other BI-UIC
OCT(a')DeC- Year OCtié[)’eC- Year operations with
the Treasury (3) .. -16,459 -46,517 -12,455 -42,622
Open market ........ 14,154 32,734 -30,636 1,303
Monetary base (4) ... 65 89 82 79 Repos (4) . ....... 462 -19,270 -22,707 24,831
Currency ......... 74 71 7.9 7.2 . .
Outright Treasury bill
Bank reserves (4) . 5.8 1.2 8.9 8.7 operations ....... 9,750 42,630 -1,500 19,463
Short-term bank Other outright
deposits .......... 5.4 9.9 7.3 7.9 transactions ...... 3,942 9,374 -6,429 6,671
Money supply (12) Refinanci 1,2 2 1,007 42
Monthly average .. 37 90 09 57 etinancing ... 283 86z 1007 -8
Quarterly average (5) 4.1 9.7 -1.2 5.8 Other sectors .. ..... 3,730 6,616 16,908 6,961
(1) Currency, bank reserves and monetary base are calculated as averages Total . ... 9,323 13,503 -11,821 -56,699

of daily data for the reserve maintenance period (from mid-month to mid-month,

except for the last maintenance period of 1998, which ran from 15 to 31 December);

bank deposits and the money supply are calculated as averages for the calendar

month. - (2) Provisional. - (3) Annualized and seasonally adjusted. — (4) Adjusted Uses
for the change in the average compulsory reserve ratio. - (5) Average for the

quarter ending in the last month of the reference period.

Currency in circulation 7,500 7,327 8,792 7,434

. . Bank reserves ...... 1,823 6,176 -20,613 -64,133
In June the annualized growth in M2, calculated
compulsory

on seasonally adjusted three-month average data, reserves (5)
was 13.2 per cent; over the year as a whole the

aggregate grew by 5.8 per cent (FigUre 37; SEE @ISO oo et e o oo i o e o (o
the box “The behaviour of the money SUPPlY”, G e ecememaintenines poro (rommicmont fomidmonth. except orine st
Economic BU”etln no. 27, OCtOber 1998) The maintenance period of 1998, which ran from 15 to 31 December).

..... 2,898 10,669 -23,444 -63,925
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Figure 37
M2 money supply (1)
(monthly data; stocksin billionsof lire)
940,000 940,000
——3-month average (2)
1-month average —
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860,000 860,000
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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 sharesheld directly) grew by 4.8 per cent.
The domestic component grew by 2.3 per cent (3.1
per cent in 1997 as awhole); the foreign component
continued to surge, expanding by 26.9 per cent.

_ o Table 20
Credit and financial assets
(percentages; end-of-period data)
Growth rates Share
in the period of stocks

1997 [1998 (1) | 1997 |1998 (1)

Total credit ............. 3.6 41 100.0 100.0
Finance to the non-state

sector ............. 55 6.0 36.4 37.3

banks ............. 5.4 6.7 32.1 33.1

bonds ............. -9.8 -30.7 0.4 0.3

foreign finance ..... 8.2 4.2 3.9 3.9
Financial assets of the

non-state sector (2) 5.5 4.8 100.0 100.0

Domestic ............. 3.1 2.3 89.7 87.6

liquid assets ......... -7.2 -9.5 46.7 39.7

of which: M2 (3) ..... 9.0 5.7 28.6 28.1
medium and long-term

securities .......... 6.2 -10.0 31.4 26.9
investment fund units

and other (4) ....... 71.6 82.8 11.6 21.0

Foreign ............... 33.1 26.9 10.3 12.4

(1) Provisional. - (2) Net of shares held directly. — (3) Growth rates are calculated
from 1-month averages. - (4) Investment fund units (including the equity component),
non-state sector claims on banks, surety deposits of firms, atypical securities and
Republic of Italy bonds held by the non-state sector.

Table 21

Financial assets of the non-state sector (1)

(billions of lire and percentage shares)

Flows in 12 months ending in:

Percentage composition of stocks (2)

December 1997

December 1998

December 1997

December 1998

Liquidassets ...................... .l
M2 L
bank currentaccounts ................
short-term CDs and savings deposits . . .

Other liquidassets ..................ccoon.
Treasury bills ........................

CDs for terms of 18 months or more . . ..

Medium and long-term securities ..............
Bonds ...
Government securities ............. ... .

Investment fund units 3) .....................

Other domestic financial assets ...............

External financialassets ......................

-118,727 -144,019
67,701 44,348
32,078 52,002
22,199 -13,418

-186,429 -188,367

-69,226 -103,280

-133,337 -63,437
59,318 -102,108
95,961 34,546

-36,642 -136,654
143,377 313,085
2,916 -446
79,146 90,661
166,030 157,172

46.6
28.6
16.5
6.5
18.1
6.3
4.1

314
10.7
20.7
1.3
0.3
10.3
100.0

39.7
28.1
17.0
5.7
11.6
3.1
22

26.9
11.0
15.8
20.7
0.3
124
100.0

(1) Excluding shares held directly. Rounding may cause discrepancies in totals. Provisional data for 1998. - (2) End-of-period data. - (3) Includes the share component.

43



ECONOMIC BULLETIN - No. 28, FEBRUARY 1999

MONETARY POLICY, BANKING AND THE FINANCIAL MARKETS

The monetary aggregates for the euro area and itsItalian 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. Theissuing sector consists of the monetary financial
institutions (MFls), that is to say the national central banks
of the Eurosystem, the ECB, credit institutions and other
financial ingtitutions 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
marke funds (fundsinvestirg exclusivey ininstrumens with

a residud term of one yea or les§ and holding sectors’
deposis with the Eurosysten (previousy;, the only liability of
thecentrd bark included intheltalian definitionwascurrency
in circulation) Money markd funds are of very minor
importane@ in Italy (9.2 trillion lire in December but
significart in othe countries su as France Deposis with
the Eurosysten are modesfor the whole of the area, lessthan
6trillio nlire. Thedefinition of “money holding sectof’ broadly
matchethat of thenon-staésecta previousy usel by theBank
of Italy, with the conspicuos exceptim of investmenfunds
othea than moneg marke funds which were nat included.

Othe methodologichdifferences lie in the method of
data collection data relate to the end of the month instead
of being the monthlyy average and they cove the entire
bankirg system insteal of just the “Reseach Department
samplé (which excludel smal banks and mutud banks
(bancte di credito cooperativ) accountirg for abou 5 per
cert of the total deposis of the Italian bankirg system)The
data collection forma adoptel by the Eurosysten lays down
a classification of MFI resouces that does not coincide
with that previousy usal for nationd statistics nor can it

Table1
M apping between the euro area monetary aggregates and those for Italy
Aggregates for the area Italian aggregates
(definitions adopted by the Governing Council of the ECB) (definition in use until 31.12.1998)
at?rLiJISLet;:Jtn Components Components Previous attribution
Currency in circulation Notes and coins
Overnight deposits Current account dgposits .
M1 bank bank (not subject to notice) M1
post office post office
Other items
Deposits redeemable at notice up to 3 months | Ordinary post office savings certificates (1) Liquid assets
Postal savings deposits not subject to notice (2)
Savings deposits not subject to notice (3)
M2 Deposits with agreed maturity up to 2 years Savings deposits subject to notice (3) M2
Bank current accounts subject to notice (3)
Bank CDs for terms of less than 18 months
Bank CDs for terms of between 18 and 24 months (4) L
Liquid assets
Bank repurchase agreements Bank repurchase agreements
Money market fund shares Money market fund shares (5)
M3 Money market paper
Debt securities up to 2 years Bank bonds with an original maturity of 2 years (5) Financial assets
Debt securities over 2 years Bank bonds with an original maturity of more than 2
Memorandum years (5)
items
Deposits with agreed maturity over 2 years Bank CDs for terms of more than 2 years (4) Liquid assets

(1) In the Italian monetary statistics these were classed as “Post office savings certificates” together with fixed—term post office savings certificates; the latter are not covered
by the statistics reported to the ECB. - (2) In the Italian monetary statistics these were classed as “Postal savings deposits” together with postal savings deposits subject to notice;
the latter are not covered by the statistics reported to the ECB. — (3) In the Italian monetary statistics the item “Savings deposits” comprised savings deposits, both subject to notice
and not subject to notice, and bank current accounts subject to notice. - (4) In the Italian monetary statistics all bank CDs for terms of 18 months or more were recorded in the
item “CDs with a maturity of at least 18 months”. - (5) The data for these aggregates were not available in the returns submitted by Italian MFls before the adoption of the harmonized
statistical matrix for the third stage of EMU. Money market fund shares were part of “Shares of investment funds”. In the case of bonds, the classification did not distinguish between
those with a maturity of two years and those for longer terms; both were recorded in the item “Other bonds”.

cont.y»
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Table 2
Italian components of the euro area aggregates: residents of Italy and of therest of the area (1)
(billions of lire; end-of-period stocks, not seasonally adjusted, and percentage changes on year-earlier period)
Money
R ”}3:5? Debt 3-month
Deposits | Deposits epur- securi- _ | moving
with redee- Percen chase- sr;irgs tlets Total ng‘;n aver—
- | agree-
Curen- | gygr. Percen- :]g;es;:l r?;?%'g at Total tage rﬁents money 2uypeaors change égﬁ_
oy in night Total tage oy 1c€ up change market
circula- | 4% fag upto 2 to paper ® tred)
tion (2) eposits changeé | years | 3 months )
1997 - Sept. 106,313 567,958 674,271 9.5 244,561 212,575 1,131.407 -21 157,487 6,616 15,045 1,310,555 0.4
Oct. 105,385 577,849 683,234 10.7 234,959 212,715 1,130.908 -1.6 158,759 6,758 16,685 1,313,109 0.0 -0.1
Nov. 110,458 564,148 674,606 8.3 226,333 212,835 1,113.773 -3.4 164,312 6,924 18,280 1,303,290 -0.6 -0.3
Dec. 116,265 618,849 735,115 7.4 219,416 220,315 1,174.845 -3.5 144,957 7,143 19,887 1,346,833 -0.4 -0.1
1998 - Jan. 110,038 597,345 707,383 9.7 211,404 219,298 1,138.085 -2.8 168,337 7,379 23,142 1,336,944 0.8 0.1
Feb. 108,871 588,684 697,555 8.4 206,505 218,729 1,122.789 -3.5 167,222 7,784 26,726 1,324,521 -0.2 0.5
Mar. 111,680 613,554 725,234 13.1 197,666 218,119 1,141.019 -1.2 152,259 8,185 30,601 1,332,063 0.9 0.6
Apr. 112,294 626,416 738,710 15.1 190,552 217,976 1,147.238 0.2 145,836 8,676 34,735 1,336,485 11 0.9
May 114,832 627,719 742,552 13.8 182,172 219,616 1,144.339 -0.3 148,431 9,860 37,753 1,340,383 0.7 1.3
June 114,515 658,804 773,319 15.1 179,364 218,965 1,171.649 0.9 136,433 10,700 43,345 1,362,127 241 1.0
July 116,809 623,270 740,079 1.1 171,195 218,057 1,129.331 -1.0 145,011 9,854 43,307 1,327,503 0.3 0.9
Aug. 112,643 610,326 722,968 7.4 167,058 219,416 1,109.442 -0.7 150,998 10,233 42,437 1,313,111 0.4 0.1
Sept. 113,179 611,521 724,699 75 162,974 220,369 1,108.042 -2.1 146,976 10,291 40,449 1,305,759 -0.4 0.1
Oct. 113,806 616,185 729,991 6.8 160,641 219,418 1,110.050 -1.8 161,078 10,781 36,750 1,318,660 0.4 -0.1
Nov. 115,568 613,774 729,343 8.1 163,442 220,202 1,112.987 -0.1 144,905 10,357 33,937 1,302,186 -0.1 0.2
Dec. 124,876 677,660 802,536 9.2 162,045 223,659 1,188.239 1.1 123,652 9,240 28,814 1,349,944 0.2
Euro areacom-
ponents (4) 625,152 2,796,338 3,421,790 1,710,133 2,372,254 7,504,177 350,947 604,383 129,900 8,589,408
Percentage
weight Italy/
euro area (5) 18.0 24.2 23.0 9.5 9.4 15.7 35.2 1.5 17.8 155
(1) All the items in the table relate to the liabilities of Italian MFIs towards the “Monetary asset holding sector” except for the items described in footnotes (2) and (3). - (2) Total
of banknotes issued by the Bank of Italy and notes and coin issued by the Treasury. — (3) The item is calculated by subtracting from the total for such securities in the liabilities of
Italian MFls the amount held by ltalian MFIs themselves. As the amount in the portfolio of the MFls of the rest of the area and in that of “Central government” is not available in the
returns to the ECB, it is not possible to calculate the amount held by the “Monetary asset holding sector” at national level. - (4) Data for the latest month available. - (5) Calculated
from the sum of the national aggregates, which for the items described in footnotes (2) and (3) and the totals is slightly higher than the corresponding area aggregate. The weights
obtained in this way for the 11 countries in the area sum to 100.
always be reproduced exactly on the basis of even the most shares and money market paper (which together with M2
highly disaggregated series available in the past. The series constitute M3). In order to make it easier to identify instability
corresponding to the new definition of the monetary in the reference aggregate due to portfolio reallocation, other
aggregates are available only from September 1997 onwards less liquid assets that are notincluded in M3 are also monitored.
on the basis of data consistent with the harmonized statistical Table 1 illustrates the linkage between the definitions of thje
format. aggregates applied in Italy until 1998 and those used by the
. . Eurosystem. The main differences are as follows: the new 12
The Governing Council of the ECB adopted three aggregate includes bank CDs with terms of up to 24 montHs,

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 The national components of the monetary aggregates
up to 3 months” (added to M1, this gives M2), repurchase for the area may have lost their role as reference variablg
agreements, debt securities up to 2 years, money market fundfor monetary policy, but they will continue to perform a

cont.y»

whereas the corresponding lItalian 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 bapk
bonds and money market fund shares, previously included
among financial assets.

n

45



ECONOMIC BULLETIN - No. 28, FEBRUARY 1999

MONETARY POLICY, BANKING AND THE FINANCIAL MARKETS

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 countriesin 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, partlyin 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 mar ket paper and money mar ket 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”: the sum of the nationd componertisslightly
larger than the correspondiy area aggregate Althoudh the
disaepang islarge in absolue terms (67 4 billion euros for
M3 in Decembe 1998 about 130 trillio n lire), it is modest
in relative terms (1.5 per cert of the M3 aggegat for the
area).

The Italian componehmakes up 23 per cert of thearea’s
narrowes aggegae M1, becaus of the substantidvolume
of current accourt deposis in Italy, and 16 per cert of M2
and M3, reflectirg the smalle proportion of deposis with
agreed maturity or redeematd at notice Money market
investmenfunds are less comma than in othe countries
of the area, while repucha® agreemerg and 2-yea bank
bonds are mare widely used despie a recer declire in the
forme.

In 1998 the behaviow of the Bark of ltaly’s M2
aggegae diverged significanty from that of the Italian
componeh of M3 for the euo areg wheaeas the former
increasel rapidly, especialy in the first half of the yea, the
latter remainel basicaly stabke (see the Figure). The
disaepany can be attributed only partly to the switch from
the “Reseach Departmeh samplé to coverag of the full
bankirg systemrather, it reflecs mainly changein the less
liquid componerg included in M3 but excludel from the
Italian definition of M2: the shaip contractia in CDs for
terms of betwea@ 18 and 24 montts and in repuchase
agreemerd was only partially offse by the strong growth in

2-yea bark bonds and the mare modes increas in money
marke fund shaes By contrast during the first half of the
yea the Bark of Italy’s M1 mone suppy aggegat and the
Italian componetof the correspondig euro area aggegate,
the definitions of which are essentialy the sarre, showed very

sustaine growth abowe the rate for M1 for the area.

Monetary aggregatesfor theeuroareaand for Italy
(monthy data percentag changeonyear-earlig period)
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M3 euro area (2)
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1997 1998

(1) Aggregates used by the Bank of ltaly 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 counterpars of mong constructe by the
Eurosysten do nat diverge conceptualy from those usel in
the statistics of the Bark of Italy, but there are nonetheless
importart methodologichdifferencesThe mog obviots lies
in the greate detai of the items non-monetay liabilities,
which in the Italian counterpars were recaded unde the
residud “Other items”, are subdividel accading to
instrumen and counterpary. In addition both asse$ and
liabilitie stowardsthe externd sectw (that isto say, countries
outsick the area) are shown insteal of the net position By
contrast the externa position of the Eurosysten is not
distinguishe from that of othe MFIs, unlike the treatment
in the statistics of the Bark of Italy, where the official reserves
and the net externd position of the bankirg systenappeaed
separately.

Finally, the methodolog adoptel by the Eurosysten for
the bankirg statistics differs from that previousy usel in
Italy; apart from the above-mentiorduse of end-of-period
data and coverag of the entire bankirg systemit includes
repuchas agreemerg amorg deposis and bad debs and
rever® repuchas agreemert with loans.
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Households and firms continued to reallocate
their portfolios, athough 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
guarter, 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 aso
more liberal in granting credit: during the year, the
ratio of credit drawn to that granted for liraoverdraft
facilities declined from 46 to 44.2 per cent.

Table 22
Main itemsin the banks balance sheet (1)
(percentage changes on corresponding period of previous year; billions of lire; end-of-period data)
1998 K
1996 1997 March June September December Decesr;%%rﬂ 998
Assets
Securities ... 8.9 -10.5 -10.3 -2.1 1.0 0.8 346,324
government securities . ........ 10.8 -11.3 -13.0 -6.1 -2.7 -3.1 287,406
Loans (2) (3) «.vvvevrarinnnnn. 2.4 5.4 6.3 5.1 5.7 6.0 1,230,170
short-term ................... 0.9 55 5.9 5.0 6.0 5.7 623,755
medium and long-term (3) ..... 4.0 5.3 6.6 5.3 5.3 6.4 606,416
Baddebts ..................... 1.7 -25 3.8 5.2 7.1 2.3 122,720
External assetsinlire (4) ........ 53.0 3.2 13.0 10.1 10.5 3.3 197,737
External assets in foreign
currency (2) (4) ... 11.5 1.8 8.6 6.1 5.5 3.9 169,763
Liabilities
Domestic deposits and bonds
(averages) (5) ............... 8.3 2.3 2.7 4.4 2.4 4.1 1,260,183
Deposits ...t 2.9 -7.8 -6.6 -3.8 -4.9 -0.9 824,865
currentaccounts . .. ..... 6.0 9.3 12.4 17.4 11.9 13.5 562,647
short-term CDs . ... .. ... 12.3 27.5 12.9 22 -7.2 -13.3 74,943
medium and long-term
CDs ........ccccvon.. -1.5 -49.0 -52.3 -55.3 -52.2 -45.4 75,663
Bonds ..................... 30.2 34.8 29.9 26.1 20.0 15.2 435,318
External liabilities in lire (4) ...... 34.2 19.9 314 221 19.3 3.9 166,057
External liabilities in foreign
currency (2) (4) ... -0.6 -2.6 5.5 9.7 7.9 8.2 281,281
Repos with resident non-banks . . . -55 10.6 -6.4 -14.7 -7.8 -18.0 108,655

(1) The figures for December 1998 are provisional. The adjustments described in notes 2 and 3 relate only to the percentage changes. - (2) The foreign currency component is net
of exchange rate adjustments. - (3) Adjusted for the effects of the transactions in January 1997 between Banco di Napoli and the non-bank company SGA. - (4) Source: UIC. — (5) For

deposits, monthly averages of daily data; for bonds, end-of-period data.
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Table 23
Bank lending and bad debts by branch of economic activity (1)
(percentages)
Enterprises
Finance Households
General and Non-financial enterprises
govern- |insurance Total
ment | compa- Holding Industry @)
2 nies companies excluding | Construc- ) Sole
(3) construc- tion Services | Consumers |y erg
tion
12-month percentage changes in lending
1997 - June ....... 0.7 26.7 15 -3.7 2.0 3.0 -8.5 4.8 5.4 1.4 3.4
1997 - December 1.7 25.2 4.2 3.1 4.3 7.3 -5.2 5.0 7.7 2.5 5.4
1998 - June ....... -7.2 8.6 6.4 -2.7 71 9.3 0.1 7.3 9.8 1.2 5.1
1998 - December .. -4.3 10.5 5.5 -3.4 6.3 6.2 -0.2 8.6 12.6 41 6.0
12-month percentage changes in bad debts

1997 - June (4) .... -35.8 -14.3 -0.4 1.0 -0.4 -6.7 9.5 -0.5 17.7 -1.2 1.7

-31.5 25 8.7 4.2 8.9 0.8 21.4 6.2 21.8 5.7 9.6
1997 - December (4) -22.5 -17.5 -5.9 -15.6 -5.5 -8.1 -2.7 -3.2 13.1 -4.1 -2.5

-16.3 0.0 5.5 -8.6 6.1 0.1 13.3 4.9 20.1 3.0 7.1
1998 - June (5) .... -60.8 37.6 4.0 -14.6 4.7 0.6 5.9 5.9 10.7 4.5 5.5

-56.9 325 6.3 -9.8 6.9 1.3 9.9 7.1 13.3 4.8 7.9
1998 - December .. -92.8 -2.1 0.5 -12.9 1.0 -6.4 6.9 3.1 8.4 3.8 23

Ratio of bad debts to total lending (6)
1997 - June ....... 0.7 2.2 10.2 5.6 10.5 6.9 20.8 9.8 11.3 15.8 9.6
1997 - December 0.6 2.0 9.7 4.7 10.1 6.5 20.6 9.6 1.5 15.9 9.4
1998 - June ....... 0.3 2.8 10.0 4.9 10.3 6.3 21.7 9.7 11.5 16.2 9.6
1998 - December 0.0 1.8 9.3 4.2 9.7 5.8 21.7 9.2 11.1 15.9 9.1
Interest rates on short-term lira loans (7)
1997 - June ....... 8.50 7.84 9.92 7.96 10.06 9.43 11.44 10.33 11.39 11.93 9.99
1997 - December 8.10 715 9.04 6.97 9.20 8.63 10.61 9.44 10.83 11.23 9.13
1998 - June ....... 7.21 5.97 8.04 6.35 8.13 7.52 9.67 8.45 9.91 10.16 8.10
1998 - September . 6.77 5.52 7.52 5.49 7.62 7.02 9.25 7.94 9.56 9.80 7.58
Percentage composition of lending

1997 - December .. 9.5 9.9 52.0 41 47.9 229 6.0 18.1 15.9 12.7 100.0
1998 - December .. 8.5 10.3 51.8 3.7 48.1 23.0 5.6 18.5 16.9 125 100.0

(1) The figures from June 1998 onwards were obtained by reaggregating the subgroups of the different sectors of economic activity according to the classification criteria
in force until May. Changes in the foreign currency component are net of exchange rate adjustments. - (2) Includes loans raised by the State Railways with the costs borne by
the government, as established by Eurostat. - (3) Percentage changes in lending are adjusted for the effects of the transactions in January 1997 between Banco di Napoli and
the non-bank company SGA. - (4) The figures in italics are the percentage changes obtained after reattributing the bad debts transferred from Banco di Napoli to SGA and those
retained on the books of Sicilcassa in liquidation. - (5) The figures in italics are the percentage changes obtained after reattributing the bad debts retained on the books of Sicilcassa
in liquidation. - (6) The denominator includes bad debts. - (7) Central Credit Register data.
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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 capita 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 liraloans 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 hillion 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
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(1) Italian official discount rate until 31 December 1998, rate on overnight deposits
with the Eurosystem thereafter. - (2) Average rate on issues during the month. -
(3) Average rate on loans disbursed during the month to resident firms.

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' totd borrowed fundsincreased by 4.1 per
cent compare with 2.3 per certin 1997. Thegrowth
was fueled by tha in the short-tem componen(7.9
per cent) abowe all curreri accouns (135 per cent);
by contrast the medium and long-tem component
declinal by 1 per cen after contractirg by 6.5 per
cert in 1997.

The growth in loars exceedd that in borrowed
fundsandwasfinancalthrouchstepped-pborrowing
abroad Banks ne foreign liabilities rose by 15.1
trillion lire before adjustmen for exchang rate
variationscomparewith11.7trillio nin1997% foreign
curreny transactios accountd for almog all of
the growth, with liabilitiesincreasig by 21 3 trillion
lireandassesby 6.2trillion. Thene externdposition
in lire remainel stabk as aresut of an increag of
6.3trillio nlireinfund-raisingprevalentyoninterbank
markets and acomparal® increa® in lending.
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Table 24
Bank interest ratesin Italy and Germany (1)
(percentages)
Lending rates Deposits rates
. Bond
Short term Medum andlong fom Current accounts CItDoSGup g-monjh yields
Firms Households months | 48POSTtS
Italy It(zl)y Ger(rg)any Italy Ger(T)any Italy Ger(r;])any Ger(rg)any ltaly Ger(r;)any Italy Ger(rg)any It(gl)y Ge(r1n(1):)zmy
1997 - Jan.

Feb. 10.38 - 7.82 8.74 6.36 11.27 6.83 5.78 4.1 1.96 5.72 2.67 6.14 4.22
Mar. 10.20 10.87 7.73 8.84 6.34 11.27 6.84 5.80 4.07 1.97 5.67 2.71 6.19 4.21
Apr. 10.10 - 7.78 8.66 6.42 11.14 6.96 5.92 4.01 1.96 5.69 2.72 6.18 4.27
May 9.96 - 7.76 8.67 6.44 11.00 6.90 5.88 3.99 1.98 5.64 2.71 6.19 4.24
June 9.78 10.49 7.73 8.04 6.42 10.73 6.86 5.82 3.84 1.95 5.56 2.70 6.03 4.21
July 9.61 - 7.70 8.12 6.36 10.46 6.75 5.72 3.55 1.94 5.36 2.69 5.91 4.16
Aug. 9.46 - 7.69 8.35 6.39 10.54 6.76 5.84 3.44 1.93 5.21 2.71 5.74 4.22
Sept. 9.37 10.04 7.75 8.13 6.42 10.32 6.77 5.88 3.46 1.94 5.21 2.73 5.82 4.25
Oct. 9.27 - 7.73 7.98 6.46 10.17 6.72 5.96 3.29 1.97 5.04 2.85 5.17 4.33
Nov. 9.19 - 7.69 7.92 6.56 9.98 6.80 6.15 3.33 1.97 4.97 3.00 4.93 4.50
Dec. 9.01 9.80 7.71 6.90 6.50 9.38 6.66 6.08 3.36 1.99 4.95 3.06 5.07 4.53
1998 - Jan. 8.83 - 7.70 7.18 6.35 9.53 6.40 5.85 3.08 1.98 4.60 2.99 5.01 4.34
Feb. 8.69 - 7.71 7.29 6.26 9.20 6.24 5.71 2.93 2.00 4.49 2.96 4.97 4.29
Mar. 8.51 9.23 7.68 6.77 6.20 8.89 6.11 5.62 2.94 2.01 4.44 2.98 4.32 4.23
Apr. 8.33 - 7.71 6.66 6.17 8.62 6.04 5.60 2.78 2.01 4.28 2.99 4.21 4.22
May 8.11 - 7.68 6.46 6.18 8.20 6.07 5.64 2.51 1.98 4.07 3.02 4.74 4.23
June 7.89 8.72 7.65 6.19 6.14 7.61 6.00 5.58 2.53 2.00 4.01 3.02 4.07 4.21
July 7.73 - 7.65 6.15 6.12 7.39 5.93 5.53 2.47 1.99 3.97 3.01 4.22 4.19
Aug. 7.59 - 7.59 6.06 6.01 7.61 5.81 5.41 2.38 2.01 3.86 2.99 4.18 4.09
Sept. 7.55 8.35 7.65 6.01 5.83 7.24 5.63 5.19 2.37 2.00 3.86 2.96 417 3.88
Oct. 7.48 - 7.58 5.81 5.72 6.92 5.49 5.02 2.36 1.98 3.83 2.98 3.80 3.69
Nov. 7.16 - 7.57 5.57 5.69 6.68 5.48 4.99 1.97 1.99 3.47 3.00 3.89 3.64
Dec. 6.70 7.56 4.53 5.50 6.17 5.29 4.80 1.70 1.98 3.1 2.90 3.74 3.49

(1) For the methods of calculating Italian rates, see the methodological notes in the Bank of Italy’s Supplemento al Bollettino Statistico, Aggregati Monetari e Finanziari, Banche;
average rates are calculated as means weighted on the basis of the amount of credit granted. For German interest rates, the source is Deutsche Bundesbank Monthly Report, Chapter
VI, Section 5; average rates are calculated as unweighted arithmetic means of the rates on new transactions reported falling between the 5th and 95th percentiles. - (2) Unweighted
arithmetic mean of the rates falling between the 5th and 95th percentiles on individual current account overdrafts of between 1 and 5 billion lire in the three months ending in the reference
month; Central Credit Register data. - (3) Average interest rate on current account overdrafts of between DM 1 and 5 million. - (4) Average interest rate on long-term fixed rate loans
of between DM 1 and 10 million for terms of more than 4 years to enterprises and self-employed workers (excluding lending to the housing sector). — (5) Average interest rate on 10-year
fixed rate mortgage loans. - (6) Average interest rate on 5-year fixed rate mortgage loans. - (7) Average interest rate on high-yield sight deposits. - (8) Average interest rate on 3-month
deposits of between DM 100,000 and DM 1 million. - (9) Average interest rate on fixed rate issues. — (10) Average interest rate on 4-year fixed rate issues.
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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)

Deposits
of which: excluding central government Bonds Loans
At sight With agljeed Redeemable Repurchase @ @
maturity at notice agreements
% % % % % % %
Stocks |chan- | Stocks |chan-| Stocks |[chan-| Stocks |chan- | Stocks |chan-| Stocks |chan-| Stocks |chan-
ge ge ge ge ge ge ge
Euro area (5)

1997 - Sept. 8,957.0 2,208.6 3,674.4 2,487.6 400.8 3,692.1 10,464.3
Oct. 8,987.2 2,209.8 3,693.5 2,490.8 400.5 3,704.5 10,519.4

Nov. 9,032.7 2,264.0 3,684.0 2,496.0 4175 3,725.1 10,603.0

Dec. 9,224.8 2,3771 3,684.2 2,568.2 397.6 3,727.5 10,707.7

1998 - Jan. 9,201.6 2,280.9 3,716.2 2,598.4 421.0 3,765.1 10,700.8
Feb. 9,223.8 2,284.4 3,725.4 2,604.6 418.9 3,810.2 10,749.2

Mar. 9,215.3 2,340.6 3,676.8 2,607.2 411.0 3,843.8 10,807.1

Apr. 9,269.3 2,368.4 3,706.3 2,606.4 400.0 3,871.4 10,876.0

May 9,288.6 2,401.0 3,703.7 2,610.1 403.1 3,895.9 10,889.1

June 9,341.2 2,493.8 3,663.9 2,607.6 393.9 3,952.3 11,001.3

July  9,292.0 2,417.4 3,672.0 2,606.4 417.3 3,992.2 11,082.3

Aug. 9,290.4 2,400.4 3,692.4 2,609.7 403.1 4,013.1 11,075.3

Sept. 9,296.3 3.8 24409 105 3,659.0 -04 26079 438 4021 0.3 4,017.3 8.8 11,1744 6.8
Oct. 9,331.3 38 24508 109 3,6558 -1.0 26141 49 422.7 56 4,023.0 86 11,2521 7.0
Nov. 93771 3.8 25287 117 36550 -08 2,619.3 49 3840 -8.0 4,0539 88 11,3513 7.1
Dec. 95822 39 26634 120 3,690.8 0.2 2679.2 43 3509 -11.7 4,0483 86 11,4616 7.0

Italy (6)
1997 - Sept. 1,134.0 550.9 300.6 115.3 156.8 368.8 1,307.0
Oct. 1,1315 560.9 287.8 115.0 158.1 379.8 1,307.3
Nov. 1,125 548.4 276.6 114.4 163.9 388.4 1,317.7
Dec. 1,142.0 600.7 266.9 119.2 144.5 396.4 1,364.5
1998 - Jan.  1,131.1 577.8 257.0 1175 167.9 400.4 1,357.9
Feb. 1,151 5737 2485 115.8 166.8 408.3 1,358.3
Mar. 1,159 599.1 238.6 115.7 151.7 418.2 1,368.2
Apr. 11126 6123 2295 115.2 145.2 4236 1,372.1
May 1,107.2 6133 220.2 116.1 148.0 433.4 1,363.5
June 11,1205 646.4 2115 115.1 136.2 456.9 1,400.3
July  1,084.6 608.1 206.7 1143 144.7 458.6 1,404.7
Aug. 1,076.7 597.5 202.0 115.0 150.5 464.3 1,387.1

Sept. 1,0756 -5.2 600.8 9.1 200.7 -33.2 1157 04 1461 -6.8 4679 269 13921 65
Oct. 1,091.6 -35 605.1 7.9 198.2 -31.1 1146 -0.3 160.5 1.5 4725 244 13908 64
Nov. 1,0725 -3.6 603.7 10.1 1955 -29.3 1149 05 1441 -1241 479.7 235 14219 79
Dec. 1,1149 -24 6659 10.8 192.7 -27.8 177 -12 123.1 -14.8 4845 222 1,456.2 6.7

(1) End-of-period data; percentage changes are not corrected for exchange rate adjustments. The data are consistent with those in Table 2.2 of the Monthly Bulletin of the
ECB. - (2) Denominated in euros and other currencies. - (3) Total value of debt securities; by convention they are attributed entirely to residents in the reporting country. —
(4) Including bad debts and repos. - (5) Fund-raising and loans of the monetary financial institutions (MFls) of the euro area countries (excluding the Eurosystem), from and to
non-MFI customers residing in the area. The figures have been obtained by applying the bilateral exchange rates set on 31 December 1998 to the values in national currency.
- (6) Fund-raising and deposits of Italian MFls (excluding the Bank of Italy) from and to non-MFI customers resident in ltaly.
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The securities portfolio grew dlightly, 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 asset (defined as the sum of
reservesBOTs, CCTsamd CTZ9) to totd asset fell
ove the yea from 10.3 to 7.8 per cent.

The statistics compiled by the Europea System
of Centrd Banks make it possibé to compae the
main balane shee items of banis in the euro area
(Table 25). In Decembe the stodk of funds that
Italian banks had raisad from residens represented
11.9 pe cert of the correspondig aggregat for euro
areabanks aswhole, compare with sharsof 44 and
174 pea cert for German and Frend banks
respectivelythe ratio of sudh funds to GDP was 80
pe cent compare with 162 per cert in Germany
ard 95 per cert in France.

Deposis accountd for 70 per cert of borrowed
funds both in Italy ard in the eur area as a whole,
althoudh their composition differed sight deposits
representé59 per cert of thetotd in Italy, morethan
doubk the figure for the euro area which reflects
thelow ratio of sight deposisin Frane@and Germany
(25 and 20 per cert respectively)In 1998 borrowed
funds increasd at arate of 5.2 per cert in the euro
area as a resut of much faste growth in Germany
(7.6 per cen) thanin Italy ard Frane (4 ard 0.6 per
cent respectively) Bond issues showal an even
greate dispersionthey expandd by 222 and 12 per
cert respective) in Italy and Germaly ard by 8.6
per cert in the eum area as a whole, but contracted
by 4.2 per cert in France.

In Decembe the shars of Italy, Frane and
Germary in totd bark loars to euro area residents
were 12.9 173 ard 432 pe cert respectivel. Such
loars were equa to 73 per cert of GDP in Italy, 80
pe cert in Frane and 134 per cert in Germay,
compare with a euro area averag of 103 per cent.
The twelve-monh rate of growth in this aggregate
was 6.7 per certinltaly, broady inlinewith theeuro
area averag of 7 per cent.

Managel saving products which are over-
whelmingly sold throudh bark branchescontinued
to expar strongly in 1998 Securities on deposit
belongirg to banks portfolio managemenservices
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or to investmen funds rose by 3392 trillion lire, or
60 per cert (499 per cert in 1997) ard produced
a large increag in banks income from services.

According to preliminaly dat on banks profit
arnd loss accouns for 1998 gross income grew by
arourd 7 pe cent compare with a contractio of
0.5 per cert in 1997 Thisresut is attributabé to the
exceptionb profits earnel on securities trading and
the increag in commissios on the sak of
investmem fund units. Net interes income recorded
adeclire of closeto 2 per cent on top of tha of 5.5
per certin 1997 with an especialy shap contraction
in the secoml half of the yea. Staff coss diminished
by more than 5 per cen following the elimination
of nationd healh servie contributiorsin connection
with the introduction of the regiond tax on
productive activities while othe operatig costs
appea to hawe increasd slightly. Excluding health
contributiors from the calculation labou coss are
estimate to have remainel virtually unchangd and
net income to hawe increasd by sone 15 per cent.

Thebond and Eurolira market

The Treasurysissuane policy continuel to aim
at lengthenig maturities and was facilitated by the
reductian in long-tem yields as a resut of the fall
in inflation and the achievemenof conveagence.
Almost 60 per cert of the delt falling due was
renewea with medium or long-tem fixed rateissues;
the shae of short-tem and floating rate pape (BOTs
and CCTys) in the totd delt fell by 4.6 percentage
points to 38 pe cent compare with 50 per cert at
theerd of 1997 Issuesof 10 and 30-yea BTPsmade
a decisiwe contributian to lengtheniry the residual
maturity of the delt and accounte for more than 40
per cen of gross issuescompare with 22 per cent
in 1997 the shae of BTPs in totd government
securities outstandig increasd from 375 to 43.5
per cert (Table 26). The Treasurys net fund-raising
in internationa markes declinal with respet to
1997, as a proportian of the totd debt the stodk of
sud funds remain& unchangd at 4.9 per cent In
Januay this yea, owing to the redenominatio in
eurcs of governmen securities originally issuel in
currencie of othe eur area countries the shae of
the deld denominatd in foreign curreny declined
to 4.2 pe cent.
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Table 26
I ssues of gover nment securitiesand composition of stocks (1)
1995 1996 1997 1998
Gross issues (2)
(billions of lire)
BOTS ..o 714,250 665,023 506,000 425,768
CTZS oo 47,217 59,924 105,905 97,779
COTS (B) vt 122,810 105,945 64,404 42,502
BTPS .. 118,484 148,917 190,596 261,441
Other ... .o 9,934 14,308 162 0
Republic of ltaly issues ..................... 19,091 17,982 12,481 17,949
Total government securities ............... 1,031,785 1,012,099 879,457 845,438
Net issues
(billions of lire)
BOTS .o -1,500 -27,453 -82,310 -35,482
CTZs .o 38,299 51,515 41,484 6,598
COTS (B) v vt -28,870 30,460 7,982 -42,097
BTPS . 95,925 57,652 68,590 149,343
Other ... o -15,744 -14,520 -24,115 -38,128
Republic of ltaly issues ..................... 16,927 14,480 6,291 3,454
Total government securities ............... 105,036 112,135 17,921 43,668
Stocks (2)
(percentage composition at end of period)

BOTS .ottt 21.7 191 14.8 12.8
CTZs .o 25 5.3 7.8 8.2
CCTS (B) voiiiii s 27.9 27.8 27.7 25.1
BTPS . 33.7 34.7 375 43.5
Other ... .. 10.1 8.7 7.4 5.5
Republic of ltaly issues ..................... 4.1 4.3 4.9 4.9
Total government securities ............... 100.0 100.0 100.0 100.0
Memorandum item:
Total government securities (billions of lire) (2) 1,901,293 2,010,420 2,047,479 2,089,360
Buybacks of government securities

(billions of lire) (2) ...t 5,530 9,203 24,400 14,016

(1) Rounding may cause discrepancies in totals. - (2) Face values. - (3) Floating rate issues only.

53



ECONOMIC BULLETIN - No. 28, FEBRUARY 1999

MONETARY POLICY, BANKING AND THE FINANCIAL MARKETS

Figure 39

Aver age maturity of outstanding gover nment
securitiesand of new issues
(years)
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average residual maturity
- - - -duration (1) )
average maturity of new issues (2)
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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 |engthening 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 Itay’s
public delt being longe than those of Spah and
Belgium and comparala with those of Frane and
Germayy.

The duratin of Italian governmenh securities
aloincreasd by alittl elessthan 6 monthsreaching
2yeasard 6 months (3 yeasand 6 monttsincluding
the unlisted componenof the debt) It has doubled
over thelad threeyeas and on the bass of available

Table 27
Socksand net purchases of securities (1)
(billions of lire and percentage shares)
Government securities Total t
Corporate goverr:irt?en ltalian listed
bonds securities shares (*)
BOTs CTZs CCTs BTPs Other (2) Total and corpo-
rate bonds
Stocks
(billions of lire)
December 1998
BI-UIC .............oo0t 230 815 11,690 29,089 76,381 118,205 402 118,607 11,309
Banks ............. ... .. 46,571 21,535 131,119 80,327 10,556 290,108 60,291 350,399 6,574
Investmentfunds .......... 30,534 64,802 75,899 175,408 12,646 359,289 7,623 366,912 76,855
Non-residents (3) ......... 79,447 27,411 117,183 346,948 114,900 685,889 .. 685,889 131,871
Other investors (4) ........ 109,986 57,410 189,512 276,736 14,336 647,980 398,272 1,046,252 683,438
Total 266,768 171,973 525,403 908,508 228,819 2,101,471 466,588 2,568,059 910,047
(percentage shares)
BI-UIC ................... 0.1 0.5 2.2 3.2 33.4 5.6 0.1 4.6 1.2
Banks ................... 175 125 25.0 8.8 4.6 13.8 12.9 13.6 0.7
Investmentfunds .......... 1.4 37.7 14.4 19.3 5.5 17.1 1.6 14.3 8.4
Non-residents (3) ......... 29.8 15.9 22.3 38.2 50.2 32.6 0.0 26.7 145
Other investors (4) ........ 41.2 33.4 36.1 30.5 6.3 30.9 85.4 40.8 75.2
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Net purchases
(billions of lire)
January-December 1998
BI-UIC ................... -14,134 487 4,435 -20,474 -743 -30,429 -62  -30,491 3,735
Banks ................... 13,052 1,570 -16,455 -3,173 -2,853 -7,859 10,961 3,102 353
Investmentfunds .......... 13,559 -532 34,887 122,414 11,110 181,438 2,172 183,610 16,709
Non-residents (3) ......... 52,535 21,798 30,347 42,540 -3,986 143,234 .. 143,234 16,739
Other investors (4) ........ -100,494 -16,725 -95,311 8,036 -42,234 -246,728 43,198 -203,530 -23,888
Total -35,482 6,598 -42,097 149,343 -38,706 39,656 56,269 95,925 13,648

(1) Stocks of government securities and corporate bonds are stated at face value, while those of shares are stated at market value; net purchases are stated at market value.
- (2) Includes Republic of Italy issues, the attribution of which is partly estimated. - (3) For CTZs, partly estimated; CCTs comprise all Treasury credit certificates, including fixed
rate issues. - (4) Households, enterprises, the Treasury, social security institutions, the Deposits and Loans Fund, securities investment firms and insurance companies; the figures
for shares are partly estimated. (*) Data updated to the end of October 1998.
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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 trillionin thefirst half (Table 27);
this contraction occurred as the yield differential
with German government securities became
negligible. During the same period, net purchases by
Italian ingtitutional 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
lirein the first half of the year and 15 trillion in the
third quarter and all but ceased in the fourth. There
wasan 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

Figure40
Implied volatility of BTPs
and Bundslisted 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.

Figure4l

Turnover in government securities
in thespot and futuresmarkets
(averagedaily turnover inbillionsof lire)
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(1) Turnover in futures contracts on 10-year BTPs. Right-hand scale. - (2) Turnover
in futures contracts on 5 and 10-year BTPs. Right-hand scale.

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

Openinterest in themain euro areamarkets
(daily data; number of contracts)
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(1) Left-hand scale. (2) Right-hand scale.

During the fourth quarter the lira yield curve
returned to amore 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 marketsretreated 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
operatiors as they adapte to the introductian of the
euro.

The share market and professional asset
management

Following large gairs in the first half of the year
ard a shap slunmp in the third quarte, Italian share
prices rallied strongy in the fourth quarte, although
they did not matt their earlie peaks The rise
of 23 pe cert from mid-Octobe to the end of
Decembebrougtt the Italian stodk markets gain for
the yea to 41 per cent outstrippirg those recorded
by the leadirg exchangsabroal (31 per certin New
York and Paris 15 per cert in Frankfurt 11 per cent
in London).

The rise in Italian shae prices causéd the
earnings/prie ratio to fall over the yea from 4.6 to
3.8 pea cent a value similar to that in the United
States ard lower than those of the othe principal
markes with the exceptiom of Japa (5 ard 5.2 per
cert in Frane and Germaury, respectively Figure
43). In the fourth quarte the ratio fell by 1.5
percentag points compard with a declire of 0.5
points in the red yield on 10-yea government
securitiesThe narrowirg of this differentid appears
to hawe been the resut of an upwad revision of
expecte profits and a reduction in the equity
premium which appea to be in contras with the
sprea of fears of a slowdown in economg growth
ard the volatility of shae markets.

In 1998 the Italian markets capitalization
increasd to 909 trillion lire and rose from 31 to 45
per cert of GDP. The increag was due primarily to
the rise in prices the listing of 24 new companies
ard shae issues by alread listed companie made
a modes contribution (42 and 14 trillion lire,
respectively) Privatizatiors imparted significant
impetils to the supply of shares Placements
amounte to 232 trillion lire, comparé with more
than 38 trillion in 1997.

The Italian stok markets capitalization in
relation to the size of the econony is comparal# to
tha of the German marke (48 per cert of GDP) but
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smalle than that of the Frend marke (65 per cent);
inabsoluetermsit ranksfourth inthe euro area after
the French German arnd Dutch markets.

Figure43

Expected earnings/priceratiosand differentials
with respect toreal 10-year interest rates
on themain inter national stock exchanges
(percentages and percentage points)

9 o o oo Earnings/price ratios
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Source: Datastream.

Banks ard services were the best-performing
sectos of the Italian shae market with gairs of 47
and 44 per cent respective}, inthe cours of theyear
(Figure 44). Insurane share ros in line with the
generad index while industrid amd holding
companis underperformed Thes resuls differ
from thos recordel by the eu area as a whole,
where the main bark shars underperformé on
avera@ (Figure 45), while insurane and industrial
share outperforme the market.

Averag daily turnove on the Italian stock
exchang remaine high in the secon haf and
amounté to 2.5 trillion lire, an increag of almost
50 per cert compare with the secom half of 1997
(Figure 46). Turnove for theyea totaled 819 trillion
lire, an increag of 143 pe cent.

Trading on the futures and optiors marke in the
secom half continual at the high levd of the first;
turnove for the yea more than doubled fueled by
investos seekig protection from the risk of price
fluctuations with peals during the periocs of
greatesmarke turbulene (in April and September).
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Figure 44

Italian stock exchange:
indicesof 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:
indicesof total return accordingto sector (1)
(daily data; 31 December 1997=100)
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(1) Dow-Jones Euro Stoxx indices.

Net fund-raisirg by investmen funds declined
significantly from Augud onwards in the lag five
months of the yea the monthly flow fell to 14.3
trillion lire, compare with 345 trillion in the first
seven montts of the yea, when it more than trebled
with respet to the averag for 1997 The
deceleratio was mog substantibfor bord funds;
the declire of neary one third in their net

fund-raising was almog equally divided between
funds specializig in Italian securities and those
specializirg in foreign securities.
Figure 46
Italian stock exchange: spot and futuresmarkets
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(1) Monthly turnover in billions of lire; left-hand scale. - (2) Index, 31 December
1997=100; right-hand scale. - (3) Billions of lire; left-hand scale. - (4) Standard deviation
of the probability distribution of the percentage changes in the FIB30 index implied by the
price of the at-the-money option closest to expiry; right-hand scale.

The slowdown in fund-raisirg was reflected
only in pat in the net purchase of securities by
investmen funds which reduce their holdings
of liquidity by 14 trillion lire. Howeve, the
compositia of portfolio flowschange to the benefit
of Italian securities ne purchass of Italian shares
roseto 1.3trillio nlireinthefourth quarte, compared
with net disposas of 1.6 trillio ninthethird, whereas
net purchass of foreign securities declined from 21
to 13 trillion lire.

Italian investmemnfunds ne assesrose over the
yea from 368 to 720 trillion lire; the proportion
investa in share rose from one tenth to arourd one
fift h and that investel in foreign securities from one
fift h to arourd one third. Investmenfund unitsrose
from 108 to 19 per cert of the financid asses of
householdand firms. Theratio of investmenfunds’
net asset to GDP is 39 pe cert ard highe than in
German ard the United Kingdom (31 and 29 per cent
respectivelybut lower than in Frane ard the United
States (42 and 65 per cert respectively) Bond and
moneg/ marke funds accoumn for more than 70 per
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cent of Italian investment funds net assetsa ratio
similar to tha for Frend funds this compars with
81 pe cert for German funds and 11 per cert for
UK funds.

The inflow of funds to portfolio management
services declinal from 90 trillio n lire in thefirst half
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of the yea to 337 trillion in the third quarte, a
slowdown commensura with tha recorde by
investmen funds Around half of the inflow was
investa in investmemfund units whichroseto 34.8
pe cert of asses undeg managementThe latter
amounte to 509 trillio n lir e at the erd of Septembe
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Short-term economic prospects

Theinternational 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 dightly, from 3.3 to 4.4 per cent. In a
context marked by a gradual easing of international
tensions, the growth in theindustrial countries GDP
is expected to slowfrom 2.3 per centin 1998t0 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 beenreached,
butitis 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. Inthe 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
inter national macroeconomic variables
(percentage changes on previous year)

1998 1999
IMF Private forecasts (2)
o™ Tolo
GDP (3)
Industrial countries ......... 23 1.7 - - -
United States . . . ... 39 18 31 23 2.7
Japan ............ -28 -0.5 -1.1 00 -06
United Kingdom .... 26 09 0.5 -0.2 0.4
Euroarea ......... 29 24 22 1.7 20
Germany ........ 28 20 18 14 1.7
France .......... 32 26 22 1.6 2.1
Developing countries (4) .... 2.8 3.5 - - -
ASEAN-4 (5) ...... -106 -14 -1.0 -02 -0.7
China ............. 72 66 73 6.5 8.2
Latin America (6) . . 25 1.5 -12 -20 0.5
Central and Eastern Europe
and former USSR ........ -0.8 -1.9 - - -
Consumer prices
Industrial countries ......... 14 15 - - -
United States . . . ... 1.6 22 20 22 20
Japan ............ 06 -0.7 -04 -04 -09
United Kingdom (7). 2.7 25 23 - 2.3
Euroarea ......... 1.3 1.4 1.1 09 1.0
Germany ......... 1.0 12 09 0.6 0.9
France ........... 07 09 06 05 0.5
Developing countries (4) .... 102 8.4 - - -
ASEAN-4.(5) ...... 31.2 150 124 11.8 14.4
Latin America 6) .. 10.3 8.3 - 95 6.6
Central and Eastern Europe
and former USSR ........ 21.0 30.2 - - -
World trade (8) ... 33 44 - - -
Currentaccountbalances (9)
Industrial countries ......... -15 -57 - - -
United States ... ... -231 -288 -279 -294 -280.5
Japan ............ 128 139 137 122 152
United Kingdom . . .. -7 -10 -10.2 -  -13
Euroarea ......... 1083 102 105 100 97.5
Germany ......... 3 4 04 - -2
France ........... 31 25 362 - 386
ASEAN-4 (5) .............. - - 64 40 -
Latin America (6) ........... -87 -70 -69 -52 -65.3
Budget balances (10)
United States ............ 11 14 - 09 1.5
Japan (11) ............... -6.2 -85 - -92 -103
Germany ................ -21 -23 - =25 -27

Sources: IMF, World Economic Outlook, Interim Assessment, December 1998;
Consensus Economics, Consensus Forecasts, February 1999; J.P. Morgan, World
Financial Markets, January 1999, and Goldman Sachs, The International Economics
Analyst, January 1999.

(1) Partly estimated. - (2) (a): Consensus Economics; (b): J.P. Morgan; (c): Gold-
man Sachs.- (3) At constant prices. - (4) Excludes NIEs. - (5) Philippines, Indonesia,
Malaysia and Thailand. - (6) Central and South America for the IMF. - (7) Excludes
mortgage interest. - (8) Goods and services. - (9) Billions of dollars. - (10) As a
percentage of GDP. - (11) The fiscal year for Goldman Sachs, excluding the balance
of social security institutions.
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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, paralelling that in Japan.

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

In the euro area, following the reductions in
official rates in many participating countries in
December, money market ratesare closeto 3 per cent;
the Governing Council of the ECB deemsthislevel to
be consistent with the state of the economy and the
objectiveof maintaining pricestability inthemedium
term.

Theeuro 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. Overal 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 dlight
upturn in the trend of orders, especially from abroad.

In Germany, the decline in industrial production
and export orderstowardsthe end of theyear 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 lessthan 2 per cent in
1999. Although economic activity will slow downin
France, it is expected to expand faster than in
Germany. A survey of French industria 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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despitethedight declinein 1998, isset to remain near
its historical peak.

National budgetary policiesfor 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 surplusin 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 thefactors contributing to thisresult
aretheabsence of significant increasesinlabour costs
and the persistence of a sizable output gap.

Today’s monetay and financid conditiors are
deemeéto beconsistentif appropriat budgetay and
structurdpoliciesareadoptedwith sustaind growth
in outpu and employmet in the area The recent
appreciatio of the dollar again$ the euro also
provides astimulus to demand.

The threa of less favourabk international
developmerg ard a sharpe slowdown in economic
activity doesnot appeato hawe abate entirely. Until
the lag few days of Februay the prices of futureson
euro deposis revealel expectatios of a further
reduction of arourd a quarte of a point in
three-monrt intere$ rates within six months these
expectatios have now unwourd in view of the
persistehweaknes of the euro.

The Italian economy

In 1998 economi growth in Italy was again
slowe than in the othe eum area countries GDP
expandd by 14 pe cent depressg by the
contractian of more than one percentagpoint in net
expors and buoyal up by substantibstockbuilding.
Industrid production stagnatd for mog of the year;
in the lag two months it recordel a shap fall,
followed, accordimg to preliminay estimatesby a
recovey in Januay and anothe fall in Februay.

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

capaciy utilization and the declire in the cod of

credit Its pae gradualy slowed down as firms

becane more cautious primarily in respons to the
deterioratia in the internation&outlook Reflecting
the gradu& improvemen in househal confidence,
consumespendig stagel amodes recovey, fueled
mainly by the long-deferre replacemenof durable
goods ard the fall in interes rates.

Despit the weakenig of economg activity in
1998 generh governmeh net borrowing overshot
the target sd lag March in the Repot on the
Borrowing Requiremetby only 0.1 per cert of GDP,
Thisachievemetwaspartly dueto one-df measures
amountirg to arourd 0.3 per cert of GDP that
supplemente thos of the sane order of magnitude
included in the budget.

Theratio of governmendelt to GDP fell by 3.7
percentag points to 118.7 pe cert a the erd of
Decembe Theofficial plansfor 1999-20Q envisage
afurther reduction of 11 points over the three years.
Togethe with the significart lengthenig of the
avera@ residu& maturity of the debt this will limit
therepercussiosion the public finances of any future
increassin intereg rates.

The stability programne tha the Government
submittel to the EU in Decembeconfirmed themain
objectives sd in the Economt amd Financial
Plannirg Documen for 1999-2001 to redu@ net
borrowing to 2 per cert of GDPin 1999 1.5 per cent
in 2000 and 1 per cert in 2001 ard to stabilize the
primaty surplws during thes three yeas at 5.5 per
cent of GDP, the objective se for 1998 The deficit
reductio is to be the resut of the fall in interest
payments mog of which will be producel by the
avera@cod of thedelt conveging onthelower rates
on new issues.

In orde to achie the objectives for 1999 the
Governmenplannel abudge adjustmentha would
redu@ net borrowing on acurren programme by 8
trillio n lire. The savirg of 186 trillion lire produced
by deficit-cuttig measureis partially offset by 10.6
trillion of revene reductiors and expenditure
increase aimel at sustainiy economg¢ growth,
providing support for particular groups of
disadvantage persols and repayirg pat of the
speci& 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 budgé for 1999 in Economic
Bulletin, no. 27, October 1998).

The composition of the measures was amended only
dightly; 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 - therevenue fromwhichisto beused
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 10.25trillionlire
(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

Thenet increasein projected revenue by comparison
withthefiguresstatedinthebill 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, whichwill haveal most no effect on net
revenue, relate mainly to development policies.

Development policies:. tax reliefs - Parliament
introduced additional businessincentivesover 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 workersand
the provision of créches (i) an amendmento the
flat-rate contributiors introducel in the 1998 budget
in respet of workers already employed (iii) the
introductian of total contribution relief in respet of
newly hired workers in sorre areas of the South (iv) the
allocation of resoucesto the EmploymenFund to cover

Effects of the budget on the
consolitated general government income statement (1)
(billions of lire)

REVENUE
Increaseinrevenue ................... ... .. 8,000
Accelerated collection of INPS receivables ............ 5,300
Carbontax ...t 1,550
Telecommunication licencefees ..................... 1,000
Salesofrealestate ............... ... ... .. 100
Other increasesinrevenue .......................... 50
Social and development policies .................... -5,050
Partial refund of the Europetax ...................... -3,000
Businessincentives ........... .. ... ... . ... -1,450
Relief for taxeson housing .......................... -150
Relief for taxes on pensions . ............... ... ... -350
Other reductions inrevenue ......................... -100
TOTAL REVENUE (netincrease) ..................... 2,950
EXPENDITURE

Reduction in expenditure ........................... 10,600
Budgetand FinanceLaw ............................ 3,050
Accompanying measures . ...............uiiiiinnn. 7,650
Public employment . ........................ 450
Localfinances ...................cccuuuii.. 2,200

Public utilities .. ............ ... ... ... ... ... 1,200

Health care, pensions and welfare benefit . . . .. 800

Other .......... i 2,900

Social and development policies .................... -5,200
Support for investment and reconstruction ............ -2,500
Sectoral policies ....... ... -1,000
Increase in social pensions and welfare benefits ....... -600
Abolition of the fixed portion of health charges ......... -450
Allowances for families with three or more children .. ... -400
Free provision of school textbooks ................... -200
Other .. -50
Other expenditure .................................. -350
TOTAL EXPENDITURE (net reduction in expenditure) . 5,050
TOTAL REDUCTION IN NET PRIMARY BORROWING .. 8,000

(1) Based on official estimates.

contributionrelief grantedinrespetof schemstoreduce
working hours (v) the granting of 50 per cert relief on

pensia contributiors for three years to persors of less
than 32 years of ageregisterirg for thefirst timewith the

INPS pensia fund for artisans and professionals.

cont. 3
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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 oiginal 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 vyield for 1999, put at about 1
trillion lire, should not be affected.

Fuel distributors will be able to make a flaate
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 hill; 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 ang
above those originally proposed; they are earmarked
finance the following measures:

() An increase in social pensions and welfarg¢
benefits of 100,000 lire a month, instead of 80,000 lire as
originally proposed; the increase will also be paid tc
blind persons aged 65 or more, while INPS benefits
place of civil disability pensions or benefits fol
deafmutes will be increased so as to bring recipients’
incomes up to the level of the social pension. The total c¢st
is estimated at about 600 billion lire, compared with afh
original estimate of 450 billion.

n

(i) Free provision of school textbooks for
compulsory schooling and free usage of textbooks
upper secondary school pupils from lamcome families.
A sum not exceeding 200 billion lire was allocated for th
purpose.

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

S

Other expenditure - Parliament made provision for
other expenditure of about 350 billion lire, relating
mainly to the continuation of the peace mission in Bosn
financed by the expected proceeds of the increase in
excise duty on unleaded petrol (200 billion), and th
payment of pensions to persons still in employment if th
have a contribution record of at least 40 years (3%
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 theaccompanying legislation entitled “Public finance measures for
stabilization and growth(Law 448). The other billsaccompanying the
Finance Law (the “Provisions on tax equalization, rationalization ang
decentralization” and the legislation relating to investment,
employment and social security and labour policies) are till before
Parliament.
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Themeasuresadopted risk provinginsufficient to
reduce the deficit to 2 per cent of GDPin 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
overshoo- could outweidghthebenefisof afaste fall
in interes rates than the Governmehassumd in its
plans.

In 199 the Italian econony, no longe burdened
by the restrictive impad of the sevee ard protracted
action to consolidag the public financeswould have
tendel to achiewe faste growth Howeve, the
sluggishnesof therecovey inworld demandand in
particula the slowdown forecas for the other
economis of the euro area togethe with reduced
stockbuilding will limit growth to arourd 1.5 per
cent The gap with the othe euro area countries will
narrow.

The contributian of net exporsto outpu growth
is expectd to be negligible the surplis on the
externdcurrernt accoun shout be abou the sane as
in 1998 in relation to GDP.

The growth in domestt demanl is likely to be
sustaind by rising househal consumptionwhich
will be stimulatel by the full effects of the
expansionar factors alreay at work lag yea.
Spendilg capaciy shoutl be fueled by a large
increagin disposal# income adjustel for the loss of
purchasig powe on net financid assets.

Professionk forecastes expe¢ inflation to
declire to just abowe 1 pe cent in line with the
forecas for the euro area as awhole.

Domestc demanl may also be boostel by fixed
capitd formation Constructiam investmenis likely
to beneft from the subsidis for the renovatiao of
residentidpropertiesConsideral# progresisbeing
mack in the plannirg of new investmem in public
works especial in the South and the construction
of those alread planned Corporag investmehmay
besustaind by thetax incentivesrecenty announced
for purchaseof capitd goodsfinanced out of profits,
for apotentid totd of abou 4trillionlirein 199 and
2000 togethe.

Thelatter measureare patt of the Socid Pad for
Growth and Employmen signed in Decembeby the
Governmenttrade unions employersorganizations
ard locd governmen bodies The Pad set out a
broal range of interventiors to stimulate growth and
employment.

Theforeseeatdincreag in employmenin 1999
doesnat appeato be substantiallt could be larger if
all the measureto adap labou marke conditiorsto
the specific need of locd economis ard individual
firms areimplemente swiftly and effectively.

A large numbe of collective bargaining
agreemerst awat renewaj representig abou half
thetotd wage bill in manufacturig and morethan 60
per cert in marke services Wage restrait mug be
maintaine and extendé totheservicessecta, where
there were sone seriots labou conflictsin 1998.

In the engineerig industry, the key issues still to
be settlal are those connectd with the shorteniig of
working hours In banking the positiors of the two
sidesare far apat on therestructurig of theindustry
ard salay scalesThe substantieimprovemeninthe
profitability of the bankirg systen in 1998 was
largely due to exception& earning in connection
with the goad performane of the financid markets,
which isunlikely to berepeatedThe action aimed at
bringing coss into line with productiviy mud be
continued so tha they conveage in relation to
revenus towards a levd comparald to that
prevailingintheothe EuropeacountriesThisisthe
indispensable condition for safeguarding the
competitivenesof the Italian bankirg system.

Appropriat policies necessanl directed in the
shot temrm towards stimulating demangcan increase
the growth in GDP to closzto 2 per cent.

It is necessarto strengtha the action aimed at
sustainig public and private investment by
providing moreattractivesubsidisfor therenovation
of residenti& buildings eliminating the uncertainty
abou the size of the tax incentives for capital
spendiy and speedig up the procedurs for
implementirg planna public investmentespecially
in the South A cleare definition of sone of the
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objectivesidentified in the Social Pact can contribute
to the expansion of economic activity.

Inabroader prospective, itispossibleto returnto
a faster growth path with the resources available.
Economic policy can enhance their potential by
increasing confidence in the future of the Italian
economy.

Inthefirst placeit isnecessary to consolidate and
complete the adjustment of the public finances. Inthe
coming years the reduction in government debt will
need to proceed as planned. To thisend, it isessential
that the primary surplus be kept closeto the objective
of 5.5 per cent of GDPindicated 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
basisisto 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 asto curb theratio 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
resol ution 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 reaffirmsthe practice of
concertation initiated with the incomes policy
agreements of the early nineties, in which business
and |abour organizationswereassigned 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 takesits
place as an objective alongside that of curbing
inflation, are now viewed with favour both by other
European countriesand 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
industrywidelevel, withwageincreaseslinked tothe
Government’ s target inflation rate and also taking
accourt of change in the terms of trade;
and b) at the compaly or local level with variable
incremens dependig on companies economic
performance The protocok also sd out three
further lines for policy actionn 1) extendiry the
“social shok absorbers” for coping with
employmetcrises 2) adoptirg policiesto enhance
flexibility in employmencontracs and relations,
with the introduction of temporay employment
agencis and the reform of apprenticeship and
3) the definition of policies of financid support
for the productive econory, for reseach and

developmentnd for the creation of infrastructue,
especial in the South.

The principal objective wage moderationwas
attained but progressonthe othe frontsprovedless
eay. Sone headwy was nevertheles mack in
reformirg the labou market the public monopoly
on job placemenservices was ended the so-called
Treu Packag of Jure 1997 introducel temporary
employmetcontracsand agenciesapprenticeship
wasreformedand therange of fixed-temcontracts
wasextendedTheginnovatiorsaremovirgintothe
systen very slowly, howeve

The new Pad provides that the signatories be
involvedin attainingtheoveral objectivesagreed at
European level It envisage coadination with the
initiativesbegun by theextraadinary meetirg of the
European Councl in Luxemboug Novembe 1997
on covegene in employmenpolicies and by the
Councl meetig in Vienm in Septemhe 1998.
Specificaly, the Pad indicates the role of
concertatia in drafting the nationd plan of action
for employmentwhich has still to be officially
discussd with the socid partners.

The Pad establishe formd rules for the
decision-makig proces connectd with policy
concertation The Governmeh undertake to
presemthemeasuesagreadtoin Parliamert andto
translae theminto action The two annud incomes
policy sessiosprovided for unde the 1993 protocol
areretained oneinthespring inconcomitanewith
the drafting of the Econom¢ and Financial
Planning Documen and the presentatio of the
Nationd Action Plan for Employmen to the
Euwopean Union, and one in the autum in
concomitane with the discussia of the budge for
the next yea. The Pad places greateg emphasis

cont. 3
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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 incrementsin recent years,
even to small and medium-sized enterprises, the
creation of adequate wage differentials between
firms and areas with different productivity trendsis
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 legidation. 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 thetaxwedge
will be achieved by eiminating the improper
charges ill levied on payroll employment,
defraying maternity benefits and family allowances
out of general revenue, and reducing the tax ratefor
thelower income bracketsin linewith gains against
tax evasion. As for the taxation of entrepreneurial

income, for the medium term the document callsfor
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
levd compaed with 31 Decembe 1998 Thee are
also reliels for yourg peopk undertakig a
self-employmdnactivity and tax credits for small
and medium-sized enterprises hiring new
employees The draft accompanyig legislation
contairs enablirg acts not ye approved by
Parliament for the reardering of incentives for
employmetnand the reduction of working hours for
therefomof socid shodkabsorbersfor therevision
of the rules on socially usefl jobs and for the
modificatian of theruleson workplae accidertand
occupationd illness insurance The Government
also pledges to continte the action undertaka in
recer years with the introductian of “territorial
pacts and “area contracts and to implementhe
reform of public employmenservices.

The Socid Pact while incorporating explict
undertaking on the part of the Government,
establishe no correspondig commitmerd on the
part of businesand labou organizationslt leaves
the revisim of bargaining mechanisms the
modification of the rules governirg employment
relationrs and dismissals the rationalization of
socid shokabsorbesandtheoveral reardering of
the welfare systen to future agreements.
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New developmentsin 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 balan® sheet,
comparabé with thoe of the aggegae balance
sheé¢ of the Eurosysten publishe in the ECB’s
Monthly Bulletin, aswel asthenationd components
of the monetay aggegates of the euro area and
their counterparts in accadane with the new
harmonizd definitions.

The supplemen Banks will include a new
sectin dedicatel to the main itens of the balance
shee of “other monetay financid institutions in
accadane with the definition adoptal for ESCB
statistics The® are the institutiors that, together

with the centrd bark sects, isste monetary
liabilities; inlinewith thedefinitionagreed at ESCB
levd they comprie banks moneg marked fundsand
a smal group of othe intermediaries that do not
operak in ltaly. In the new tables the bank
componenof the balane sheeé will cove theentire
bankirg systen rather than just the “Reseach
Departmemn sample”, to which the information
previousy publishal by the Bark of Italy refered.
The main balan@ shee iters will be show by
economi sect@ of counterpary, with separate
figuresfor residens of Italy and the othe euo area
countries and for the various forms of fund-raising
and lending denominatd in ewos and the other
euro area currencies.

The structue of the information containel the
Financial Accounts and Balance of Payments
supplemergtand in the UIC’s Statistical Bulletin
will be ovehauled following the adjustmen of
statisticd method and itemization to confom with
the new internationd standads.

The financial accounts will reflect the
introductian of the new definitiors for institutional
sectos and financid instrumens establishd in the
19% versian of the Ewropean Systen of Accounts
(ESA95) which will also soa be adoptal for the
nationd econontg accounts the adjustmen to the
ESA% methodologis will be completd in the year
200Q as envisagd in Communi provisions The
publicatian of quarterly financid accountswhich has

cont. 3
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been halted temporarily, will resume following the
publication of the data for 1998 in the Annua 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 trandfers, 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
classifiel accading to functiin (dired investment,
portfolio investment derivatives other) Portfolio
investmetand “other” will be subdividel accadingto
type of financid instrumemor investmehand resident
secte. For the man itens of the financid account
separae figureswill be shown for transactiors with the
euo area and those with the reg of the world.

In addition a new supplemenentitled Public
Finance Statisticsin the European Union Countries
will begn publication.

Change of mina importance intendel to
improve the organization of information and the
uniformity of definitions will be mace to the other
supplements.

The new statisticd publicatiors will show
values expessé in lire and in euos. The dual

reportingwill beoffered bothin printed publications
and on the CD-RQOM containirg the Bark of Italy’s

entire public information base Time seriesin euros
will be available from 1997 conversios will be
mackusingtheirrevocabéconversimratesd at the
laundh of Sage Three Pre-199 data will only be
availablein lire. Asin the past the CD-RQM will

contan time series stretching as far badk as
available information allows, while printed
publicatiorswill only publish retrospectie data for
mare recen years Printed publicatiors and the
CD-ROM will  be supplemented by the
disseminatia of statisticd information through the
Bark of Italy’s Internd site (www.bancaditalia.it),
with partial servie beginnirg in March and full

serviein April.

Therelea of information concernirg the main
categories of maadoeconont indicatorswill follow
an announced timetable and calenda, in
accadane with the recommendatiaof the IMF
regading statisticd data disseminatia standads.
The IMF itself will male the calenda available via
the Internd on the Disseminatio Sandad Bulletin
Board (dsbb.imf.og). With regard to the monthly
data on mone and credit, the figures for Italy will
be releasd immediatey after the ECB publishes
those on the correspondig aggegates for the euro
area All the statisticd information in all formats
will shortly be available in English.

Based on information available at 2 March.
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Summary of the second survey of the compliance of Italian banks
information systems with euro and Year 2000 requirementg*)

This document summarizes the results of the survey conducted with banksin thethird 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 banksin January 1999. A report on thefirst 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 At the survey date the banking system asawhole
(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

The major efforts undertaken by Italian banksin
the second half of 1998 to convert the procedures
necessary for corporate operations during the
transition period to the euro caused thefinal phasesof

Year 2000 adjustment projects to be postponed in
many cases. (*) Prepared by the Banking Supervision Department.
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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
projectsamounted to 3.4 trillionlire. Thisincrease of
35 per cent from the previous survey was due partly
to the reporting of costs by banks that had not been
ableto provide estimatesin thefirst 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 aso
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

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
be adjustedto handle the date change inthe Year 2000,
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

June 1999 makes it possible to set aside the secondconfirmed by the organizational level to which

half of the year for removing any remaining errors,
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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

Bankswith formalized reporting to top management
(percentage val ues)

Year 2000 Euro
In-house EDP ... .. 59 78
Outsourcing ..... 46 72

Bankswith anin-house EDP centre classified the
adjustments as maintenance, whereas 50 per cent of
outsourcing banks reported they were planning to

overhaul their information systems2 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
suppliersfor strategic procedures.

3. Sateof progress

The bankswere asked to provide an indicationin
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 proceduresby applications category
(percentage val ues)

State of completion of adjustments (1)

Banks that have completed
adjustments

atuune 1998 | plOlR e e atJune Detomber 1068
Bank procedures
Branch (current acct., deposits) In-house EDP .......... 30 76 11 42
Outsourcing ............ 77 93 55 69
Other fund-raising / lending In-house EDP .......... 37 73 14 45
Outsourcing ............ 71 87 49 69
Finance/securities In-house EDP .......... 32 77 17 51
Outsourcing ............ 60 96 43 80
Foreign In-house EDP .......... 33 80 18 62
Outsourcing ............ 52 88 47 78
Bilateral interbank relations In-house EDP .......... 22 80 12 58
Outsourcing ............ 61 94 40 71
Internal control procedures
Accounting, balance sheet In-house EDP .......... 35 75 21 61
Outsourcing ............ 76 95 59 81
Management control In-house EDP .......... 37 68 28 51
Outsourcing ............ 63 90 60 75
Supervisory reports In-house EDP .......... 50 77 33 59
Outsourcing ............ 84 95 63 83
Payment system procedures
Interbank procedures (2) In-house EDP .......... 38 82 18 56
Outsourcing ............ 77 94 56 79
Relations with Bank of Italy In-house EDP .......... 37 83 24 65
(BI-REL, CAT, auctions) Outsourcing ............ 53 88 50 87
Transaction settlement In-house EDP .......... 29 85 18 72
with markets (RRG) Outsourcing ............ 35 83 33 67

(1) Excluding banks that have already completed adjustments. - (2) Credit transfers, collection orders, check truncation, etc.
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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, whilethe 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

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

between banks, on-line branch applications and those compliance; some infrastructure adjustments were

in the finance and securities area.

Projections for the state of completion in

brought forward by the need for euro-specific
changes (such as upgrading central hardware to meet
greater processing loads and the modification of POS

December 1998 showed considerable progress beingdevices to handle the new currency).

Table 3
Adjustment of systemsand devicesfor the Year 2000
(percentage values)
Banks planning Banks that have State of completion at banks
adjustments completed the project that have not completed the
(a) (of those in (a)) project (average)
Central hardware In-house EDP . 79 29 61
Outsourcing . .. 81 57 69
PCs In-house EDP . 78 20 51
Outsourcing . . . 72 46 59
Operating systems and
other basic software In-house EDP . 87 20 56
Outsourcing ... 84 50 53
Networks In-house EDP . 60 28 54
Outsourcing . . . 53 45 68
ATMs and POS units In-house EDP . 62 4 30
Outsourcing . . . 81 10 42
Auxiliary devices In-house EDP . 78 7 41
Outsourcing . .. 64 12 54
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Table 4
Cost of euroand Year 2000 adjustmentsby sizeand type of bank
(millionsof lire)
Banks with in-house EDP centre Outsourcing banks Total
Size by total assets
Total cost Average Total cost Average Total cost
Less than 1 trillionlire .................... 3,723 745 332,874 546 336,597
1-5trillion ...... . ... 157,540 5,432 326,445 3,400 483,985
5-10trillion ....... .. ... 220,458 18,372 86,177 7,834 306,635
10-30trillion ... ... 789,132 27,211 45,530 11,383 834,662
More than 30 trillion ...................... 1,400,537 82,385 30,000 30,000 1,430,537
Total . . . 2,571,390 27,950 821,026 1,137 3,392,416

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 al 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 centinthe
previoussurvey). These banksaccount for 89 per cent
of the total assets of the banking system.

Total reported costsamounted 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.

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 costsby objective
(percentage values)
Euro Year 2000 Ne_w

functions

In-house EDP ........ 62 19 19
Outsourcing ......... 50 26 24
Total . . . 59 20 21

The small incidence of Year 2000 spending is
probably dueto 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 costscould therefore
be revised sharply upwards.

The breakdown of spending by purpose has also

remained the same: thelion’s share has been allocated
to adjusting applications internally or externally or to
the purchase of applications packages (76 per cent),

The banks continued to divide spending between
euro and Year 2000 adjustments in the same
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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 euroand Year 2000 costs by pur pose
(percentage values)

Internal Purchase Pur
Infrastructure of ap- §
modifications | __"®"__|plications chase of | Other
sources packages services
In-house EDP 10 21 17 39 13
Outsourcing .. 22 15 26 27 10
Total . . . 12 20 19 37 12

Themost 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 externa 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
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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
alarger percentage had scheduled the start of testing
for the early part of 1999.

Table 7
Planning of Year 2000 testing
(percentage values)

Invol t Reports |Documen-| External n':ﬁggt_

nvolvemen totop | tation of |testing with|. h
of administra- mana test ing with
tive staff ge-| oS COrrespon- |, isiom-

ment phases dents

ers

In-house EDP 61 84 58 66 51

Outsourcing 59 69 34 56 66

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 bankswith 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
problemsinvolved delaysin 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 shortcomingsin
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, marketsand suppliersof
telecommunications services (Table 8).

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.

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

Table 8 projects or malfunctions in critical procedures.

Banksthat have analyzed Year 2000 risksstemming
from linksbetween their infor mation systems
and selected counter parties
(percentage val ues)

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

Cus- Banks |Markets Service | No assess- Table 9
tomers providers | ment Elementsprovided for in banks
Year 2000 emergency plans
(percentage values)
In-house EDP .. 45 53 46 65 21 Voni
) iggltoofr- C:ae;t(i‘o%f)f Preparation [ Emergen-
Outsourcing .... 53 59 48 39 26 Staff infor- | systems sponse of alterna- | cy plans

mation | on criti-
cal
dates

tive proce- | with sup-

groups of dures pliers

technicians

Lega risk has also been neglected, and any
attention paid has primarily focused onissuesrelated
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.

In-house EDP 70 90 59 42 23

Outsourcing 80 70 59 24 19

Very few banks had prepared aternative
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

Very few banks had assessed the Year 2000
problemintermsof thepotential credit risk stemming
from difficulties in borrowers' information systems

performance levels. More than half of banks had not
made such plans, relying exclusively on the timely
completion of their adjustment projects.

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.

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,

Little attention has been paid to reputation risk checkingtherelease of new or modified applications,
and action to disseminate information on the state of monitoring the operation of modified systems, etc.).
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Intherest of thisarticlethisexpression 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.

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, especialy in periods
of heavy operational loads such as that examined here.

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.

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.

In October 1998, Consob issued a recommendation
governing the information on the Year 2000 problem that
companiesissuing securities|isted on regulated markets must
provide in their financial statements.

Emergency plans may be technological in nature, but they
more frequently involve organi zational measures, such asthe
establishment of task forces that will be on aert on critica
dates, the communication of the names of persons and
departments (including those available through externa
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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Soeeches

Theworld economy and financein 1999

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

Verona, 30 January 1999

Theeffectsof 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 crisisin 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
Koreaand Thailand and 40 per cent in Malaysiaand
the Philippines. In 1998 the Korean and Thai
currencies recouped half the valuethey had lost. The
Indonesian rupiah lost half its value in 1997 and
another 20 per cent of itsinitial value in 1998.

The economies of Latin America withstood the
wave of instability from Asia in 1997 but in 1998
were caught up inthecrisisfollowing the deval uation
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 ingtitutional arrangement
adopted for the peso. Since the devaluation of 1994,
China has maintained a close link with the US
currency.

The swingsin share pricesin 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 aquarter 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 asit had lost
in 1997.

Thefallsinthecurrenciesand stock exchanges of
Asia have been mirrored by rises in the US and
European currenciesand 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. Thecrisisin Latin America

All the maor 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 severa cases budget The Japanese economy, which had been
deficits were substantial. recoveringin 1996, grew by only 1.4 per centin 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 centin 1996 and 1.5 per cent in 1997.

The crisis that struckin Asiain 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 centin

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 Argentina and 7 per centin Mexico. In Brazil the loss
Brazil, Mexico, Argentina and Chile had aready of competitiveness and subsequently the tensions in
turned bearish. Interest rates were raised steeply to the financial and foreign exchange markets slowed
defend exchange rates. down growth.

The tensions subsequently abated, thanks in part In 1997 world exports recorded a particularly
to the reduction in US officia interest rates and the large increase of 9.9 per cent, compared with 7 per
approval of the stabilization plan agreed by Brazil and cent the previous year. The demand of the emerging
the International Monetary Fund. It was possible for economies, still buoyant, sustained the cycle in the
interest ratesto comedown and sharesrecouped some Anglo-Saxon countries and continental Europe.

of the earlier |osses. The full force of the crisis was felt in 1998. The

Confidence in the exchange rates and stock expansion in world trade fell to 3.3 per cent.
markets of Latin America and some Asian and East
European countries was undermined in 1998 by the
uncertainty surrounding the solution of Russias
financial problems and the effectiveness of Brazil's
stabilization policies.

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

The sharp fall on the stock market at the for the firsttime in many years and generated sizable
beginning of this year and the collapse of the Real surpluses.
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.

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
2. Theworld economy rest of Asia, the performance of the Japanese
economy continued to deteriorate in 1998.
Investment contracted further, by more than 10 per
The slowdown in effective demand that beganin cent. Signs of deflation became increasingly evident
Asia in mid-1997 gradually affected the rest of the in prices, domestic demand and business
world. 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.

Theimpact on domestic demand and growth was
already visiblein 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
attenuatethecrisisin Asia; it has so far prevented the
economies of Latin Americafrom declining faster.

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

In Japan expectationsregarding the economy had
aready 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 crisisin Asia and its propagation to the East
European transition economies and Latin America.
The growth in GDP also slowed sharply before
recovering sightly.

The climate of households confidence was less
negative.

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

The currentaccount 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 recessionin
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.

Unemploymentin 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
ministersand central bank governorsat 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 arecovery of investment,
far-reaching structura 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 havetheresources, 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 afaster rate of economic expansion in the
industrial countries can prevent the world economy
from stagnating and ensure a return to growth.

3. Thegrowth of money and world finance

In the mid-eighties the bonds circulating in the
G-10 countries, issued amost entiredy 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

82

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
centof world outputin 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 inlong-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. Theltalian 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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atemporary recovery. Thetrend at the end of theyear
appears to have been downward again. Imports did
not declineuntil thesecond half of theyear; pricesfell
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.

Therecovery ininvestment that had begunin 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 theyear. Preliminary estimates
for January 1999 indicate that output will be at about
the same level asin 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

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 itwas 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

per centin the South. The increase was accounted for reinvested abroad, without passing through Italy’s

mainly by the weakest groups, women and young
people.

Given ltaly’s low participation rate, however, the

financial accounts.

The “errors and omissions” item of the balance of
payments resulted in about half the current account

number of job seekers has also increased. The surplus recorded in 1996 and 1997 not appearing in
unemployment rate in the Centre and North declined the national accounts. In 1998 revenues not officially
marginally in the twelve months to October, from 7.7  brought into the country or not recorded in the
to 7.6 per cent. In the South, unhappily, it increased financial accounts amounted to around 50 trillion lire;
further, from 22.6 to 23.2 per cent; youth they cancelled outthe entire current account surplus.

unemployment in the region rose to a new peak. 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

5. Theuse of saving market.

Inward investment in Italian bonds and shares
Saving is the raw material of investment and amountedto 61.5 trillion lire in 1995; in 1996, owing
growth. The large quantity generated is not all putto mainly to the increased liquidity of the international
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market, theinflow of fundsroseto 125trillionlire. 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. Thesefactorswere
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 ofthe great strengths ofthe Italian economy, loses
part of its value as a comparative advantage in
fostering growth.

84

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 trillionin 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 |
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.
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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 fundsthey raise.

In an open system, however, what ultimately
counts is the demand for funds; thisin turn depends
crucialy on the conditions of employment of the
factorsof production, aboveall theprofitability of the
corporate sector.

InItaly, high taxation and the high level of labour
costsrelativeto productivity in some areas hold back
growth in investment and employment; they
contribute to the expansion of the black economy,
which harmsthe 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 theratio of total general
government revenue to GDP rose by 6 percentage
points. In 1997 thetax burdenin Italy wasamost 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 amedium-term perspective, there arereforms,
many of which have been initiated, that remain to be
completedinorder to curb current spending, aboveall
on pensions and welfare, and to enhance the
effectivenessof expenditure, especially for education
and health care.

The efficiency of public services and the stock of
infrastructurearenot ashighinltaly asthey areinthe
industrial economies with which we compare
ourselves.

It is estimated that 9 per cent of the workersin
manufacturing industry are in an irregular position
with respect to tax, social security and job-safety
rules. Inthe building industry theratio risesto 34 per
cent. Irregular employment ismuch morewidespread

in the South, where in some sectorsit reaches 50 per
cent.

At the root of the grey economy are insufficient
differentialsin labour costs between areas and firms
with very different levels of productivity and
profitability; the phenomenon aso leads to the
evasion of taxes and socia security contributions.
Through the black economy the market tends to
achieve a de facto closer alignment between |abour
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 thelegidativereforms
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 thefailureto use the fundsand
resources available.

7. Theoutlook

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 liberaization of capital movements and
finance has greatly contributed to the growth of
worldwide investment and saving.

Thegainsfromtheliberalization of tradein 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 canbevery uneven
across the world and create tension and instability.

Monetary and financia instability is detrimental
to the efficient allocation of saving and the regular
growth of economic activity. It givesrisetoinflation,
sometimes to recessions. It can lead to an excessive
concentration of financia resources in some
countries and areas and an inequitabl e 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 acontext in which the growth
of money and finance had an ultimate reference, a
gquantitative anchor in the gold reserves of
governments and central banks.

The Bretton Woods system, based on the reserve
currency roleof thedollar, considerably increased the
scopefor monetary expansion and multiplication. An
ultimate quantitativelimit 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 theelimination, partly in responseto theideol ogy
of liberaization 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, thisresulted
inalong period of rapid inflation worldwideand high
interest ratesand, ultimately, inasevereslowdownin
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 gradua reduction in
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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 aresult of the progressive liberalization of
short-term capital movements.

It wasonly in the ninetiesthat more vigorous and
coordinated monetary control efforts by al the
industrial countries made it possible to rein in the
expansion of money, at theinternational aswell asthe
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, albeitin 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.

Themain causes of thecrisisin Asiain 1997 and
of the more recent eventsin Latin Americawere the
fallure to satisfy the conditions of external
equilibrium and excessively rigid exchange rates of
local currencies.

Thecrisiscannot be overcomewithout arecovery
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.

Inthat forum astart was al so made on studiesand
actions aimed at reforming the working of the
international monetary system.

The creation of a European currency that is
common to eleven countries is amajor event for the
stability of world finance.

Theground 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 areato 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

guantities 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 haltin 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 outputin 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

only on the prudent management of interest rates and 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 plansfor 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 thefull. The processwill 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
equilibriumin 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

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
onthedefinition of therecently 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 workersis 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 areference point, without detracting from the
debate that is inherent to democracy, for
strengthening the social and political fabric.

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
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The ltalian economy. Trends and prospects

Satement by the Gover nor, Antonio Fazio, to the Budget,
Treasury and Planning Committee of the Chamber of Deputies

Rome, 24 February 1999

The international crisis that exploded in Asiain
themiddle 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 Europewas brisk in thefirst
half of 1998, but weakened in the second half. In the
euro areathe annualized rate of growth in thefirst 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 Itay 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 signa
a marked dlowdown in aggregate demand and
economic activity in severa 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 ordersin al 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 dlightly less fast
than inthetwo previousyears. Thecrisisrevealed 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 wasfollowed first by aslowdown

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 falout 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 competitivenessvis-a-vis the
Asian countries.

In my testimony to this Committee on the
Finance Bill last October, | 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 severa 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 annua increase in GDP declined
from about 3 per cent in the eighties to 1.3 per cent
in the nineties. Therest of Europe a so 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
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possible for interest rates to decline; they reached
low levelsin 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 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

The pension system these reforms are designed Matching penalties and rewards.

to shape has a number of positive aspects. Of
particular merit is the two-tier arrangement

The necessary measures, to be taken over an
appropriate span of time, will have to avoid

comprising a basic scheme run by the state on a disappointing the expectations and rights of workers

pay-as-you-go basis, with benefits proportional to
the amount paid in, and a privately-run
supplementary funded scheme.

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 ceaseto 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 aready been created.

3. Theuse 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 isinvested at home.

Itisnecessary to create conditionsof labour costs
and competitiveness in the economy such that a
larger share of saving is tranglated 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.
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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 ltalian economy
attracts much less direct investment than France,
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Spain and the United Kingdom. Only Germany isin
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 ltaly 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
ltaly 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 closde 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 procedsiter 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 | 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 some sectors. Overall, temporary budget

cent, compared with 12.4 per cent in October 1997. deficit-reduction measures amounted to 0.6 per cent
of GDP.

In the other large European countries the faster
economic growth in the ninetiesled 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 asimilar
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.

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

As | 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

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

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

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’

for i ¢ ¢ " 4 stockbuildi operating environment and competitiveness,
or investment, consumption and stockbuiiding was productive investment will continue to expand
met by imports, which grew by 8 per cent in slowly

comparison with 1997, owing in part to lower prices
for commodities and the products of the newly
industrialized economies.

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

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 urchases of durable qoods
a one-off reduction of some 6 trillion lire in P 9 T _ _ ,
expenditure by INPS as a result of the transition from _ Households’  confidence is  improving.
two-monthly to monthly payments of pensions. The Disposable income appears to be rising. There is
consequent decrease in net expenditure on pensions€vidence suggesting that the growth in consumer
partially offset the loss of revenue caused by spending could accelerate to just over 2.5 per cent.
slower-than-expected economic growth and the rise Given current trends and assuming constant
in expenditure, which was faster than expected in interest rates and exchange rates, it is possible to
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forecast that GDPwill 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 adso 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 areduction. The borrowing requirement
needs to be carefully and regularly monitored this
year and in the years to come.

According to Bank of Itay 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

parts of the population and the country still have
significant needs to be satisfied.

A maor 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 aready
planned.

Faster growth in economic activity further
increases the formation and availability of saving.

Lightening the tax burden, abeit 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 Socia 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

be made to grow faster. " : -
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.

The conditionsfor 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
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Appendix

Satistical tables

Theworld economy
Table al — Industrial production

a2 — Consumer prices
a3 — Producer prices of manufactures
a4 — Short-term interest rates
ab — Long-term interest rates and share price indices
a6 — Interest rates on international markets and US dollar premium/discount
a7 — Eculeuro exchange rates and the price of gold
a8 — Indicators of competitiveness
a9 — External position of the Italian banking system

The Italian economy

al0 — Industrial production and business opinion indicators

all — Labour force, employment and unemployment

al2 — General index of consumer prices

al3 — Index of consumer prices for worker and employee households
al4d — Harmonized index of consumer prices

al5 — Harmonized index of consumer prices: euro area

alé — Index of producer prices of manufactures sold in the domestic market
al7 — Exports of manufactures: average unit values in lire

al8 — Imports of manufactures: average unit values in lire

al9 — 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 baseflows) and financing of the Treasury

a26 — Monetary base and Bl operations: averages of daily data
a27 — Monetary basestocks)

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

a4l — ltalian investment funds: securities portfolios and net assets
a42 — ltalian 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

la
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SYMBOLS AND CONVENTIONS

In the following tables:

figuresin parentheses in roman type () are provisiona;
figuresin parenthesesin itaics () are estimated.



Table al
Industrial production

(percentage changes on previous period; seasonally adjusted data)

us Japan Germany France Italy UK Canada
1993 ...l 3.5 -3.9 -7.5 -3.8 -2.4 2.2 4.6
1994 ... ...l 5.4 0.9 3.5 3.8 5.2 5.4 6.4
1995 ... ... 4.9 3.4 1.0 2.2 5.4 1.7 4.7
1996 ... 4.4 2.3 0.4 0.2 -1.7 1.1 1.3
1997 ..o 6.0 3.6 3.6 3.8 2.2 0.8 5.2
1998 ... 3.7 -6.9 4.5
1996 -4th qtr. .......... 0.9 21 0.2 -0.1 -2.1 0.2 0.3
1997 -1st qgtr. .......... 1.6 2.0 0.6 .. 1.8 0.3 1.5
2nd 7 Ll 1.5 -0.3 15 2.9 1.7 .. 2.0
3rd 7 .l 1.8 0.2 15 2.2 0.6 0.6 1.7
4th 7 1.6 -2.5 0.9 1.0 1.4 -0.7 0.2
1998 -1st gtr. .......... 0.4 -1.2 2.3 0.9 -0.1 -0.1 0.3
2nd 7 L. 0.7 -5.1 0.1 1.2 0.2 1.3 0.2
3rd 7 Ll 0.3 . 1.8 .. 0.3 .. -0.4
4th 7 L 0.6 -0.4 -2.4
1998 -Jan. ............. .. 2.0 1.1 -0.7 .. -0.2 -1.8
Feb. ............. -0.1 -3.5 -0.1 0.7 -0.6 -0.1 2.2
Mar. ............. 0.4 -2.3 1.4 1.4 -0.3 0.8 1.0
Apr. ..o 0.5 -1.6 -1.1 -0.3 -0.3 1.2 -0.9
May ............. 0.5 -2.0 1.0 0.4 2.6 -1.1 -0.4
June ............ -1.0 1.7 -1.0 0.4 -2.6 1.2 -0.1
dJuly ..o -0.1 -0.6 3.4 -0.1 1.5 0.1 -1.6
Aug.............. 1.5 -1.3 -0.5 .. -0.9 -0.4 2.2
Sept. ............ -0.4 3.3 -2.8 -0.7 0.8 -0.7 -0.2
Oct. ....ovvinnn. 0.4 -1.1 1.1 0.7 1.3 .. -0.1
Nov. ............. -0.1 -2.1 -2.2 1.0 -1.0 -0.1
Dec.............. 0.2 1.3 0.2

1999 -Jan. .............
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Consumer prices

(percentage changes on corresponding period)

Table a2

us Japan Germany France Italy UK Canada

1993 ...l 3.0 1.2 45 21 4.6 3.0 1.9
1994 .. ...l 2.6 0.7 2.7 1.7 41 2.4 0.2
1995 .. ...l 2.8 -0.1 1.8 1.8 5.2 2.8 2.2
1996 ...l 2.9 0.1 1.5 2.0 4.0 29 1.6
1997 ..o 2.3 1.7 1.8 1.2 2.0 2.8 1.6
1998 ...l 1.6 0.6 1.0 0.7 2.0 2.7 1.0
1996 -4th qtr. .......... 3.2 0.5 1.4 1.7 2.9 3.2 2.0
1997 -1st qgtr. .......... 2.9 0.6 1.7 1.5 25 2.9 2.1
2nd 7 Ll 2.3 2.0 1.6 0.9 1.9 2.6 1.6

3rd 7 ...l 2.2 2.1 1.9 1.3 1.8 2.8 1.7

4th 7 oL 1.9 2.1 1.8 1.2 2.0 2.8 1.0

1998 —1st qtr. .......... 1.5 2.0 1.2 0.7 2.0 25 1.0
2nd 7 ..l 1.6 0.3 1.3 1.0 2.0 3.0 1.0

3rd 7 ...l 1.6 -0.2 0.8 0.7 2.0 2.6 0.9

4th 7 ool 15 0.5 0.6 0.3 1.7 2.6 11

1998 -Jan. ............ 1.6 1.8 1.3 0.5 1.9 25 1.1
Feb. ............. 1.4 1.9 1.1 0.7 2.1 2.6 1.0

Mar. ............. 1.4 2.2 1.1 0.8 21 2.6 0.9

Apr. .. 1.4 0.4 1.4 1.0 21 3.0 0.8

May ............ 1.7 0.5 1.3 1.0 2.0 3.2 1.1

June ............ 1.7 0.1 1.2 1.0 2.1 2.8 1.0

July ..o 1.7 -0.1 0.9 0.8 21 2.6 1.0
Aug.............. 1.6 -0.3 0.8 0.7 21 25 0.8

Sept. ............ 15 -0.2 0.8 0.5 2.0 25 0.7

Oct. .....ovinn 15 0.2 0.7 0.4 1.9 2.5 1.0

Nov. ............. 1.5 0.8 0.7 0.3 1.7 2.5 1.2
Dec.............. 1.6 0.6 0.5 0.3 1.7 2.6 1.0

1999 -Jan. ............. 1.7 2.6 0.6
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Producer prices of manufactures
(percentage changes on corresponding period)

Table a3

us Japan Germany France Italy UK Canada
1992 ... 0.8 -0.9 1.6 -0.3 2.2 2.8 0.5
1993 ... 1.4 -1.7 0.1 -0.5 4.0 3.1 3.6
1994 ... 1.4 -1.8 0.7 0.8 3.6 21 6.1
1995 . ... 4.0 -0.7 2.2 1.7 7.7 3.9 7.4
1996 ... 1.4 -1.8 0.2 -1.3 2.4 2.3 0.4
1997 ... 0.3 0.7 0.7 -0.3 0.7 0.5 0.8
1996 -3rd qtr. ........... 1.0 -1.7 -0.2 -2.0 1.1 1.8 0.1
4th 7 oo 21 -1.6 0.1 -2.3 1.3 1.4
1997 -1st qtr. ........... 1.9 -0.9 0.3 -1.3 0.6 0.7 0.5
2nd 7 Ll -0.3 1.3 0.6 -0.5 0.5 0.4 1.2
3rd 7 Ll 0.1 1.3 1.1 0.3 0.9 0.5 0.7
4th 7 oo -0.4 1.1 0.9 0.3 0.8 0.5 0.8
1998 -1st qgtr. ........... -2.6 0.5 0.6 -0.1 1.3 0.5
2nd 7 Ll -1.3 -1.9 0.2 -0.3 1.2 0.5 -0.6
3rd 7 Ll -2.1 -1.9 -0.3 -0.9 0.8 0.5
1997 -Nov. .............. 0.2 1.1 1.0 0.9 0.4 1.3
Dec............... -1.8 0.9 0.8 1.0 0.6 0.6
1998 -Jan. .............. -3.4 0.9 0.6 1.1 0.5 0.7
Feb. .............. -2.8 0.4 0.6 1.3 0.5 0.3
Mar. .............. -1.7 0.1 0.6 1.4 0.6 -0.9
Apr. .o -1.1 -2.0 0.4 1.3 0.5 -0.8
May .............. -1.2 -1.9 0.3 1.1 0.4 -0.8
June ............. -1.6 -1.9 1.0 0.6 -0.2
dJuly ..o -1.4 -1.9 1.0 0.6 0.3
Aug............... -2.2 -1.9 -0.5 0.8 0.5 0.1
Sept. ............. -2.7 -2.0 -0.6 0.5 0.4 -0.3
Oct. ...ttt -3.0 -2.0 -0.8 0.3 0.2 0.7
Nov. .............. -3.5 -2.1 -1.0 0.1 0.2 0.3
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Short-term interest rates

Table a4

us Japan Germany France Italy UK Canada
Official reference rates
(end-of-period data)
1994 ... 5.50 1.75 4.85 5.00 7.50 6.25 7.43
1995 .. .. 5.50 0.50 3.75 4.45 9.00 6.50 5.79
1996 ... oo 5.25 0.50 3.00 3.15 7.50 6.00 3.25
1997 ..o 5.50 0.50 3.30 3.30 5.50 7.25 4.50
1998 -Jan. ................ 5.50 0.50 3.30 3.30 5.50 7.25 4.50
Feb. ................ 5.50 0.50 3.30 3.30 5.50 7.25 5.00
Mar. ................ 5.50 0.50 3.30 3.30 5.50 7.25 5.00
Apr. o 5.50 0.50 3.30 3.30 5.00 7.25 5.00
May ................ 5.50 0.50 3.30 3.30 5.00 7.25 5.00
June ...l 5.50 0.50 3.30 3.30 5.00 7.50 5.00
July ..o 5.50 0.50 3.30 3.30 5.00 7.50 5.00
Aug. ... 5.50 0.50 3.30 3.30 5.00 7.50 6.00
Sept. ............... 5.25 0.50 3.30 3.30 5.00 7.50 5.75
Oct. ..., 5.00 0.50 3.30 3.30 4.00 7.25 5.50
Nov. ................ 4.75 0.50 3.30 3.30 4.00 6.75 5.25
Dec. ........couunn. 4.75 0.50 3.00 3.00 3.00 6.25 5.25
1999 -Jan. ................ 4.75 0.50 3.00 3.00 3.00 6.00 5.25
Money market rates
(period averages)
1995 ... 5.92 1.25 4.48 6.58 10.46 6.68 713
1996 .. ... 5.39 0.62 3.27 3.94 8.82 6.03 4.45
1997 o 5.62 0.64 3.30 3.46 6.88 6.83 3.56
1998 ... 5.47 0.81 3.52 3.56 4.99 7.34 5.07
1998 -Jdan. ................ 5.54 1.12 3.55 3.62 6.09 7.48 4.65
Feb. ................ 5.54 1.20 3.49 3.57 6.13 7.46 4.98
Mar. ................ 5.58 0.80 3.50 3.57 5.62 7.48 4.87
Apr. .. 5.58 0.72 3.61 3.63 5.23 7.44 4.90
May ................ 5.59 0.61 3.60 3.61 5.11 7.41 5.02
June ... 5.59 0.63 3.54 3.57 5.12 7.63 5.02
July ... 5.59 0.76 3.52 3.56 4.88 7.71 5.05
Aug. ... 5.58 0.84 3.48 3.56 4.89 7.66 5.31
Sept. ... 5.41 0.73 3.46 3.54 4.97 7.38 5.60
Oct. oo 5.21 0.66 3.54 3.56 4.53 714 5.28
Nov. ..............t 5.24 0.84 3.61 3.59 3.95 6.89 5.15
Dec. .........c.... 5.14 0.79 3.36 3.32 3.38 6.38 5.00
1999 -Jan. ................ 4.90 0.70 3.14 3.14 3.14 5.81 5.01
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Long-term interest ratesand share price indices

(period averages)

Table a5

us Japan Germany France Italy UK Canada
Bond rates
1995 .. ...l 6.58 3.29 6.85 7.53 12.21 8.32 8.16
1996 . ... 6.44 3.01 6.21 6.31 9.40 7.94 7.23
1997 ..o 6.35 2.13 5.64 5.58 6.86 7.13 6.14
1998 .. ... 5.26 1.29 4.57 4.64 4.88 5.60 5.28
1998 -Jan. ................ 5.55 1.68 5.11 5.11 5.43 6.16 5.36
Feb. ................ 5.57 1.70 4.99 5.03 5.37 6.10 5.43
Mar. ................ 5.65 1.56 4.90 4.95 5.20 6.05 5.43
Apr. 5.64 1.56 4.90 4.96 5.15 5.88 5.31
May ................ 5.65 1.29 4.96 5.01 5.21 5.92 5.39
June ... 5.50 1.21 4.80 4.86 5.08 5.87 5.32
July oo 5.46 1.35 4.68 4.78 4.97 5.92 5.35
Aug................. 5.34 1.17 4.42 4.52 4.79 5.63 5.57
Sept. ...l 4.81 0.88 4.06 4.20 4.53 5.16 5.25
Oct. .....covviinn 4.53 0.82 4.06 4.17 4.49 4.99 4.91
Nov. ...t 4.83 0.89 4.12 4.18 4.38 4.93 517
Dec................. 4.64 1.39 3.86 3.91 3.99 4.54 4.87
1999 -Dec. ................ 4.72 1.79 3.70 3.77 3.92 4.20 4.95
Share price indices
1995 .. ...l 203.93 64.67 164.56 149.78 118.81 176.91 134.24
1996 . ... 252.40 75.40 189.35 166.52 119.39 203.43 159.49
1997 ..o 328.69 65.57 263.38 221.08 163.66 240.20 195.53
1998 .. ... 408.63 55.28 334.70 295.81 262.10 281.81 204.58
1998 -Jan. ................ 362.65 56.86 291.19 240.39 217.22 263.63 202.85
Feb. ................ 385.38 59.57 309.45 260.39 234.92 281.80 214.73
Mar. ................ 405.36 59.34 331.52 289.73 266.46 294.29 228.84
Apr. ..o 418.68 57.34 354.96 308.93 296.20 300.64 232.06
May ................ 417.25 56.97 362.14 320.95 289.06 302.26 229.79
June ... 417.24 55.89 374.67 330.40 279.88 298.06 223.04
July ..o 435.38 59.15 394.64 341.76 297.79 301.13 209.85
Aug. ............... 404.54 55.26 355.64 316.82 278.95 278.97 167.44
Sept. ............. .. 384.21 50.93 315.41 283.83 237.39 257.48 169.97
Oct. ... 388.67 48.01 289.28 264.50 224.15 251.02 187.96
Nov. ...t 430.81 52.21 320.86 205.84 253.95 276.11 192.06
Dec................. 447.99 51.99 317.61 301.33 265.95 278.34 196.36
1999 -Jan. ................ 470.09 50.73 341.28 331.36 286.58 291.49 203.73
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Interest rates on international markets and US dollar premium/discount

(period averages)

Table a6

us Japanese | German Lira Pound us Japanese | German Lira Pound
dollar yen mark sterling dollar yen mark sterling
Rates on 3-month Eurodeposits Rates on 12-month Eurodeposits

1995........... 5.92 1.07 4.38 10.24 6.64 6.13 1.1 4.58 10.79 712
1996 ........... 5.41 0.42 3.21 8.61 6.06 5.68 0.67 3.35 8.25 6.29
1997 ........... 5.62 0.38 3.22 6.74 6.79 5.94 0.48 3.45 6.24 7.15
1998 ........... 5.43 0.30 3.43 4.88 7.28 5.42 0.31 3.60 4.23 7.12
1998 -Jan. ..... 5.52 0.38 3.46 5.93 7.44 5.58 0.41 3.72 5.08 7.43
Feb. ..... 5.51 0.42 3.42 6.01 7.40 5.57 0.49 3.66 5.10 7.37

Mar. ..... 5.56 0.48 3.43 5.47 7.43 5.68 0.46 3.66 4.62 7.45

Apr. ..... 5.56 0.45 3.53 5.08 7.40 5.74 0.44 3.80 4.47 7.38

May ..... 5.56 0.38 3.52 4.99 7.35 5.77 0.35 3.83 4.41 7.34

June 5.56 0.37 3.45 4.97 7.58 5.71 0.36 3.78 4.40 7.70

July ..., 5.56 0.37 3.43 4.78 7.65 5.68 0.36 3.72 4.23 7.80

Aug. ..... 5.55 0.36 3.40 4.77 7.61 5.60 0.34 3.63 4.16 7.52

Sept. .... 5.37 0.21 3.36 4.86 7.34 5.17 0.20 3.47 3.97 6.99

Oct. ..... 5.13 0.06 3.44 4.44 7.07 4.69 0.07 3.38 3.66 6.54

Nowv. ..... 5.19 -0.09 3.50 3.90 6.82 4.93 0.01 3.41 3.50 6.29
Dec...... 5.09 0.17 3.22 3.33 6.28 4.92 0.19 3.1 3.15 5.67

1999 -Jan. ..... 4.87 0.20 3.14 3.14 5.72 4.94 0.21 3.07 3.07 5.30

3-month US dollar 12-month US dollar
premium (=) / discount (+) premium (=) / discount (+)

1995 ........... 4.85 1.54 -4.32 -0.72 5.02 1.55 -4.66 -0.99
1996........... 4.99 2.20 -3.20 -0.64 5.01 2.33 -2.57 -0.61
1997 ... ... 5.24 2.40 -1.12 -1.17 5.46 2.49 -0.30 -1.21
1998 ........... 5.13 2.00 0.55 -1.85 5.11 1.82 1.19 -1.70
1998 -Jan. ..... 5.14 2.06 -0.41 -1.92 517 1.86 0.50 -1.85
Feb...... 5.09 2.09 -0.50 -1.89 5.08 1.91 0.47 -1.80

Mar. ..... 5.08 2.13 0.09 -1.87 5.22 2.02 1.06 -1.77

Apr. ..... 5.11 2.03 0.48 -1.84 5.30 1.94 1.27 -1.64

May ..... 5.18 2.04 0.57 -1.79 5.42 1.94 1.36 -1.57

June 5.19 2.1 0.59 -2.02 5.35 1.93 1.31 -1.99

July ..... 5.19 2.13 0.78 -2.09 5.32 1.96 1.45 -2.12

Aug. .. ... 5.19 2.15 0.78 -2.06 5.26 1.97 1.44 -1.92

Sept. .... 5.16 2.01 0.51 -1.97 4.97 1.70 1.20 -1.82

Oct. ..... 5.07 1.69 0.69 -1.94 4.62 1.31 1.03 -1.85

Nov. ..... 5.28 1.69 1.29 -1.63 4.92 1.52 1.43 -1.36
Dec...... 4.92 1.87 1.76 -1.19 4.73 1.81 1.77 -0.75

1999 -Jan. ..... 4.67 1.73 1.73 -0.85 4.73 1.87 1.87 -0.36
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Ecu/euro exchangerates and the price of gold

Table a7

Ecu/euro per unit of currency

Gold

o5, | veerese | Caradan | o | anen | Greek | Swedsn | Swss | paroincy

1993 ..., 1.170 129.97 1.509 0.7790 7.580 268.06 9.105 1.728 390.65
1994 .. ............. 1.186 120.96 1.620 0.7738 7.523 187.16 9.136 1.617 383.25
1995 ... ... ..., 1.293 121.42 1.775 0.8194 7.245 299.53 9.234 1.528 386.75
1996 ............... 1.253 136.20 1.708 0.8030 7.261 301.46 8.400 1.547 369.25
1997 .. ... ..., 1.130 136.62 1.564 0.6903 7.461 308.47 8.627 1.639 290.20
1998 ............... 1.123 146.77 1.667 0.6776 7.513 331.54 8.927 1.625 287.80
1996 - 4th qtr. ...... 1.256 141.60 1.696 0.7684 7.366 302.75 8.386 1.614 369.25
1997 -1st qtr. ...... 1.172 141.84 1.591 0.7184 7.405 304.66 8.627 1.682 348.10
2nd 7 ..., 1.139 136.11 1.578 0.6962 7.432 309.62 8.770 1.645 334.55

3rd 7 ...... 1.090 128.42 1.508 0.6702 7.492 309.06 8.527 1.621 332.10

ah 7 L. 1.124 140.51 1.582 0.6779 7.514 310.38 8.586 1.611 290.20

1998 -1st qtr. ...... 1.087 139.19 1.554 0.6605 7.537 319.31 8.718 1.605 301.00
2nd 7 ..., 1.102 149.64 1.594 0.6664 7.530 340.27 8.606 1.644 296.30

3rd 7 ... .. 1.119 156.49 1.693 0.6771 7.511 333.15 8.958 1.644 293.85

ath 7 ... 1.183 141.25 1.823 0.7055 7.477 333.11 9.414 1.608 287.80

1998 -Jan. ......... 1.088 140.61 1.566 0.6648 7.523 312.19 8.714 1.604 304.85
Feb.......... 1.088 136.76 1.561 0.6636 7.525 312.25 8.792 1.592 297.40

Mar. ......... 1.086 140.11 1.538 0.6537 7.561 332.21 8.654 1.616 301.00

Apr. ......... 1.092 144.37 1.561 0.6534 7.559 345.43 8.549 1.645 310.70

May ......... 1.110 149.84 1.604 0.6783 7.505 340.48 8.543 1.641 293.60

June ........ 1.103 154.49 1.615 0.6681 7.523 335.16 8.719 1.647 296.30

dJuly ... 1.099 154.55 1.632 0.6686 7.529 329.12 8.779 1.663 288.85
Aug.......... 1.103 159.62 1.690 0.6754 7.513 332.13 8.971 1.648 273.40

Sept. ........ 1.156 155.51 1.759 0.6876 7.490 338.35 9.133 1.620 293.85

Oct. ......... 1.202 145.18 1.855 0.7095 7.491 338.89 9.432 1.607 292.30

Nov. ......... 1.169 140.67 1.800 0.7035 7.474 330.44 9.342 1.618 294.70
Dec.......... 1.176 137.72 1.813 0.7032 7.467 329.73 9.468 1.598 287.80

1999 -Jan. ......... 1.161 131.35 1.765 0.7029 7.441 323.56 9.083 1.605 285.40
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Indicators of competitiveness

(period averages; indices, 1993=100)

Table a8

us Japan Germany France Italy UK Canada Switzerland

1992............... 98.0 86.1 98.7 99.7 116.3 108.1 103.8 98.5
1993 ...l 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1994 ... 98.2 103.7 99.2 99.8 97.8 100.7 98.1 104.4
1995 . ... 96.4 104.1 103.7 101.3 93.2 97.0 100.2 108.4
1996 ............... 100.3 87.5 100.6 99.0 104.0 100.5 101.0 104.0
1997 ... 105.8 83.1 95.4 94.3 104.0 115.9 101.6 96.0
1996 -3rd qtr. ...... 100.2 87.1 100.7 98.7 105.3 99.8 100.7 104.6
4th 7 L.l 101.3 83.7 99.3 97.4 106.6 106.2 101.7 99.7

1997 -1st qtr. ...... 105.5 80.3 97.1 95.7 104.9 112.3 102.1 94.4
2nd 7 ... 104.3 84.2 95.7 94.5 103.8 115.0 101.9 95.7

3rd 7 ... 105.5 86.4 93.4 92.6 103.0 117.4 102.0 95.9

4th 7 L. 108.0 81.6 95.4 94.3 104.4 118.9 100.5 98.2

1998 -1st qtr. ...... 109.9 83.2 95.4 94.2 104.5 123.0 100.9 98.2
2nd 7 ... 110.7 76.8 96.4 94.7 105.4 123.3 99.9 96.1

3rd 7 ... 112.3 74.4 97.7 95.7 106.9 123.0 96.6 97.0

1997 -Nov. ......... 107.7 80.5 95.5 94.2 104.6 119.5 100.0 98.9
Dec.......... 110.2 81.2 95.9 94.8 104.9 121.3 100.5 99.2

1998 -Jan. ......... 111.0 83.2 95.8 93.9 104.8 122.4 100.6 98.8
Feb. ......... 109.3 84.4 95.5 94.4 104.2 1221 100.9 98.5

Mar. ......... 109.3 82.0 95.0 94.4 104.3 124.5 101.2 97.3

Apr. ... 109.5 79.1 95.3 94.3 104.3 125.0 100.8 95.7

May ......... 110.4 76.9 96.9 94.9 105.8 121.2 99.7 96.2

June ........ 112.1 74.4 96.9 94.9 106.1 123.8 99.3 96.5

dJuly ... 112.4 73.9 96.9 94.2 106.0 123.7 97.8 95.4
Aug.......... 113.6 72.4 97.6 95.6 106.7 123.1 96.1 96.6

Sept. ........ 110.7 76.7 98.6 97.4 108.0 122.2 95.8 99.0

Oct. ......... 106.8 83.5 99.2 98.0 107.9 119.0 93.9 100.4

Nov. ......... 106.7 84.5 98.3 97.3 107.3 118.7 94.8 98.4
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External position of the Italian banking system (1)
(end-of-period outstanding claimsin billions of lire)

Table a9

1998 Q2 1998 Q3 1998 Q4

Developed COUNTMES ... ... 367,831 341,404 (337,234)
PV S 37,297 34,403 (85,227)
Latin America ............. ... i, 22,313 21,375 (21,593)
ARMICA .. 3,825 3,164 (3,255)
ASIQ 6,649 6,082 (6,492)
Middle East ............c.coiiiiiii 4,510 3,782 (3,887)
East European countries ................... ...l 11,472 10,803 (10,590)
Offshorecentres ........... ..., 22,080 19,506 (19,474)
International organizations ........... ... ... .. L. 12,061 10,226 (10,597)
Total ......... ... ... ... 450,740 416,342 (413,122)

Memorandum items:
AIGENIA . ..o 2,127 1,716 (1,800)
Argentina . . ... .. 6,882 6,758 (6,140)
Brazil ... 6,588 6,205 (6,394)
Chile ... 859 810 (963)
China ... 2,391 2,230 (2,429)
Colombia . ... 521 518 (615)
CzechRepublic ....... ... .. i 198 203 (823)
Hungary . ... 1,827 1,802 (1,673)
INdia . .o 427 371 (390)
Indonesia ....... ..o 244 248 (229)
AN 1,629 1,464 (1,452)
ISrael .. 285 258 (282)
Malaysia . ... ... 207 188 (147)
MEXICO . .. 3,530 3,360 (3,449)
MOroCCO ..o 277 286 (299)
POIU .ttt 1,565 1,464 (1,768)
Philippines ... ..o 169 142 (142)
Poland . ... ... 753 849 (1,000)
RusSia ... 7,564 6,892 (6,648)
Saudi Arabia . ... 492 450 (479)
South Africa ... 475 432 (495)
SouthKorea ......... ... 1,009 1,043 (953)
TaiWaN .. 864 729 (888)
Thailand .. ... .o 711 663 (870)
UrUQUaY . . .o 609 581 (583)
Venezuela .......... .. 1,170 1,143 (1,162)

(1) See the “Notes to the statistical tables”

for details on the new method of calculating the data adopted in this issue.
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Industrial production and business opinion indicators
(seasonally adjusted data)

Table al0

Industrial production

Isae business opinion indicators

. Stocks of
Changes in level of orders .

General Consumer | Investment | Intermediate diﬁgg:je?n fg('fo':jid

index oods oods oods AP

g g g domestic foreign total 3-4months | vis-a-vis

normal

(indices, 1990=100) (average balance of monthly responses)
1991 ... ... 99.1 100.4 95.9 99.4 -27.5 -31.5 -26.7 1.2 8.5
1992 .. ... ... .. 98.9 101.1 92.1 99.7 -32.0 -36.9 -32.0 1.9 7.2
1993 ............. 96.5 98.7 88.9 97.7 -43.1 -21.7 -35.6 2.8 4.6
1994 ............. 101.5 1041 92.2 103.0 -17.9 8.8 -6.9 25.1 -4.3
1995 . ... ... ... 107.0 107.7 105.0 107.2 -5.7 16.6 1.4 21.8 -1.2
1996 ............. 105.2 106.2 105.6 104.6 -29.6 -16.9 -22.7 7.6 3.8
1997 ... 107.5 109.3 102.3 108.2 -14.6 -6.0 -8.5 20.7 -3.1
1991 -1st qtr. .... 98.8 100.6 97.4 98.6 -28.2 -34.7 -27.4 9.6 9.7
2nd ” 98.8 99.2 95.9 99.2 -28.2 -32.7 -27.9 11.0 9.7
3rd 98.9 99.9 95.3 99.7 -26.6 -30.2 -25.0 12.8 8.3
4th ” 99.9 101.9 94.8 100.0 -27.2 -28.4 -26.5 11.3 6.3
1992 -1st qtr. .. .. 101.2 103.0 95.1 101.8 -24.7 -30.3 -23.8 10.8 1.3
2nd ” 100.9 102.3 93.9 101.7 -27.5 -39.0 -29.3 8.5 11.0
3rd 7 95.9 98.4 88.6 98.2 -34.1 -38.1 -35.0 -35 5.3
4th ” 97.4 100.9 90.8 97.2 -41.9 -40.2 -40.0 -8.3 1.0
1993 -1st qtr. .. .. 98.8 102.4 93.2 98.7 -44.7 -34.1 -42.6 -2.7 3.3
2nd ” 96.6 98.2 89.5 97.6 -46.4 -28.1 -40.4 -0.2 7.0
3rd 7 94.4 97.0 86.1 96.1 -44.8 -18.2 -33.8 3.6 6.7
4th ” 96.2 971 86.8 98.3 -36.6 -6.4 -25.7 10.7 1.3
1994 -1st qtr. .... 97.5 100.9 86.4 99.2 -31.3 -1.0 -18.6 17.8 -2.3
2nd ” 101.1 104.6 92.2 102.1 -20.2 8.5 -7.9 25.2 -1.0
3rd 7 103.2 105.9 94.4 104.5 -15.6 11.6 -5.7 29.0 -4.7
4th ” 104.2 104.8 95.8 106.2 -4.6 16.3 4.6 28.4 -9.3
1995 -1st qtr. .. .. 104.7 106.4 97.3 106.1 -1.4 25.3 6.7 23.5 -4.7
2nd ” 105.2 107.3 99.9 106.0 -2.5 21.2 4.9 21.5 0.3
3rd 109.3 109.3 108.9 109.0 -5.1 13.8 1.3 24.6 -1.7
4th "~ 108.7 108.0 114.0 107.7 -13.6 6.1 -7.5 17.8 1.3
1996 -1st qtr. .... 105.8 105.3 107.5 105.6 -23.9 -7.6 -17.5 9.8 5.0
2nd 105.3 106.1 107.3 104.5 -32.3 -20.5 -24.2 5.8 6.3
3rd 106.0 107.3 105.7 105.4 -31.3 -19.0 -23.4 6.9 5.7
4th ” 103.7 106.0 102.1 103.0 -30.9 -20.6 -25.7 7.6 -2.0
1997 -1st qtr. .. .. 105.5 108.1 102.7 105.2 -19.9 -13.9 -16.0 16.1 -5.0
2nd ” 107.3 108.9 103.5 107.4 -15.5 -7.9 -12.0 16.8 ..
3rd 7 107.9 110.7 100.9 109.4 -13.0 -2.0 -4.4 23.5 -4.3
4th 109.4 109.6 102.1 110.8 -9.9 -0.2 -1.4 26.2 -3.0
1998 -1st qtr. .. .. 109.3 107.4 102.2 111.7 -7.7 0.4 -2.1 24.9 -1.7
2nd ” 109.4 109.0 102.6 111.4 -155 -3.8 -7.9 17.7 1.7
3rd 7 109.8 112.2 101.9 1111 -17.6 -9.9 -15.3 10.8
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Labour force, employment and unemployment
(thousands of persons and percentages)

Table all

Employment
Unem- Partici-
Unem- Labour :
Industry g ployment pation
Agriculture | excluding Co?ks)tr:uc Other Total ployment force rate rate
construction

1993 ...l 1,669 5,000 1,725 12,074 20,467 2,335 22,801 10.2 40.4
1994 .. ... 1,573 4,933 1,655 11,959 20,120 2,561 22,680 1.3 40.1
1995 .. ... 1,492 4,878 1,614 12,025 20,009 2,724 22,733 12.0 40.1
1996 .............. .. 1,402 4,876 1,599 12,211 20,088 2,764 22,851 121 40.3
1997 ..o 1,370 4,857 1,593 12,268 20,087 2,804 22,892 12.3 40.3
1998 ... 1,339 4,910 1,557 12,391 20,197 2,837 23,033 12.3 40.4
1993 -1st qtr. ....... 1,675 5,047 1,713 12,131 20,566 2,112 22,676 9.3 40.2
2nd 7 ..., 1,622 4,961 1,731 12,107 20,421 2,372 22,792 10.4 40.4
3rd 7 ... 1,662 5,005 1,756 12,129 20,553 2,313 22,865 10.1 40.5
4th 7 ... 1,716 4,986 1,700 11,927 20,327 2,542 22,871 111 40.5
1994 —1st qtr. ....... 1,551 4,894 1,645 11,931 20,021 2,502 22,522 1.1 39.8
2nd 7 ... 1,551 4,899 1,647 12,051 20,148 2,578 22,726 1.4 40.2
3rd 7 L.l 1,613 5,002 1,670 12,019 20,304 2,458 22,763 10.8 40.2
4th 7 ... 1,578 4,936 1,656 11,834 20,005 2,705 22,710 1.9 40.2
1995 -1st gtr. ....... 1,429 4,819 1,598 11,852 19,698 2,739 22,437 12.2 39.6
2nd 7 ..., 1,490 4,898 1,571 12,053 20,011 2,715 22,726 12.0 40.1
3rd 7 L.l 1,554 4,916 1,646 12,124 20,241 2,673 22914 1.7 40.5
4th 7 ... 1,493 4,880 1,642 12,070 20,086 2,769 22,855 12.1 40.3
1996 - 1st qtr. ....... 1,356 4,857 1,606 12,013 19,833 2,756 22,589 12.2 39.8
2nd 7 ... 1,333 4,925 1,571 12,248 20,078 2,816 22,894 12.3 40.4
3rd 7 ... 1,454 4,870 1,628 12,357 20,308 2,691 23,000 1.7 40.5
4th 7 ... .. 1,465 4,851 1,590 12,226 20,132 2,791 22,922 12.2 40.4
1997 -1st qtr. ....... 1,310 4,794 1,538 12,182 19,823 2,809 22,634 12.4 39.8
2nd 7 ..., 1,311 4,804 1,585 12,388 20,087 2,875 22,962 125 40.4
3rd 7 L. 1,413 4,909 1,638 12,350 20,310 2,688 22,998 1.7 40.5
4th 7 ... 1,447 4,919 1,609 12,150 20,126 2,845 22,972 12.4 40.4
1998 —1st qtr. ....... 1,327 4,878 1,538 12,196 19,940 2,781 22,722 12.2 39.9
2nd 7 ..., 1,302 4,848 1,532 12,429 20,112 2,882 22,993 125 40.3
3rd 7 ... 1,381 4,947 1,574 12,524 20,425 2,767 23,193 11.9 40.7
4th 7 ..., 1,345 4,968 1,583 12,414 20,309 2,916 23,225 12.6 40.8
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Tableal2

General index of consumer prices (1)
(percentage changes on year-earlier period)

Goods and services not subject to price controls Goods and services subject to price controls

Total
exclud-
Non-food and non- ing

energy products food
and en-

ergy

Ser- prod-
vices ucts

and

items Pro- Not
subject cessed pro- Total energy
to price cessed
con-
trols

Food products Utility charges

Overall

index
Goods Rents | Total 4)

Energy
prod- Total
ucts ®

exclud-
ing cars

Weights 2) | 32.7 29.6 26.7 59.4 10.2 9.5 19.6 3.4 825 4.2 10.3 34 3.0 17.5 100

1989 ........ 5.2 5.3 7.5 6.2 6.4 6.0 6.2 5.7 6.2 3.4 8.1 3.2 5.6 6.3 6.3
1990 ........ 4.5 4.7 8.1 6.0 6.2 6.1 6.1 13.8 6.5 3.9 6.4 8.2 6.1 5.7 6.5
1991 ........ 4.5 4.6 7.4 5.8 5.8 7.4 6.5 9.2 5.9 1.9 7.8 8.9 5.9 9.3 6.3
1992 ........ 4.0 4.0 7.3 5.4 5.0 5.1 5.0 0.7 5.1 2.7 6.5 1.3 6.5 5.5 5.3
1993 ........ 4.7 4.2 5.7 5.1 46 -04 2.1 5.6 4.4 7.7 4.2 3.2 7.6 5.6 4.6
1994 ........ 4.1 3.5 4.3 4.2 4.0 3.0 3.5 4.0 4.0 3.3 3.3 4.7 8.4 4.1 4.1
1995 ........ 4.9 4.3 5.3 5.1 6.7 5.4 6.1 7.8 5.4 1.9 3.8 3.7 7.6 3.9 5.2
1996 ........ 3.8 3.7 4.5 4.1 4.6 3.7 4.2 4.6 4.2 4.2 13 -07 8.3 3.2 4.0
1997 ........ 1.5 1.8 2.9 2.2 08 -0.8 0.0 2.0 1.6 5.4 25 1.9 6.6 4.0 2.0
1998 ........ 1.9 1.8 2.8 2.3 0.8 1.6 1.2 -25 1.8 4.5 09 -0.1 5.2 2.6 2.0
1997 -May ... 1.4 1.6 3.0 2.1 06 -18 -06 1.5 15 5.1 2.5 0.2 6.7 3.9 1.9
June .. 1.3 1.6 2.9 2.0 04 -24 -09 2.0 1.3 5.3 2.4 0.1 6.7 3.9 1.7
July ... 1.2 15 2.9 2.0 03 -25 -1.0 1.8 1.2 5.8 4.2 5.8 6.2 5.0 1.8
Aug. .. 1.2 1.5 27 1.9 03 -23 -1.0 2.3 1.2 5.8 4.0 5.4 6.2 4.9 1.8
Sept. .. 1.2 1.5 2.7 1.9 02 -17 -07 1.5 1.2 6.5 3.5 4.1 6.2 4.7 1.8
Oct. ... 1.3 1.5 2.8 2.0 01 -10 -04 0.8 1.4 6.5 4.1 4.6 5.7 5.0 2.0
Nov. .. 15 1.8 2.6 2.0 02 -05 -01 0.3 1.4 6.7 3.4 2.8 5.7 4.7 2.0
Dec. .. 1.4 1.7 2.6 1.9 0.2 0.0 0.1 -0.3 1.4 6.7 3.2 2.7 5.7 4.5 1.9
1998 -Jan. ... 1.8 1.7 2.7 2.2 0.3 0.8 0.5 -1.2 1.6 3.8 2.8 2.1 5.3 3.5 1.9
Feb. .. 2.0 1.7 2.8 2.4 0.4 1.2 0.8 -2.0 1.8 3.5 2.8 1.9 5.3 3.4 2.1
Mar. ... 2.0 1.8 2.9 2.4 0.5 1.2 0.8 -2.6 1.8 3.9 2.1 0.9 5.3 3.2 2.1
Apr. ... 2.1 1.9 2.8 2.4 0.6 1.3 1.0 -2.0 1.9 4.0 1.9 0.7 5.8 3.1 2.1
May ... 2.1 1.8 2.9 2.4 0.9 1.4 1.2 -1.9 2.0 4.1 0.2 0.1 5.8 2.2 2.0
June .. 2.1 1.8 2.9 2.4 0.9 1.7 1.3 -2.0 2.0 4.1 0.3 0.1 5.8 2.2 2.1
July ... 2.0 1.9 2.8 2.4 0.9 1.8 1.3 -1.7 1.9 5.3 02 -03 5.2 2.4 2.1
Aug. .. 2.1 1.9 2.9 25 0.9 2.1 1.5 -25 2.0 5.4 03 -03 5.2 2.4 2.1
Sept. .. 2.0 1.9 2.7 2.4 1.0 2.1 1.5 -2.8 1.9 5.1 02 -07 5.2 2.3 2.0
Oct. ... 1.7 1.8 2.6 2.1 1.0 2.1 1.5 -3.3 1.8 5.1 00 -11 4.5 2.1 1.9
Nov. .. 1.4 1.5 2.7 2.0 0.9 1.8 1.3 -3.9 1.6 50 -02 -22 4.5 2.0 1.7
Dec. .. 1.4 1.5 2.7 2.0 0.9 1.8 1.3 -4.1 1.6 5.0 0.0 -21 4.5 2.1 1.7

Source: Based on Istat data.

(1) Sundry bases; for 1996 the comparison is with the 1990-based index, with the average for 1995 set equal to 100. - (2) With reference to 1995=100. - (3) Medicines, salt and tobacco
products. In the case of medicines, the reference is to the aggregate calculated by Istat; around one third of this consists of products in the so-called “C band”, the prices of which are
unregulated. Water, electricity and gas are included under utility charges. - (4) Changes published by Istat; calculated on indices rounded to the first decimal place.
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Tableal3

Index of consumer pricesfor worker and employee households (1)
(percentage changes on year-earlier period)

Goods and services not subject to price controls Goods and services subject to price controls

Total
exclud-
Non-food and non- ing

energy products food
and en-

ergy Energy

Ser- prod-
> prod- Total
vices ucts ucts

and
exclud- items Not
ing subject Prsgg s pro- Total energy
cars to price cessed
con-
trols

Food products Utility charges

Overall

index
Gc()g)ds Rents Total (4)

Weights (2) 35.6 32.5 23.6 59.2 10.6 9.7 20.3 3.7 83.2 2.0 11.4 3.2 3.4 16.8 100.0

1989 ...... 5.6 5.5 8.4 6.7 6.3 6.0 6.2 4.6 6.4 0.9 9.1 3.2 5.8 7.4 6.6
1990 ...... 4.8 5.0 7.3 5.8 6.1 5.7 5.9 12.6 6.1 0.9 6.1 8.6 5.7 5.7 6.1
1991 ...... 5.5 5.6 7.8 6.4 6.6 71 6.8 9.3 6.7 7.3 4.1 -2.7 6.1 4.8 6.4
1992 ...... 4.3 4.8 7.5 5.6 5.0 4.2 4.6 0.9 5.1 -0.4 74 -15 6.5 6.8 5.4
1993 ...... 4.3 3.4 55 4.8 43 -0.2 2.1 5.9 4.2 7.5 2.8 2.9 8.1 4.7 4.2
1994 ...... 3.8 3.4 4.0 3.9 3.8 2.9 3.4 4.6 3.8 0.3 3.5 4.5 8.3 4.7 3.9
1995 ...... 5.0 4.3 5.2 5.1 6.5 5.1 5.8 8.1 54 -79 5.5 3.3 7.5 5.2 5.4
1996 ...... 3.9 3.8 3.9 3.9 4.6 3.8 4.2 4.5 4.0 3.0 1.7 -1.4 9.3 3.4 3.9
1997 ...... 1.5 1.8 2.4 1.9 06 -08 -0.1 1.8 1.4 6.5 1.9 1.3 7.0 3.5 1.7
1998 ...... 1.8 1.6 2.7 21 0.7 1.4 1.0 -2.4 1.7 3.8 0.9 0.1 5.2 2.2 1.8
1997 - Apr. . 1.6 1.9 2.8 21 08 -0.2 0.3 0.5 1.6 5.4 06 -0.7 7.2 2.6 1.7
May . 1.4 1.7 2.4 1.8 04 -16 -05 1.0 1.2 5.4 1.7 -07 7.2 3.3 1.6
June 1.4 1.7 2.2 1.7 03 -22 -09 1.7 1.1 5.7 1.7 -07 7.2 3.4 1.4
July . 1.3 1.6 2.3 1.7 02 -23 -1.0 15 1.0 6.6 3.3 5.7 6.2 4.3 1.6
Aug. 1.2 1.6 2.1 1.6 02 -23 -1.0 2.0 1.0 6.6 3.1 5.2 6.2 4.2 1.5
Sept. 1.2 1.5 2.1 1.5 0.1 -2.1 -0.9 14 0.9 7.9 2.5 3.9 6.2 3.9 1.4
Oct. . 1.3 1.5 2.3 1.7 02 -16 -07 1.0 1.1 7.9 3.2 4.3 5.7 4.3 1.6
Nov. 1.4 1.7 2.0 1.7 0.1 -1.1 -0.5 0.4 1.1 8.1 2.7 2.4 5.7 4.0 1.6
Dec. 1.3 1.6 2.1 1.6 02 -07 -03 -0.2 1.1 8.1 25 2.4 5.7 3.8 15
1998 -Jan. . 1.6 1.6 2.3 1.9 02 -0.1 0.1 -1.1 1.3 3.0 2.1 2.2 5.5 3.0 1.6
Feb. 1.8 1.5 25 21 0.5 0.6 0.5 -1.8 1.5 25 2.1 2.1 5.5 2.9 1.8
Mar. . 1.8 1.6 2.6 2.2 0.6 0.6 0.6 -2.6 1.6 2.7 1.7 0.9 5.5 2.7 1.7
Apr. . 1.9 1.7 2.6 2.2 0.7 0.9 0.8 -2.0 1.6 2.9 1.6 0.8 5.8 2.7 1.8
May . 1.9 1.7 2.7 2.2 0.9 1.2 1.0 -1.9 1.8 3.1 0.4 0.2 5.8 1.9 1.7
June 1.9 1.7 2.9 2.3 0.8 1.6 1.2 -1.9 1.8 3.1 0.4 0.2 5.8 1.9 1.8
July . 1.8 1.8 2.9 2.3 0.8 1.7 1.2 -1.7 1.8 5.1 05 -02 5.1 2.1 1.8
Aug. 1.9 1.8 3.0 2.4 0.8 2.0 1.4 -2.4 1.9 5.1 05 -02 5.1 2.1 1.9
Sept. 1.9 1.8 2.7 2.2 0.9 2.0 1.4 -2.6 1.8 4.6 05 -05 5.1 2.0 1.8
Oct. . 1.6 1.7 2.7 2.1 0.8 2.2 1.5 -3.1 1.7 4.7 03 -0.9 4.4 1.8 1.7
Nov. 1.3 1.4 2.7 1.9 0.8 21 1.4 -4.0 1.5 4.5 02 -19 4.4 1.7 1.5
Dec. 1.4 1.4 2.6 1.8 0.8 2.0 1.4 -4.2 1.5 4.5 04 -19 4.4 1.8 1.5

Source: Based on Istat data.

(1) Excluding tobacco products. Sundry bases; for 1996 the comparison is with the 1992-based index, with the average for 1995 set equal to 100. — (2) With reference to 1995=100.
- (3) Medicines and salt. In the case of medicines, the reference is to the aggregate calculated by Istat; around one third of this consists of products in the so-called “C band”, the prices
of which are unregulated. Water, electricity and gas are included under utility charges. — (4) Changes published by Istat; calculated on indices rounded to the first decimal place.
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Tableald

Harmonized index of consumer prices
(percentage changes on year-earlier period)

ot | S| et
Weights (1) 36.7 33.0 34.3 31.6 71.0 9.5 10.9 1.9 22.3 6.7 100.0
1996 ........ 3.8 3.7 4.6 4.3 4.2 4.9 3.4 5.9 4.3 1.8 4.0
1997 ........ 1.7 2.0 3.3 3.0 2.5 0.7 -0.7 3.9 0.3 1.9 1.9
1998 ........ 2.1 2.0 2.8 25 2.4 0.7 1.6 5.4 15 -1.4 2.0
1997 -May .. 1.6 1.9 3.5 3.2 2.5 0.5 -1.6 4.7 -0.2 0.7 1.8
June . 15 1.9 3.4 3.1 2.4 0.4 -2.1 4.7 -0.5 1.0 1.6
July .. 1.4 1.8 3.3 3.0 2.3 0.2 -2.1 4.7 -0.6 3.5 1.7
Aug. .. 1.3 1.7 3.1 2.8 2.2 0.2 -1.9 4.7 -0.5 3.6 1.6
Sept. . 1.4 1.8 3.0 2.7 2.2 0.1 -1.4 4.7 -0.2 2.7 1.6
Oct. .. 1.6 1.8 3.2 3.0 2.4 0.1 -0.8 4.7 0.0 25 1.9
Nov. .. 1.8 2.1 3.0 2.8 2.4 0.2 -0.4 4.7 0.3 1.4 1.8
Dec. .. 1.7 2.0 2.9 2.7 2.3 0.2 0.0 4.7 0.5 1.0 1.8
1998 -Jan. .. 2.0 1.9 2.9 2.7 25 0.2 0.7 4.7 0.8 0.3 1.9
Feb. .. 22 1.9 3.0 2.8 2.6 0.3 1.2 4.7 1.1 -0.2 21
Mar. .. 2.3 2.0 3.0 2.8 2.6 0.4 1.2 55 1.2 -1.1 2.1
Apr. .. 2.3 2.1 2.9 2.7 2.6 0.5 1.4 55 1.4 -0.8 22
May .. 2.3 2.1 2.7 2.4 2.5 0.8 1.5 5.5 1.6 -1.0 2.0
June . 2.3 21 2.7 2.4 25 0.8 1.8 55 1.7 -1.0 21
July .. 2.3 2.2 2.6 2.4 2.4 0.8 1.9 5.5 1.8 -1.1 21
Aug. .. 2.4 2.2 2.7 2.4 25 0.8 21 5.5 1.9 -1.6 22
Sept. . 2.3 21 2.7 25 2.5 0.9 2.1 5.5 1.9 -1.9 2.1
Oct. .. 2.0 2.1 2.5 2.3 2.2 0.8 21 5.5 1.9 -2.3 1.9
Nov. .. 1.7 1.7 2.6 2.4 2.1 0.7 1.8 5.5 1.7 -3.1 1.7
Dec. .. 1.6 1.7 2.7 2.6 2.2 0.8 1.8 5.5 1.7 -3.2 1.7

Source: Based on Eurostat data.
(1) Each January, Eurostat revises the weights of each elementary item, which were initially determinated in relation to the structure of consumption in 1996, in accordance with the
changes in the 12 months ending in the previous December. The sum of the weights is set equal to 100. The weights in the table are those from January 1998.
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Table als

Harmonized index of consumer prices: euro area (1)
(percentage changes on year-earlier period)

Né’,?;%‘;dpfggug?;_ Services Tgfte% ggt Food products Eneray .
Weights (1) 34.2 28.5 34.4 28.0 68.6 11.2 9.6 2.3 23.1 8.3 100.0
1996 ........... 1.5 1.5 3.1 2.9 2.3 1.8 1.9 3.1 2.0 2.3 2.2
1997 ........... 0.5 0.8 2.4 2.4 1.5 0.7 1.5 55 1.5 2.5 1.6
1998 ........... 0.9 0.8 2.0 2.0 1.5 0.9 2.0 3.9 1.7 -2.7 11
1997 -Jan. ..... 0.8 1.0 2.5 2.4 1.6 0.9 2.7 5.0 2.0 5.2 2.0
Feb. ..... 0.7 1.0 2.6 2.5 1.6 0.7 14 4.8 1.4 4.5 1.8
Mar. ..... 0.5 0.9 2.6 2.5 1.5 0.5 -0.1 6.0 0.8 3.5 1.5
Apr. ..... 0.5 0.8 2.4 2.3 1.4 0.4 -0.1 6.0 0.7 1.8 1.3
May ..... 04 0.7 2.5 2.4 1.5 0.4 0.4 6.0 0.9 1.8 1.4
June .... 04. 0.7 2.4 2.4 1.4 0.5 0.6 6.0 1.1 2.2 1.4
July ..... 0.3 0.6 2.5 2.5 1.4 0.6 0.8 6.0 1.2 2.4 1.4
Aug. ..... 0.4 0.6 2.5 2.5 1.5 0.7 1.5 55 1.5 4.1 1.7
Sept. .... 0.5 0.7 2.4 2.3 1.4 0.7 2.3 6.3 1.9 2.3 1.7
Oct. ..... 04 0.7 2.3 2.2 1.3 0.7 2.5 6.3 2.0 1.2 1.5
Nowv. ..... 0.6 0.8 2.3 2.3 1.5 0.8 3.2 4.7 2.2 11 1.6
Dec. ..... 0.6 0.8 2.3 2.2 1.4 0.9 3.0 3.6 2.0 0.4 1.5
1998 -Jan. ..... 0.6 0.6 2.1 2.1 1.3 0.9 1.8 3.2 1.5 -1.5 11
Feb...... 0.7 0.6 2.0 2.0 1.3 0.9 2.2 3.4 1.7 -1.6 1.2
Mar. ..... 0.7 0.6 1.9 1.9 1.3 11 2.7 2.9 1.9 -1.8 1.2
Apr. ..... 0.9 0.8 2.1 2.1 1.5 1.2 3.1 29 2.1 -11 1.4
May ..... 1.0 0.8 2.0 2.0 1.5 11 2.7 4.7 2.2 -1.5 14
June .... 1.0 0.9 2.0 2.0 1.6 1.0 2.8 4.6 2.1 -1.7 1.4
July ..... 1.0 0.8 2.0 2.0 1.5 0.9 2.4 4.6 1.9 -1.9 1.4
Aug. ..... 1.0 0.8 2.1 2.1 1.5 0.9 2.3 4.6 1.8 -4.0 1.2
Sept. .... 1.0 0.9 2.0 2.0 1.5 0.8 1.5 3.8 14 -3.9 1.0
Oct. ..... 1.0 0.9 2.1 2.2 1.6 0.7 1.0 4.0 1.2 -41 1.0
Nov. ..... 0.9 0.8 2.1 2.1 1.5 0.7 0.6 41 1.0 -4.4 0.9
Dec. ..... 0.9 0.8 2.0 2.0 1.4 0.6 0.9 4.0 1.1 -4.7 0.8

Source: Based on Eurostat data.
(1) Weighted average of the harmonized indices of the euro-area countries.
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Index of producer pricesof manufactures sold in the domestic market (1)
(percentage changes on corresponding period)

Tableal6

Non-energy products
Consumer goods not subject to price controls (3)
Non-food products Investment | Intermediate Other Total 525&% ?r\,/géi"
excluding prggzgts Total goods goods goods (4)
cars
Weights (2) 18.5 16.4 12.3 30.8 9.5 41.0 4.1 85.4 14.6 100.0
1989 ............. 4.9 4.7 5.3 5.0 5.8 5.8 3.2 5.5 9.4 5.9
1990 ............. 2.7 2.5 3.0 2.8 4.1 1.7 3.1 2.6 16.2 4.1
1991 ... .. 23 2.3 5.3 3.8 3.3 5.5 1.9 3.8 -2.4 3.3
1992 ............. 3.2 3.0 3.8 3.4 3.3 1.0 5.3 2.2 -04 1.9
1993 ............. 3.1 2.7 3.9 3.4 3.6 3.2 6.0 3.4 6.3 3.8
1994 ............. 3.2 2.6 3.6 3.3 2.9 4.2 5.0 3.8 3.2 3.7
1995 .......... ... 5.1 5.0 6.0 5.4 5.0 10.7 4.4 8.1 6.4 7.9
1996 ............. 3.4 3.2 2.8 3.2 3.6 -0.1 3.5 1.7 3.4 1.9
1997 ... 0.7 1.0 1.1 0.9 1.8 0.5 0.9 0.8 4.3 1.3
1998 ............. 1.5 1.4 1.4 1.4 1.8 0.2 3.5 1.0 -5.1 0.1
1997 -May ....... 0.9 1.1 0.1 0.6 1.9 0.4 0.8 0.7 4.4 1.1
June ...... 0.6 1.0 0.7 0.7 1.8 0.8 0.8 0.9 6.0 1.6
July ....... 0.3 0.8 1.2 0.7 1.4 0.7 0.8 0.8 7.2 1.7
Aug........ 0.5 0.9 1.5 0.9 1.7 1.0 0.7 1.0 5.5 1.7
Sept. ...... 0.5 0.9 2.0 1.1 1.7 1.2 0.9 1.2 3.7 1.6
Oct. ....... 0.3 0.8 2.1 1.0 1.6 1.6 1.6 1.4 27 1.6
Nov. ....... 0.6 1.0 2.6 1.4 1.6 1.7 21 1.6 1.2 1.6
Dec........ 0.6 1.1 2.7 1.4 1.5 2.0 2.4 1.7 -0.5 1.5
1998 -Jan. ....... 1.0 1.3 2.3 1.5 1.8 2.0 3.4 1.9 -2.3 1.3
Feb........ 1.3 1.4 2.3 1.7 2.0 2.0 3.0 1.9 -2.7 1.3
Mar. ....... 1.4 1.4 2.1 1.6 1.8 1.8 2.4 1.8 -3.6 0.9
Apr. ....... 1.2 1.3 2.3 1.7 1.8 1.2 3.8 1.6 -3.1 0.9
May ....... 1.4 1.4 1.9 1.6 1.8 0.6 3.7 1.3 -3.5 0.6
June ...... 1.5 1.4 1.6 1.6 1.7 0.4 3.7 1.2 -4.0 0.4
dJuly ....... 1.7 1.5 1.4 1.6 1.9 0.4 3.6 1.1 -4.9 0.3
Aug........ 1.7 1.4 1.1 1.5 1.8 -0.2 3.6 0.8 -6.1 -0.3
Sept. ...... 1.5 1.2 0.8 1.3 1.7 -0.7 3.6 0.5 -6.4 -0.5
Oct. ....... 1.8 1.5 0.5 1.2 1.8 -1.3 3.7 0.2 -7.4 -0.9
Nov. ....... 1.6 1.5 0.2 1.0 1.8 -1.5 3.7 0.0 -8.7 -1.3
Dec........ 1.6 14 0.2 1.0 1.8 -1.8 3.7 -0.1 -85 -1.3

Source: Based on Istat data.
(1) Sundry bases. For 1996 the comparison with the 1990-based index, with the average for 1995 set equal 100. - (2) With reference to 1995=100. - (3) Excludes tobacco products
and medicines. - (4) Includes tobacco products and medicines, the prices of which are subject to official control. In the absence of elementary indices for medicines, the reference is to the
Istat aggregate “Chemical, pharmaceutical and medical products”, which includes goods with unregulated prices.
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Exports of manufactures: average unit valuesin lire (1)
(percentage changes on corresponding period)

Tableal7

Non-energy products
Consumer goods (2)
] Other Energy Qverall
Non-food products Investment | Intermediate products index
- Food Total goods goods gczg)d S Total
excluding | products
cars
1988 .............. 4.4 3.1 2.3 41 6.2 4.4 -21.1 4.2 9.1 4.8
1989 .............. 5.4 5.8 4.8 5.4 4.2 7.5 8.9 6.1 8.0 6.4
1990 .............. 1.8 1.2 -1.3 1.4 4.2 0.8 12.2 1.9 -3.2 1.5
1991 ... 3.8 3.7 -0.5 3.1 3.4 1.6 -1.9 25 -2.7 21
1992 .............. 2.2 25 1.7 1.9 4.6 -0.3 425 1.8 -8.5 1.0
1993 .............. 1.7 11.6 10.2 1.4 11.8 10.4 59.6 11.6 15.3 12.0
1994 ... 21 1.1 6.4 2.9 3.4 35 5.9 3.2 5.8 3.7
1995 . ... 6.7 5.1 10.8 7.2 1.6 13.4 -3.9 8.6 18.7 9.3
1996 .............. 8.1 10.0 23 7.3 4.2 -1.6 34.5 3.1 -1.2 29
1997 ...l -1.3 -1.8 -3.9 -1.7 -0.5 -11 8.9 -1.1 3.4 -0.9
1997 -Jan. ........ -4.1 -3.8 -4.4 -4.2 -2.9 -5.1 -11.2 -4.4 5.4 -3.8
Feb. ........ -2.1 -2.7 -6.9 -2.8 -2.4 -5.3 21.0 -3.7 6.2 -3.2
Mar. ........ -1.6 -2.2 -2.6 -1.6 -3.3 -3.9 36.0 -2.8 -1.3 -2.8
Apr. ........ -2.0 -2.8 -4.1 -2.2 1.8 -0.7 14.7 -0.6 -0.7 -0.9
May ........ -2.0 -2.9 -3.3 -2.3 -1.2 -1.0 5.6 -1.2 -1.7 -1.4
June ....... 15 1.0 -5.3 0.6 -2.8 -2.8 -7.5 -1.8 -3.1 -2.1
July ...l -0.4 -1.2 -6.5 -1.3 -0.3 -0.7 8.9 -0.8 0.3 -0.9
Aug......... -1.0 -15 -3.2 -1.5 4.5 -1.3 -5.2 -0.4 1.9 0.8
Sept. ....... -0.3 -0.5 -3.6 -0.9 1.5 0.6 11.3 0.4 10.8 1.0
Oct. ........ -1.2 -15 -2.4 -1.4 -1.1 1.5 20.6 0.1 8.8 0.5
Nov. ........ -1.7 -2.1 -4.8 -2.1 -0.1 3.7 24.4 1.1 7.2 1.6
Dec......... 0.7 0.5 0.8 0.8 1.9 1.0 -10.7 1.1 -2.0 0.7
1998 -Jan. ........ 1.3 1.2 1.6 1.4 25 2.0 37.3 2.2 8.3 3.0
Feb. ........ -1.3 -1.5 -0.1 -1.0 -3.4 3.8 10.9 0.7 -10.2 -0.1
Mar. ........ -0.1 0.1 1.1 0.1 -1.6 1.6 -4.0 0.6 3.9 0.8
Apr. ... 0.5 1.2 0.4 0.6 0.4 0.6 71 0.6 -5.2 0.3
May ........ -0.2 -0.3 -1.8 -0.3 3.5 0.5 8.2 0.8 -7.5 0.2
June ....... -2.3 -2.2 3.3 -1.7 9.8 1.3 34.1 2.6 -6.4 2.2
July ... -1.6 -1.6 1.2 -1.3 5.2 -0.3 12.9 0.6 -8.1 0.1
Aug......... 1.0 1.2 1.8 0.6 -4.6 1.3 -15.2 -0.3 -11.8 -0.9
Sept. ....... 0.4 0.4 0.3 0.3 1.4 1.3 -11.2 1.0 -14.0 0.3

Source: Based on Istat data.

(1) Each good is allocated to the category in the table corresponding to the predominant economic use of that good. - (2) Excluding tobacco products and medicines. - (3) includes

tobacco products and medicines. In the absence of elementary indices for medicines, the reference is to the Istat aggregate “Pharmaceutical products”.
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Imports of manufactures: average unit valuesin lire (1)

(percentage changes on corresponding period)

Tableal8

Non-energy products
Consumer goods not subject to price controls (2)
) Other Energy Overall
Non-food products Investment | Intermediate products index
] Food Total goods goods gczg;:l S Total
excluding | products
cars
1988 ............. 4.3 4.3 6.9 5.6 25 9.6 7.3 7.2 -4.2 5.8
1989 ............. 2.8 4.1 7.2 4.3 25 7.2 17.0 5.4 14.8 7.4
1990 ............. 25 -0.3 -5.2 0.3 -15 -6.2 13.6 -2.8 3.8 -1.4
1991 ... .. 1.8 0.4 0.0 1.3 2.0 -3.0 5.6 -0.2 -1.8 -0.1
1992 ............. 3.1 -1.6 4.8 3.9 21 -2.0 10.3 1.1 -8.3 -0.6
1993 ............. 6.5 10.8 11.2 7.3 225 9.0 9.7 10.1 19.2 1.2
1994 ............. -1.0 -1.0 4.9 0.8 3.3 7.7 -11.9 3.8 4.8 4.8
1995 .......... ... 9.0 7.3 9.6 9.2 3.4 16.8 -5.6 1.7 15.6 13.1
1996 ............. 4.7 4.3 -5.0 2.0 3.0 -5.8 18.5 -0.9 3.8 -0.2
1997 ... .. -1.7 -1.2 1.5 -0.6 -0.5 -1.7 -0.1 -1.1 3.2 0.1
1997 -Jan. ....... -3.4 -5.6 -5.7 -3.9 -6.8 -12.7 -10.6 -8.5 9.7 -5.4
Feb........ -3.9 -4.5 -2.3 -3.4 -6.6 -8.7 -3.6 -6.4 11.5 -3.8
Mar. ....... -5.4 -8.8 0.0 -3.5 -2.6 -6.8 45 -4.7 6.2 -1.9
Apr. ....... -3.1 -3.5 -3.0 -2.8 -4.0 -5.2 -8.3 -4.5 41 -2.0
May ....... -4.4 -41 1.2 -2.7 3.4 -3.0 0.8 -1.8 4.2 -0.3
June ...... -1.1 -1.3 -0.9 -0.7 3.4 -0.9 10.0 0.2 27 1.2
July ....... -1.1 -0.2 1.4 -0.1 5.6 0.8 5.1 1.1 3.8 2.2
Aug. ....... 1.1 4.9 29 21 -1.7 2.8 -10.7 1.0 10.7 4.4
Sept. ...... 1.4 3.6 5.4 3.0 2.6 3.7 -11.1 3.0 1.9 3.4
Oct. ....... -0.6 3.6 5.5 1.4 -1.2 4.7 0.7 25 -1.9 2.2
Nov. ....... -0.5 0.0 6.6 1.7 -1.2 5.4 14.6 3.2 -2.9 2.2
Dec........ 1.7 2.9 4.7 2.8 0.6 3.2 8.8 23 -6.8 0.8
1998 -Jan. ....... 1.9 2.7 6.3 3.2 1.3 4.8 5.2 3.5 -10.4 0.9
Feb. ....... 4.3 5.9 3.4 4.2 0.0 2.3 -1.3 23 -11.6 0.2
Mar. ....... 25 2.8 1.3 23 -24 0.9 -0.1 1.1 -9.0 0.1
Apr. ....... 4.5 3.3 23 4.2 23 0.1 7.7 22 -17.0 -1.9
May ....... 5.1 1.9 -3.7 3.2 -4.3 -3.0 71 -1.0 -12.7 -2.6
June ...... 3.5 1.3 -2.8 2.0 -3.6 -3.0 8.7 -1.0 -14.9 -3.3
July ....... 0.0 -3.3 -4.0 -1.0 -5.5 -1.8 15 -1.7 -14.7 -3.1
Aug. ....... -2.3 -6.7 -5.4 -3.3 4.4 -4.1 2.8 -15 -24.6 -5.9
Sept. ...... -1.6 -6.1 -6.0 -2.7 -7.2 -5.4 4.5 -4.0 -18.0 -5.7

Source: Based on Istat data.
(1) Each good is allocated to the category in the table corresponding to the predominant economic use of that good. - (2) Excludes tobacco products and medicines. - (3) includes tobacco
products and medicines, the consumer prices of which are subject to official control. Inthe absence of elementary indices for medicines, the reference is to the Istat aggregate “Pharmaceutical
products”, which includes goods with unregulated prices.
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Tableal9

Unit variable costsand output pricesin manufacturing (1)
(percentage changes on corresponding period)

Unit variable costs Output prices

Domestic components

Foreign components
Unit labour costs

Inputs
Components Total | Domestic | Foreign Total
Total | Industrial | Semi- | Energy
) Labour Produc- raw finished | products | Total
services cc()g‘)ts tivity materials | goods (4)

Weights 2) | 24.9 18.7 - - 49.6 74.5 5.0 10.4 5.1 25.5 100.0 72.0 28.0 100.0

1989 ......... 5.4 5.6 9.7 3.1 6.4 6.0 12.2 5.9 12.6 8.1 6.5 5.2 6.2 5.5
1990 ......... 7.4 8.3 8.6 1.4 7.0 71 -129 -19 17.3 -0.9 5.3 2.8 1.6 2.5
1991 ......... 7.4 8.0 9.7 1.4 8.3 7.9 -6.7 0.3 71 0.8 6.4 2.8 2.4 2.7
1992 ......... 3.3 3.8 7.2 41 3.0 3.1 -47 -09 -1.1 -0.9 2.3 2.7 2.0 25
1993 ......... 4.0 4.7 5.0 1.6 3.3 3.6 121 14.8 7.0 12.0 5.2 3.6 1.5 5.8
1994 ......... 3.0 2.7 2.2 6.0 -35 -1.1 1.9 3.3 4.3 6.9 0.5 3.6 3.1 3.4
1995 ......... 7.9 7.3 55 6.0 -05 2.7 20.5 11.6 8.5 12.2 4.8 7.3 8.9 7.8
1996 ......... 5.3 5.4 55 -0.5 6.0 5.7 -94 -02 5.1 0.0 4.4 1.9 2.3 2.0
1997 ......... 0.7 1.6 5.3 2.8 2.4 1.7 -1.3 -1.7 2.4 -1.4 1.0 0.8 -0.7 0.4
1997 -Jan. ... 1.8 2.3 - - - - -16.3 -8.3 7.7 -5.5 - 0.2 -4.0 -1.1
Feb. ... 1.4 2.0 - - - - -12.0 -44 6.4 -3.3 - 0.1 -2.9 -0.8

Mar. ... 0.7 15 5.9 -1.7 7.7 5.1 -9.2 -41 3.8 -3.9 29 0.2 -2.9 -0.7
Apr..... 0.2 1.0 - - - - -53 -29 1.9 -3.5 - 0.4 -0.7 0.1

May ... 0.6 1.5 - - - - -16 -1.2 1.6 -1.9 - 0.6 -1.3 0.1

June ... 0.7 1.6 6.0 4.7 1.3 1.0 -09 -13 29 -16 0.2 0.8 -1.0 0.3

July ... 0.7 1.7 - - - - 0.5 -0.4 4.6 -0.1 - 0.8 -0.4 0.4

Aug. ... 0.8 1.6 - - - - 4.5 0.0 4.1 0.8 - 0.9 0.2 0.7

Sept. .. 0.5 1.3 52 3.7 15 1.1 71 0.7 2.0 1.3 1.0 1.1 1.0 1.1

Oct. ... 0.2 1.0 - - - - 9.0 0.4 -0.7 0.6 - 1.3 1.1 1.2

Nov. ... 0.5 1.4 - - - - 8.5 0.1 -1.9 0.4 - 15 2.0 1.7

Dec. ... 0.5 1.8 3.9 4.6 -0.7 -0.3 5.2 1.8 -3.2 05 -01 1.6 1.4 1.6

1998 -Jan. ... 0.7 2.1 - - - - 6.9 3.1 -4.8 1.0 - 1.8 2.4 2.0
Feb. ... 0.9 2.5 - - - - 55 2.1 -4.3 0.9 - 1.9 0.5 1.5

Mar. ... 1.3 29 1.5 4.2 -2.7 -1.2 0.7 0.8 -3.2 -0.3 -0.9 1.7 1.7 1.7
Apr..... 15 3.3 - - - - -0.3 2.1 -2.9 0.1 - 15 1.2 1.4

May ... 1.3 3.2 - - - - -3.2 -0.6 -3.2 -1.5 - 1.3 1.3 1.3

June ... 15 3.4 3.6 1.0 2.6 2.1 -4.4 0.5 -3.7 -1.4 15 1.2 2.7 1.6

July ... 1.8 3.6 - - - - -4.0 1.0 -4.7 -1.5 - 1.1 0.8 1.0

Aug. ... 1.7 3.7 - - - - -85 -14 -5.5 -3.3 - 0.9 -0.2 0.6

Sept. .. 1.8 3.8 2.6 0.8 1.8 1.8 -10.1 -1.8 -5.7 -41 0.7 0.6 1.1 0.8

Oct. ... 1.7 3.7 - - - - - - - - - 0.4 - -

Nov. ... - 3.7 - - - - - - - - - 0.2 - -

Dec. ... - 3.7 - - - - - - - - - 0.2 - -

Sources: Based on ENI, Istat and OECD data.

(1) Net of intrasectoral transactions; energy products and transport equipment other than cars are excluded from the aggregate for industry. — (2) Calculated on the basis of the
input-output table for 1988 at 1980 prices. - (3) See text for a discussion of the impact on labour costs of the regional tax on productive activities (Irap). - (4) Includes domestically-produced
energy products.
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Table a20

Balance of payments
(balancesin billions of lire)

Current items Capital flows

Errors Change

Invisible items and in official

Goods Total Non-bank Bank Total omissions reserves

Services Incomes | Transfers

1996 ........... 93,736 3,076 -23,123 -10,335 63,354 37,475 -47,394 -9,919 -32,838 -20,597
1997 ........... 80,166 3,415 -19,006 -1,769 62,806 (-28,337) 11,679 (-11,658) (-28,308) -22,840
1998 ........... 72,705 1,780 -20,945 -11,711 41,829 (-49,195) (15,062) (-34,133) -44,451  (36,755)
1996 - 4th qtr. .. 23,741 -671 -5,183 -3,964 13,923 32,427 -40,538 -8,111 -8,470 2,658
1997 - 1st qtr. .. 17,331 -345 -5,265 3,169 14,890 -13,684 24,627 10,943 -26,329 496
2nd 7 .. 20,002 1,591 -6,434 -2,868 12,291 18,275 -42,089 -23,814 9,808 1,715
3rd 7 .. 23,587 2,585 -4,290 -1,928 19,954 -7,215 14,019 (6,804) -4,156  -22,602
4th 7 .. 19,246 -416 -3,017 -142 15,671 (-20,713) 15,122 (-5,591) -7,631 -2,449
1998 - 1st qtr. .. 13,937 -3,563 -5,608 -270 4,496 (-21,683) 34,583 (12,900) (-18,700) 1,304
2nd 7 .. 20,302 1,440 -5,686 -2,509 13,547 (24,665) -37,929 (-13,264) (-13,774) 13,491
3rd 7 .. 22,402 4,736 -5,107 -3,488 18,543 (-26,894) 7,960 (-18,934) (-14,744) 15,135
4th 7 .. 16,064 -833 -4,544 -5,444 5,243 (-25,283) (10,448) (-14,835) 2,767 (6,825)
1996 -Dec. .. ... 5,795 -98 -2,488 -1,339 1,870 17,529 -24,072 -6,543 161 4,512
1997 -Jan. ..... 4,458 -54 -1,647 4,418 7,175 -11,662 20,639 8,977 -10,778 -5,374
Feb...... 6,562 -96 -1,136 -806 4,524 1,059 937 1,996 -8,483 1,963
Mar. ..... 6,311 -195 -2,482 -443 3,191 -3,081 3,051 -30 -7,068 3,907
Apr. ..... 6,147 -51 -1,816 -296 3,984 -3,092 -4,371 -7,463 1,333 2,146
May ..... 7,266 328 -1,961 -1,132 4,501 14,181 -17,061 -2,880 -50 -1,571
June .... 6,589 1,314 -2,657 -1,440 3,806 7,186 -20,657 -13,471 8,525 1,140
dJuly ..... 14,082 1,512 -1,087 5 14,512 -6,868 -647 -7,515 5127 -12,124
Aug...... 6,022 160 -1,224 -1,410 3,548 -9,487 11,963 2,476 -1,225 -4,799
Sept. .... 3,483 913 -1,979 -523 1,894 9,140 2,703 11,843 -8,058 -5,679
Oct. ..... 8,282 316 -1,640 -795 6,163 -5,721 656 -5,065 -3,497 2,399
Nov. ..... 6,004 -411 -904 -122 4,567 (-13,024) 16,613 (3,589) (-7,325) -831
Dec...... 4,960 -321 -473 775 4,941 (-1,968) -2,147 (-4,115) (8,191) -4,017
1998 -Jan. ..... 2,890 -2,413 -3,224 -1,332 -4,079 (-12,092) 14,900 (2,808) (-8,245) 4,516
Feb...... 4,273 -472 -684 -389 2,728 (2,949) 2,932 (5,881) (-4,648) -3,961
Mar. ..... 6,774 -678 -1,700 1,451 5,847 (-12,540) 16,751 (4,211) (-10,807) 749
Apr. ..... 5,318 -467 -2,465 -1,132 1,254 (1,827) 2,126 (8,953) (-8,170) 2,963
May ..... 7,923 62 -2,055 -714 5,216 (12,289) -9,795 (2,494) (-13,424) 5,714
June .... 7,061 1,845 -1,166 -663 7,077 (10,549) -30,260 (-19,711) (7,820) 4,814
July ..... 12,664 2,422 -2,290 -530 12,266 (-27,991) 14,124 (-13,867) (-5,192) 6,793
Aug...... 6,418 920 -1,330 -1,339 4,669 (6,752) -11,039  (-4,287) (455) -837
Sept. .... 3,320 1,394 -1,487 -1,619 1,608 (-5,655) 4,875 (-780) (-10,007) 9,179
Oct. ..... 7,039 432 -2,946 -1,518 3,007 (-9,302) 10,994 (1,692) (-5,533) 834
Nov. ..... 4,040 10 -1,474 -1,625 951 (-4,991) (-3,996) (-8,987) 6,385 (1,651)
Dec...... 4,985 -1,275 -124 -2,301 1,285 (-10,990) (3,450) (-7,540) 1,915 (4,340)
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External position of BI-UIC

Table a2l

Short-term assets Medium and long-term position
Short- Assets ﬁgzﬁgﬁ Overall
c;Oi?)\llee " Official SDRs Total Iiattzlr;tri]es ; Liabilities in the Gold position
currencies | S€YS Total sgr):ruerligﬁ[ezs M
(billions of lire)
1995 -Dec. . .. 38,377 9,377 47,754 2,462 4,470 3,533 1,655 3,112 40,257 91,476
1996 - Dec. . .. 44,846 16,323 45 61,214 366 6,234 5,259 1,546 2,839 38,366 106,741
1997 - Dec. . .. 69,724 15,932 118 85,774 308 8,325 7,290 1,667 3,942 37,578 133,644
1998 - Jan. ... 66,040 14,819 144 81,003 175 7,898 6,851 1,700 4,989 37,578 129,593
Feb. ... 71,115 14,825 161 86,101 218 6,171 5,127 1,694 5395 37,578 133,333
Mar. ... 70,332 14,924 162 85,418 150 6,345 5,293 1,707 5,436 34,127 129,469
Apr. ... 68,260 15,122 162 83,544 223 4,727 3,694 1,677 5,340 34,127 125,838
May ... 60,920 15,037 199 76,156 254 5,094 4,086 1,649 5,744 34,127 119,218
June .. 56,265 15,117 203 71,585 218 5,396 4,382 1,663 5793 35,571 116,464
July ... 45,603 16,614 183 62,400 243 5,687 4,841 1,639 6,578 35,584 108,367
Aug. ... 46,227 16,667 198 63,092 309 5,952 5,077 1,648 6,617 35584 109,288
Sept. .. 34,704 16,623 141 51,468 213 6,243 5,345 1,595 6,688 34,881 97,472
Oct. ... 35,517 14,275 125 49,917 198 6,496 5,588 1,617 6,780 34,878 96,256
Nowv. . .. 31,765 14,264 183 46,212 214 9,112 8,206 1,632 6,819 34,878 95,175
Dec. ... 31,686 183 31,869 91 10,381 9,475 1,635 7,158 40,929 88,611
(millions of dollars)
1995 - Dec. . .. 24,217 5,917 30,134 1,554 2,821 2,229 1,044 1,964 25,654 57,975
1996 - Dec. . .. 29,300 10,664 29 39,993 239 4,073 3,436 1,010 1,855 24,630 69,302
1997 - Dec. . .. 39,634 9,056 67 48,757 175 4,732 4,144 948 2,241 19,371 73,979
1998 - Jan. ... 36,699 8,235 80 45,014 97 4,389 3,807 945 2,772 19,371 70,505
Feb. ... 39,809 8,299 90 48,198 122 3,454 2,870 948 3,020 19,371 72,973
Mar. ... 38,657 8,203 89 46,948 82 3,487 2,909 938 2,988 20,057 72,460
Apr. ... 38,504 8,530 91 47,125 126 2,666 2,084 946 3,012 20,057 71,790
May ... 34,655 8,554 113 43,322 144 2,898 2,324 938 3,268 20,057 68,462
June .. 31,640 8,501 114 40,255 123 3,034 2,464 935 3,258 19,556 65,045
July ... 25,988 9,468 104 35,560 138 3,241 2,759 934 3,749 19,563 61,040
Aug. ... 26,440 9,533 113 36,086 177 3,404 2,904 943 3,785 19,563 61,718
Sept. .. 20,960 10,040 85 31,085 129 3,771 3,228 963 4,039 19,770 57,573
Oct. ... 21,732 8,735 76 30,543 121 3,975 3,419 989 4,149 19,769 57,325
Nowv. . .. 18,867 8,472 109 27,448 127 5,412 4,874 969 4,060 19,769 55,583
Dec. ... 19,168 111 19,278 55 6,280 5,732 989 4,330 24,711 53,555
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Sate sector borrowing requirement

(billions of lire)

Table a22

Budget Treasury Lk?;(tjfilr;g trféNéAt:t’e Gros§ Se;()tﬁ)rgzp s Privati;ation Net'
Receipts Payments Balance operations aagpl_oosz:r?s af]?irstsrtlser r:g;:?gwe%t debts recil)pts r:ggl?e\':rl\r:a%t
) Fund bodies )

1992 ... ... 499,612 609,933 -110,321 -45,287 -3,515 -3,658 -162,782 -31 - -162,751
1993 ........... 470,685 614,660 -143,975 -3,259  -11,094 538 -157,790 -10,837 - -146,953
1994 ........... 477,160 615,876 -138,716 1,493 -15,346 -5631 -153,101  -9,342 5,921 -149,679
1995 ... ....... 523,486 639,645 -116,160 8,976 -12,923 -2,494 -122,600 -4,085 8,354 -126,869
1996 ........... 549,509 680,987 -131,478 4,081 -10,086 1,409 -136,074 -13,502 6,226 -128,799
1997 ........... 621,510 599,773 21,737  -48,355 -5,905 1,391 -31,131 409 21,179 -52,720
1998 ........... 597,359 665,522  -68,163 24,256 -6,214 1,120 -49,001 -4,770 14,291 -58,5622
1997 —1st qtr. ... 109,737 101,936 7,801 -36,786 -1,153 -237 -30,376 - -6,297 -24,079
2nd 7 ... 154,512 116,848 37,663 -39,495 -2,124 434 -3,522 -451 -1,885 -1,186

3rd 7 ..., 146,970 173,641 -26,672 12,812 -985 15 -14,830 -1,420 12,848 -26,258

4th 7 ... 210,292 207,347 2,945 15,115 -1,642 1,179 17,596 2,280 16,513 -1,197

1998 - 1st qgtr. ... 117,830 115,046 2,784 -28,734 73 7 -25,870 3,599 -94 -29,375
2nd 7 ... 114,151 181,529  -67,378 41,896 -2,396 426 -27,451  -3,121 -5,541 -18,788

3rd 7 ..., 174,203 161,111 13,092 -11,388 -1,560 14 157  -2,845 13,787 -10,784

4th 7 ... 191,176 207,837  -16,661 22,483 -2,332 673 4,163 -2,402 6,139 425

1998 -Jan. ...... 44,185 37,874 6,311 -1,110 757 - 5,958 4,501 -94 1,551
Feb. ..... 36,425 28,806 7,619 -16,580 -441 - -9,402 -379 - -9,023
Mar....... 37,220 48,366 -11,146  -11,044 -243 7 -22,426 -523 - -21,903

Apr. ...... 37,777 72,306  -34,529 12,811 -806 252 -22,272 -540 -1,500 -20,232
May...... 16,905 41,375 -24,470 8,375 -724 - -16,819 -352 - -16,467

June ..... 59,469 67,848 -8,379 20,711 -866 175 11,640 -2,229 -4,042 17,910

July ...... 84,318 59,519 24,799 -9,549 -338 - 14,911 -2,039 13,782 3,169

Aug. ..... 56,693 51,729 4,964 89 -517 - 4,537 -420 1 4,956

Sept. ..... 33,192 49,863 -16,671 -1,928 -705 14 -19,291 -386 4 -18,909

Oct. ...... 36,957 64,696 -27,739 8,456 -780 274 -19,789  -1,563 - -18,226

Nov. ..... 49,699 47,706 1,993 -8,945 -928 - -7,880 -462 2 -7,420

Dec. ..... 104,520 95,435 9,084 22,972 -623 398 31,832 =377 6,137 26,071
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Table a23
Financing of the state sector borrowing requirement

(billions of lire)
Medi d BOT: BI-L;L%Jirr;tiaenscggrgggigtshan G
lum an . r
oole | g [ T | wes | el | Oner | ooy
accounts
1992 ... 91,121 46,479 7,706 -590 9,111 173 8,782 162,782
1993 ...l 163,120 5,577 -35,244 732 8,922 12,374 2,310 157,790
1994 ... 225,609 11,706 -109,474 -2,245 21,738 9,569 -3,801 153,101
1995 ..., 88,649 -1,506 -8,195 -244 15,791 25,598 2,507 122,600
1996 ............... 126,909 -27,453 17,370 304 13,229 15,380 -9,665 136,074
1997 ...l 99,003 -82,310 -3,020 435 11,635 4,059 1,330 31,131
1998 ...l 79,251 -35,483 15,578 339 5,772 -10,855 -5,602 49,001
1997 -1st qtr.  ...... 41,388 -19,560 1,897 -1,814 4,438 1,173 2,853 30,376
2nd 7 ..., 20,905 -18,250 -8,818 2,244 1,850 2,185 3,407 3,522
3rd 7 ..., 29,947 -19,750 -325 177 2,330 3,349 -898 14,830
4th 7 ..., 6,762 -24,750 4,227 -173 3,017 -2,648 -4,032 -17,596
1998 -1st gtr.  ...... 32,584 -16,750 11,642 -101 762 -2,705 438 25,870
2nd 7 ..., 34,264 -2,500 -1,913 110 -187 1,204 -3,5627 27,451
3rd 7 ..., 26,935 -4,733 -16,023 219 1,403 -7,115 -843 -157
4th 7 ... -14,532 -11,500 21,873 111 3,793 -2,239 -1,669 -4,163
1998 -Jan. ........ 866 5,750 844 158 1,008 -3,409 325 -5,958
Feb. ........ 20,859 -6,500 -5,349 -303 -106 714 86 9,402
Mar. ........ 10,859 -4,500 16,146 43 -140 -9 27 22,426
Apr. ........ 9,493 - 13,390 226 -205 -220 -412 22,272
May ........ 22,5652 -500 -7,328 -1,054 1,202 3,032 -1,085 16,819
June ........ 2,219 -2,000 -7,976 939 -1,183 -1,608 -2,030 -11,640
dJuly ...l 5,922 -1,500 -13,007 284 -221 -5,846 -544 -14,911
Aug. ........ 9,391 -1,500 -14,708 -16 1,322 1,427 -452 -4,537
Sept. ........ 11,622 -1,733 11,692 -49 302 -2,696 153 19,291
Oct. ........ -4,870 -1,000 23,703 -323 663 2,070 -453 19,789
Nov. ........ 6,788 -2,000 3,121 476 189 -404 -289 7,880
Dec. ........ -16,449 -8,500 -4,950 -41 2,941 -3,905 -928 -31,832
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General government debt
(face value; billions of lire)

Table a24

Medium and

long-term BOTs and i Other Debt |BOrrowing . Mempraqdum
securit_ies ex?:LEisng de::c?sits ti_ye Bglr?l?s do?Ces— issued Bflr-%nl]c (EU t-jrgﬁition) CIBaITJSIC0 " Total statlée;néctor
e’écl'_‘L‘Jdlgg BI-UIC debt | 2broad ) debt
1992 .......... 805,338 393,827 105,308 93,878 3,458 64,575 167,385 1,633,770 -1,406 1,632,364 1,595,007
1993 .......... 958,951 399,434 114,230 107,691 3,599 85505 176,990 1,846,399 -32,507 1,813,892 1,765,403
1994 .......... 1,104,569 397,016 135,968 106,415 3,632 96,022 203,541 2,047,163 -65,754 1,981,410 1,931,738
1995 .......... 1,204,460 407,144 151,759 111,333 3,844 119,274 204,061 2,201,876 -74,184 2,127,692 2,073,510
1996 - 1st qtr. 1,236,624 403,039 152,132 109,035 3,915 119,119 200,282 2,224,147 -53,318 2,170,829 2,117,776
2nd 7 1,282,441 390,226 153,692 111,443 3,975 119,954 206,490 2,268,221 -86,982 2,181,239 2,123,791
3rd 7 1,322,638 389,322 156,269 109,247 4,027 123,003 201,391 2,305,896 -73,849 2,232,048 2,172,861
4th 7 1,367,009 381,599 164,988 108,521 3,994 125,623 171,018 2,322,752 -56,459 2,266,293 2,205,040
1997 - 1st qtr. 1,409,505 352,612 169,426 108,597 4,054 132,412 181,625 2,358,231 -56,367 2,301,864 2,243,582
2nd 7 1,448,947 328,822 171,276 111,771 4,101 139,452 172,665 2,377,032 -62,962 2,314,070 2,251,592
3rd 7 1,492,391 309,972 173,606 109,079 4,170 142,258 158,672 2,390,148 -63,005 2,327,143 2,266,450
4th 7 1,500,908 287,195 176,623 110,214 4,133 140,793 154,834 2,374,701 -58,997 2,315,704 2,248,726
1998 -Jan. ... .. 1,502,728 280,068 177,631 108,569 4,188 139,749 154,601 2,367,534 -57,975 2,309,559 2,244,754
Feb. .... 1,522,326 278,771 177,526 108,514 4,225 140,555 149,329 2,381,245 -63,637 2,317,608 2,252,371
Mar...... 1,541,510 272,027 177,386 108,329 4,263 140,734 143,453 2,387,702 -47,441 2,340,261 2,274,798
Apr. ..... 1,549,613 275,580 177,180 107,995 4,302 138,545 139,596 2,392,812 -33,808 2,359,004 2,293,385
May ..... 1,672,387 276,055 178,382 108,827 4,357 139,608 138,265 2,417,882 -42,215 2,375,668 2,308,397
June 1,676,732 275,726 177,199 103,283 4,401 139,335 135,467 2,412,143 -49,251 2,362,892 2,297,960
July ..... 1,611,370 274,662 176,978 100,361 4,464 131,336 105,657 2,404,828 -62,027 2,342,801 2,280,043
Aug. .... 1,618,720 269,474 178,300 100,107 4,465 133,074 109,518 2,413,657 -76,711 2,336,947 2,274,516
Sept. .... 1,631,516 265,678 178,602 102,680 4,529 128,945 110,197 2,422,147 -65,047 2,357,100 2,292,089
Oct. ..... 1,624,869 273,505 179,265 102,255 4,530 133,518 101,482 2,419,424 -41,671 2,377,752 2,312,428
Nov. .... 1,625174 274,109 179,454 102,900 4,552 133,796 105,589 2,425,573 -38,142 2,387,431 2,320,890
Dec. .... 1,593,907 265,927 182,395 104,928 4,564 130,184 120,996 2,402,900 -43,076 2,359,824 2,290,040

(1) The figure for December 1998 refers exclusively to the balance sheet of the Bank of Italy and not to the consolidated BI-UIC balance sheet since the transfer to the Bank of the reserves
held by the UIC was completed in that month in accordance with Legislative Decrees 43/1998 and 319/1998. The amount due to the UIC at 31 December 1998 is estimated to have been around

2.3 trillion lire.
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Monetary base

(flows in billions of lire)

Table a25

Sources Uses
Foreign sector Bank reserves
Other —
currency |accounts with the market | nancing | sectors circulation Other Total
swaps Treasury compulsory
reserves
1996 ........ 20,449 -24,227 17,370 -23,834 6,291 -5,647 -10,477 4,152 1,826 684 -1,779 1,641 2,326
1997 ........ 22,829 -2,921 -3,020 -46,517 32,734 862 6,616 13,503 7,327 6,111 10,669 65 6,176
1998 ........ -36,980 -13,724 15,578 -42,622 1,303 -942 6,961 -56,699 7,434 -65,084 -63,925 951 -64,133
1998 - Jan. . -4,362 844 -3,745 8,416 -1,237 -1,224 -1,309 -3,814 4,948 1,633 -2,443 2,505
Feb. . 3,815 -5,349 -5,790 16,567 -29 67 9,280 -742 10,481 6,713 -458 10,023
Mar. . -751 16,146 -3,460 -17,096 -5 -2570 -7,734 2,153 -10,522 -3,073 635  -9,887
Apr. . -2,957 13,390 -3,541 -1,970 -7 -299 4,617 608 4,012 1,513 -4 4,009
May . -5715 -6,998 -7,328 -3,864 21,676 113 304 5,187 2,833 2,552 2,909 -199 2,353
June -4,814 -7,976 -1,598  -3,866 107 2,973 -15,174 -780 -14,830 -24,798 437 -14,394
July . -5,331 -13,007 -1,455 21,602 -12 -7,887 -6,089 1,816  -8,425 -329 520  -7,905
Aug. . 842 -14,709 -1,650 9,629 -438 -385 -25,968 -4,264 -21,747 -22,104 43 -21,704
Sept. -9,188  -6,726 11,693 -5,064  -3,762 -442 -926  -7,689 832 -8,234 -2,945 -287  -8,521
Oct. . -839 23,703 (-7,461) -15,896 45 2 (-448) (747)  -1,073 -350 -122  -1,195
Nov. . -1,078 3,121 (-835) 11,845 -28 1,062 (14,087) (220) 11,722 1,286 2,145 13,867
Dec.. (-6,603) .. (-4,950) (-4,159) (-26,585) (991) (15,845) (-25,460) (7,825) (-33,969) (-24,380) (683) (-33,285)
Financing of the Treasury
(flowsin billions of lire)
Non-monetary financing
Gross state e ! Other
sector Net sales of securities in the primary market Treasury op%lr-:t':c?ns
rgg&??g‘r’]'q’;%t Treasury Tﬁzztiltry Treasury other ot Other Total accounts _I\_Nith the
bills certificates bonds reasury
1996 ......... 136,074 14,356 -35,575 -65,985 -40,066  -127,271 -15,268 -142,539 17,370 -23,834
1997 ......... 31,131 49,861 -17,471 -77,684 -27,891 -73,184 -7,485 -80,669 -3,020 -46,517
1998 ......... 49,001 2,685 41,004 -158,503 27,119 -87,695 11,651 -76,044 15,578 -42,622
1998 - Jan. .. -5,958 3,599 -3,806 -11,292 12,451 952 2,105 3,057 844 -3,745
Feb. .. 9,402 1,080 -1,506 -21,164 1,724 -19,867 -675 -20,542 -5,349 -5,790
Mar. .. 22,426 1,279 5117 -8,471 -7,815 -9,890 150 -9,740 16,146 -3,460
Apr. .. 22,272 -3,294 3,780 -14,114 327 -13,300 877 -12,423 13,390 -3,541
May .. 16,819 -1,964 4,033 -22,585 -4,377 -24,894 -3,117 -28,010 -7,328 -3,864
June . -11,640 795 1,888 -11,435 5,964 -2,788 4,854 2,066 -7,976 -1,598
July .. -14,911 -64 2,930 -12,370 3,297 -6,207 6,657 450 -13,007 -1,455
Aug. .. -4,537 -4 4,661 -13,742 -446 -9,530 -2,293 -11,823 -14,709 -1,650
Sept. . 19,291 -2,247 5,412 -14,738 -3,369 -14,942 -2,291 -12,662 11,693 -5,064
Oct. .. 19,789 -5,893 5,450 -11,939 11,114 -1,268 -2,280 -3,548 23,703 (-7,461)
Nov. .. 7,880 901 5,633 -10,222 -2,411 -6,099 504 -5,595 3,121 (-835)
Dec. .. -31,832 8,497 7,413 -6,432 10,660 20,138 2,584 22,722 -4,950 (-4,159)
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Table a26
Monetary base and Bl operations. averages of daily data
(stocksin billions of lire and percentages)
Monetary base
Bank reserves
Crcuaton | Deposis Vaul Undraun . oranges

Bank of Italy rgfs(:re\fess cash facilities ﬁ;i;t:sz)

1996 - Dec. ....... 101,768 72,202 244 6,494 359 79,056 2.0
1997 - Dec. ....... 109,035 82,958 323 7,169 415 90,542 11.2
1998 - Jan. ........ 103,791 84,568 309 6,430 218 91,216 9.7
Feb. ....... 102,975 91,276 304 6,071 269 97,616 10.0
Mar......... 105,850 88,245 346 6,224 225 94,694 9.8

Apr. ........ 105,961 89,723 31 6,336 195 96,255 10.4
May........ 107,879 92,695 374 6,203 233 99,132 12.6

June ....... 108,321 67,907 386 6,191 254 74,352 12.0

July ... 108,906 67,572 378 6,506 333 74,411 12.9

Aug. ....... 107,107 45,612 518 6,366 280 52,258 11.0

Sept. ....... 107,092 42,485 340 6,344 214 49,042 9.5

Oct. ........ 107,695 42,179 382 6,288 422 48,889 8.9

Nov. ....... 109,653 43,738 657 6,623 697 51,058 7.8

Dec. ....... 118,204 20,321 1,620 7,207 27,528 8.7




2/2

Table a26
Bl operations
Temporary operations
Percentage Securities -
LR vter Fooion | ivances | Tl
months) Purchases Sales Total purchases

180,823 2.6 23,853 571 23,282 14,933 38,214 ........ Dec. - 1996
199,577 8.9 20,679 1,417 19,261 13,817 76 33,154 ........ Dec. - 1997
195,007 8.6 20,242 136 20,106 13,818 33,924 ........ Jan. - 1998
200,591 8.6 31,052 95 30,957 14,088 45,045 ........ Feb.
200,544 8.8 15,902 119 15,783 14,215 29,998 ........ Mar.
202,215 9.7 14,333 88 14,245 14,324 29 28,598 ........ Apr.
207,011 10.7 26,386 66 26,320 10,423 36,743 ........ May
182,673 10.8 23,953 131 23,822 7,149 30,971 ........ June
183,316 9.9 35,697 155 35,542 7,031 42573 ........ July
159,364 9.2 25,905 168 25,738 7,048 32,786 ........ Aug.
156,134 8.1 13,955 124 13,831 3,564 17,395 ........ Sept.
156,584 8.4 4,825 918 3,908 3,908 ........ Oct.
160,712 6.5 17,947 568 17,379 17,379 ........ Nov.
145,732 7.9 13,848 13,848 150 13,998 ........ Dec.
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Table a27
Monetary base
(end-of-period stocks in billions of lire)

Sources
i Sinking .
F 1 Other
oreign sector Govern- | Treasury | Treasury fund for dgg?tcsl'tfsro% Refi- Other
ment overdraft | payments | govern- . h
currency | securities | with Bl account ment coinsin | temporary | nancing | sectors
swaps securities circulation | operations
1995 ....... 91,617 41,791 193,582 - -63,122 -9,012 2,794 1,951 35,836 7,676 -81,808
1996 ....... 106,733 15,193 165,665 - -54,751 -13 3,201 2,055 48,225 2,029 -89,376
1997 ........ 133,625 14,074 151,686 - -53,547 -4,237 3,774 2,193 28,955 21,449 -86,489
1998 -Jan. .. 129,728 14,396 150,582 - -55,116 -1,824 3,961 2,221 33,244 20,212 -86,880
Feb. .. 133,322 14,291 145,075 - -58,834 -3,455 3,678 2,241 49,811 20,183 -86,592
Mar. .. 129,456 14,556 139,367 - -42,688 -3,455 3,749 2,269 24,366 30,706 -86,047
Apr. .. 125,831 14,183 135,496 - -30,797 -1,955 4,015 2,309 22,460 30,699 -85,678
May .. 119,210 7,032 134,156 - -38,125 -1,955 2,994 2,342 42,634 30,811 -84,467
June . 116,456 7,113 131,403 - -47,694 -362 3,964 2,374 38,952 30,919 -83,555
July .. 109,821 7,019 102,102 - -60,656 -407 4,296 2,421 51,762 67,215 -90,138
Aug. .. 110,747 6,994 105,982 - -75,364 -407 4,285 2,426 36,615 66,777 -90,607
Sept. . 98,922 .. 106,951 - -49,814 -14,265 4,273 2,464 26,831 66,335 -88,895
Oct. .. 97,707 .. 98,074 - -36,728 -3,648 (3,950) (2,464) 12,674 66,380 -88,518
Nowv. .. 96,629 .. 102,518 - -37,006 -249 (4,426) (2,464) 26,216 58,900 -87,456
Dec. .. (90,027) .. (120,225) - (-42,072) (-134) (5,078) (2,464) 4,124 (32,881) (-71,631)
Uses
Bank reserves Total
Currency Deposits with the Bank of Italy monetary
in circulation base
compulsory Other Total
reserves

1995 . . 98,281 72,067 73,736 7,215 79,282 177,562

1996 .. .. 100,107 72,751 71,957 8,856 81,607 181,714

1997 .o 107,433 78,862 82,626 8,921 87,784 195,217

1998 -dan. ........... ...l 103,620 83,810 84,259 6,478 90,289 193,908

Feb. ....... . ... ... 102,877 94,292 90,972 6,020 100,312 203,189

Mar. ... 105,030 83,770 87,899 6,655 90,425 195,455

Apr. .. 105,638 87,782 89,412 6,451 94,434 200,072

May ...t 108,472 90,334 92,321 6,453 96,787 205,258

June ... 107,691 75,504 67,523 6,889 82,393 190,084

July oo 109,507 67,079 67,194 7,409 74,488 183,996

Aug. ... 105,243 45,332 45,090 7,452 52,785 158,028

Sept. v 106,075 37,098 42,145 7,165 44,264 150,339

Oct. oo (106,822) 36,026 41,795 7,044 43,069 (149,891)

NOV. ..o (107,042) 47,477 43,081 9,189 56,936 (163,978)

DeC....ooiiii (114,867) (13,779) (18,701) (9,872) (28,651) (138,518)
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Table a28
BI-UIC operationsin government securities
(billions of lire)
Outright operations Temporary operations
Primary market
Total
Open Net
Subscrip- Redemptions Net market Total Purchases Sales purchases
tions P subscriptions
Total
1997 ..o 96 47,186 -47,090 52,004 4,914 -15,078 -4,191 -19,270 -14,356
1998 ...l (145) (44,070)  (-43,926) (25,816) (-18,110) -29,621 4,789 -24,831 (-42,623)
1998 -Jan. .......... 8 3,941 -3,933 4,127 194 -501 4,789 4,289 4,483
Feb. .......... 6 5,513 -5,507 -5,507 16,592 -25 16,567 11,061
Mar. .......... 5 3,536 -3,531 8,350 4,818 -25,343 -102 -25,445 -20,627
Apr. ... 6 3,814 -3,807 -64 -3,872 -1,852 -54 -1,906 -5,777
May .......... 4 2,846 -2,842 1,502 -1,340 20,064 110 20,174 18,834
June ......... 3 2,572 -2,568 -184 -2,752 -3,487 -195 -3,682 -6,434
July ...l 4 1,790 -1,786 8,474 6,688 12,605 205 12,810 19,817
Aug........... 108 1,747 -1,639 5,519 3,880 -15,098 -49 -15,147 -11,267
Sept. ......... .. 5,052 -5,052 6,621 969 -9,799 16 -9,783 -8,814
Oct. .......... .. 7,138 -7,138 -1,738 -8,876 -13,942 -216 -14,158 -23,034
Nov. .......... .. 1,311 -1,311 -1,397 -3,008 13,671 -129 13,542 10,534
Dec........... .. (4,811) (-4,811) (-4,493) (-9,304) -22,530 438 -22,092 (-31,396)
of which: Treasury bills (BOTs)
1997 ... .. 32,447 -32,447 45,102 12,654 -6,748 -6,748 5,906
1998 ...l .. (82,797) (-32,797) (18,680) (-14,117) -2,357 -2,357 (-16,474)
1998 -Jan. .......... .. 2,151 -2,151 3,516 1,365 1,427 1,427 2,792
Feb. .......... .. 5,420 -5,420 215 -5,205 1,152 1,152 -4,053
Mar. .......... .. 3,221 -3,221 5,472 2,251 -2,644 -2,644 -393
Apr. .......... .. 3,294 -3,294 -251 -3,545 -416 -416 -3,961
May .......... .. 2,464 -2,464 1,498 -966 3,459 3,459 2,493
June ......... .. 1,205 -1,205 -289 -1,494 586 586 -908
July ...l .. 1,564 -1,564 999 -565 692 692 127
Aug........... .. 1,504 -1,504 5,236 3,732 -301 -301 3,431
Sept. ......... .. 3,979 -3,979 5,998 2,019 42 42 2,061
Oct. .......... .. 6,893 -6,893 -1,808 -8,700 -4,662 -4,662 -13,362
Nov. .......... .. 1,099 -1,099 -1,505 -2,604 2,986 2,986 382
Dec........... .. (3) (-3) (-400) (-403) -4,678 -4,678 (-5,081)
cont. >
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Table a28 cont.
BI-UIC operationsin government securities
(billions of lire)
Outright operations Temporary operations
Primary market
Total
Open Net
Subscrip- Redemptions Net market Total Purchases Sales purchases
tions p subscriptions
of which: Treasury certificates (CCTs)
1997 ... 12 2,167 -2,156 2,096 -70 -3,850 144 -3,706 -3,779
1998 ... ...l (108) (1,202) (-1,094) (-17) (-1,111) -6,042 45 -5,997 (-7,108)
1998 -Jan. ........... .. .. .. 140 140 -2,085 45 -2,040 -1,900
Feb. ........... .. .. .. -52 -52 6,500 -25 6,475 6,423
Mar. ........... .. 52 -52 354 301 -8,441 -103 -8,544 -8,243
Apr. ... .. 156 -156 202 46 329 57 386 432
May ........... .. 74 -74 -4 =77 8,438 -1 8,437 8,360
June .......... .. 7 -7 93 86 -250 -45 -295 -209
dJuly ...l .. 193 -193 90 -103 2,092 56 2,148 2,045
Aug............ 108 94 15 53 67 -5,029 11 -5,018 -4,951
Sept. .......... .. 201 -201 1 -190 -3,359 19 -3,340 -3,530
Oct. ........... .. 164 -164 1 -152 -2,463 31 -2,432 -2,584
Nov. ........... .. 210 -210 -85 -295 2,782 .. 2,782 2,487
Dec............ .. (53) (-53) (-828) (-881) -4,556 .. -4,556 (-5,437)
of which: Treasury bonds (BTPs)
1997 ... 84 7,111 -7,027 3,785 -3,241 -2,875 -4,335 -7,210 10,452
1998 . ...l (34) (9,194) (-9,160) (6,588) (-2,572) -15,531 4,744 -10,787  (-13,041)
1998 -dan. ........... 8 1,123 -1,115 24 -1,091 1,714 4,744 6,458 5,367
Feb. ........... 4 4 -123 -118 6,782 .. 6,782 6,664
Mar. ........... 5 263 -258 2,524 2,267 -12,594 .. -12,594 -10,328
Apr. ... 6 363 -357 -8 -365 -1,383 -110 -1,493 -1,858
May ........... 4 230 -226 10 -217 6,267 110 6,377 6,160
June .......... 3 1,355 -1,352 13 -1,339 -3,783 -150 -3,933 -5,272
duly ...l 4 23 -18 7,385 7,366 10,918 150 11,068 18,753
Aug............ .. 150 -150 43 -107 -9,381 -60 -9,441 -9,548
Sept. .......... .. 872 -872 12 -860 -3,743 -3 -3,746 -4,606
Oct. ...oovvnnn .. 58 -58 58 .. -7,399 -247 -7,646 -7,646
Nov. ........... .. 2 -2 -107 -109 7,192 -128 7,064 6,955
Dec............ .. (4,755) (-4,755) (-3,245) (-8,000) -10,121 438 -9,683 (-17,683)
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Table a29
Treasury bill auctions
Maturing bile Bils | Maturty | Market | alofied Jverage Yiows
Market BI Total offered (days) demand augtti on price After-tax | Gross
3-month
1998 - mid-Feb. ...... 10,000 .. 10,000 9,500 88 11,896 9,500 98.56 5.40 6.20
end- "7 ...... - - - - - - - - - -
mid-Mar. ...... 9,238 262 9,500 8,500 91 19,814 8,500 98.62 4.99 5.73
end- 7 ...... - - - - - - - - - -
mid-Apr. ...... 7,997 1,003 9,000 9,000 91 20,596 9,000 98.71 4.66 5.35
end- 7 ...... - - - - - - - - - -
mid-May ...... 8,526 974 9,500 9,500 91 21,479 9,500 98.75 4.51 5.17
end- 7 ...... - - - - - - - - - -
mid-June ... 8,497 3 8,500 8,000 92 16,955 8,000 98.74 4.50 5.16
end- 7 ...... - - - - - - - - - -
mid-July ...... 8,467 533 9,000 8,000 92 15,385 8,000 98.84 e 4.74
end- 7 ...... - - - - - - - - - -
mid-Aug. . ..... 9,282 218 9,500 9,000 94 11,614 9,000 98.82 - 4.72
end- 7 ...... - - - - - - - - - -
mid-Sept. ... 7,700 300 8,000 7,500 91 12,974 7,500 98.82 R 4.88
end- 7 ...... - - - - - - - - - -
mid-Oct. ...... 7,993 7 8,000 9,500 92 13,852 9,500 98.86 R 4.65
end- " ...... - - - - - - - - - -
mid-Nov. ...... 9,000 .. 9,000 9,000 91 14,417 9,000 98.99 R 4.16
end- " ...... - - - - - - - - e -
mid-Dec. ...... 7,500 .. 7,500 7,000 90 21,825 7,000 99.23 R 3.18
end- " ...... - - - - - - - - - -
1999 - mid-dan. ...... 9,500 . 9,500 11,618 90 24,368 11,618 99.23 e 3.14
end- 7 ...... - - - - - - - - - -
mid-Feb. ...... 9,000 .. 9,000 8,713 88 34,963 8,713 99.27 R 3.04
6-month
1998 - mid-Feb. ...... 4,030 470 4,500 4,000 165 6,677 4,000 97.48 5.07 5.81
end- " ...... 9,254 1,746 11,000 9,000 185 16,004 9,000 97.19 5.03 5.78
mid-Mar. ...... 3,943 57 4,000 4,000 168 8,816 4,000 97.66 4.54 5.28
end- " ...... 12,258 1,742 14,000 12,000 183 28,267 12,000 97.55 4.42 5.07
mid-Apr. ...... - - - - - - - - - -
end- " ...... 13,056 944 14,000 14,000 183 23,663 14,000 97.62 4.29 4.92
mid-May ...... - - - - - - - - - -
end- " ...... 11,495 505 12,000 11,500 185 19,541 11,500 97.62 4.24 4.87
mid-June o - - - - - - - - - -
end- " ...... 12,304 696 13,000 12,000 183 18,121 12,000 97.65 4.23 4.86
mid-duly ...... - - - - - - - - - -
end- " ...... 13,695 305 14,000 13,500 182 18,635 13,500 97.76 e 4.65
mid-Aug. ...... - - - - - - - - - -
end- " ...... 12,186 814 13,000 12,500 179 18,029 12,500 97.82 e 4.60
mid-Sept. ... - - - - - - - - - -
end- " ...... 10,391 1,609 12,000 11,500 182 15,119 11,500 97.98 e 4.18
mid-Oct. ...... - - - - - - - - - -
end- " ...... 10,208 3,792 14,000 14,000 182 28,853 14,000 98.09 R 3.94
mid-Nov. ...... - - - - - - - - - -
end- " ...... 11,032 468 11,500 10,000 182 31,975 10,000 98.22 e 3.67
mid-Dec. ...... - - - - - - - - - -
end- " ...... 12,000 .. 12,000 8,000 182 17,789 8,000 98.61 R 2.85
1999 - mid-Jan. ...... - - - - - - - - - -
end- " ...... 13,380 120 13,500 13,554 182 46,313 13,554 98.53 Ce 297
mid-Feb. ...... - - - - - - - - - -
cont. »»
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Table a29 cont.
Treasury bill auctions
Maturing ils Bils | Maturty | Market | alotied Jiverage Yiowss
Market Bl Total offered (days) demand au?ttion price After-tax Gross
12-month
1998 - mid-Feb. ....... 5,470 530 6,000 5,500 364 11,500 5,500 94.98 4.61 5.30
end- 7 ....... 11,326 2,674 14,000 11,000 353 19,278 11,000 95.19 4.53 5.22
mid-Mar. ....... 4,415 585 5,000 4,000 364 12,133 4,000 95.51 410 4,71
end- 7 ....... 10,925 575 11,500 11,000 349 25,307 11,000 95.69 410 4.71
mid-Apr. ....... 3,980 20 4,000 4,000 365 18,151 4,000 95.54 4.06 4.67
end- 7 ....... 9,673 1,327 11,000 11,000 350 22,033 11,000 95.72 4.06 4.66
mid-May ....... 4,024 476 4,500 4,500 364 11,282 4,500 95.63 3.99 4.58
end- 7 ....... 7,991 509 8,500 8,500 350 17,405 8,500 95.77 4.02 4.61
mid-June R 4,000 .. 4,000 4,000 365 18,017 4,000 95.63 3.98 4.57
end- 7 ....... 7,494 506 8,000 7,500 350 28,772 7,500 95.79 3.99 4.58
mid-duly ....... 4,210 290 4,500 4,500 365 27,460 4,500 95.83 e 4.35
end- 7 ....... 10,564 436 11,000 11,000 349 36,843 11,000 95.96 e 4.40
mid-Aug. ....... 4,740 260 5,000 5,000 367 25,739 5,000 95.86 e 4.29
end- 7 ....... 9,788 212 10,000 9,500 350 12,532 9,500 96.12 e 4.21
mid-Sept. e 4,675 325 5,000 5,000 365 24,367 5,000 96.10 e 4.06
end- 7 ....... 9,755 1,745 11,500 11,500 350 10,768 10,768 96.36 e 3.94
mid-Oct. ....... 13,906 3,094 17,000 14,500 365 21,229 14,500 96.24 R 3.91
end- 7 ....... - - - - - - - - - -
mid-Nov. ....... 12,869 631 13,500 13,000 364 20,619 13,000 96.35 e 3.80
end- 7 ....... - - - - - - - - - -
mid-Dec. ....... 13,897 103 14,000 10,000 365 19,313 10,000 96.94 e 3.16
end- 7 ....... - - - - - - - - - -
1999 - mid-Jdan. ....... 17,450 50 17,500 18,395 364 29,025 18,395 96.96 e 3.10
end- " ....... - - - - - - - - - -
mid-Feb. ....... 16,440 60 16,500 15,490 365 42,397 15,490 97.03 e 3.02
Total

1998 - mid-Feb. ....... 19,500 1,000 20,500 19,000 - 30,073 19,000 - 5.10 5.86
end- " ....... 20,580 4,420 25,000 20,000 - 35,282 20,000 - 4.76 5.47
mid-Mar. ....... 17,596 904 18,500 16,500 - 40,763 16,500 - 4.67 5.37
end- " ....... 23,183 2,317 25,500 23,000 - 53,573 23,000 - 4.27 4.90
mid-Apr. ....... 11,977 1,023 13,000 13,000 - 38,747 13,000 - 4.48 5.14
end- 7 ....... 22,729 2,271 25,000 25,000 - 45,695 25,000 - 419 4.81
mid-May ....... 12,550 1,450 14,000 14,000 - 32,761 14,000 - 4.34 4.98
end- " ....... 19,486 1,014 20,500 20,000 - 36,946 20,000 - 4.15 4.76
mid-June e 12,497 3 12,500 12,000 - 34,972 12,000 - 4.33 4.96
end- 7 ....... 19,798 1,202 21,000 19,500 - 46,893 19,500 - 414 4.75
mid-July ....... 12,677 823 13,500 12,500 - 42,845 12,500 - R 4.60
end- 7 ....... 24,259 741 25,000 24,500 - 55,478 24,500 - e 4.54
mid-Aug. ....... 14,022 478 14,500 14,000 - 37,353 14,000 - e 4.57
end- 7 ....... 21,974 1,026 23,000 22,000 - 30,561 22,000 - e 4.43
mid-Sept. e 12,375 625 13,000 12,500 - 37,341 12,500 - e 4.55
end- 7 ....... 20,146 3,354 23,500 23,000 - 25,887 22,268 - e 4.06
mid-Oct. ....... 21,899 3,101 25,000 24,000 - 35,080 24,000 - e 4.20
end- 7 ....... 10,208 3,792 14,000 14,000 - 28,853 14,000 - e 3.94
mid-Nov. ....... 21,869 631 22,500 22,000 - 35,036 22,000 - e 3.95
end- 7 ....... 11,032 468 11,500 10,000 - 31,975 10,000 - e 3.67
mid-Dec. ....... 21,397 103 21,500 17,000 - 41,138 17,000 - e 3.17
end- 7 ....... 12,000 .. 12,000 8,000 - 17,789 8,000 - e 2.85
1999 - mid-dan. ....... 29,950 50 27,000 30,012 - 53,393 30,012 - e 3.12
end- 7 ....... 13,380 120 13,500 13,554 - 46,313 13,554 - 2.97
mid-Feb. ....... 25,440 60 25,500 24,203 - 77,359 24,203 - e 3.03




Bank of Italy repurchase agreements

Table a30

Amount Maturity (days) Allotment rates
DATE OF AUCTION — - - -
offered taken up minimum maximum marginal weighted average
Purchases
1998 -Feb. 23 .............. 8,000 8,000 17 17 5.91 6.03
1998 -Feb. 26 .............. 7,000 7,000 4 4 6.15 6.17
1998 -Mar. 3 .............. 5,000 5,000 29 29 6.03 6.06
1998 -Mar. 19 .............. 7,000 7,000 27 27 5.63 5.66
1998 -Mar. 26 .............. 11,000 11,000 6 6 5.63 5.65
1998 -Apr. 1 ... 7,000 7,000 14 14 5.68 5.68
1998 -Apr. 8 .............. 4,000 4,000 7 7 5.81 5.82
1998 -Apr. 17 .............. 13,000 13,000 17 17 5.66 5.67
1998 -Apr. 24 .............. 8,000 8,000 10 10 5.51 5.52
1998 -May 5 .............. 11,000 11,000 9 9 5.60 5.61
1998 -May 11 .............. 7,500 7,500 20 20 5.58 5.60
1998 -May 20 .............. 10,000 10,000 21 22 5.57 5.59
1998 -May 26 .............. 14,000 14,000 20 20 5.48 5.54
1998 -May 29 .............. 8,500 8,500 17 17 5.48 5.49
1998 -June 8 .............. 7,000 7,000 7 7 5.35 5.42
1998 -June 16 .............. 7,000 7,000 15 16 5.31 5.31
1998 -June 23 .............. 10,000 10,000 22 22 5.26 5.29
1998 -June 25 .............. 10,000 10,000 39 39 4.92 5.01
1998 -July 7 ... 13,000 13,000 8 8 4.98 5.01
1998 -July 10 .............. 4,500 4,500 5 5 5.05 5.07
1998 -July 17 .............. 11,000 11,000 17 17 4.93 4.95
1998 -July 21 .............. 12,000 12,000 23 23 4.87 4.89
1998 -July 24 .............. 10,000 10,000 14 14 4.90 4.94
1998 -July 31 .............. 5,000 5,000 13 13 5.01 5.02
1998 -Aug. 4 .............. 10,000 10,000 28 28 4.93 4.94
1998 -Aug. 7 ... 14,500 14,500 10 10 4.96 4.99
1998 -Aug. 12 .............. 7,500 7,500 5 5 4.99 5.01
1998 -Aug. 20 .............. 11,000 11,000 11 12 5.01 5.02
1998 -Aug. 25 .............. 13,000 13,000 21 22 4.98 4.99
1998 -Sept. 1 .............. 11,000 11,000 13 14 5.16 5.17
1998 -Sept. 8 .............. 6,000 6,000 23 23 5.24 5.26
1998 -Sept. 16 .............. 9,000 9,000 15 15 5.16 5.17
1998 -Sept. 24 .............. 5,500 5,000 7 7 5.07 5.08
1998 -Sept. 30 .............. 5,000 5,000 12 12 5.03 5.04
1998 -Oct. 6 .............. 6,500 6,500 8 8 5.12 5.13
1998 -Oct. 12 .............. 8,000 8,000 3 3 5.09 5.10
1998 -Oct. 21 .............. 8,000 8,000 12 12 4.87 4.90
1998 -Oct. 26 .............. 10,000 10,000 4 4 4.81 4.87
1998 -Oct. 30 .............. 4,500 4,500 3 3 4.82 4.83
1998 -Nov. 25 .............. 17,000 17,000 6 6 3.76 3.80
1998 -Nov. 27 .............. 8,000 8,000 17 17 3.70 3.75
1998 -Dec. 4 .............. 17,000 14,480 1 1 3.41 3.58
1998 -Dec. 7 .............. 8,000 8,000 8 8 3.26 3.38
1998 -Dec. 10 .............. 13,000 11,824 20 20 3.00 3.12
1998 -Dec. 11 .............. 4,500 4,500 4 4 3.03 3.1
1998 -Dec. 23 .............. 11,000 11,000 7 7 2.40 2.51
Sales
1996 -Oct. 7 .............. 10,000 10,000 1 10 8.59 8.54
1996 -Oct. 15 .............. 9,000 9,000 10 10 8.60 8.56
1996 -Oct. 17 .............. 4,500 4,500 6 6 8.61 8.59
1996 -Nov. 4 .............. 14,000 14,000 2 2 8.30 8.10
1996 -Nov. 6 .............. 5,000 5,000 5 5 8.05 8.02
1996 -Nov. 11 .............. 4,000 4,000 15 15 8.03 8.03
1996 -Nov. 15 .............. 7,000 7,000 10 10 8.08 8.05
1997 -Dec. 29 .............. 4,500 4,500 9 9 6.29 6.24
1998 -Apr. 14 .............. 3,500 2,300 1 1 6.50 6.04
1998 -Nov. 11 .............. 4,000 4,200 5 5 4.44 4.44
1998 -Nov. 13 .............. 2,000 2,000 3 3 4.08 4.08

35a



Table a31
Bank of Italy foreign currency swaps

Amount Forward points Yields
DATE OF AUCTION Maturity excshp:r:ge - -
offered taken up in days rate marginal v;sggt;g marginal v;sggt;g
Purchases of US dollars
1996 - May 3.... 4,000 4,000 92 1,565.00 13.15 13.20 8.87 8.88
1996 - May 29 .... 3,000 3,000 91 1,555.50 12.69 12.71 8.77 8.78
1996 - June 20 .... 5,000 5,000 92 1,530.50 10.45 10.59 8.27 8.31
1996 - July 24 .... 4,000 4,000 31 1,510.00 4.05 4.09 8.57 8.59
1996 - Aug. 5.... 3,000 3,000 92 1,515.50 11.52 11.57 8.55 8.56
1996 - Aug. 22 .... 4,000 4,000 92 1,518.00 12.49 12.52 8.76 8.77
1996 - Aug. 28 .... 3,000 3,000 92 1,514.50 12.05 12.11 8.72 8.74
1996 - Sept. 20 .... 4,000 4,000 62 1,526.00 6.93 7.03 8.22 8.26
1996 - Nov. 21 .... 4,000 4,000 92 1,493.00 6.38 6.44 7.20 7.21
1996 - Nov. 22 .... 4,000 4,000 92 1,498.50 6.20 6.31 714 717
1997 - Feb. 21 .... 4,000 4,000 28 1,667.50 2.55 2.57 7.35 7.37
1997 - Feb. 24 .... 4,000 4,000 90 1,659.00 7.29 7.32 7.25 7.26
1997 - Mar. 21 .... 4,000 4,000 92 1,690.00 715 7.23 7.40 7.42
1997 - May 22.... 4,000 4,000 92 1,668.00 3.57 3.61 6.66 6.67
1997 - June 23 .... 4,000 4,000 92 1,689.25 4.22 4.26 6.77 6.78
1997 - Aug. 25.... 4,000 4,000 93 1,779.50 4.75 4.90 6.76 6.79
1997 - Sept. 23 .... 4,000 4,000 95 1,745.50 2.73 2.75 6.30 6.31
1997 - Nov. 25 .... 4,000 4,000 91 1,708.25 1.55 1.62 6.24 6.26
1997 - Dec. 23 .... 4,000 4,000 91 1,746.25 -0.50 -0.24 5.80 5.86
1998 - Feb. 25 .... 4,000 4,000 91 1,778.25 1.65 1.69 6.02 6.03
1998 - Mar. 26 .... 4,000 4,000 92 1,802.75 -2.01 -2.01 5.23 5.24
1998 - June 26 .... 4,000 4,000 31 1,771.50 -0.98 -0.93 5.00 5.04
1998 - July 29 .... 4,000 4,000 31 1,743.15 -1.04 -1.02 4.95 4.97
1998 - Aug. 27 .... 4,000 4,000 30 1,782.00 -0.94 -092 4.99 5.00
Purchases of German marks

1996 - Mar. 6.... 4,000 4,000 32 1,048.50 5.75 5.76 9.54 9.55
1996 - Mar. 8.... 4,000 4,000 31 1,056.50 5.65 5.66 9.60 9.61
1996 - Mar. 14 .... 4,000 4,000 31 1,068.50 5.90 5.90 9.81 9.81
1996 - Apr.  3.... 4,000 4,000 30 1,056.50 5.68 5.68 9.84 9.85
1996 - Apr. 10.... 4,000 4,000 31 1,049.50 5.68 5.70 9.68 9.70
1996 - Apr. 16 .... 4,000 4,000 32 1,044.50 5.96 5.97 9.81 9.82
1996 - May 7.... 4,000 4,000 31 1,021.50 5.07 5.08 8.98 8.99
1996 - May 9.... 4,000 4,000 31 1,031.00 5.05 5.06 9.08 9.09
1996 - May 15.... 4,000 4,000 31 1,015.00 4.88 4.90 8.97 8.99
1996 - June 5.... 4,000 4,000 30 1,010.25 4.76 4.78 9.04 9.07
1996 - June 11 .... 4,000 4,000 32 1,010.50 5.08 5.09 9.05 9.06
1996 - June 18 .... 3,000 3,000 32 1,015.25 4.99 5.00 8.98 8.99
1996 - July 8.... 3,000 3,000 33 1,003.50 5.08 5.08 8.91 8.92
1996 - July 11 .... 3,000 3,000 32 1,006.75 5.11 5.12 9.10 9.11
1996 - July 18 .... 3,000 3,000 14 1,022.25 2.21 2.22 8.94 8.96
1996 - Aug. 1.... 3,000 3,000 31 1,029.50 4.73 4.75 8.73 8.74
1996 - Aug. 8 .... 3,000 3,000 31 1,023.00 4.86 4.88 8.88 8.90
1996 - Aug. 13 .... 3,000 3,000 31 1,025.00 4.86 4.88 8.90 8.92
1996 - Sept. 3 .... 3,000 3,000 32 1,018.00 4.83 4.84 8.48 8.49
1996 - Sept. 10 .... 3,000 3,000 33 1,009.75 4.87 4.88 8.40 8.41
1996 - Sept. 12 .... 3,000 3,000 30 1,010.50 4.42 4.42 8.39 8.39
1996 - Oct. 10 .... 3,000 3,000 31 997.25 4.42 4.42 8.25 8.25
1996 - Nov. 13 .... 3,000 3,000 31 1,007.50 3.94 3.95 7.68 7.69
1996 - Dec. 12 .... 3,000 3,000 31 988.25 3.62 3.65 7.58 7.61
1997 - Jan. 14 .... 3,000 3,000 33 973.25 3.75 3.76 7.34 7.36
1997 - Feb. 13 .... 3,000 3,000 28 982.00 3.22 3.24 7.41 7.44
1997 - Mar. 14 .... 3,000 3,000 31 996.25 3.49 3.51 7.33 7.35
1997 - Apr. 16 .... 3,000 3,000 32 985.75 3.33 3.34 7.03 7.05
1997 - May 15.... 3,000 3,000 31 986.00 3.12 3.13 6.83 6.85
1997 - June 18 .... 3,000 3,000 31 980.50 3.17 3.19 6.85 6.88
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Bank of Italy outright operationsin Treasury bills:

multiple price auctions

Table a32

Amount Residual maturity in days Allotment rates
DATE OF AUCTION offered requested taken up minimum maximum marginal V;Sga'tgg
1997 - 14 January ...... 2,750 5,746 2,750 17 104 6.52 6.86
29 January ...... 1,500 3,535 1,500 30 121 6.80 6.86
10 February ..... 2,000 3,364 2,000 18 140 6.75 6.78
17 February ..... 2,500 2,246 2,246 39 164 6.50 6.62
5 March ....... 2,000 7,092 2,000 117 300 6.76 6.82
14 March ....... 2,000 5,467 2,000 108 291 6.86 6.87
2 April ... 1,500 3,685 1,500 120 240 6.80 6.86
23 May ......... 4,500 9,711 4,500 69 342 6.37 6.41
20 June ......... 2,500 5,304 2,500 38 311 6.37 6.46
26 June ......... 3,000 2,884 2,884 35 187 6.06 6.28
M1 Jduly.......... 2,500 4,028 2,500 20 203 6.19 6.26
29 July ......... 2,000 2,485 2,000 31 154 6.05 6.11
5 August ....... 1,500 2,071 1,500 24 147 6.10 6.17
12 August ....... -2,000 -5,175 -2,000 17 17 6.92 6.88
20 August ....... 2,000 4,700 2,000 72 191 6.17 6.24
4 September ... 1,000 2,934 1,000 26 148 6.21 6.27
5 September ... 1,000 1,910 1,000 25 147 6.12 6.22
11 September ... 1,000 2,748 1,000 141 231 6.02 6.09
6 October ...... 1,500 2,842 1,500 25 116 5.80 5.95
7 October ...... 1,000 3,482 1,000 24 143 5.95 5.95
13 October .. .... 1,000 3,002 1,000 109 228 6.00 6.02
12 November .... 2,500 5,530 2,500 79 230 5.95 6.00
13 November . ... 1,000 3,281 1,000 78 229 5.96 6.00
14 November . ... 2,750 3,393 2,750 77 228 5.70 5.83
1998 - 9January ...... 3,500 6,908 3,500 111 340 4.95 5.04
12March ........ 2,500 3,352 2,500 19 110 5.41 5.47
13March ........ 1,000 2,247 1,000 18 140 5.30 5.37
31 March ........ 2,000 1,263 1,263 15 59 5.01 5.18
14May ......... 1,500 3,803 1,500 32 78 5.02 5.03
10June ........ -2,000 -6,530 -2,000 5 20 5.32 5.32
17Jdune ........ 2,000 7,982 2,000 13 135 5.04 5.05
14Jduly ......... 1,000 5,029 1,000 17 108 4.78 4.83
13 August ....... 1,200 5,062 1,200 18 78 4.97 4.97
26 August ....... 2,000 4,155 2,000 35 96 4.76 4.85
28 August ....... 1,000 4,825 1,000 33 94 4.91 4.92
4 September . ... 2,000 6,265 2,000 26 117 4.95 4.96
10 September .. .. 1,500 4,296 1,500 20 111 4.91 4.95
21 September .. .. 2,500 7,222 2,500 39 130 4.90 4.90
2 November .... -1,500 -7,720 -1,500 14 14 4.69 4.69
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Official rates

Table a33

(percentages)
Discount gjggig; Premium ad'\:/i:r?ges
(bose) ) @+
1991 - May 13 ..................... 11.50 11.50 .. 11.50
NOV. 26 ..o 11.50 11.50 0.50 12.00
DEC. 23 ...t 12.00 12.00 0.50 12.50
1992-June 5 ...l 12.00 12.00 1.00 13.00
Juy 6 .. 13.00 13.00 1.50 14.50
July 17 o 13.75 13.75 1.50 15.25
AUG. 4 oo 13.25 13.25 1.50 14.75
Sept. 4 ... 15.00 15.00 1.50 16.50
Oct. 9 ..ooviiiiiiiiiiii.. 15.00 15.00 1.00 16.00
OCt. 26 ...ovviiiiia 14.00 14.00 1.00 15.00
Nov. 18 ... ool 13.00 13.00 1.00 14.00
DEC. 23 ...oiiiiiiiiai 12.00 12.00 1.00 13.00
1993- Feb. 4 ..................... 11.50 11.50 1.00 12.50
APr. 23 . 11.00 11.00 1.00 12.00
May 21 ..ol 10.50 10.50 1.00 11.50
June 14 ...l 10.00 10.00 1.00 11.00
Juy 6 .. 9.00 9.00 1.00 10.00
Sept.10 ..., 8.50 8.50 1.00 9.50
Oct. 22 .. ..coiiiiiii, 8.00 8.00 1.00 9.00
1994 - Feb. 18 ..................... 7.50 7.50 1.00 8.50
May 12 ........coeiiiiii... 7.00 7.00 1.00 8.00
Aug. 12 ... 7.50 7.50 1.00 8.50
1995 - Feb. 22 ..................... 8.25 8.25 1.50 9.75
May 29 ............iiiiil. 9.00 9.00 1.50 10.50
1996 - July 24 ..................... 8.25 8.25 1.50 9.75
Oct. 24 ..., 7.50 7.50 1.50 9.00
1997 - Jan. 22 ...l 6.75 6.75 1.50 8.25
June30 ...l 6.25 6.25 1.50 7.75
DEC. 24 ......iiiiiiiii 5.50 5.50 1.50 7.00
1998 - Apr. 22 ...l 5.00 5.00 1.50 6.50
OCt. 27 ..ot 4.00 4.00 1.50 5.50
DEC. 4 ..ot 3.50 3.50 1.00 4.50
DEC. 28 ... 3.00 3.50 1.00 4.50
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Table a34

Interest rates
(percentages)
Bl operations Gross Treasury bill yields
Repos
Discount Eésg;wt:gsn currency swaps Purchases Sales 3-month | 6-month | 12-month | Average
minimum | average | minimum | average | maximum | average
1996 ....... 7.50 9.00 8.85 8.86 9.07 9.13 8.65 8.60 8.61 8.48 8.32 8.46
1997 ....... 5.50 7.00 6.77 6.80 6.92 6.96 6.29 6.24 6.40 6.36 6.26 6.33
1998 ....... 3.00 4.50 5.24 5.26 5.09 5.14 5.38 5.15 4.96 4.59 4.37 4.59
1997 -Jan. . 6.75 8.25 7.34 7.36 7.45 7.50 - - 6.98 6.78 6.55 6.74
Feb. . 6.75 8.25 7.34 7.36 7.39 7.41 - - 6.75 6.87 6.67 6.76
Mar. . 6.75 8.25 7.37 7.39 7.40 7.42 - - 7.10 7.24 7.24 7.20
Apr. . 6.75 8.25 7.03 7.05 7.20 7.21 - - 6.69 6.55 6.78 6.67
May . 6.75 8.25 6.75 6.76 6.96 7.00 - - 6.39 6.46 6.45 6.44
June 6.25 7.75 6.81 6.83 6.71 6.83 - - 6.65 6.52 6.45 6.54
July . 6.25 7.75 - - 6.77 6.85 - - 6.52 6.60 6.37 6.49
Aug. . 6.25 7.75 6.76 6.79 6.80 6.83 - - 6.53 6.54 6.43 6.50
Sept. 6.25 7.75 6.30 6.31 6.77 6.79 - - 5.81 5.94 5.73 5.82
Oct. . 6.25 7.75 - - 6.86 6.87 - - 6.21 5.94 5.86 5.98
Nowv. . 6.25 7.75 6.24 6.26 6.60 6.63 - - 5.96 5.80 5.59 5.76
Dec. . 5.50 7.00 5.80 5.86 6.16 6.20 6.29 6.24 5.17 5.13 5.02 5.10
1998 -Jan. . 5.50 7.00 - - 6.12 6.21 - - 5.62 5.59 5.20 5.43
Feb. . 5.50 7.00 6.02 6.03 6.07 6.14 - - 6.20 5.79 5.25 5.66
Mar. . 5.50 7.00 5.23 5.24 5.76 5.79 - - 5.73 5.12 4.71 5.10
Apr. . 5.00 6.50 - - 5.67 5.67 6.50 6.04 5.35 4.92 4.66 4.92
May . 5.00 6.50 - - 5.54 5.57 - - 5.17 4.87 4.60 4.85
June 5.00 6.50 5.00 5.04 5.21 5.26 - - 5.16 4.86 4.58 4.83
July . 5.00 6.50 4.95 4.97 4.96 4.98 - - 4.74 4.65 4.39 4.56
Aug. . 5.00 6.50 4.99 5.00 4.97 4.99 - - 4.72 4.60 4.24 4.49
Sept. 5.00 6.50 - - 5.13 5.14 - - 4.88 4.18 3.98 4.24
Oct. . 4.00 5.50 - - 4.94 4.97 - - 4.65 3.94 3.91 4.11
Nowv. . 4.00 5.50 - - 3.73 3.78 4.26 4.26 4.16 3.67 3.80 3.86
Dec. . 3.00 4.50 - - 3.02 3.14 - - 3.18 2.85 3.16 3.07
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Bank interest rates. domestic fund-raisingin lire

Tablea3b

(percentages)
Deposits Certificates of deposit Bonds
Average for Average _for
6 months months

1994 ... 5.03 5.90 6.88

1995 . ... 5.86 6.87 8.62 8.86 8.66 9.20 11.06 10.86

1996 ............... 4.51 5.80 7.10 8.13 6.24 6.26 9.08 6.70

1997 -Nov. ......... 3.33 4.24 5.80 6.76 4.97 4.77 7.33 4.93
Dec.......... 3.36 4.19 5.79 6.63 4.95 4.72 7.15 5.07

1998 -Jan. ......... 3.08 3.90 5.36 6.49 4.60 4.38 6.95 5.01
Feb. ......... 2.93 3.74 5.22 6.32 4.49 4.21 6.86 4.97
Mar. ......... 2.94 3.68 5.21 6.18 4.44 4.16 6.72 4.32
Apr. ... 2.78 3.48 5.02 6.02 4.28 4.09 6.58 4.21
May ......... 2.51 3.21 4.69 5.87 4.07 3.90 6.45 4.74
June ........ 2.53 3.16 4.73 5.72 4.01 3.84 6.31 4.07
July ... 2.47 3.08 4.64 5.60 3.97 3.76 6.07 4.22
Aug.......... 2.38 2.97 4.57 5.49 3.86 3.68 6.02 4.18
Sept. ........ 2.37 2.93 4.57 5.40 3.86 3.68 5.90 417
Oct. ......... 2.36 2.89 4.56 5.30 3.83 3.58 5.83 3.80
Nov. ......... 1.97 2.55 412 5.18 3.47 3.30 5.73 3.89
Dec.......... (1.70) (2.29) (3.72) (5.05) (8.11) (8.05) (5.57) (3.73)
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Bank interest rates: liraloansto resident customers

Table a36

(percentages)
Outstanding loans Disbursements
Minimum for Average for Average for Average for rﬁ;gﬁgﬁ;ﬁé rﬁ\ézirsrgnegg(rj prirr?g Ira’fe
stetiom | shotiem | et | nedumand | ongierm oans | e oers
households
1994 ... 8.31 11.10 11.47 9.38
1995 ... L. 10.18 12.88 13.22 12.45 11.71 13.35 11.50
1996 ............... 7.48 10.82 11.35 11.02 9.10 11.22 9.88
1997 -Nov. ......... 6.36 9.19 9.76 9.56 7.92 9.98 9.00
Dec.......... 6.12 9.01 9.60 9.42 6.90 9.38 8.88
1998 -Jan. ......... 5.94 8.83 9.41 9.12 7.18 9.52 8.25
Feb. ......... 5.88 8.69 9.23 9.07 7.29 9.20 8.25
Mar. ......... 5.76 8.51 9.06 8.98 6.77 8.89 8.25
Apr. ......... 5.53 8.33 8.88 8.81 6.66 8.62 7.88
May ......... 5.32 8.11 8.64 8.69 6.46 8.20 7.88
June ........ 5.14 7.89 8.43 8.52 6.19 7.61 7.88
July ...l 4.98 7.73 8.29 8.22 6.15 7.39 7.88
Aug.......... 4.88 7.59 8.16 8.15 6.06 7.61 7.88
Sept. ........ 4.85 7.55 8.11 8.04 6.01 7.24 7.88
Oct. ......... 4.77 7.48 8.08 7.93 5.81 6.92 7.25
Nov. ......... 4.41 7.16 7.78 7.77 5.57 6.68 6.88
Dec.......... (3.80) (6.70) (7.35) (7.50) (4.53) (6.17) (6.38)
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Principal assets and liabilities of banks

(billions of lire)

Table a37

Assets

. Bad debts intorest. | Memarandum
of bad debts
1994 ......... 92,691 1,039,792 385,969 3,392 46,675 16,846 91,108 165,436 201,953 59,994
1995......... 78,996 1,073,410 352,260 1,661 49,544 14,771 110,269 151,979 231,119 72,370
1996 ......... 80,892 1,090,928 383,583 2,565 55,101 22,264 123,117 182,128 295,728 74,231
1997 - Now. .. 85,227 1,120,270 351,953 3,703 57,717 18,241 118,565 164,091 305,012 70,343
Dec. .. 86,803 1,160,916 343,406 3,451 59,263 27,743 119,990 184,791 311,639 70,911
1998 - Jan. .. 89,279 1,150,123 350,998 3,848 68,570 34,016 119,833 162,897 297,524 70,036
Feb. .. 99,196 1,150,225 346,299 3,630 68,571 36,852 121,078 158,891 305,232 64,682
Mar. .. 89,335 1,158,109 348,132 5,342 68,309 37,355 121,697 168,167 319,422 63,293
Apr. .. 93,330 1,161,411 356,320 6,171 67,601 39,510 122,780 161,898 308,294 64,869
May .. 95,577 1,153,400 360,046 6,743 68,384 41,270 124,545 159,984 310,218 65,703
June .. 81,179 1,176,092 352,427 6,247 70,307 38,786 124,923 177,417 345,083 66,262
July .. 73,460 1,181,469 355,008 6,082 70,676 39,018 125,492 161,400 313,836 67,555
Aug. .. 52,327 1,169,444 346,103 5,698 70,951 40,689 125,396 162,440 321,379 67,330
Sept. . 43,535 1,173,102 353,161 4,420 71,239 37,352 125,678 162,145 329,464 67,970
Oct. .. 42,344 1,168,063 363,564 4,023 76,504 42,967 126,224 168,203 335,164 70,963
Nov. .. 56,156 1,200,882 357,562 4,077 76,537 46,376 122,210 161,700 340,858 72,727
Dec. .. (22,264) (1,230,170) (346,324) (4,631) (77,244) (42,370) (122,720) (193,186) (320,276) (71,707)
Liabilities
Residents’ ) Loans . Interest- Mem_orar?dum
deposts | Bonds | {nal | fom | Repos | TR | Res | odomal | 0% | cupensoy
liabilities capital
1994 ......... 923,371 215,676 5,644 2,834 132,680 166,671 219,387 375,663 1,937 173,721
1995......... 935,199 215,286 2,272 7,989 164,501 166,069 232,439 343,580 -3,326 171,776
1996 ......... 959,577 280,213 2,486 1,897 174,006 193,714 250,188 364,080 10,147 182,305
1997 - Nov. 838,647 370,858 2,215 1,763 179,538 178,721 253,890 384,466 14,680 e
Dec. 881,329 377,743 2,231 2,854 172,454 200,333 257,052 392,738 11,267 187,485
1998 - Jan. .. 850,552 380,882 2,277 1,617 198,186 174,526 267,711 404,015 -2,677
Feb. .. 837,865 386,410 2,289 1,587 215,992 172,002 275,679 404,190 -6,039 Ce
Mar. .. 855,399 396,467 2,346 1,587 179,060 177,201 279,113 429,194 -4,499 186,840
Apr. .. 855,823 400,717 2,337 1,580 177,548 168,914 276,031 423,632 10,735
May .. 848,667 409,793 2,221 1,690 196,100 168,041 278,543 416,055 -942 e
June .. 868,591 415,578 1,980 1,802 183,809 179,487 282,184 415,909 23,121 201,276
July .. 827,967 415,314 1,957 1,677 194,324 172,213 282,020 419,615 11,354
Aug. .. 817,049 419,837 1,947 1,591 195,581 166,724 282,106 401,489 8,102 R
Sept. . 815,152 423,931 2,041 899 181,557 173,558 281,881 399,886 21,193 214,261
Oct. .. 819,231 427,716 2,109 962 187,677 174,655 285,660 413,269 15,777
Nov. .. 814,468 431,424 2,106 924 182,681 167,796 281,267 418,845 66,849 R
Dec. .. (877,204) (435,318) (1,970) (2,068) (143,946) (198,207) (280,930) (391,613) (27,930) (208,974)
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Banks: loan and securities portfolios
(billions of lire)

Table a38

Loans to residents

Short-term Medium and long-term Total noh—orzrs]is dteon s
in lire in lire in lire
1994 .......... 535,159 458,553 504,633 449,277 1,039,792 907,830 17,901
1995.......... 556,942 496,539 516,468 472,383 1,073,410 968,922 16,124
1996.......... 556,364 502,124 534,565 498,854 1,090,928 1,000,978 17,854
1997 - Nov. ... 556,318 496,798 563,952 534,135 1,120,270 1,030,933 19,166
Dec. ... 590,716 530,778 570,200 540,684 1,160,916 1,071,462 23,181
1998 - Jan. ... 583,022 520,927 567,101 537,790 1,150,123 1,058,717 20,593
Feb. ... 579,190 514,044 571,035 541,610 1,150,225 1,055,654 20,943
Mar. ... 582,954 515,282 575,155 545,711 1,158,109 1,060,993 22,977
Apr. ... 583,082 517,111 578,329 549,029 1,161,411 1,066,140 22,869
May ... 573,063 509,400 580,337 551,322 1,153,400 1,060,723 21,335
June ... 592,065 528,386 584,026 557,546 1,176,092 1,085,932 27,093
July ... 598,733 533,747 582,736 556,304 1,181,469 1,090,051 23,707
Aug. ... 586,909 522,360 582,535 556,057 1,169,444 1,078,416 24,023
Sept. .. 587,847 524,661 585,255 559,148 1,173,102 1,083,809 23,794
Oct. ... 578,667 513,159 589,396 564,476 1,168,063 1,077,636 22,418
Nov. ... 604,263 538,492 596,620 569,888 1,200,882 1,108,381 26,521
Dec. ... (623,755) (561,253) (606,416) (580,702) (1,230,170) (1,141,955) (27,301)
Securities
Government securities Other
ok CcTZs ccTs BTPs Pt ol
by banks
1994 .. ... ... 326,992 68,456 .. 134,351 119,663 58,977 50,842 385,969
1995 .. .. ...l 301,552 44,650 10,222 133,268 107,090 50,708 47,576 352,260
1996 ............... 334,173 52,957 19,636 155,306 99,331 49,411 47,050 383,583
1997 - Nov. ........ 306,471 29,852 18,453 155,329 96,751 45,481 42,829 351,953
Dec. ........ 296,481 32,094 18,661 154,455 86,220 46,925 43,491 343,406
1998 - Jan. ........ 304,007 31,731 20,503 155,215 94,164 46,991 43,584 350,998
Feb. ........ 296,788 33,680 20,236 150,703 88,672 49,511 45,815 346,299
Mar. ........ 295,887 33,185 21,070 148,651 89,708 52,245 48,193 348,132
Apr. ........ 301,992 34,416 22,646 142,599 99,382 54,328 47,623 356,320
May ........ 304,884 39,007 21,833 137,785 103,161 55,162 47,827 360,046
June ........ 294,552 40,234 21,935 136,673 92,734 57,875 53,681 352,427
July ... 299,613 42,887 24,295 135,632 93,937 55,394 51,854 355,008
Aug. ........ 290,411 42,620 22,024 133,586 89,636 55,691 52,227 346,103
Sept. ....... 297,653 44,142 24,511 137,252 88,957 55,508 52,192 353,161
Oct. ........ 307,412 40,919 26,710 139,480 96,155 56,152 52,324 363,564
Nov. ........ 299,969 42,898 23,379 136,391 93,290 57,593 53,630 357,562
Dec. ........ (287,406) (45,284) (20,231) (134,969) (83,047) (58,918) (54,486) (346,324)




Banks: deposits and bonds
(billions of lire)

Table a39

Residents’ lira deposits - end-of-period data
Residents’ .
Certificates of deposit foreign Deposits
Current Savings - currency non—reosfi dents
accounts accounts short-term an (ﬂgg;rt'r; - total deposits
1994 ... 478,186 135,806 71,778 237,601 309,379 923,371 14,830 13,858
1995 . ... ......... 477,407 118,429 58,895 280,468 339,363 935,199 20,548 12,574
1996 .............. 506,682 114,841 67,013 271,042 338,055 959,577 19,962 14,644
1997 - Nov. ....... 494,547 113,550 84,427 146,123 230,550 838,647 24,791 15,004
Dec. ....... 543,419 115,652 86,086 136,172 222,258 881,329 23,667 17,362
1998 - Jan. ....... 523,003 115,357 85,144 127,047 212,192 850,552 26,452 16,903
Feb. ....... 521,050 114,377 83,283 119,155 202,438 837,865 27,938 16,678
Mar. ....... 545,678 112,745 83,049 113,928 196,976 855,399 24,235 19,223
Apr. ....... 555,497 112,517 81,219 106,590 187,809 855,823 26,177 16,349
May ....... 556,480 112,261 80,020 99,906 179,925 848,667 26,838 15,852
June ....... 582,728 112,678 78,830 94,355 173,185 868,591 25,579 16,691
July ....... 548,824 111,443 77,649 90,050 167,699 827,967 24,399 15,855
Aug. ....... 542,280 112,071 76,348 86,350 162,698 817,049 27,040 14,390
Sept. ...... 544,070 111,398 75,520 84,164 159,684 815,152 26,426 13,990
Oct. ....... 552,518 111,031 75,248 80,433 155,682 819,231 28,153 13,453
Nov. ....... 551,017 111,293 74,308 77,849 152,157 814,468 27,860 15,759
Dec. ....... (613,436) (114,116) (73,764) (75,888) (149,652) (877,204) (25,984) (14,884)
Residents’ lira deposits - averages Bonds
Certificates of deposit
Current ; fixed rate variable rate
accounts short-term an (;nlgﬁlgu_;grm total
1994 ... 425,175 70,281 237,511 307,792 862,415 98,981 116,695
1995 ... ...l 427,748 60,402 275,980 336,382 877,376 89,138 126,147
1996 .............. 453,358 67,830 271,703 339,533 903,068 121,102 159,111
1997 - Nov. ....... 487,815 85,252 150,741 235,993 835,880 171,645 199,213
Dec. ....... 495,589 86,478 138,466 224,944 832,609 174,568 203,175
1998 - Jan. ....... 528,855 86,673 130,110 216,783 861,330 176,307 204,575
Feb. ....... 509,952 85,875 121,291 207,166 830,570 180,412 205,998
Mar. ....... 519,314 84,390 115,509 199,899 831,798 187,019 209,448
Apr. ....... 537,964 82,872 108,690 191,562 841,906 189,629 211,088
May ....... 547,514 81,296 101,854 183,150 842,887 194,898 214,895
June ....... 548,063 80,716 94,919 175,635 835,452 179,233 236,345
July ....... 548,582 79,018 91,147 170,165 830,440
Aug. ....... 532,706 77,088 87,146 164,234 808,796 e e
Sept. ...... 530,962 76,672 83,903 160,575 803,537 182,753 241,178
Oct. ....... 541,908 75,809 81,266 157,074 810,300
Nov. ....... 548,453 75,513 78,258 153,771 814,134 e e
Dec. ....... (562,647) (74,943) (75,663) (150,606) (824,865) (185,718) (249,600)




Supervisory capital and capital adequacy (1)

(billions of lire)

Table a40

Supplementary capital

Capital shortfalls

Core ) Superyisory Solvgncy Excgss Share
capital sull;:élgzl{g:;ed capital ratio capital glfubrgrt:z Amount ;f al ? If;

December 1995

Banks in the Centre and North 151,840 33,211 18,769 178,832 13.0 67,595 590 8.7

Banks in the South ......... 15,441 3,271 2,279 17,826 10.3 6,252 2,416 6.0
Total ...... 167,281 36,482 21,048 196,658 12.7 73,847 17 3,006 14.7

June 1996

Banks in the Centre and North 155,799 34,102 18,556 183,807 13.2 71,519 5 308 4.9

Banks in the South ......... 14,355 3,088 1,957 16,746 9.7 6,502 11 3,587 7.5
Total ...... 170,155 37,190 20,513 200,553 12.8 78,021 16 3,895 124

December 1996

Banks in the Centre and North 157,795 34,188 18,164 186,205 13.3 73,595 301 4.2

Banks in the South ......... 13,828 3,091 2,040 16,029 10.3 7,261 3,661 6.6
Total ...... 171,623 37,279 20,204 202,234 13.0 80,855 14 3,962 10.8

June 1997

Banks in the Centre and North 160,048 36,102 20,077 189,635 13.0 73,142 6 543 2.0

Banks in the South ......... 13,868 3,061 2,098 16,135 111 7,108 12 2,611 6.2
Total ...... 173,916 39,163 22,175 205,770 12.8 80,250 18 3,154 8.2

December 1997

Banks in the Centre and North 163,446 36,551 20,845 193,969 125 71,498 7 1,444 10.1

Banks in the South ......... 15,765 2,892 2,065 18,301 14.6 8,411 138 0.5
Total ...... 179,212 39,443 22,910 212,270 12.7 79,908 15 1,582 10.7

June 1998

Banks in the Centre and North 178,336 45,784 29,204 218,316 13.4 88,795 8 994 10.1

Banks in the South ......... 16,464 2,754 1,923 18,888 14.2 8,340 115 0.3
Total ...... 194,801 48,538 31,127 237,204 13.4 97,135 12 1,109 10.4

September 1997

Banks in the Centre and North 160,400 35,291 19,283 189,677 12.9 72,760 728 7.2

Banks in the South ......... 13,865 2,932 1,980 16,453 13.3 7,329 808 3.0
Total ...... 174,264 38,223 21,264 206,130 12.9 80,090 13 1,637 10.2

September 1998

Banks in the Centre and North 178,928 46,480 29,966 219,654 135 90,572 11 731 4.7

Banks in the South ......... 16,500 2,721 1,899 18,901 13.9 8,222 3 181 2.7
Total ...... 195,428 49,201 31,864 238,555 13.6 98,795 14 912 7.4

(1) The figures refer to the individual returns of all banks except for the branches of banks located in other Community countries and other countries that apply supervisory rules comparable

to those in force in Italy.
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Table a4l
Italian investment funds: securities portfolios and net assets
(end-of-period balance sheet value; billions of lire)
Lira securities
Government securities
Bonds Shares Total
BOTs CTZs BTPs CCTs
1995 .. ......... 63,459 10,285 2,247 23,408 26,375 2,683 18,921 85,063
1996 ........... 123,819 25,764 20,125 41,897 34,931 3,833 20,651 148,304
1997 ...l 193,883 15,511 62,976 72,322 41,904 5,691 39,409 238,982
1998 ........... 368,207 29,845 61,231 193,648 76,601 8,062 76,325 452,595
1996 -4th qtr. .. 123,819 25,764 20,125 41,897 34,931 3,833 20,651 148,304
1997 - 1st qtr. .. 138,572 27,708 31,090 46,806 31,867 4,555 24,216 167,343
2nd 7 .. 145,998 21,778 45,614 48,880 28,780 4,914 26,994 177,906
3rd .. 165,033 17,834 55,420 59,014 31,499 5,127 33,463 203,623
ah > .. 193,883 15,511 62,976 72,322 41,904 5,691 39,409 238,982
1998 -1st qtr. .. 233,673 20,521 66,551 101,248 45,067 7,030 74,354 315,057
2nd > .. 294,300 27,633 66,982 134,248 61,066 7,334 73,564 375,197
3rd > .. 329,374 24,880 64,022 159,017 72,236 7,314 59,923 396,611
ath > .. 368,207 29,845 61,231 193,648 76,601 8,062 76,325 452,595
1997 -Dec. . .... 193,883 15,511 62,976 72,322 41,904 5,691 39,409 238,982
1998 -Jan. ..... 204,650 17,570 64,468 77,970 44,444 6,107 48,468 259,226
Feb. ..... 220,842 19,581 64,570 91,676 44,750 6,341 54,536 281,719
Mar. ..... 233,673 20,521 66,551 101,248 45,067 7,030 74,354 315,057
Apr. ..... 251,854 26,413 63,193 106,373 53,644 7,165 69,570 328,589
May ..... 273,686 26,808 65,821 118,524 59,801 7,239 76,664 357,589
June ... 294,300 27,633 66,982 134,248 61,066 7,334 73,564 375,197
July ..... 306,355 27,978 63,466 143,869 65,105 7,223 80,023 393,600
Aug...... 308,079 25,623 61,775 146,009 67,157 7,530 68,002 383,611
Sept. .... 329,374 24,880 64,022 159,017 72,236 7,314 59,923 396,611
Oct. ..... 340,583 28,923 60,572 170,834 73,870 7,340 62,299 410,222
Nov. ..... 361,771 30,684 65,557 183,129 75,533 7,550 72,140 441,460
Dec...... 368,207 29,845 61,231 193,648 76,601 8,062 76,325 452,595

46a



2/2

Table a4l
Foreign currency securities Memorandum item:
Other
h flgssn :tlsal p(;rl‘(#gllio aSNSeettS Gross Net
shares sales sales

30,905 17,675 739 116,706 126,802 46,978 -10,490 ...l 1995

30,967 15,707 980 180,251 197,544 123,936 58,226 ................. 1996

91,539 38,974 161 330,683 368,432 287,470 143,377 ... 1997
214,055 84,068 215 666,864 720,823 631,523 313,085 ... 1998

30,967 15,707 980 180,251 197,544 46,242 26,478 ...... 4th qgtr. - 1996

44,202 20,581 302 211,847 239,243 72,931 39,511 ...... 1st qtr. -1997

59,045 28,518 168 237,118 268,315 46,760 17,745  ...... 2nd ”

80,547 37,984 121 284,291 321,233 82,774 43,616  ...... 3rd 7

91,539 38,974 161 330,683 368,432 85,005 42505 ...... 4th 7
148,580 61,326 177 463,814 503,915 174,421 103,656 ...... 1st qtr. -1998
186,730 75,991 191 562,118 607,287 201,497 107,334 ...... 2nd ”

185,505 65,508 186 582,618 647,925 139,350 63,570 ...... 3rd 7
214,055 84,068 215 666,864 720,823 116,255 38,525 ...... 4th ”

91,539 38,974 161 330,683 368,432 25,798 12,465 ........... Dec.- 1997
106,526 43,681 147 365,899 407,719 52,116 32,515 ........... Jan.- 1998
123,564 51,081 171 405,454 445,506 54,858 32,371 ... Feb.
148,580 61,326 177 463,814 503,915 67,447 38,770 ........... Mar
162,990 67,324 194 491,773 539,895 87,835 44296  ........... Apr.
175,200 70,518 189 532,977 581,000 59,979 35,807 ........... May
186,730 75,991 191 562,118 607,287 53,683 27231 ... June
196,496 80,171 205 590,301 643,698 59,487 30,719 ........... July
190,758 69,183 184 574,553 645,736 41,344 21,830 ........... Aug.
185,505 65,508 186 582,301 647,925 38,519 11,021 ... Sept.
192,529 72,561 195 602,946 667,596 41,688 11,846 ........... Oct.
208,276 81,038 234 649,970 698,962 35,600 11,828 ........... Nov.
214,055 84,068 215 666,864 720,823 38,967 14851 ........... Dec.
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Table a42
Italian securitiesinvestment funds
(billions of lire)
Lira securities
Government securities
BOTs CTZs BTPs CCTs
1995 ... .. ..., 11,407 2,177 2,262 3,731 4,005
1996 ............... 66,349 15,893 18,508 21,287 10,493
1997 ... 67,939 -10,929 42,201 29,429 7,564
1998 ... 179,382 13,559 -532 122,414 34,887
1996 -4th qtr. ...... 23,043 9,048 7,751 4,376 1,839
1997 -1st qtr. ...... 17,072 1,884 11,188 6,603 -2,600
2nd 7 ..., 5,626 -6,228 14,364 1,002 -2,992
3rd 7 ... 17,623 -4,121 9,359 9,324 2,734
4h 7 ... 27,618 -2,465 7,291 12,500 10,422
1998 —-1st qtr. ...... 39,369 4,888 3,528 28,771 3,141
2nd 7 ..., 60,302 6,963 -150 33,235 16,130
3rd 7 ... 31,553 -3,013 -3,906 22,202 11,417
4th 7 ... 48,158 4,721 -4 38,206 4,199
1997 -Dec. ......... 12,306 2,525 1,947 6,887 1,275
1998 -Jan. ......... 11,118 2,037 1,872 5,517 2,642
Feb. ......... 15,681 1,986 -82 13,473 284
Mar. ......... 12,569 865 1,738 9,781 214
Apr. ......... 18,503 5,839 -3,806 5,900 8,588
May ......... 21,467 366 2,626 11,763 6,233
June ........ 20,332 758 1,030 15,573 1,309
dJuly ... 11,100 276 -3,870 9,135 3,999
Aug.......... 596 -2,430 -2,101 1,366 2,163
Sept. ........ 19,856 -859 2,065 11,701 5,255
Oct. ......... 11,094 3,971 -7,712 12,607 1,638
Nov. ......... 19,054 1,700 4,875 10,533 1,493
Dec.......... 18,010 -950 2,833 15,067 1,068
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Table a42
Foreign currency securities
Other
financial p;-ror;(glli o
Bonds Shares Total shares assets
134 125 11,666 -6,051 -2,862 284 5899 ... 1995
1,116 128 67,593 4,723 -400 1,260 73,576 ... 1996
1,691 6,362 75,992 55,324 19,993 -805 130,511 ... 1997
2,116 17,649 199,147 122,099 41,733 9 321,255 ...l 1998
381 762 24,186 1,340 -565 -40 25,486  ...... 4th qtr. - 1996
705 1,324 19,101 10,804 3,194 -690 29,215  ...... 1st qgtr. - 1997
328 122 6,076 11,253 4,818 -123 17,206  ...... 2nd 7
144 1,384 19,151 20,694 9,002 -31 39,814  ...... 3rd
514 3,532 31,664 12,573 2,979 39 44276 ...... 4th ”
1,139 13,363 53,871 47,653 14,848 3 101,527  ...... 1st gtr. — 1998
377 4,569 65,248 41,527 15,669 18 106,793  ...... 2nd 7
-23 -1,610 29,920 20,968 6,985 31 50,919  ...... 3rd ”
623 1,327 50,108 11,952 4,232 -44 62,016  ...... 4th ”
166 1,902 14,374 4,221 1,621 -6 18,589  ...... Dec -1997
342 3,962 15,422 12,283 2,929 -14 27691 ... Jan -1998
219 3,155 19,055 14,493 4,652 1 33,559  ...... Feb.
579 6,246 19,394 20,876 7,267 6 40,276  ...... Mar.
230 1,369 20,102 17,506 7,232 20 37,628  ...... Apr.
- 2,018 23,485 14,505 4,449 -3 37,987  ...... May
147 1,182 21,661 9,516 3,988 1 31,178  ...... June
2 84 11,186 11,065 4,533 31 22,282  ...... July
155 -1,316 -565 8,697 2,017 -6 8,126  ...... Aug.
-179 -379 19,298 1,206 435 6 20,510  ...... Sept.
-3 -967 10,124 2,077 1,928 -44 12,157  ...... Oct.
149 294 19,497 6,280 1,446 33 25810  ...... Nov.
477 2,000 20,487 3,595 858 -33 24,049  ...... Dec.
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Table a43
Portfolio management services (1)
(end-of-period market values in billions of lire)
Government securities Bonds Shares
BOTs BTPs CCTs Italian Foreign Italian Foreign
1996 - 4th qtr.
Banks ............ 136,942 14,624 42,172 69,786 14,302 10,006 6,206 393
Securities firms ... 38,899 3,261 16,002 17,272 8,225 7,187 4,096 3,079
Total ... 175,841 17,885 58,174 87,058 22,527 17,193 11,775 3,564
1997 - 1st qtr.
Banks ............ 148,295 14,892 47,213 66,981 12,618 11,430 7,031 591
Securities firms ... 40,121 3,482 17,531 16,211 8,252 10,063 4,196 3,255
Total ... 188,416 18,374 64,744 83,192 20,870 21,493 12,821 3,942
1997 - 2nd qtr.
Banks ............ 154,811 13,436 48,035 66,483 13,575 12,264 7,489 786
Securities firms ... 42,258 3,105 20,967 14,539 8,030 10,651 5,303 3,976
Total . .. 197,069 16,541 69,002 81,022 21,605 22,915 14,580 4,914
1997 - 3rd qtr.
Banks ............ 154,209 10,448 48,654 62,089 13,459 13,422 8,380 462
Securities firms ... 48,803 2,489 28,241 13,310 7,897 10,779 5,927 4,575
Total ... 203,012 12,937 76,895 75,399 21,356 24,201 16,645 5,231
1997 - 4th qtr.
Banks ............ 152,911 7,684 52,017 59,829 14,119 14,857 11,076 576
Securities firms ... 54,076 2,438 32,158 13,434 7,981 12,000 9,637 5,266
Total . .. 206,987 10,122 84,175 73,263 22,100 26,857 20,713 5,842
1998 - 1st gqtr. (2)
Banks ............ 157,452 6,962 67,657 51,132 12,249 17,663 15,095 1,089
Securities firms ... 51,793 2,443 34,026 9,736 8,058 13,124 12,418 6,549
Total ... 209,245 9,405 101,683 60,868 20,307 30,787 27,513 7,638
1998 - 2nd qtr. (2)
Banks ............ 147,236 7,693 64,078 48,258 11,068 20,723 15,495 1,558
Securities firms ... 54,769 2,657 35,524 9,826 8,135 14,246 10,624 6,760
Total ... 202,005 10,350 99,602 58,084 19,203 34,969 26,119 8,318
1998 - 3rd qgtr. (2)
Banks ............ 156,269 6,884 70,107 51,816 10,868 22,727 13,807 2,222
Securities firms ... 59,384 2,451 37,935 11,696 8,141 13,458 8,289 4,710
Total ... 215,653 9,335 108,042 63,512 19,009 36,185 22,096 6,932

(1) See the notes to the statistical tables. — (2) Provisional.
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Table a43

Investment fund units . r?at:gira | Tg;a:. m;?;agled Memorandum items:
Italian Foreign assets Portere funds Gross fund-raising | Net fund-raising
1996 - 4th qtr.
3,553 144 4,271 175,817 187,471 25,934 14130 ............. Banks
4,648 536 30 68,265 73,113 7,298 1,109 ..... Securities firms
8,201 680 4,301 244,082 260,584 33,232 15,239 ... Total
1997 - 1st qtr.
14,012 478 351 194,806 209,253 35,477 22,339 ... Banks
5,983 744 26 74,330 80,428 15,535 5977 ..... Securities firms
19,995 1,222 377 269,136 289,681 48,012 28,316 ... Total
1997 - 2nd qtr.
19,335 580 480 209,320 227,481 26,119 1,737 ...l Banks
8,026 1,275 27 81,486 87,862 10,921 4,040 ..... Securities firms
27,360 1,855 508 290,806 315,343 37,040 15,777 ... Total
1997 - 3rd qtr.
35,599 1,112 612 227,255 241,339 31,528 11,628 ............. Banks
12,273 2,026 19 94,831 101,373 15,821 8,721 ..... Securities firms
47,872 3,137 631 322,086 342,712 47,349 20,349 ... Total
1997 - 4th qtr.
46,582 1,469 555 242,145 260,457 37,665 9,438 ............. Banks
17,064 2,494 23 108,540 115,008 20,633 11,659 ... Securities firms
63,646 3,963 577 350,685 375,465 58,298 20,997 ... Total
1998 - 1st gqtr. (2)
76,255 2,893 982 283,677 300,542 59,867 30,420 ............. Banks
31,966 3,709 23 127,640 135,332 27,542 11,199 ... Securities firms
108,221 6,602 1,005 411,317 435,874 87,409 41,619 ... Total
1998 - 2nd qtr. (2)
105,253 4,011 447 305,791 326,942 76,161 30,252 ............. Banks
45,768 5,318 413 146,033 153,341 31,247 19,035 ..... Securities firms
151,021 9,329 860 451,824 480,283 107,408 49,287 ... Total
1998 - 3rd qtr. (2)
118,654 6,568 141 331,256 354,179 56,121 28,764  ............. Banks
47,169 6,529 322 148,002 154,348 17,774 4979 ... Securities firms
165,823 13,097 463 479,258 508,527 73,895 33,743 ... Total
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Table a44
Net issues of securities
(billions of lire)

Issuers Investors
Total
Public B cyr%ggigiggczi;ld g%?/l?ﬁrﬁggt Investment Shares
sector anks supranational | securities Bl-UIC Banks funds Other
institutions

1993 ............. 181,356 27,340 -2,341 206,355 11,557 26,183 17,489 151,126 15,230
1994 ............. 246,316 21,276 -2,070 265,523 108,187 35,325 12,551 109,460 12,999
1995 .......... ... 103,786 -521 -2,492 100,773 -1,702 -31,161 11,457 122,179 8,515
1996 ............. 115,334 64,715 1,205 181,254 -30,407 29,659 68,081 113,921 5,790
1997 ... 18,572 97,228 723 116,522 -13,085 -38,673 71,423 96,857 7,145
1998 ............. (39,656) (57,282) (-1,013) (95,925) -30,491 (3,102) 183,610 (-60,296) 13,648
1996 -4th qtr. .. .. 10,929 35,575 -426 46,079 -27,908 16,046 23,484 34,457 1,539
1997 —-1st qtr. .. .. 21,373 24,957 1,203 47,533 10,468 5,561 18,338 13,166 546

2nd 7 ... 3,070 24,301 -1,483 25,888 -7,287 -28,670 6,415 55,430 619

3rd 7 ... 12,599 23,730 134 36,464 -13,536 -10,992 18,172 42,820 350

4th 7 ... -18,471 24,241 869 6,639 -2,730 -4,572 28,499 -14,558 5,631
1998 - 1st qtr. ... (14,463) (18,628) (-2) (83,089) -12,296 (5,304) 43,357 (-3,276) 4,736

2nd 7 ... (32,650) (19,042) (-739) (50,953) -7,980 (4,801) 60,825 (-6,693) 7,173

3rd 7 ... (15,037) (8,300) (-514) (22,824) -24,505 (399) 31,070 (15,860) 1,694

4th 7 ... (-22,495) (11,312) (242) (-10,941) 14,289 (-7,402) 48,358 (-66,186) 45
1997 -Dec. ....... -17,855 6,840 -14 -11,029 -1,456 -8,144 12,532 -13,961 4,404
1998 -Jan. ....... (-7,534) (3,116) (-1) (-4,419) -1,017 (7,242) 11,761  (-22,405) 151

Feb. ....... (15,632) (5,521) (-1) (21,153) -5,593 (-3,884) 17,414 (13,216) 4,585

Mar. ....... (6,365) (9,991) () (16,355) -5,686 (1,947) 14,182 (5,912)

Apr. ....... (8,226) (4,226) () (12,452) -3,884 (6,928) 18,690 (-9,282) 1,338

May ....... (25,718) (9,069) (-739) (34,048) -1,360 (6,529) 21,386 (7,493)

June ...... (-1,293) (5,747) () (4,453) -2,735 (-8,655) 20,748 (—4,905) 5,834

July ....... (-304) (-285) (-12) (-601) -29,310 (2,757) 11,442 (14,510) 1,676

Aug........ (8,011) (4,509) (-501) (12,020) 3,829 (-9,044) 735 (16,500) 18

Sept. ...... (7,330) (4,075) () (11,404) 976 (6,686) 18,894 (-15,152)

Oct. ....... (-5,249) (3,758) () (-1,491) -8,907 (10,213) 11,170 (-13,967) 37

Nov. ....... (6,239) (3,684) (250) (10,173) 4,445 (-5,792) 18,966 (-7,446)

Dec........ (-23,485) (3,870) (-8) (-19,623) 18,751 (-11,824) 18,222 (-44,772) 8
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Table a45
Issue conditions of Treasury bonds (BTPs)
CODE Date of Date of Price at Gross yield f‘arggli:g Gross coupon
maturity issue issue at issue (lire billion)
122430 1.5.2008 4.5.1998 98.70 5.23 6,600 2,500
122085 15.4.2001 5.5.1998 99.65 4,67 3,850 2.250
122428 1.5.2003 5.5.1998 99.64 4.88 5,500 2.375
122085 15.4.2001 19.5.1998 99.82 4.60 3,066 2.250
122428 1.5.2003 19.5.1998 99.98 4.80 3,000 2.375
122430 1.5.2008 1.6.1998 99.50 5.12 5,331 2,500
122085 15.4.2001 2.6.1998 100.05 452 3,300 2.250
122428 1.5.2003 2.6.1998 100.24 474 3,300 2.375
122085 15.4.2001 17.6.1998 100.27 4.43 2,000 2.250
122428 1.5.2003 17.6.1998 100.77 4.62 2,500 2.375
122430 1.5.2008 24.6.1998 100.35 5.01 2,000 2.500
122430 1.5.2008 1.7.1998 100.30 5.02 5,500 2.500
122428 1.5.2003 2.7.1998 100.70 4.63 3,300 2.375
123958 1.7.2001 2.7.1998 100.28 4.44 3,745 2.250
123958 1.7.2001 17.7.1998 100.51 4.35 3,626 2.250
124463 15.7.2003 17.7.1998 99.96 4.56 4,718 2.250
122430 1.5.2008 3.8.1998 101.20 4.90 6,050 2.500
123958 1.7.2001 4.8.1998 100.56 433 3,031 2.250
124463 15.7.2003 4.8.1998 100.09 453 3,535 2.250
123958 1.7.2001 19.8.1998 100.97 417 3,003 2.250
124463 15.7.2003 19.8.1998 100.82 4.36 3,000 2.250
122430 1.5.2008 1.9.1998 102.40 4.74 5,500 2.500
123958 1.7.2001 2.9.1998 101.17 4.09 3,133 2.250
124463 15.7.2003 2.9.1998 101.12 4.29 3,800 2.250
124463 15.7.2003 18.9.1998 102.20 403 3,828 2.250
126080 1.9.2001 19.9.1998 100.63 3.80 4,175 2.000
122430 1.5.2008 1.10.1998 105.10 4.39 5,500 2,500
126080 1.9.2001 2.10.1998 100.85 3.71 3,804 2.000
126384 1.10.2003 2.10.1998 100.71 3.88 4,950 2.000
126080 1.9.2001 19.10.1998 100.95 3.67 4,061 2.000
126384 1.10.2003 19.10.1998 100.35 3.96 4,297 2.000
127336 1.5.2009 2.11.1998 100.45 4.49 8,468 2.250
126080 1.9.2001 3.11.1998 101.26 3.55 4,025 2.000
126384 1.10.2003 3.11.1998 100.83 3.85 3,585 2.000
126384 1.10.2003 18.11.1998 100.86 3.84 1,650 2.000
127850 1.11.2001 18.11.1998 99.85 3.58 3,111 1.750
127851 1.11.2029 18.11.1998 99.70 5.33 3,125 2.625
127336 1.5.2009 1.12.1998 103.80 4.08 3,300 2.250
127851 1.11.2029 18.12.1998 108.40 4.78 3,000 2.625
127336 1.5.2009 4.1.1999 104.40 4.01 6,777 2.250
127850 1.11.2001 4.1.1999 100.85 3.20 5,809 1.750
126384 1.10.2003 7.1.1999 103.25 3.28 6,033 2.000
126384 1.10.2003 18.1.1999 103.26 3.27 5,061 2.000
127850 1.11.2001 18.1.1999 101.32 3.02 5,102 1.750
127851 1.11.2029 18.1.1999 107.15 4.86 6,181 2.625
127336 1.5.2009 1.2.1999 105.85 3.84 7,455 2.250
127850 1.11.2001 2.2.1999 101.53 2.94 3,873 1.750
130545 1.2.2004 2.2.1999 100.61 3.14 6,084 1.625
cont. 3>
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Table a45
Issue conditions of Treasury credit certificates (CCTs)
. . Amount :
Smae | Cmeet | Fmm | Compesst | aomp | s | Frges
114537 1.9.2004 1.9.1997 99.75 6.85 3,300 0.15 3.350
114537 1.9.2004 1.10.1997 100.50 6.04 2,000 0.15 3.350
114537 1.9.2004 3.11.1997 100.40 6.15 1,500 0.15 3.350
114537 1.9.2004 2.1.1998 100.40 5.23 3,791 0.15 3.350
114537 1.9.2004 2.2.1998 100.40 5.92 1,500 0.15 3.350
114537 1.9.2004 2.3.1998 100.64 5.96 3,787 0.15 3.350
114537 1.9.2004 1.4.1998 101.25 5.18 3,500 0.15 3.350
122427 1.5.2005 4.5.1998 101.12 5.06 5,326 0.15 2.600
122427 1.5.2005 1.6.1998 101.21 4.95 3,300 0.15 2.600
122427 1.5.2005 1.7.1998 101.25 4.94 3,300 0.15 2.600
122427 1.5.2005 3.8.1998 101.31 4.73 3,300 0.15 2.600
122427 1.5.2005 1.9.1998 100.98 4.69 3,850 0.15 2.600
126385 1.10.2005 1.10.1998 100.90 4.29 3,850 0.15 2.200
126385 1.10.2005 2.11.1998 100.79 412 3,629 0.15 2.200
126385 1.10.2005 4.1.1999 100.95 3.01 3,873 0.15 2.200
126385 1.10.2005 1.2.1999 101.01 3.18 4,260 0.15 2.200
Issue conditions of zero-coupon Treasury certificates (CTZs)
CODE Date .Of Qate of Rrice at Gross yield at issue Q;Te%uﬂé
maturity issue issue (lre billion)
124416 31.1.2000 31.7.1998 93.90 4.27 2,575
124415 31.7.2000 31.7.1998 91.90 4.31 3,091
124416 31.1.2000 14.8.1998 94.23 4.14 2,750
124415 31.7.2000 14.8.1998 92.30 4.16 2,750
124416 31.1.2000 31.8.1998 94.54 4.04 2,178
124415 31.7.2000 31.8.1998 92.67 4,05 2,200
124416 31.1.2000 15.9.1998 94.96 3.82 1,650
124415 31.7.2000 15.9.1998 93.23 3.81 1,650
124416 31.1.2000 30.9.1998 95.21 3.74 2,000
124415 31.7.2000 30.9.1998 93.48 3.74 2,000
124416 31.1.2000 15.10.1998 95.30 3.78 2,000
126340 16.10.2000 15.10.1998 92.75 3.82 3,500
126340 16.10.2000 30.10.1998 93.30 3.59 2,749
126894 28.4.2000 30.10.1998 94.92 3.55 3,435
126340 16.10.2000 16.11.1998 93.37 3.64 2,500
126894 28.4.2000 16.11.1998 94.97 3.63 2,500
126894 28.4.2000 30.11.1998 95.41 3.39 1,000
126894 28.4.2000 15.1.1999 96.25 3.02 5,325
130092 15.1.2001 15.1.1999 94.15 3.06 6,225
130092 15.1.2001 29.1.1999 94.56 2.89 1,996
130094 31.7.2000 29.1.1999 95.86 2.85 4,575
130092 15.1.2001 15.2.1999 94.49 3.00 1,971
130094 31.7.2000 15.2.1999 95.83 2.97 3,088




Securitiesmarket: yield to maturity and total return indices

Table a46

Gross yield to maturity

Total return indices (gross)

BOTs | CTzs | CCTs | CTEs | BTPs | B3 | gorws | crzs | cows | cTes | Bres [Mestment

1993 ...t - - 177 781 1132 1128 14272 - 15401 181.23 16851 287.95
1994 ... - - 997 764 1068 1014 155.04 - 16683 18353 166.05 280.92
1995 ... ....... - 1140 1160 882 11.94 1158 171.46 11147 188.74 22320 193.53 299.98
1996 ... ... ... 861 849 901 633 906 920 18777 12581 209.85 229.84 23333 328.00
1997 .o 660 6.45 681 542 676  7.41 20022 13540 224.74 24248 263.33 366.70
1998 ........... 488 458 489 487 492 545 21098 14315 23750 25557 293.13  401.00
1996 4th qtr. .. 749 707 757 587 755 794 18777 12581 209.85 220.84 23333 328.00
1997 - st qtr. .. 708 701 712 549 730 773 19040 126.66 211.93 23341 231.11 334.66
2nd ” 684 679 713 526 729 7.75 19395 130.09 21593 234.80 24454 349.88

3rd 642 629 687 526 653 7.1 197.05 13280 22051 23674 25433 362.23

4th 605 569 6.1 566 594  7.03 20022 13540 224.74 24248 26333 366.70
1998 - 1st qtr. .. 575 525 571 523 532 632 20278 137.07 22865 24834 270.70 396.55
2nd ” 517 485 506 548 512 550 20529 138.81 23195 24907 27531 393.90

3rd " 473 448 475 474 480 520 207.76 14090 23432 253.06 285.07 381.10

4th 387 373 406 4.04 443 467 21098 143.15 23750 25557 293.13  401.00

1998 - Jan. ..... 570 526 560 512 544 635 200.72 13551 22543 24476 265.64 374.71
Feb. ..... 593 545 598 500 537 652 20153 13612 22691 24590 267.95 380.77

Mar. ..... 562 503 554 557 517 610 20278 137.07 228.65 24834 270.70 396.55

Apr. ..... 533 490 517 563 513 568 20373 13773 230.00 249.02 271.05 390.58

May ..... 510 480 504 551 517 556 20442 13823 231.04 247.71 27349 394.67

June 509 483 498 530 507 552 20529 138.81 23195 24907 27531 393.90

duly ... 480 457 489 500 497 526 20624 13950 23329 25032 277.84 398.67

Aug. ..... 472 450 472 473 481 521 20691 140.07 233.89 25219 280.80 386.53

Sept. ... 467 437 465 448 462 514 207.76 14090 23432 25306 28507 381.10

Oct. ..... 438 406 439 408 459 478 20883 14163 23525 25427 28537 385.80

Nov. ..... 397 378 413 409 452 469 209.75 14231 236.74 25557 289.60 397.04

Dec. ..... 325 333 366 395 418 456 21098 14315 237.50 - 29313  401.00

1999 -Jan. ..... 294 312 313 412 402  4.31 - - - - - -
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Table a47
The money supply
(stocksin billions of lire)
End-of-period data
Sight deposits
Notes and coin . Other items Total: M1 Sh%rtl:-)tserm
Banks Post Office

1990 .......... 69,449 388,409 7,825 17,068 482,751 74,688
1991 .......... 76,354 435,150 7,017 19,429 537,950 81,164
1992.......... 85,617 434,823 9,337 16,011 545,788 92,390
1993 .......... 89,769 465,071 9,479 14,760 579,078 87,286
1994 .......... 96,221 478,258 8,160 15,728 598,367 71,602
1995.......... 98,281 482,902 8,493 15,971 605,647 63,518
1996 -Nowv. .. .. 96,373 456,305 9,561 (11,652) (573,891) 70,538
Dec..... 100,107 506,025 7,275 (13,144) (626,551) 72,084

1997 -Jan. .... 96,334 475,796 8,709 (11,167) (592,005) 75,439
Feb. .... 95,714 477,765 8,674 (12,197) (594,350) 77,413

Mar. .. .. 99,325 474,162 7,568 (9,616) (590,671) 79,018

Apr. .... 96,861 476,427 7,138 (9,259) (589,685) 80,633

May .... 99,345 485,235 6,763 (9,348) (600,690) 82,450

June ... 97,692 497,278 7,681 (12,710) (615,361) 83,500

July ... 101,408 487,648 6,024 (11,943) (607,024) 84,530

Aug. . ... 98,883 481,770 5,868 (6,557) (598,077) 85,578

Sept. ... 99,933 499,079 7,986 (9,180) (616,178) 87,501

Oct. .... 99,161 503,919 7,431 (10,116) (620,627) 88,844

Nov. .... 103,237 493,475 6,686 (11,216) (614,615) 89,523

Dec. .... 107,433 538,103 6,673 (14,095) (666,304) 91,249

1998 -Jan. .... 103,620 519,784 (6,459) (11,489) (641,352) 90,268
Feb. .... 102,877 518,372 (6,017) (9,278) (636,545) 88,299

Mar. .... 105,030 539,121 (5,326) (9,614) (659,092) 87,753

Apr. .... 105,638 549,898 (4,744) (10,208) (670,488) 86,301

May .... 108,472 553,907 (5,487) (9,884) (677,750) 85,396

Jure ... 107,691 573,771 (3,964) (13,534) (698,960) 85,821

July . ... 109,507 543,242 (3,309) (10,765) (666,824) 84,483

Aug. . ... 105,243 536,986 (3,621) (8,345) (654,195) 83,181

Sept. ... 106,075 541,414 (3,042) (9,222) (659,753) 82,476

Oct. .... (106,822) 545,997 (2,599) (7,067) (662,484) 83,043

Nov. .... (107,042) 546,985 (1,591) (7,528) (663,145) 81,800

Dec. .... (114,867) 590,105 (1,664) (11,104) (717,740) 81,646
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Table a47
Average data
: Total: M2 (net of CDs M2 (net of CDs
deposia | savings deposts Wi}gaasgqa;mg) a i w;;g;(qﬂgtrungtnvtg;)at T

178,384 23,589 759,412 442,428 709,331 711,604 ... ... .. 1990
161,798 26,924 807,836 488,712 750,765 754,376 ........... 1991
146,967 29,057 814,203 492,082 751,789 757,185 ..., 1992
144,091 30,861 841,316 529,612 780,319 786,096  ........... 1993
138,297 39,152 847,418 547,354 788,390 795,392  ........... 1994
121,047 43,936 834,148 555,147 773,423 784,824  ........... 1995
114,361 44,314 (803,104) (562,121) (783,210) (800,020) . Nov. - 1996
118,399 46,256 (863,290) (576,638) (802,938) (818,010) . Dec.
117,014 46,914 (831,372) (599,902) (834,070) (848,867) . Jan. - 1997
117,051 47,770 (836,584) (577,572) (813,801) (829,940) . Feb.
117,508 48,203 (835,400) (577,379) (815,465) (831,677) . Mar.
116,169 48,524 (835,010) (578,970) (818,708) (835,401) . Apr.
116,215 48,597 (847,952) (590,728) (832,324) (848,225) . May
116,777 48,485 (864,122) (583,990) (826,557) (841,807) . June
116,794 48,230 (856,579) (594,331) (838,533) (854,405) . July
118,615 49,126 (846,395) (591,107) (838,091) (853,195) . Aug.
117,759 49,316 (870,755) (589,621) (838,849) (853,847) . Sept.
117,313 49,378 (876,163) (601,918) (852,436) (869,852) . Oct.
118,586 49,776 (872,500) (605,038) (856,672) (875,603) . Now.
121,433 52,004 (930,991) (621,060) (875,339) (892,998) . Dec.
121,251 (52,229) (905,100) (647,578) (907,660) (924,605) . Jan. - 1998
121,198 (53,075) (899,117) (626,618) (884,528) (901,776) . Feb.
118,370 (53,402) (918,616) (635,888) (892,396) (909,661) . Mar.
117,465 (53,584) (927,837) (653,435) (907,358) (924,574) . Apr.
116,533 (53,874) (933,554) (665,409) (917,156) (933,761) May
115,808 (53,886) (954,476) (666,232) (915,285) (929,839) . June
114,365 (53,626) (919,297) (663,629) (910,361) (923,903) . July
115,210 (54,772) (907,358) (648,192) (894,184) (907,463) . Aug.
114,520 (55,133) (911,882) (646,277) (892,682) (905,781) . Sept.
114,930 (55,697) (916,153) (655,723) (901,834) (916,044) . Oct.
114,878 (56,311) (916,133) (660,471) (907,289) (921,944) . Now.
117,618 (58,334) (975,339) (677,725) (925,214) (938,653) . Dec.
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Table a48

Liquid assets
(end-of-period stocks in billions of lire)

v | mauyora | Seevilssonied | FOsames | gorgpes | Soers | el

1990 ............ 759,412 105,405 13,712 57,219 284,993 1,540 1,222,280
1991 ............ 807,836 139,457 53,346 61,865 298,373 2,104 1,362,982
1992 ... ....... 814,203 180,328 99,571 66,575 356,177 1,925 1,518,779
19983 ............ 841,316 226,074 95,746 72,162 313,471 1,554 1,550,324
1994 ............ 847,418 236,932 89,935 87,053 312,727 1,139 1,575,205
1995 . ........... 834,148 279,114 126,864 97,773 339,059 900 1,677,857
1996 -Now. ...... (803,104) 276,311 140,722 108,700 288,146 501 (1,617,485)
Dec....... (863,290) 269,416 118,915 110,614 275,659 (443) (1,638,336)

1997 -Jan. ...... (831,372) 259,195 134,297 111,869 268,894 (347)  (1,605,974)
Feb. ...... (836,584) 248,973 140,871 112,723 262,712 (326) (1,602,189)

Mar. ...... (835,400) 238,767 140,861 113,409 259,295 (321) (1,588,052)

Apr. ...... (835,010) 228,037 147,720 113,966 258,725 (470) (1,583,927

May ...... (847,952) 218,004 150,579 114,501 254,910 (445)  (1,586,390)

June ..... (864,122) 208,985 142,641 114,733 248,121 (291) (1,578,894)

July ... (856,579) 194,503 147,944 115,105 242,963 (338) (1,557,433
Aug....... (846,395) 181,937 153,463 115,588 241,022 (344)  (1,538,749)

Sept. ..... (870,755) 171,022 140,250 115,956 231,750 (296) (1,530,029)

Oct. ...... (876,163) 157,931 141,461 116,331 223,056 (287)  (1,515,228)

Nov. ...... (872,500) 145,068 146,452 116,729 215,744 (274) (1,496,766)

DecC. ...... (930,991) 135,152 129,443 117,349 206,019 (241)  (1,519,195)

1998 -Jan. ...... (905,100) 126,072 146,268 (117,877) 194,098 (257)  (1,489,674)
Feb. ...... (899,117) 118,214 145,995 (118,174) 186,674 (257)  (1,468,430)

Mar. ...... (918,616) 112,905 129,478 (118,410 175,933 (246)  (1,455,589)

Apr. ...... (927,837) 105,649 122,237 (118,593) 161,546 (240)  (1,436,102)

May ...... (933,554) 99,026 122,575 (118,802) 149,604 (228)  (1,423,789)

June ..... (954,476) 93,336 112,289 (118,956) 134,182 (140) (1,413,379

dJuly ...... (919,297) 89,113 119,425 (119,201) 127,835 (143) (1,375,014)

Aug. ...... (907,358) 85,404 121,188 (119,709) 118,878 (121) (1,352,658)

Sept. ..... (911,882) 83,161 117,485 (120,181) 113,932 (115)  (1,346,757)

Oct. ...... (916,153) 79,453 126,755 (120,761) 114,766 (146) (1,358,034)

Nov. ...... (916,133) 76,836 118,742 (121,253) (116,975) (134) (1,350,074)

Dec. ...... (975,339) 74,759 100,565 (121,653) (107,177) (120)  (1,379,613)
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Financial assets
(end-of-period stocks in billions of lire)

Table a49

Medium and long-term securities Total
taud Government Ci%?g; o Other invesment francial domestic fnandial
securities autonomous bonds funds assets assets assets
govt. agencies
1990 .............. 1,222,280 450,724 11,426 81,985 47,379 4,848 1,818,643 1,888,416
1991 ... ...l 1,362,982 493,665 12,262 108,035 56,191 4,011 2,037,146 2,142,606
1992 ... ...l 1,518,779 492,263 15,231 113,564 60,663 2,825 2,203,325 2,339,680
1993 ... ...l 1,550,324 549,433 13,032 153,347 110,093 2,904 2,379,134 2,520,541
1994 ... ... ..., 1,575,205 640,491 15,811 170,306 130,168 4,404 2,536,384 2,717,672
1995 . ... ..., 1,677,857 693,538 14,842 172,248 126,802 4,190 2,689,477 2,880,197
1996 -Nowv. ........ (1,617,485) 694,461 15,641 226,725 187,084 6,738 (2,748,133) (2,988,360)
Dec......... (1,638,336) 704,335 17,090 234,483 197,544 6,643 (2,798,431) (3,037,823)
1997 -Jan. ........ (1,605,974) 687,355 17,226 (243,838) 219,985 6,658 (2,781,036) (3,033,445)
Feb......... (1,602,189) 689,544 17,419 (252,795) 234,226 (6,802) (2,802,973) (3,068,095)
Mar. ........ (1,588,052) 693,700 17,420 (258,789) 239,243 (7,004) (2,804,207) (3,080,215)
Apr. ... (1,583,927) 694,050 17,499 (268,961) 247,480 (7,057) (2,818,974) (3,105,140)
May ........ (1,586,390) 695,000 17,248 (277,401) 255,338 (7,808) (2,839,185) (3,126,257)
June ....... (1,578,894) 688,830 17,175 (283,047) 268,315 (7,735) (2,843,996) (3,140,717)
July ........ (1,557,433) 703,040 17,330 (291,721) 291,563 (7,951) (2,869,038) (3,178,908)
Aug. ........ (1,638,749) 700,778 17,331 (299,199) 300,994 (8,323) (2,865,373) (3,180,613)
Sept. ....... (1,530,029) 692,023 17,320 (809,703) 321,233 (8,956) (2,879,264) (3,195,756)
Oct. ........ (1,515,228) 692,235 17,257 (318,391) 333,053 (9,148) (2,885,312) (3,212,304)
Nov. ........ (1,496,766) 684,696 17,347 (326,035) 348,452 (9,166) (2,882,462) (3,216,560)
Dec......... (1,519,195) 673,957 17,335 (832,039) 368,432 (9,077) (2,920,035) (3,257,110)
1998 -Jan. ........ (1,489,674) 664,812 (17,281)  (333,981) 407,719 (9,117) (2,922,584) (3,268,994)
Feb......... (1,468,430) 655,659 (17,018) (336,500) 445,506 (10,949) (2,934,062) (3,289,024)
Mar. ........ (1,455,589) 649,655 (16,724) (343,227) 503,915 (11,818) (2,980,929) (3,344,827)
Apr. ... (1,436,102) 625,912 (15,700) (347,689) 539,895 (11,675) (2,976,972) (3,353,888)
May ........ (1,423,789) 608,478 (14,526) (352,359) 581,000 (12,207) (2,992,359) (3,378,240)
June ....... (1,413,379) 597,250 (12,761) (355,575) 607,287 (8,956) (2,995,207) (3,384,212)
July ... (1,375,014) 629,809 (11,106) (356,928) 643,698 (8,971) (3,025,527) (3,426,675)
Aug. ........ (1,352,658) 628,890 (11,124) (360,320) 645,736 (8,967) (3,007,695) (3,415,884)
Sept. ....... (1,346,757) 611,195 (11,161)  (364,432) 647,925 (8,994) (2,990,464) (3,403,144)
Oct. ........ (1,358,034) 595,198 (10,983) (367,868) 667,596 (8,995) (3,008,673) (3,428,321)
Nov. ........ (1,350,074) (575,750) (10,988) (369,957) 698,962 (9,016) (3,014,747) (3,438,630)
Dec......... (1,379,613) (550,151) (10,996) (372,489) 720,823 (9,029) (3,043,100) (3,475,356)
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Table a50
Credit
(end-of-period stocks in billions of lire)
Finance to the non-state sector
Short-term Mlggg{rtgfgd Bonds pllaced Tota! domestic Fpreign
bank loans bank loans domestically finance finance
1990 . ... 455,671 300,933 23,453 780,057 93,504
1991 ... 513,495 347,530 25,109 886,134 107,686
1992 . ... 570,627 384,286 20,510 975,423 128,680
1998 .. ... 557,979 433,812 24,783 1,016,573 131,547
1994 ... 531,853 474,804 21,873 1,028,530 124,660
1995 ...l 551,973 485,350 18,409 1,055,732 129,596
1996 -Nov. .............. 532,099 499,612 17,795 1,049,506 121,491
Dec............... 554,157 511,158 17,957 1,083,271 122,955
1997 -Jan. .............. 553,406 512,539 (17,936) (1,083,881) (124,758)
Feb. .............. 553,774 512,916 (17,773) (1,084,462) (126,692)
Mar. .............. 547,224 512,075 (17,418) (1,076,716) (125,842)
Apr. ..o 545,851 514,072 (17,629) (1,077,552) (126,551)
May .............. 545,227 517,336 (16,741) (1,079,303) (127,515)
June ............. 562,202 524,430 (14,307) (1,100,939) (128,476)
dJuly ..o 571,826 523,293 (14,566) (1,109,685) (132,218)
Aug............... 554,995 522,447 (14,620) (1,092,062) (132,657)
Sept. ............. 554,559 526,424 (14,732) (1,095,714) (132,116)
Oct. ...t 551,172 529,362 (15,115) (1,095,649) (135,199)
Nov. .............. 554,976 534,970 (15,457) (1,105,404) (135,694)
Dec............... 590,209 543,957 (15,786) (1,149,953) (136,029)
1998 -Jan. .............. 582,151 (540,954) (13,547) (1,136,651) (140,286)
Feb. .............. 578,612 (544,544) (13,290) (1,136,447) (140,124)
Mar. .............. 582,479 (548,573) (12,704) (1,143,756) (142,245)
Apr. .. 582,645 (652,161) (12,584) (1,147,389) (141,404)
May .............. 572,550 (555,385) (11,663) (1,139,598) (141,653)
dJune ...l 591,773 (560,927) (11,514) (1,164,213) (142,151)
dJuly ..o 598,287 (560,396) (11,480) (1,170,163) (142,892)
Aug............... 586,580 (560,533) (10,831) (1,157,943) (143,530)
Sept. ... 587,267 (563,415) (10,578) (1,161,260) (144,720)
Oct. ...t 578,277 (567,819) (10,554) (1,156,650) (146,088)
Nov. .............. 603,733 (575,494) (10,474) (1,189,700) (145,529)
Dec............... 623,251 (586,203) (10,805) (1,220,260) (141,916)
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Table a50
State sector debt Credit
fance domesti domesti Tota
873,561 1,259,875 1,210,878 1,990,935 2,133,436 @ ...l 1990
993,820 1,411,919 1,357,010 2,243,144 2,405,739 ...l 1991

1,104,103 1,595,007 1,530,498 2,505,921 2,699,110 ...l 1992

1,148,120 1,765,403 1,679,954 2,696,527 2,913,528 ...l 1993

1,153,190 1,931,738 1,835,757 2,864,287 3,084,928 ...l 1994

1,185,328 2,073,510 1,954,265 3,009,997 3,268,838 ...l 1995

1,170,996 2,206,909 2,084,678 3,134,184 3,377,906 .............. Nov.- 1996

1,206,226 2,205,040 2,079,716 3,162,987 3,411,266 .............. Dec.
(1,208,639) 2,207,229 2,079,400 (3,163,282) (3,415868)  .............. Jan.- 1997
(1,211,154) 2,218,854 2,087,155 (8,171,618) (3,430,008)  .............. Feb.
(1,202,558) 2,243,582 2,111,481 (3,188,197) (3,446,140)  .............. Mar.
(1,204,103) 2,262,469 2,130,465 (3,208,016) (3,466,573) ... Apr.
(1,206,819) 2,278,789 2,142,230 (3,221,533) (3,485,608)  .............. May
(1,229,414) 2,251,592 2,114,606 (8,215,544) (3,481,007) ... June
(1,241,903) 2,247,944 2,104,547 (3,214,232) (3,489,848)  .............. July
(1,224,719) 2,247,717 2,105,855 (8,197,917) (3,472,436)  .............. Aug.
(1,227,830) 2,266,450 2,126,646 (8,222,360) (3,494,280)  .............. Sept.
(1,230,848) 2,281,669 2,142,960 (3,238,609) (3512,517) ...l Oct.
(1,241,097) 2,271,788 2,133,247 (3,238,651) (3,512,885) ...l Nov.
(1,285,982) 2,248,726 2,111,446 (3,261,399) (3,534,709) ...l Dec.
(1,276,937) (2,244,754) (2,108,514) (3,245,165) (8,5621,691) ... Jan.- 1998
(1,276,571) (2,252,371) (2,115,599) (3,252,045) (3,528,941) ... Feb.
(1,286,001) (2,274,798) (2,137,863) (3,281,619) (3,560,799)  .............. Mar.
(1,288,793) (2,293,385) (2,158,616) (3,306,006) (3,582,178) ... Apr.
(1,281,251) (2,308,397) (2,172,559) (3,312,157) (3,589,647) ... May
(1,306,365) (2,297,960) (2,162,797) (3,327,011) (3,604,325) ... June
(1,313,055) (2,280,043) (2,152,850) (3,323,013) (3,593,098)  .............. July
(1,301,474) (2,274,516) (2,145,573) (3,303,516) (3,5675990)  .............. Aug.
(1,305,980) (2,292,089) (2,167,230) (3,328,490) (3,698,069)  .............. Sept.
(1,302,738) (2,312,428) (2,182,987) (3,339,638) (3,615,166)  .............. Oct.
(1,335,229) (2,320,890) (2,191,193) (3,380,893) 3,656,119) .............. Nov.
(1,362,176) (2,290,040) (2,163,834) (3,384,094) (3,652,216) ... Dec.
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M2 and its counterparts
(changesin billions of lire)

Table a51

Counterparts
M2 - Net fqueign Credit to the Credit Other
Official reserves position non-state to the state items
of banks sector sector
1992 ... 6,366 -32,591 -12,187 (73,688) (83,416) (-105,960)
1993 ... 25,767 2,564 84,589 (53,603) (14,875) (-129,864)
1994 ... ... 6,103 3,297 -21,594 10,198 27,004 -12,803
1995 . ... -13,271 2,915 58,102 37,693 -25,491 -86,490
1996 ... (29,142) 20,449 47,394 51,111 (3,073) (-92,886)
1997 ... (67,701) 22,829 -11,679 52,004 (-50,560) (55,107)
1998 ... (44,348) (-36,980) (-15,062) (82,743) (-30,767) (44,414)
1996 -Nov. .............. (11,148) -2,922 10,748 6,223 (10,317) (-13,219)
Dec............... (60,186) -3,963 24,072 37,622 (-25,970) (28,424)
1997 -Jan. .............. (-31,917) 5,363 -20,639 -18,640 (4,729) (-2,730)
Feb. .............. (5,212) -1,608 -937 454 (2,352) (4,950)
Mar. .............. (-1,184) -4,262 -3,051 -7,042 (13,256) (-85)
Apr. ... (-390) -2,131 4,371 -339 (4,655) (-6,946)
May .............. (12,942) 1,571 17,061 5,323 (-551) (-10,461)
June ............. (16,170) -1,139 20,657 24,722 (-40,921) (12,851)
dJuly ... (-7,543) 12,124 647 8,018 (-28,686) (354)
Aug............... (-10,183) 4,801 -11,963 -17,628 (-550) (15,157)
Sept. ............. (24,359) 5,672 -2,703 -37 (6,705) (14,722)
Oct. ..ot (5,408) -2,393 -656 559 (11,706) (-3,809)
Nov. .............. (-3,663) 832 -16,613 9,350 (-6,819) (9,588)
Dec............... (58,491) 3,999 2,147 47,264 (-16,436) (21,517)
1998 -Jan. .............. (-25,891) -4,362 -14,900 (-9,431) (8,811) (-6,010)
Feb. .............. (-5,983) 3,815 -2,932 (348) (-17,867) (10,653)
Mar. .............. (19,500) -751 -16,751 (7,747) (9,545) (19,710)
Apr. ... (9,221) -2,957 -2,126 (6,371) (15,569) (-7,637)
May .............. (5,717) -5,715 9,795 (-2,344) (-6,852) (10,832)
June ............. (20,922) -4,814 30,260 (26,130) (-25,102) (-5,552)
July ... (-35,178) -5,331 -14,124 (4,291) (-37,561) (17,546)
Aug............... (-11,939) 842 11,039 (-13,597) (-20,332) (10,109)
Sept. ............. (4,524) -9,188 -4,875 (7,566) (19,887) (-8,866)
Oct. ...t (4,271) -839 -10,994 (-5,700) (21,721) (82)
Nov. .............. (-20) -1,078 (3,996) (29,885) (-769) (-32,054)
Dec............... (59,205) (-6,603) (-3,450) (31,476) (2,182) (35,600)

62a



ECONOMIC BULLETIN - No. 28, FEBRUARY 1999

APPENDIX

Notesto the statistical tables

Tableal

Sources: Istat and national statistics.
For Italy, see the notesto Table al0.

Table a2

Sources: Istat and national statistics.

For Italy, the consumer price index; see the notes to
Table al2.

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 ltaly, 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 euraarea 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, -Bionth call rate
(uncollateralized); for Germany,-Bonth bank lending
rate; for France, Italy and the United Kingdomnp®nth
interbank rate; for Canada, rate onn®nth prime
corporate paper. As of January 1999, for the eanea
countries, 3month euribor.

Tableab

Source: National statistics.

Bond yields (secondary market, gross). For the United
States, 16rear Treasury notes and bonds; for Germany,
9-10year public sector bonds; for Japan, France, the United
Kingdom and Canada, ear public sector bonds; for
Italy, yield on 10year benchmark BTPs listed on the
screerbased 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 AlBhare; for Canada,
composite index of the Toronto stock exchange (closing
prices).

Table a6

Source: National statistics.

As of January 1999, for the ewarea countries,-8ionth
and 12month 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 enebf-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 artidMudvi
indicatori di tasso di cambio effettivo nominaleereal€’, in
Banca d’ltalia,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
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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 - onthe basisof information availablefor the
datafrom June 1998 onwards. Thismay result in bresksin
the series, especialy for the offshore centres, some
developed countries and Latin America.

TablealO

Sources. Based on data published by I stat and | sae (1sco
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 theindices of production by economic use; the
aggregate index may therefore differ from the weighted
mean of the disaggregated indices. Raw dataare shown for
stocks of finished goods.

Tableall

Source: | stat.

The participation rateis cal culated with reference to the
whole population.

Tableal3

Source: |stat.

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 caculated using Istat
reconciliation coefficients (1.0034 for food products and
1.0009 for the overall index).

Table al6

Source: | stat.

The table reflects the introduction of the new base
(1995=100), which replaces that previously used by |stat
(1990=100).
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Tableal7

Source: |stat.

Average unit values of exported manufactures in lire.
Each good is allocated entirely to the category in thetable
corresponding to the predominant economic use of that
good.

Tableal8

Source: |stat.

Average unit values of imported manufactures in lire.
Each good is alocated 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 a2l

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
onthe 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.
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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 nemesidents, which are included in

and longterm 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 longterm 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
onthe basis of the currency in which the debt was originally

the respective categories of domestic debt. The item also contracted, regardless of subsequent swap transactions. In
includes CTEs stamped as being for circulation abroad. thesameway asforthe state sector borrowing requirement,
The subitem “Current accounts” includes the Treasury’s the general gov_e_rnrpept debt figures for :l\/led|u“m and
overdraft with the Bank of Italy, the Treasury payments |Ong-term securities”, “Lending by banks” and “Debt
account and a suspense account (see Law 483/1993) andiSsued abroad” include the corresponding financial
the sinking fund for the redemption of government |ns'truments'related to operations entered into by the State
securities (see Laws 432/1993 and 110/1997). The Railways with the cost borne by the government. The
Treasury’s current account with the Bank of Italy was December 1998 figure for “Borrowing from BKHC”
closed on 31 December 1993 and the overdraft at that date €fers only to the accounts of the Bank of Italy, and not to
transferred to the suspense account. The latter was closed€ consolidated BUIC accounts, since that month saw

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 longterm securities”. Postal savings certificates are
included at their face value at issue. “Medium and
longterm 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 (eoflperiod data) is
stated at face value and that denominated in foreign
currency is translated at yeand exchange rates. The items
“Medium and longterm securities excluding BUHC”,
“Treasury bills in lire and ecus excluding BRIC” 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

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
longterm securities excluding BIHC”. The figures for
the last year are provisional.

Table a25

The item “Foreign sector” corresponds to the change in
the net external position of BIHC, 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 byJBT,
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 BHC financing, net of banknotes held
by the Treasury.
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The items “Open market” and “Refinancing” exclude
the transactions carried outin connection with the advances
granted under the Ministerial Decree 0f 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
tothe 14th of the next). On 5 June 1998 the Governorissued
an order which, without prejudice to the other provisionsin
force, reduced the compulsory reserve ratio to 9 per cent of
eligible deposits as of the 15 Jufid- July 1998

The figures for “Vault cash” are partly estimated on the
basis of banks’ tewlay 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 twelvemonth 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”

maintenance period; the ratio was subsequently reduced to i, the Appendix to th&Relazione annuale per il 1997).

6 per cent as of the 15 Augu$t September 1998
maintenance period with an order issued on 17 July 1998
and to 2.5 per cent as of the -B3- 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 ifEconomic 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 BIIC operations
with the Treasury” from the “Nommonetary financing”.

“Net sales of securities in the primary market” comprise
total net subscriptions excluding those ofBIE (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€
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 151 December.
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The Bank’s “Repurchase agreements”, stated in
nominal terms, comprise those with primary dealers in the
screerbased 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 BHUIC, calculated on the basis of
endof-period prices and exchange rates. For the sake of
accounting consistency, the abeventioned adjustments
are also excluded from “Other sectors”. Foreign currency
swaps are translated using eofdmonth exchange rates.

The figures for “Government securities” show the
amounts acquired outright by BHC; 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 yead 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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securitiesto 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-BIC
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 scredrased secondary market for
government securities.

The December 1998 figures refer only to the accounts of
the Bank of Italy, and not to the consolidated-BIC
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, amountsin billions of lire. Yields are shown
before and after withholding tax levied at 12.5 per cent.
Those for 3 and-@nonth Treasury bills are compound. The
“Total” yields are means weighted on the basis of the
guantities sold. As of 22 September 1997, following the
introduction of the possibility of reopening Treasury bill
auctionsin several tranches, the netyields 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’s personal situation and the size of the “adjustment
factor” referred toin Article 4 of the Decree. Consequently,
the Bank of Italy has decided to stop publishing figures for
the netinterest on securities as of the values for 1 July 1998.

For 3, 6 and 12Zmonth 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 3@y year rather than a
365-day year, using the formula formulas:

Ys=(100/R1)*(A/dd)*100

Yc=(100/P)**(A/dd-1)*100

where:

P is the average allotment price;

Ais 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.

Tablea3l

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 fixegtm advances
are endef-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 hill yields are monthly means of the all otment
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 thosefor 3 and 6-month billsare
compound. For the changes introduced as of 1 January
1999, see the notes to Table a29.

Tablesa35 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 datarefer to the month of December.

The figures for “Loans from BHUIC” 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 leteym 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 longerm 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 threemonthly basis. “Interbank accounts” include
the liquid balances on correspondent accounts.
“Interestbearing external assets” and “Interéstaring
external liabilities” refer to aggregates that do not coincide
exactly with those included in the foreign exchange
statistics.

For further information, see the sectionNdte
metodologiche” in the Appendix to theRelazione annuale
per il 1997.
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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.

Tablea39

The annual data refer to the month of December.

The subitem “Shorterm 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 nosresidents do notinclude 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 creditinstitutions 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.

Paidin capital, reserves and provisions for general
banking risks net of any own shares or capital parts held,
intangible assets and loss for the yeare 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 iternenstitute
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 offbalancesheet 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 a4l

“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

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 amounttaken up includes the subscriptions ofissues
restricted to the specialists operating in the sciieased
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 ITO001174611, where the last digit is
the numerical control code.

Table a46

The vyields 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

acceptances and commercial paper. Rounding may causesecurities with a residual maturity of more than one year.

discrepancies in totals.

Table a43

“Italian bonds” include CDs with a maturity of 18
months or more. “Foreign bonds” include foreign
government securities. “Net fupgising” 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
currentaccountwith the Bank of Italy. “Listed shares” refer

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 endf-period data.

Table a47

For the definition of norstatesector money, see the
“Glossario” in the Appendix to theRelazione annual e 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 twterm moving averages of
endof-month data.

“M2” does not include bank CDs with a maturity of 18
months or more (see the sectioiGlbssario” in the

to issues of shares by companies listed on the Italian stock 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 norstatesector 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” Eeonomic
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-ntate
sector, net of directly held shares. The foreign financial
assets of the nestate 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 1state
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 siate
sector under repos but includes those sold.

“Other bonds” comprise bonds issued by public and
private sector enterprises and ltalian 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
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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
nonstate sector.

“Total financial assets” include deposits with the foreign
branches of Italian banks, foreign securities and loans to
norntesidents.

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 nstate 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).

“Shortterm bank loans” and “Medium and lotigrm
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 nostate sector held abroad. “State sector
debt” is stated at face value.

Tablea51

The table refers to endf-period M2. For the definition
of nonstatesector money, see theGlossario” 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 norstate sector” comprise the claims of
banks and the Bank of Italy on the nstate sector.

“Loans to the state sector” comprise the claims of banks
and the Bank of Italy on the state sector.

“Other items” comprise fundaising 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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Satistical 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 government?®

- 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 L oans 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

company.

telephone

Non-state public bodies

local authorities
municipalities);
social security institutions;

- some minor central government entities.

(regions, provinces and

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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Satistical aggregates cont.
(Labour market)

Labour force

Employed persons (excluding conscripts) plus job
seekers (unemployed workers, first job seekers and
other job seekerswho were actively looking for ajob
in the previous four weeks).

First job seekers

Persons currently looking for a job who have
never worked, have previousy 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 seekerswho 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
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subsequently or plan to start a business and havethe
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

Afundadministered by INPSto supplement thewages

of workers in industry who have been temporarily
laid off or put on short time. INPS(with contributions
fromfirms) pays such workersup to about 80 per cent

of their gross standard hourly rate within alimit 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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ABI —
BI-UIC —
BOT —
BTE —
BTP —
CCT —
CIP —
CIPE —
Confindustria —
Consob —
CTE —
CTO —
CTz —
Iciap —
llor —
INAIL —
INPS —
Irap —
[rpef —
Irpeg —
Isae —
Isco —
Istat —
MIF —
MTS —
SACE —
uic —

List of abbreviations

Associazione bancaria italiana

Italian Bankers’ Association

Banca d'ltalia - Ufficio italiano dei cambi

Bank of Italy - Italian Foreign Exchange Office

Buoni ordinari del Tesoro

Treasury bills

Buoni del Tesoro in ECU

Treasury bills in ecus

Buoni del Tesoro poliennali

Treasury bonds

Certificati di credito del Tesoro

Treasury credit certificates

Comitato interministeriale prezz

Interministerial Committee on Prices

Comitato interministeriale per la programmazone economica
Interministerial Committee for Economic Planning
Confederazione generale dell’industria italiana
Confederation of Italian Industry

Commissione nazionale per le societa e la borsa
Companies and Stock Exchange Commission
Certificati del Tesoroin ECU

Treasury certificates in ecus

Certificati del Tesoro con opzione

Treasury option certificates

Certificati del Tesoro zero€oupon

Zero coupon Treasury certificates

Imposta comunale per I'esercizio di imprese e di arti e professioni
Municipal tax on businesses and the self-employed
Imposta locale sui redditi

Local income tax

Istituto nazionale per I'assicurazione contro gli infortuni sul lavoro
National Industrial Accidents Insurance Institute
Istituto nazionale per la previdenza sociale

National Social Security Institute

Imposta regionale sulle attivita produttive

Regional tax on productive activities

Imposta sul reddito delle personefisiche

Personal income tax

Imposta sul reddito delle persone giuridiche
Corporate income tax

Istituto di studi e analisi economica

Institute for Economic Research and Analysis
Istituto nazionale per lo studio della congiuntura
National Institute for the Study of the Economic Situation
Istituto nazionale di statistica

National Institute of Statistics

Mercato italiano dei futures

Italian Futures Market

Mercato telematico dei titoli di Sato

Screenrbased market in government securities
Sezione per I'assicurazione dei crediti all'esportazione
Export Credit Insurance Agency

Ufficio italiano dei cambi

Italian Foreign Exchange Office
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