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Economic Developments and Policies

THE INTERNATIONAL ECONOMY

World economic activity expanded rapidly
during the first half of 2000. Investment was fueled,
especially in the industrial countries, by good
profitability. The pick-up in output was accompanied
by an acceleration of world trade in goods and
services, which should record growth of more than
10 per cent for the year, one of the highest figures
since the early seventies.

The slowdown expected in the first half of the
year in the United States did not materialize. In the
euro area the expansion under way since the second
half of 1999 gathered strength. In Japan the cyclical
situation improved. In the emerging economies
growth firmed up. During the summer signs of a
cyclical weakening emerged both in the United
States and in the euro area.

The convergence of growth rates in al parts of
the globe on a high level, which had not taken place
since the eighties, helped trigger a further sharp rise
in oil prices from summer onwards (Figure 1). This
came about despite the significant expansion of
output by the OPEC countries in the spring. At the
start of September the average price of crude oil was
above $34 a barrel (see box: “The recent rise in oil
prices in a historical perspective’). The recent
meeting of the G-7 countries in Prague voiced
concern over the potential repercussions on inflation
and world growth, especially in the developing
countries.

In the second half of September oil prices
declined following OPEC’s decision to increase

output further and above all after the US decision to
draw on its strategic reserve to put 30 million barrels
gradualy on the market. In mid-October the
mounting of political tensions in the Middle East
drove the price back up to $33.00. At the end of the
month OPEC announced a further increase in
production of 500,000 barrels a day.

Figurel

World pricesin dollarsof oil and other raw materials
(monthly averages)
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Source: IMF.

(1) Indices, January 1997 = 100; left-hand scale. - (2) Dollars per barrel. Average
prices for WTI, Brent and Dubai; right-hand scale..

The rise in oil prices comes in a period of
historically moderate inflation. The decisive factors
in the disinflation of the nineties were wage restraint
and tight monetary policy. The priority objective is
still to prevent exogenous price pressures from
exacerbating inflation expectations in the medium
term, leading to wage demands incompatible with
price stability.

The euro remained weak in foreign exchange
markets. After atemporary recovery in mid-June, the
currency depreciated again, falling to $0.85 and ¥90
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Therecent risein ail pricesin a historical perspective

After registering alow of $9.90 per barrel in December
1998, the average price of the three main grades of crude
oil (West Texas Intermediate, Brent and Dubai) has since
more than tripled, reaching $34.60 on 7 September 2000,
its highest level in ten years. Although it has taken place
over a longer period, the recent rise in both nominal and
real prices is large enough to compare with those seen
during the oil crises of 1974 and 1979 (see figure).

Oil pricesin real and nominal terms (1)
(half-yearly averages; dollars and index, 1990=100)
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Sources: IMF and OECD.

(1) The values for the second half of 2000 have been estimated on the basis of
price developments in the third quarter. - (2) Average price in dollars of the three main
oil grades. Right-hand scale. - (3) Ratio between the index of the average dollar price
of oil and the index of the average dollar unit value of exports of manufactures by the
OECD countries. Left-hand scale.

Measuring the intensity of the shock in terms of the average
half-yearly change in the real price of oil over the period,®
the largest rise came during the first oil crisis, when prices
jumped by 232 per cent in just one six-month period (see

table). The most recent increase is the smallest of the three,
about half the size of the rise experienced during the second
oil crisisand a tenth of that recorded in thefirst. Thisisan

effect of the more gradual rise in prices in the current
episode, since the size of the cumulative increase over
the entire period falls between those in the first and second
oil crises.2

The slower pace of therisein ail prices between 1999
and 2000 is due to the fundamental difference between the
nature of the current crisis and those of the seventies. The
present developments are a consequence of a rapid, and
partly unforeseen, increase in demand, whereas the two
previous shocks were sparked by the outbreak of war (the
Arab-lsradli conflictin 1973 and theIran-Iragwar in 1979),
which led to a sharp reduction in supply from the OPEC
countries. In 1975, OPEC output was 11 per cent lower than
in the previous year; in 1980 it declined by 12 per cent. By
contrast, after falling by 4.5 per cent in 1999, OPEC
production increased by 3.3 per cent in thefirst nine months
of this year compared with the corresponding period of
1999.

Oil price developmentsin the three episodes
(half-yearly averages; percentage changes)

Prices in dollars Real index (1)

total average total average
change change change change

1973 H2 -1974H1 ...... 264.3 264.3 231.8 231.8
1978 H2 -1979H2 ...... 163.4 62.3 133.6 52.8
1998 H2 -2000H2 ...... 143.3 24.9 145.2 251

Sources: IMF and OECD.

(1) Ratio between the index of the average price of oil and the index of the
average dollar unit value of exports of manufactures by the OECD countries.

cont. J»

two thirdsinto September (Figure 2). The declinein
the nominal effective exchange rate of the euro since
the start of thethird stage of Economic and Monetary
Union on 1 January 1999 thus cameto 21.4 per cent.
On 22 September the US, Japanese, British and
Canadian central banks joined the European Central
Bank in concerted exchange market intervention.
That day the euro rose by 4 per cent against thedollar,
andinthedaysfollowingit stabilized at around $0.88.
In early October it weakened once more.

Between January 1999 and last July the euro
area’'s competitiveness, based on producer prices,
improved by 13.1 per cent while that of the United
States and Japan deteriorated by 8.2 and 4.7 per cent
respectively.

Economic activity

The USeconomy grew at an annual rate of 5.9 per
cent in the first six months, up from 5.5 per cent in
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The impact of OPEC production cuts in the shocks of
1974 and 1979 was amplified by the fact that the cartel
accounted for a larger share of world supply at the time
(53 per cent in 1973). In fact, its market power was even
greater than this figure suggests, since the output of the
centrally-planned economies did not influence the
formation of oil prices in the international market.
Excluding their production, OPEC's share was over 60 per
cent in 1973. Thefirst and, even more so, second oil shocks
were followed by an inflow of new producers into the
market, as the higher price levels made it feasible to exploit
previously untapped fields in areas such as the North Sea,
Alaska and Mexico. OPEC's initial reaction to the increase
in supply was to reduce its output to shore up prices,
causing its share of the market excluding the output of the
planned economies to fall rapidly, reaching a low of 38 per
cent in 1985. Despite the cuts, prices fell sharply between
1983 and 1985, prompting Saudi Arabia to boost output
in an attempt to regain market share, triggering a collapse
in prices in 1986 (the so-called oil countershock). In 1999
OPEC's share of world oil output excluding the countries
of the former Soviet Union was 44.3 per cent.

Asthe experience of the last thirty years has shown, the
difficulty faced by OPEC in maintaining its market sharein
the presence of a rapid and enduring rise in oil prices
suggests that the cartel greatly fears the persistence of
medi um-term expectations of a price above $25 becausethis
encourages the entry of new producers. The OPEC
countries benefit from the current price volatility, which, by
preventing any stabilization of expectations and thus
inhibiting investment in new production, allows them to
achieve a temporary improvement in their terms of trade.

The proportion of world demand for oil accounted for
by non-OECD countrieshasincreased significantly over the

last thirty years, rising from 27 per cent in the early
seventies to 37 per cent in 2000.

Demand in the OECD countries fell rapidly in both
real and relative terms following the two oil shocks.
Between 1973 and 1981, it declined from 74 to 65 per cent
of total world demand; in the nineties it remained stable
at around 63-64 per cent. By contrast, the former Soviet
Union’s share of demand has shrunk considerably, from 11
per cent in 1973 to less than 5 per cent in 1999.

Assuming a price of $30 a barrel in the fourth quarter
of 2000 and that OPEC output reflects the cartel’s recent
production decisions, the purchasing power of the OPEC
countries, measured in terms of the increase in oil revenues
in relation to 1999, is expected to rise by 66 per cent to an
estimated $130 billion, of which $116 hillion is attributable
to higher oil prices alone. Over the last two years, the
average annual increase in revenues with respect to the
average for 1991-1997 directly ascribable to higher prices
has been $54 billion.

1 The periods were specified as those between the six months
before the first sharp risein real oil prices and that preceding the
firstfall (seetable). Thelast rise covers 1999 and 2000. The second
half of 2000 has been estimated on the assumption that the oil price
will remain at $30 per barrel in the fourth quarter.

2 The overall increase in nominal prices in the most recent
episode is also smaller than that registered during the second oil
crisis. This is due to the high rates of inflation prevailing in the
industrial countries at the end of the seventies.

the second half of 1999 (Table 1). The continuation
of the robust expansion, therisein oil prices and the
further decline in the unemployment rate initially
raised fears of arapid acceleration in prices.

The annua rate of increase in consumption
declined from 7.6 per cent in the first quarter to 3.1
per cent in the second. Fixed investment, while still
growing strongly, moderated dightly. In the summer
other indicators also signaded a slowdown in

economic activity. In the third quarter industrial
production decelerated considerably and the growth
of private-sector employment eased. Preliminary
data released at the end of October confirmed the
slowdown: the GDP growth rate decreased to 2.7 per
cent in the third quarter. The large productivity gains
achieved by the non-farm private sector in the second
quarter (5.2 per cent compared with a year earlier)
outstripped the rise in the cost of labour (4.7 per
cent), aleviating worries about price trends.
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Figure2

Nominal exchangeratesand indicators
of competitivenessof leading currencies
(monthly averages)
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(1) Units of the first currency per unit of the second. - (2) Right-hand scale. -
(3) Left-hand scale. - (4) Indices, January 1999=100, on the basis of producer prices
of manufactured goods. The source for the index for the euro is the ECB. The
methodology of its calculation is given in the ECB Monthly Bulletin, October 1999, Box
5. A rise corresponds to a loss of competitiveness.

Observersareincreasingly convinced that theUS
economy’s capacity for continued rapid growth and
low inflation is due to massive investment in new
information technology. Such investment surged
againinthefirst half, by nearly 30 per cent compared
with thefirst half of 1999. Itsincidence on GDP thus
roseto 7.2 per cent in the second quarter, compared
with 2.1 per cent in the second quarter of 1991, when
the current expansion got under way.

In the last four years theinflation risk connected
with labour market pressures has been reduced
by large gains in productivity concentrated in
manufacturing. In the absence of direct data on
productivity in services, indications can be drawn
from a comparison of the manufacturing sector with
the broader non-farm private sector (76 per cent of
the entire economy). Their respective rates of
productivity growth (measured in the former on the
basisof grossoutput, inthelatter onvalueadded) rose
from 6.3 to 7.0 per cent and from 2.2 to 5.2 per cent
between the second quarter of 1999 and the second
guarter thisyear. The substantial narrowing of thegap
presumably reflects an acceleration in the service
sector, sincetheratio of valueadded to grossoutputin
manfuacturing can be assumed to have held constant.

Table 1

Economic indicatorsfor the main industrial countries
(at constant prices; unless otherwise indicated, annualized percentage changes)

Household Changes in .
S T e A = T

United States

1999 ... 4.2 5.3 3.3 9.2 -0.4 5.2 -1.2

2000HL ... 5.9 6.0 2.7 12.7 -0.1 6.5 -0.9
Japan

1999 ... 0.2 12 1.3 -1.2 0.1 0.5 -0.3

2000H1 ............... 4.3 2.9 0.2 3.9 0.3 3.2 1.2
Euro area

1999 ... 2.4 2.7 1.4 5.3 2.9 -0.4

2000H1 ............... 3.7 3.2 1.7 4.8 3.2 0.5
United Kingdom

1999 ... 2.2 4.3 3.3 6.1 -0.7 3.7 -1.6

2000H1 ........... ..., 2.7 3.6 0.9 0.5 0.7 3.3 -0.8

Sources: National statistics and ECB.

(1) Comprises consumption of resident households and non-profit institutions serving households. - (2) For the United States, private investment; public investment is included
under “government consumption”. - (3) For the euro area and the United Kingdom: changes in stocks and valuables. - (4) Contribution to GDP growth with respect to the previous

period, at an annual rate, in percentage points. - (5) Goods and services.
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However, the US economy continues to display
some worrying financial imbalances: the large and
mounting payments deficit on current account and
high household debt.

Therapid expansion of domestic demand and the
pronounced appreciation of the dollar have
generated an acceleration in goods imports, whichin
the first eight months were 14.8 per cent higher by
volumethan ayear earlier. The balance-of -payments
deficit on current account rose to $208 hillion
through June compared with $146 billion in the first
half of 1999. The IMF forecasts a deficit of 4.2 per
cent of GDP for the year, further worsening a net
debtor position that amounted to $1.5 trillion or 15.8
per cent of GDP at the end of 1999. The mounting
deficit was readily financed by net inward portfolio
investment ($168 billion) and direct investment ($48
billion). The former resulted mainly from massive
purchases of equities by European investors, mostly
in the first quarter.

In the euro area, economic activity gathered
speed in thefirst half. GDP grew at an annual rate of
3.7 per cent, compared with one of 3.4 per cent in the
second half of 1999. The pick-up reflected above all
an acceleration in consumption to an annual rate of
growth of 3.2 per cent, compared with 2.3 per centin
the second half of 1999. Despite the gains in
competitiveness due to the depreciation of the euro,
the contribution of net exports was modest. Both
exports and imports of goods and services rose at an
annual rate of closeto 11 per cent, asin the previous
half-year. Economic growth produced a significant
improvement in labour market conditions. The
unemployment rate fell from 9.6 per cent in January
t0 9.0 per cent in August.

The deficit on the current account of the balance
of payments of the euro arearoseto $18 billioninthe
first eight months of the year. The deterioriation was
due mainly to a substantial reduction in the trade
surplus, reflecting the worsening of the terms of
trade on account of the rise in oil prices and the
depreciation of the euro. While area residents again
made substantial direct investments abroad, mainly
in the United States, the outflows were more than
offset by inflows, notably the takeover of
Mannesmann, the German telecommunications

corporation, by Vodafone AirTouch of the United
Kingdom.

In Japan output resumed growing in the first
half, at an annual pace of 4.3 per cent, with alarge
boost from household spending, which rose by 2.9
per cent, and net exports, fostered by the economic
upswing in Asia. Therewasinvestment growth of 3.9
per cent, attributablein thefirst quarter entirely tothe
private sector and in the second to the public sector,
as a result of the supplementary budget package
passed in November.

The Tankan survey in October found a further
increase in Japanese business confidence. The
improvement, which began in the first quarter of
1999, has been sustained since the second half of last
year by a strong recovery in profitability. The
average profits of large manufacturing firms in the
three quarters ending in June were more than 50 per
cent higher than a year earlier. The gain stemmed
from alarger increase in sales (5.5 per cent) than in
total costs (4.5 per cent); in particular, staff costs
decreased by 1.2 per cent and interest expensefell by
11 per cent (Figure 3). In the fiscal year ending in
March the financia surplus of private firms rose to
4.4 per cent of GDP, compared with 2.3 per cent the
previous year. Firms' greater liquidity reduced their
use of externa finance. Bank credit to the private
sector, net of write-offsof bad debts, has continued to
declinein 2000 as well.

Figure3

Japan: itemsfrom large manufacturers
financial statements
(quarterly averages, percentage changes
on year-earlier period)
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Source: Japanese Ministry of Finance, Financial Statements Statistics of
Corporations by Industry.

(1) Left-hand scale. - (2) Right-hand scale.
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In the United Kingdom economic activity
expanded at an annual rate of 2.7 per cent in thefirst
half. Price rises have remained modest so far, mainly
reflecting the sharp appreciation of the pound. In
August the twelve-month rate of consumer inflation,
net of mortgage loan interest, was 1.9 per cent.

In Asia the upturn of 1999 strengthened,
extending to Indonesia and some smaller economies
(Table 2). In China fiscal stimulus continued to
sustain domestic demand; exports also made a
substantial contribution to growth.

In Latin America, after the turmoil of 1999,
economic activity benefited from more relaxed
conditions in the financia markets and, in some
countries, the rise in oil prices. In Brazil output
strengthened, fueled mainly by an upswing in

consumption and investment. Thanks to the
economic expansion the primary budget surplus for
the public sector rose from 3.2 per cent of GDP in
1999 t0 4.3 per cent in thefirst three quarters of 2000,
better than the target agreed with the IMF. A
continuing cause for concern is the situation in
Argentina, the only country in South Americawhose
growth forecast for 2000 was revised significantly
downwards in May. Restrictive budgetary measures
were afactor in depressing investment, provoking a
sharp slowdown in industrial production beginning
in June. In May the unemployment rate had risen to
15.4 per cent. The situation has prompted fears that
the country may not be ableto carry out the structural
reforms planned. In September the government
negotiated new, lessrestrictive public finance targets
with the IMF.

Table 2

Economic indicatorsfor selected emerging countries
(at constant prices; unless otherwise indicated, percentage changes on year-earlier period)

Weights in world GDP Domestic demand (2) Net exports (3)
p%gﬁfc{‘i‘;ticl’ggg 1999 2000 1999 2000 1999 2000
@ Year H1 Year H1 Year H1

Latin America

Argentina............ouiiiiiii 1.1 -3.1 0.8 -4.3 0.7 1.3 0.1

Brazil ....... ... 29 0.8 3.8 -2.4 e 3.2 e

MEXICO . ..ot te 1.9 3.7 7.8 34 10.0 0.3 -2.2
Asia

China ...... ... . 10.2 7.1 8.2

SouthKorea ............ooiiiiiiina... 1.7 10.7 11.1 13.7 9.3 -0.8 3.1

Philippines ... 0.8 3.3 3.9 0.3 -15 3.0 5.5

INdia (4) .o 5.4 6.4 5.8 (5) .. e e e

Indonesia ................ ... 1.3 0.3 3.9 -25 -0.2 3.0 4.0

Malaysia ... 0.5 5.8 10.3 2.0 14.3 4.1 -1.7

Thailand ........ ... .. 0.9 4.2 5.9 6.4 8.9 -11 -1.7

Taiwan . ... 5.4 6.7 29 5.7 2.5 1.1
Europe

Poland ........ ... 0.8 4.1 5.6 5.4 e -1.6

RUSSIA ... 2.4 3.2 7.5 29 e 0.4 e

Turkey ... 1.1 -5.1 5.2 -4.0 8.1 -0.9 -34

Sources: National statistics, World Bank and OECD.

(1) Valued on a PPP basis. - (2) Includes changes in stocks and statistical discrepancies. - (3) Goods and services. Contribution to GDP growth with respect to the same
period of the previous year. - (4) GDP at factor cost, fiscal year (April to March). - (5) First quarter.




ECONOMIC BULLETIN - No. 31, OCTOBER 2000

ECONOMIC DEVELOPMENTSAND POLICIES

Russia registered GDP growth of 7.5 per cent in
thefirst half compared with thefirst half of 1999, and
both the balance of payments on current account and
the government budget improved considerably.
These results, better than expected, were due in part
to import substitution deriving from the earlier
devaluation of theruble and from therisein the price
of ail, of which the country isamajor exporter.

Prices

Consumer pricesin the United States and Europe
were affected by theincreasein oil prices, which was
both larger and more persistent than had initially
been expected. Between the beginning of January
and the end of October the average price of themain
varieties of crude (WTI, Brent and Dubai) rose by 29
per cent.

Between January and September metal prices
remained unchanged while those of other raw
materials declined: food products by 3.1 per cent and
non-food agricultural products by 11.9 per cent
(Figure 1). The result was a substantial worsening in
the terms of trade for the non-oil-producing
developing countries.

In the United Sates the twelve-month rate of
consumer inflation rose from 2.7 per cent in January
t0 3.7 per cent in June beforefalling to 3.5 per centin
September (Figure 4). The index of prices net of
energy and food products accelerated from 2.0 per
cent in January to 2.5 per cent in September. Private
forecasters do not appear to consider that the faster
pace of consumer inflation will persist: according to
Consensus Forecasts, between January and October
expectations of averageinflation for thisyear rose by
0.7 percentage pointsto 3.3 per cent, while those for
2001 rose by only 0.2 points to 2.7 per cent. The
financial markets also seem immune to symptoms of
higher inflation expectations in the long term:
between May and October the yields on 10-year
swaps declined by about 0.8 percentage points.

The sharp rise in oil prices and the depreciation
of the euro have also led to higher inflation in the

euro area: the twelve-month rise in the harmonized
index of consumer pricesincreased from 1.7 per cent
in December to 2.8 per cent in September. Core
inflation climbed slowly but steadily, from1.1t0 1.4
per cent.

Figure4

Consumer pricesinthemainindustrial countries(1)
(twel ve-month percentage changes)
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Sources: National statistics and Eurostat.

(1) For the euro area, harmonized index; for the United Kingdom, retail price index
excluding mortgage interest payments.

Notwithstanding the background of cyclical
recovery and exogenous pressures on prices, the
upward revision of inflation expectations has been
contained. After widening in the early months of last
year, the differential between nominal and real bond
yields - the latter being derived from index-linked
securitiesissued in France - hasbeen stablethisyear.
According to Consensus Forecasts, average
expectations of inflation in the euro area for 2000
rose from 1.6 to 2.2 per cent between January and
October; those for 2001, which assume an
improvement in the exchange rate and in oil prices,
from 1.6 to 2.0 per cent.

In Japan the first nine months of the year saw no
significant easing of the fall in consumer prices; in
September the twel ve-month rate of change stood at
-0.8 per cent, compared with -1.1 per cent in
December last year. Consumer durables were hit
hardest by the fall in prices, recording a decline of
7.6 per cent in September. Producer prices remained
unchanged, despitetherisein oil prices, thankstothe
simultaneous reduction in prices of machinery,
particularly electrical machinery (-2.9 per cent in
September). In some sectorsthe lower prices seemto
reflect changesin the structure of supply, particularly



ECONOMIC BULLETIN - No. 31, OCTOBER 2000

ECONOMIC DEVELOPMENTSAND POLICIES

on account of keener competition and stepped-up
rationalization of distribution.

Wages continued to be affected by the persistent
slack in the labour market and the ongoing process of
restructuring in the major manufacturing firms.
Following the fall recorded in 1998-99, wages rose
only dightly on averagefor thefirst eight months (by
0.7 per cent over the corresponding period of the
previous year).

Monetary policies

In the United States monetary policy was aimed
at slowing down the expansion of domestic demand
to bring it into line with potential growth. In the euro
areait wasaimed at curbing inflation expectations by
contrasting the pressures on prices and wages
coming from the rise in oil prices and the
depreciation in the exchange rate. In Japan the gain
in economic activity induced the authorities to alter
their strategy of keeping very short term interest
rates at zero and they were made dightly less
expansionary.

Following the increase of 0.5 percentage points
last May, the Federal Reserve has left the target
federal funds rate unchanged at 6.5 per cent. With
growth still accelerating and moderate abeit rising
inflation, the decision not to alter interest rates is
justified by the emergence of signs that economic
activity is slowing down. The decision was largely
dueto thereduction in unit labour costsin the second
quarter. Market opinion, deduced from futures
contracts, seems to be that the monetary manoeuvre
that began in June last year and which has to date
produced six successive increases in the federal
funds rate for atotal of 1.75 percentage points, will
keep the economy on anon-inflationary growth path.
Until September the rise in the policy rate had not
tranglated into changes in the real short-term rate,
which had been stable at just above 3 per cent (Figure
5). During the previous restrictive phase, which
began in February 1994, thereal rate rose along with
the policy rate by about 3 points in a year.
Expectations of increases in short-term rates this

December, which at the beginning of June stood at
around 0.6 percentage points, gradually came down
before disappearing in mid-September.

Figure5

Real short-terminterest rates
inthemain industrial countries(1)
(to June 2000, monthly averages; from September 2000,
quarterly data)
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Japan (forecasts) e Euro-4 (forecasts) (2) « United States (forecasts)

Sources: ECB, national statistics, Datastream, Consensus Forecasts (September
2000).

(1) Until June 2000, calculated monthly as the nominal three-month interest rate
less actual inflation in the subsequent three months. From then on, calculated quarterly.
For the quarter ending in September 2000, the nominal rate for that month less the
Consensus Forecasts inflation forecast for the following quarter; subsequently, the
nominal three-month interest rate expected for the last month of the quarter, based on
futures contracts of 26 October, less forecast inflation for the following quarter, from
Consensus Forecasts. - (2) Weighted average for Germany, France, Italy and Spain.

The Eurosystem raised the rate on its man
refinancing operations in June, August and the
beginning of October by a total of one percentage
point, to 4.75 per cent. Since November 1999, when
the restrictive phase wasintroduced, the Eurosystem
hasraised the reference rate seven timesfor atotal of
2.25 points, resulting in an increase of more than one
point in the real short-term interest rate. In assessing
the magnitude of the restriction, we must consider
the simultaneous depreciation of the euro. At theend
of October the prices of futures contracts on
three-month Euromarket deposits indicated broadly
stable short-term rates, around 5.1 per cent, for 2001,
in line with the current level of three-month yields;
the overnight rate is currently 4.8 per cent.

After pushing very short-term interest rates
down since February 1999 to approach zero, the
Bank of Japan raised the overnight rate to 0.25 per
cent in mid-August. The measure was motivated by
the recovery in economic activity in the first two
months of thisyear, suggesting that the acute stage of
economic weakness is over. The futures markets do
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not indicate expectations of further increases in the
policy rates in the short term, and the monetary
stance remains decidedly expansive.

Budgetary policies

This year again saw marked differences in the
fiscal policy stances of the leading industria
countries. Cyclically adjusted preliminary estimates
by the IMF and the European Commission suggest
that the US budget surpluswill grow further; in Japan
the deficit will increase, whilein the euro areait will
remain broadly unchanged.

In the United States, the federal budget surplus
net of the social security surplus for the fiscal year
that ended in September rose to $84 hillion, about
three times the figure forecast in April. Recent
estimates by the Congressional Budget Office (CBO)
indicate an overall surplusin excess of $230 hillion,
or 2.4 per cent of GDP, one of the best performances
since the Second World War. This is due largely to
the robust economic growth, which has produced
much higher revenue than expected. The structura
surplus estimated by the IMF hasrisen only dlightly,
from 0.6 to 0.8 per cent of GDP. The CBO estimates
that in the ten years between 2001 and 2010,
assuming average annual growth rates for the
economy of 2.9 per cent and no change in real
expenditure, the cumulative federal budget surplus
will be about $4,600 billion, equal to about 3.6 per
cent of GDP in each year.

In the euro area the general government deficit,
excluding revenue from the sale of mobile telephone
licenses, is expected to decline by about 0.5
percentage pointsin 2000, from 1.3 per cent of GDP
in 1999. Net of the positive effects of the cycle it
would remain at 1999 levels. According to European
Commission estimates, the area’s ratio of debt to
GDP, which was 72.1 per cent last year, should
decline by about two percentage points.

In Japan, fiscal policy remained expansionary,
notwithstanding the growing burden of public debt,
which rose to 136 per cent of GDP. The budget for

the fiscal year that began in April envisages higher
spending and additional tax relief totalling ¥2.6
trillion, or 0.5 per cent of GDP. In the second half of
October the government introduced a new
expansionary package, which will be submitted to
Parliament in mid-November. Thisamountsto ¥11.6
trillion, or 2.1 per cent of GDP, ¥4.7 trillion of which
is to be invested in infrastructure and projects
involving new technologies, and ¥4.5 trillion to go to
small and medium-sized firms. The IMF estimates
that the general government deficit, net of the socia
security surplus, will rise to 9.5 per cent of GDP,
from 9.2 per cent last year; in structura terms the
deficit isexpected to grow from 7.9 to 8.3 per cent of
GDP.

Thestock markets

In the United States the share market has
fluctuated widely. At the end of October prices were
lower than at the beginning of the year. The market
has been affected by the perception, more marked
from the summer on, of a slowdown in economic
growth, and by the failure of corporate profits to
perform as well as expected.

The US share market peaked in March; between
April and May prices came down by about 10 per
cent, but picked up thereafter until early September
(Figure 6). The recovery strengthened after the
substantial waning of expectations that the Federal
Reserve would adopt further restrictive measures.
Another factor in the recovery was news that
corporate profits were set to expand in the second
quarter at an annualized rate of 15 per cent compared
with the corresponding period of 1999. The genera
share index recorded an overall loss of 9 per cent in
September and October, leaving prices about 6 per
cent lower than at the beginning of the year.

Share prices in the euro area were afffected by
the restrictive monetary stance adopted in response
torising inflation. Between the peak at the beginning
of March and the end of October the Euro Stoxx
index of the most strongly capitalized firms
gradually shed 12 per cent of its value. National
share market indices have performed variously:
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prices fell by 7 per cent in Italy, by 9 per cent in
France and by 18 per cent in Germany.

Figure 6

Long-terminterest ratesand shareindices
inthemain industrial countries
(monthly averages)
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(1) Yields on 10-year government bonds. - (2) Indices, January 2000=100.

For equities listed in the general indices of the
United States and the euro-area dividend yields
remain particularly low, dlightly above last year's
minimum values; in October they stood at 1.0 and 1.8
per cent of share prices, respectively. Given that US
and European firms have frequently conducted share
buy-backs in recent years, the ratio presumably
underestimates profitability. Estimates based on the
US market that take this practice into consideration
suggest a2 per cent dividend yield for firmsincluded
in the general index.

For firms specializing in information technology
the dividend ratio is 0.4 per cent in the United States
and 1.2 per cent in the euro area, respectively about
four-fifthsand one half lower than at the end of 1994.
These particularly low ratios may be partly
attributabl e to the extremely good growth prospects
for the sector’s profits - and, therefore, share prices
- which are generally somewhat restrained in the
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early stage of firms operations. The high volatility
of prices nonetheless points to continuing
uncertainty regarding these firms  future
profitability. Price indices for sharesin this sector in
the euro area gained more than 130 per cent between
October 1999 and the beginning of March this year,
only to lose 34 per cent between then and the end of
October, putting them back at last December’s
levels. Their share of total market capitalization has
increased from an average of 22 per cent in 1999 to
32 per cent in the first nine months of thisyear. The
index of technological equities in the United States,
Nasdaq, has also collapsed. After losing about 35 per
cent between the end of March and the end of May,
pricesrecovered abit more than half their loss by the
end of August, but the spread of fears that this
sector’'s profits for the second half-year were
diminishing substantially led to a new fall of 23 per
cent by the end of October. In the first ten months of
this year the Nasdag index lost 16 per cent.

In Japan the bull market in equities between
October 1998 and last February was followed by a
downturn, with aloss of 19 per cent between March
2000 and the end of October. Prices were depressed
partly by the high number of company failures,
especidly in the insurance sector. In October two
major firms crashed, leaving liabilities in excess of
$60 billion. Japanese equity priceswere al so affected
by a supply glut triggered by massive reductions in
cross holdings in the portfolios of Japanese firms,
which starting next March will be required to value
their portfolio shares at market prices, rather than
historical values as previoudly.

In the emerging countries of Asia, despite the
sharp expansion of output, stock market indices have
fallen significantly since the beginning of theyear. A
first decline came between March and May, in the
wake of the plunge in US technological share prices,
which are crucial to Asian share prices, asthe hi-tech
sector accounts for a major share of total market
capitalization. Prices fell further during the summer
(Figure 7).

Share prices came down sharply in Latin
America as well. In Argentina the decline has
amounted to 25 per cent since the beginning of the
year, as the economic picture has deteriorated. In
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Brazil, even though economic growth has regained a
rapid pace, share prices have fallen by 10 per cent.
The stock market index in Russia, which after its
1998 collapse had gained 250 per cent in 1999, rose
by afurther 18 per cent.

Figure?7

Shareindicesin selected emer ging countries
(average weekly data; indices, 1st week
of January 2000=100)
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Thebond markets

In the United States long-term interest rates
began to decline at the beginning of the year,
stabilized in April, then resumed their downward
course in mid-May. Ten-year Treasury bond yields
reached their low for the year at the end of October at
5.7 per cent, one point lower than in January (Figure
6). As short-term rates had been rising since June
1999, the dope of the yield curve was inverted,
turning negative at the end of March. This could
indicate expectations of weakening economic
growth and a consequent easing of monetary
conditions, but it must be assessed cautiously, in that
both the corresponding curve based on swaps

(primarily an interbank market) and that based on
corporate bonds still slope upwards. The sharp
reduction in long-term government paper was duein
part to short supply brought about by adiminutionin
net issues given the budget surplus and by outright
buy-backs on the secondary market. The Treasury
conducted sixteen such operations between March
and October, for atotal of morethan $25 billion. Nor
can it be ruled out that the difference in dope
between public and private yield curves also reflects
an increment in the risk premium on corporate
bonds. This could stem from the increasing leverage
of privateissuers, induced by the greater debt burden
following the recent rise in short-term rates. The
yield differential between ten-year swaps and
Treasury bonds peaked in May at 1.4 percentage
points, 0.6 points more than at the beginning of the
year, and has remained wide (1.1 points at the end of
October).

In the euro area bond yields have been stable
since May; at the end of October they stood at around
5.4 per cent. Thus despite therisein short-term rates,
which increased by 0.7 points to 5.1 per cent, the
slope of the yield curve remains slightly positive.

In Japan the central bank’s recent decision has
not had major repercussions on the bond market, asit
had been broadly discounted. The rate on ten-year
bonds rose by 0.1 points between the beginning of
August and the end of October, to 1.8 per cent, while
short-term rates rose by 0.3 points. By international
standards Japanese long-term yields are low,
especially given the high ratio of public debt to GDP.
A sudden rise could result in potentially heavy losses
for the banks, which have recently increased their
portfolio share of public paper.

In Russia the ruble has remained stable, while
overnight rates have come down sharply, from 10
per cent at the beginning of the year to under
4 per cent. The foreign exchange reserves have
more than doubled. The differential between
dollar-denominated bonds and the equivalent US
Treasury paper has narrowed by more than 3
percentage points. However, it remains among the
widest in the emerging countries at around 11 points.
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ECONOMIC DEVELOPMENTSIN THE EURO AREA AND IN ITALY

Production, demand and the balance of payments

Economic activity

Economic activity in the euro area continued to
expand rapidly in the first six months of 2000, with
GDPgrowingat anannual rateof 3.7 per cent, dightly
faster than in the second half of 1999 (Table 3).
Theincreasewaslargely fueled by domestic demand;
net exports provided only dight stimulus. In the
second quarter, however, the expansion showed signs
of slackening in amost al the main countries,
accelerating significantly only in Germany. Ac-
cording to thelatest indicators, the negative effects of
therisein oil prices are likely to cause a weakening
of domestic demand intheeuro areainthe second half
of the year, with annua rates of economic growth
easing to around 3 per cent.

InlItaly robust GDPgrowthinthefirst quarter (4.3
per cent on an annual basis) was followed by asharp
weakening in the second, when the rate fell to one
quarter of itspreviousvalue (Table 4). Inthefirst six
months of 2000 GDP grew at an annual rate of 3 per
cent, only dlightly narrowing the gap vis-avis the
euro area as awhole.

Most of the expansion in Italian economic
activity inthefirst half occurred in the service sector,
whosevalueadded at constant pricesroseat anannual
rate of 3.8 per cent. The growth in industry was
markedly smaller. In particular, the rise in the value
added of the manufacturing sector slowed down
during the spring. By contrast, the construction
industry achieved good results, asit had inthe second
half of 1999.

The index of industrial production, adjusted for
seasonal factors and the different number of working
days, was on average 4.2 per cent higher in the first
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eight months of 2000 than in the same period of 1999
(Figure 8).
Figure8

Italy: industrial output, ordersand stocks
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Sources: Based on Istat and ISAE data.

(1) Index, 1995=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 difference between the percentage of positive replies (“high”, “increasing”) and that
of negative replies (“low”, “decreasing”) to ISAE surveys, not weighted by size of firm. The
trend figures refer to the responses for 3-4 months ahead. Seasonally adjusted except
for export orders and stocks of finished products.

Activity dowed down during the summer,
recording decreases in June and July that were only
partly recouped in August. Among the other
euro-areacountries, Germany maintained agood rate
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Table 3
GDP, imports and the main components of demand in the leading euro-area countries
(at constant prices, seasonally adjusted data; percentage changes)
On year-earlier period On previous period. at an annual rate
1999 2000 1999 2000
Q3 Q4 Year 01 Q2 H1 Q3 Q4 01 Q2 H1
GDP
Germany ........... 1.6 2.4 1.6 2.3 3.6 3.0 3.6 3.0 3.1 4.7 3.5
France ............. 3.1 3.4 3.0 3.5 34 3.4 4.0 4.0 2.6 2.9 3.0
taly ............... 1.3 2.2 1.4 3.0 2.6 2.8 2.9 2.2 4.3 1.1 3.0
Spain .............. 3.7 4.1 4.0 4.2 3.9 4.1 2.4 4.9 4.9 35 4.6
Euroarea .......... 2.5 3.2 2.4 3.4 3.7 3.6 3.8 3.8 3.8 35 3.7
Imports
Germany ........... 8.5 10.1 8.1 10.1 10.2 10.1 8.0 11.1 8.4 13.3 10.3
France ............. 3.8 7.3 4.4 12.6 13.7 13.1 10.4 14.8 16.7 13.0 15.3
taly ............... 3.8 4.0 3.4 5.7 8.0 6.9 -1.2 12.9 .. 22.1 8.4
Spain .............. 12.6 14.1 11.9 14.8 10.6 12.6 11.8 14.6 55 10.6 9.0
Euroarea .......... 7.0 9.0 6.1 10.5 11.3 10.9 10.9 12.1 8.3 13.9 10.6
Exports
Germany ........... 6.3 10.8 5.1 13.9 13.5 13.7 15.4 11.8 13.8 13.1 13.1
France ............. 55 8.9 4.0 12.8 14.7 13.8 19.7 7.7 15.0 16.6 13.6
taly ............... 0.4 5.8 -0.4 9.5 9.5 9.5 15.8 6.4 8.8 7.4 7.9
Spain .............. 6.0 12.1 6.6 10.2 10.4 10.3 3.8 20.8 -0.4 19.0 9.3
Euroarea .......... 5.7 9.7 4.5 12.3 12.8 13.8 15.5 11.8 10.8 13.0 11.6
Household consumption (1)
Germany ........... 2.4 2.3 2.6 0.7 2.2 1.5 2.0 1.9 -0.1 5.3 1.7
France ............. 2.3 2.3 2.3 2.9 2.5 2.3 3.5 2.4 3.2 0.8 2.4
taly ............... 1.5 1.3 1.7 1.9 2.1 2.0 1.2 0.6 4.5 2.1 2.9
Spain .............. 4.6 4.4 4.7 4.5 4.0 4.3 4.0 3.3 7.7 1.1 4.9
Euroarea .......... 2.6 2.6 2.7 2.4 3.0 2.7 2.9 2.3 3.4 3.6 3.2
Gross fixed capital formation
Germany ........... 3.9 4.2 3.3 4.2 2.1 3.2 8.8 -3.4 8.5 -4.6 2.1
France ............. 7.1 6.4 7.3 6.0 6.3 6.1 5.7 4.6 7.8 7.1 6.8
taly ............... 4.8 6.9 4.4 7.6 7.3 7.4 5.3 8.3 8.7 6.7 8.1
Spain .............. 8.8 6.2 8.9 6.4 54 5.9 6.3 2.8 3.0 9.8 4.6
Euroarea .......... 5.8 5.6 5.3 5.7 4.8 5.2 7.9 1.4 7.9 2.1 4.8
National demand

Germany ........... 2.1 2.2 2.4 1.2 2.5 1.9 1.4 2.7 1.5 4.5 2.6
France ............. 2.6 2.9 3.0 3.2 2.9 3.1 1.6 5.6 2.7 1.7 3.2
taly .............. 2.2 1.6 2.5 1.9 2.1 2.0 -1.6 3.8 1.8 4.7 3.0
Spain .............. 5.6 4.8 55 5.6 4.1 4.8 4.7 3.6 6.7 15 4.6
Euroarea .......... 2.9 2.9 2.9 2.7 3.1 2.9 2.2 3.8 2.8 3.6 3.2

Source: Based on national statistics.
(1) Comprises consumption of resident households and non-profit institutions serving households.
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Table4
Italy: resourcesand uses of income
(at constant prices, seasonally adjusted data;
percentage changes on previous period, at an annual rate, except where indicated otherwise)
o é?gei . 1999 2000
age qf H1
61%2 9|n Q3 Q4 H2 Year Q1 Q2 H1 @
Resources
GDP . - 29 2.2 2.6 1.4 4.3 11 3.0 -
IMPOrtS ... 26.8 -1.2 12.9 54 3.4 .. 22.1 8.4 -11
GOOAS ..o 20.5 0.9 15.7 9.5 4.5 15 25.4 10.6 -11
SEIVICES ..t 6.4 -7.9 4.2 -6.8 . -5.2 11.2 1.0
Total resources . ..., - 2.0 4.4 3.2 1.8 34 5.3 4.1 -
Uses
Gross fixed capital formation .............. 19.7 5.3 8.3 6.8 4.4 8.7 6.7 8.1 0.8
Construction . ........... i 8.1 4.1 7.4 5.6 1.8 7.0 4.6 6.5 0.3
Machinery, equipment and sundry products 9.4 7.8 7.2 8.0 5.3 10.1 7.8 8.8 0.4
Transport equipment ................... 2.2 -0.4 16.7 6.0 10.5 9.2 9.4 11.1 0.1
Consumption of resident households . ...... 59.6 1.1 0.6 1.1 1.7 4.5 2.1 2.9 0.9
Non-durable goods .................... 26.8 -11 1.2 -0.1 0.5 0.4 3.7 1.4 0.2
Durablegoods ........................ 7.2 -0.4 0.9 1.8 4.5 27.3 -0.5 12.9 0.5
ServiCeS ...t 26.6 3.0 2.6 29 2.1 4.6 2.4 3.5 0.5
Other domesticuses (2) .................. 19.3 -15.8 9.3 -4.7 3.1 -12.6 11.2 -1.8 -0.2
Total nationaldemand . ................... 98.7 1.6 3.8 1.0 25 1.8 4.7 3.0 15
EXports ... 28.1 15.8 6.4 11.2 -0.4 8.8 7.4 7.9 1.1
GO0dS .. 22.1 12.8 12.4 12.4 -1.0 33 16.0 8.6 1.0
SEerviCeS ... 6.0 27.2 -13.0 7.0 1.9 32.1 -19.7 5.1 0.2

Sources: Based on Istat data.

(1) Contribution to the growth in GDP in relation to the previous period. - (2) Comprises consumption of general government and non-profitinstitutions serving households, the change

in stocks and valuables, and statistical discrepancies.

of growth in industrial production, abeit with
pronounced monthly fluctuations (Figure 9).

The survey of firms in industry excluding
construction conducted by the Bank of Italy in
September found that in the summer orders were
rising for 43 per cent of firms, stable for 47 per cent
and declining for 10 per cent. Overall, demand is
expected to grow in the next six months, domestic
demand dlightly less vigorously than exports.

Indications of apossible dowdown in activity in
the second half of the year emerge from the ISAE
surveys. the opinions of manufacturing firms
regarding the present level of demand and
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expectations three to four months ahead appear to
suggest a leveling-off or a slight decline after a year
of intense expansion. Since March the composite
leading indicator of the Italian business cycle,
prepared by the Bank of Italy and the ISAE, hasalso
signaled the possibility of a dight deceleration
(Figure 10). The indicator, which leads movements
in the economy by around six months, reflects
the reduced optimism of households and firms and
the negative contribution of the variables connected
with developments in the money and financial
markets.

The cyclical indicators derived from the surveys
conducted by INSEE in France and IFO in Germany
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show adecline in confidence in the industrial sector.
The purchasing managers index for the mgjor
countries is also down from the peaks recorded in
early spring.
Figure9
Industrial output

and theclimate of confidenceamong
firmsand consumer sin selected euro-area countries
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(1) Index, 1995=100. Moving averages for the three months ending in the reference
month. Data adjusted for the different number of working days in the month and
seasonally adjusted. - (2) Calculated by the European Commission as the average of the
seasonally adjusted percentage balances of the responses to questions regarding
assessments of demand, expectations for output and stocks of finished products. -
(3) Calculated by the European Commission as the average of the seasonally adjusted
weighted percentage balances of the responses to five questions concerning consumers’
opinions and expectations regarding the economic situation, both general and personal,
and the advisability of purchasing durable goods.

In Italy, pre-tax profits as a proportion of value
added in the private sector remained at historically
high levelsin thefirst six months of the year (around
37 per cent inindustry excluding construction and 48

per cent in services). The second half of the 1990s
differed from earlier periods in Italy’s economic
development, in that the combination of high profits
and aprogressivedeclineinthecost of money wasnot
accompanied by particul arly strong capital spending.
In thefirst half of this year, however, the pick-up in
fixed investment in Italy exceeded that in the other
major countries of the euro area.

Figure 10

Indicatorsof theltalian businesscycle (1)
(indices, 1995=100)
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(1) The method of constructing the two indicators is described in F. Altissimo, D.J.
Marchetti and G.P. Oneto, “The Italian Business Cycle: Coincident and leading indicators
and some stylized facts”, Temi di Discussione del Servizio Studi della Banca d'ltalia,
No. 377.

Consumption and disposable income

In the euro area resident households con-
sumption at constant prices increased at an annual
rate of 3.2 per cent in the first half of the year. The
dowdown in consumer spending in France was
countered by an acceleration in Germany. Despite a
dackening in the second quarter, the annualized
increase recorded in Spain in the first half (4.9 per
cent) was higher than the area-wide average.

In Italy the contribution of consumption to GDP
growth in thefirst half of 2000 was larger than in the
second half of last year (0.9 percentage points,
compared with 0.3 points; Figure 11). Theannualized
increase in resident households spending (2.9 per
cent) was lower than the average for the area, but for
thefirst timein three years it was nonethel ess higher
than in France and Germany (2.4 and 1.7 per cent
respectively). Consumption quickened appreciably
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Figure 11

Contributionsto thegrowth of GDPin themain euro-area countries(1)
(at constant prices; percentage points)
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(1) In relation to the previous period. - (2) Comprises consumption of resident households and non-profit institutions serving households.

in the first quarter, particularly in the service sector,
where it grew at an annual rate of 4.6 per cent, and
aboveall in the durable goods sector, whereit surged
by 27.3 per cent under the impetus of car purchases.
The slowdown that followed in the second quarter
reflected a softening of households' optimism about
the economic outlook in Italy (Figure 12).

Non-durable goods were the least dynamic
component of consumption in the first half of 2000,
increasing by 0.7 per cent on average from a year
earlier. Spending on services also recorded only a
small increase compared with the preceding six
months. These trends reflect the modest growth in
households' rea disposable income, which on the
basis of preliminary data can be estimated at 1.5 per
cent in the first half of the year compared with the
corresponding period of 1999, before adjustment for
the erosion of the purchasing power of net financial
wealth due to the acceleration in inflation during the
period; if this factor were taken into account, the
increasein disposableincomewould be considerably
smaller.

Compensation of employees rose in rea terms
by just under 2 per cent compared with the first
six months of 1999, driven by the increase in
employment. Income from self-employment rose
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moreslowly. Theincreasein taxesand social security
contributions was broadly offset by higher social
benefits.

Investment and stocks

Grossfixed investment in the euro arearose at an
annual rateof 4.8 per cent at constant pricesinthefirst
half of the year, fueled by buoyant domestic demand
and exports. In Franceinvestment growth accel erated
to an annualized rate of 6.8 per cent. In Germany, by
contrast, there was an increase of only 2.1 per cent,
with adeclinein the second quarter: the slowdownin
spending on machinery and equipment, transport
equipment and intangible goods compounded a
nine-month decline in investment in construction.
In Spain gross fixed investment was concentrated
in construction. After years of rapid expansion,
capital spending on other goods made a negative
contribution to the growth in GDP, probably
reflecting thefall in capacity utilization ratesdetected
by European Commission surveys since the end of
1999 (Figure 13). The indicator of business
confidence was less favourable in Spain than in the
other main countries, owing primarily to the weaker
performance of orders.
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Figure 12

Climate of confidenceamong Italian consumers
and their expectationswith regard tothe
economy and unemployment
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(1) Index, 1980=100. - (2) Percentage of those interviewed who expected an
improvement in economic conditions in ltaly in the subsequent 12 months. -
(3) Percentage of those interviewed who expected an increase in unemployment in the
subsequent 12 months. - (4) For the three months ending in the reference month.

In Italy grossfixed investment grew at an annual
rate of 8.1 per cent in the first haf of the year.
Spending on machinery, equipment, transport
equipment and intangible goods accounted for
around two thirds of the increase, despite a dlight
slowdown in the second quarter. The propensity of
firms to invest was sustained by the high rate of
capacity utilization, whichisnow closetothecyclical
peak of theend of 1997 (Figure 14), thelevel of actual
and expected demand, which firms still judge to be
satisfactory, the moderate cost of money, the stimulus
from the incentives available under Law 133 of
13 May 1999 (the so-called Visco Law), and good
corporate profitability. The Bank of Italy’s recent
survey of firms in industry excluding construction

shows an increase in the number of companies
expecting to make a profit in the current financial
year. However, provisiona national accounts data
show that profits contracted slightly as a share of
valueadded in services, manufacturingand miningin
the second quarter.

Figure 13
Capacity utilization rates
in selected euro-areacountries(1)
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Source: Based on European Commission data.

(1) Replies from manufacturing firms to questions about the current level of capacity
utilization. Indices set with base 100 in the years in which peak utilization rates were
recorded: 1989 for France, Spain and the euro area, 1990 for Germany. Seasonally
adjusted data.

The profile of investment in construction was
similar to that of investment in other goods, with
overall growth of 6.5 per cent in the first half and
lower rates of change in the second quarter. Since
investment in residential building was broadly
unchanged, theincreasereflected asharp acceleration
in the other components of the sector.

Figure 14
Compositeindicator of capacity
utilization in Italian industry (1)
(index, 1989=100)
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Sources: Based on Istat and ISAE data.
(1) Arithmetic mean of the Bank of Italy (Wharton) and ISAE indicators.
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The upturn in activity led to significant
destocking in the first six months of the year. The
sample surveys conducted by the ISAE show stocks
of finished products below the level considered
normal. However, destocking came to a halt during
the second quarter. According to the ISAE’s cyclical
indicators, stocksof raw material sdisplayed asimilar
tendency: stockbuildinginthe second quarter appears
to have been stimulated by the temporary recovery
of the euro and forecasts of price rises ahead.
Indicationsto thiseffect also emergefrom the dataon
imports of raw materials, which were substantially
higher, especially in the second quarter. The change
in stocks, which includes statistical discrepancies
between the estimates of aggregate demand and
supply, cut the rate of GDP growth by 0.3 percentage
pointsin thefirst half of 2000.

Exportsand imports

Exports of goods and services from the euro area
increased at an annual rate of 11.6 per cent at constant
pricesin thefirst half of theyear, but thiswas almost
completely offset by ariseof 10.6 per centinimports.
The only large country in which net exports made a
positive contribution to GDP growth was Germany,
wherethey wereresponsiblefor 0.5 percentage points
owing to a substantial increase in exports; in France
and Spain the contribution was marginally negative,
despite an acceleration in exports in the second
quarter. In Italy net external demand contributed
nothing to theincrease in GDP; in the second quarter
it had a negative impact of almost one percentage
point.

Italian exports of goods and services at constant
prices increased at an annua rate of 7.9 per cent
during the half-year, with a slowdown in the second
quarter. The growth was less than could have been
expected on the basis of the expansion in world trade
and gainsin competitiveness; in volumetermsit was
smaller than for the euro area as a whole, with a
particularly largegapinrelationto Germany (13.1 per
cent) and France (13.6 per cent).
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Theincreaseinforeign demand for Italian goods,
which was accentuated in non-European markets by
the depreciation of the euro, was partly eroded by
the greater competitiveness of the main European
countries. Measured in relation to all competitorsand
on the basis of producer prices, the competitiveness
of Germany and France improved by 2.4 and 1.2 per
cent respectively inthefirst seven monthsof theyear,
whereas Italy’s rose by 0.4 per cent (Figure 15). In
relation to competitors within the euro area alone,
Italy suffered a deterioration of 0.6 per cent, while
France and Germany showed gainsof 0.3 and 1.6 per
cent respectively. The disparity can be attributed to
Italy’s continuing adverse inflation differential in
terms of producer prices.

Figure 15
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(1) Based on the producer prices of manufactures. Anincrease in the index indicates
a loss of competitiveness.

In thefirst six months of the year Italy’simports
of goods and services at constant prices increased at
an annual rate of 8.4 per cent, slightly higher than the
growth in exports. There was a remarkable surge in
the second quarter (22.1 per cent at an annual rate),
duein part to morerapid growth in domestic demand.
An acceeration in industrial activity fostered a
particularly strong increase in imports of raw
materials, especially in the second quarter.
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The balance of payments

Accordingtoprovisional data, thecurrent account
of the balance of payments for the euro area showed
a deficit of €19 billion in the first eight months of
2000, whereas in the same period of 1999 there had
been a surplus of €4 bhillion (Table 5). The
deterioration was due mainly to a reduction of €21
billion in the trade surplus, as imports increased far
more rapidly than exports (by 27 per cent, compared
with 20 per cent) owingtotherisein oil pricesand the
depreciation of the euro against the dollar.

Over the same period movementson thefinancial
account - which showed a surplus of €48 hillion,
compared with one of €35 billion in 1999 - were
strongly affected by the acquisition of a euro-area
company (Mannesmann) by the British company
Vodafonein February, partly by meansof anexchange
of shares. The operation showed up in exceptionally
large direct investment in the area (there was a net
inflow of €272 billion in the eight months, of which

€166 billion occurred in February alone) and a
substantial increase in acquisitions of shares for
portfolio investment by residents, which led to net
outflowsof €211 billionduringtheeight months. The
other portfolio items gave rise to net inflows. Direct
and portfolio investment combined produced an
overal net outflow of €59 billion in the first eight
months, compared with €125 billion in the
corresponding period of 1999. However, if only the
equity components of these items are considered,
there was a net outflow of €170 billion in the first
eight months of 2000, against one of €86 hillion in
1999.

In the first eight months of the year Italy had a
current account deficit of 4 trillion lire, or €2.1
billion, equal to 0.3 per cent of GDP (Table6), thefirst
deficit for that period since the devaluation of 1992.
The deterioration by comparison with the cor-
responding period of 1999 was substantial (19.2
trillion lire) and reflected a sharp contraction in the
fob-fob trade surplus from 29.5 to 17.4 trillion lire.

Table 5
Balance of payments of the euro area
(billions of euros)
1999 2000
August Jan.-Aug. Year H1 August Jan.-Aug.
currentaccount .......... -1.8 3.9 -5.8 -14.5 -2.2 -18.9
GOoOdS ..o 4.6 57.6 83.4 24.0 4.6 37.0
SBIVICES ot -0.7 -6.5 -11.8 -6.7 0.3 -5.9
Income ... . -0.8 -21.2 -32.4 -12.6 -1.6 -19.9
Currenttransfers ............... .. ..iiiiin.. -5.0 -25.9 -45.0 -19.0 -5.6 -30.1
Capital account .......... ... i 0.6 7.5 135 5.2 0.1 5.7
Financial account .............. ... ... ... . ... 15.8 35.3 19.1 44.9 -3.9 48.0
Directinvestment................ ... -9.2 -74.0 -120.6 129.8 -45.7 72.8
Portfolio investment .......................... 3.1 -51.1 -41.7 -140.7 15.3 -131.4
Equity securities ............ o -9.1 -38.4 -49.4 -224.5 -0.0 -239.0
Debtsecurities ......... ... ... i 12.2 -12.7 7.7 83.7 15.3 107.6
Financial derivatives .......................... 3.0 6.9 8.1 7.3 -0.6 35
Otherinvestment ............................. 18.6 143.4 163.1 46.0 25.9 100.0
Reserveassets .............cciiiiiiiiiinn. 0.4 10.1 10.2 2.4 1.2 3.1
Errors and omissions .............. ..., -14.6 -46.7 -26.8 -35.5 6.1 -34.8

Source: ECB.
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The deficit on the income account increased sharply
and the surplus on services decreased.

In the first eight months of this year the trade
surplus on a cif-fob basis (for which disaggregated
dataareavailable) was11.6trillionlirelessthaninthe
same period of 1999. The deficit on mineral fuels
increased over the same period from 14.9 to 31.7
trillion lire (see box “Energy intensity and energy
dependency in the industrial countries’). As in the
euro areaasawhole, the growth inimportsat current
priceswassubstantially higher thanthat in exports. In
the first seven months of 2000 the worsening of the
merchandise terms of trade led to a deterioration of
more than 18 trillion lirein the net position.

In volume terms, Italy’s exports to non-EU
markets increased much more strongly than those to

EU markets (by 17.6 and 5.3 per cent respectively)
and returned to thelevels prevailing before the Asian
and Russian crises (Table 7). Only shipmentsto some
Latin American countries continued to contract. The
growth in exports to the EU was strongly affected by
Italy’s poor performance in the German market,
which took one-sixth of our exportsin 1999. While
total German imports in the first seven months grew
by more than 10 per cent, those from Italy increased
by only 1.2 per cent; competition from developing
countries would appear to have been a factor, since
French and Spanish goods showed similarly disap-
pointing results in the German market, at least on
the basis of value data. In Italy’s case amost all
manufacturing sectors were affected, but especially
those producing traditional goods; only mechanical
engineering was spared.

Table 6
Italy’s balance of payments (1)
(billions of lire and millions of euros)
1999 2000
January-August Year January-August
lire euros lire euros lire euros
Current account ............ 15,205 7,853 11,686 6,035 -4,002 -2,067
Goods ...l 29,497 15,234 37,161 19,192 17,401 8,987
Exports ................ 269,779 139,329 419,909 216,865 313,372 161,843
Imports ................ 240,281 124,095 382,748 197,673 295,970 152,856
Services ...l 3,644 1,882 4,387 2,266 1,683 869
Income .................. -12,769 -6,594 -19,976 -10,317 -17,297 -8,933
Current transfers .......... -5,167 -2,669 -9,885 -5,105 -5,789 -2,990
public.................. -4,422 -2,284 -8,110 -4,189
Currentaccount ............ 3,535 1,826 5,341 2,758 1,747 902
Intangible assets .......... -47 -24 -6 -3
Current transfers .......... 3,581 1,850 5,347 2,761
public.................. 3,806 1,966 5,361 2,769
Financial account .......... -18,491 -9,550 -18,147 -9,372 2,813 1,453
Errors and omissions ....... -249 -128 1,120 578 -559 -288

(1) The items of the balance of payments are calculated using the new methodology adopted by Eurostat and the ECB in accordance with the fifth edition of the International Monetary

Fund's Balance of Payments Manual. For July and August 2000, provisional data.
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Energy intensity and energy dependency in theindustrial countries

The energy intensity of an economy is its energy
requirement per unit of output. This is a function of
three components that weigh more or less equally in
determining the overall outcome: “civil uses’ of
energy (heating and lighting), which depend in good
measure on climate; industrial uses, which depend on
productive specialization, and in particular on the
relative importance of energy-intensive industries,
and transportation uses, which depend on the mobility
of people and goods and on the means of transport
used (average age of cars, type of transport, etc.).
Energy dependencyisdefined astheratio of net energy
imports to total energy requirements.

The OECD country with the highest energy
intensity - measured in millions of tons of oil
equivalent (MTOE) consumed per unit of GDP at
constant prices - is the United Sates; those with the
lowest, Italy and Japan (seetable).

Energy intensity has diminished in all the
industrial economies over the past 25 years, with an
average decrease of 27.1 per cent. The reduction,
motivated both by economic and environmental
considerations, has been achieved gradually in the

years since the second oil shock in 1979,
demonstrating the long lead times for the adoption of
more energy-efficient production technol ogy.

External energy dependency, measured as the
ratio of energy imports (net of exports) to the total
energy requirement, is greatest in Italy and Japan,
where the handicap is partially offset by these
economies’ low energy intensity. In the United States,
a major energy producer, dependency is low. The
United Kingdom is a net energy exporter (see table).

The GDP’simported energy content, obtained by
multiplying energy intensity by dependency, is a
physical measure of the economy’senergy reguirement
that is satisfied from abroad in proportion to the GDP
(MTOE per GDP unit). Itishighest in Japan, Italy and
Germany. Between 1973 and 1998, while the product
of intensity and dependency diminished by 47 per cent
for the OECD countriesasagroup, it decreased by just
27 per cent in Italy, owing to smaller energy savings
and the virtual constancy of external dependency (-2
per cent), against the 27 per cent reduction in
dependency for the OECD area.

Primary ener gy sources: measures of energy requirement and external dependency

Energy intensity (1) External dependency (2) Intensity x dependency (3)

% % %
1973 1979 1998 | change | 1973 1979 1998 | change | 1973 1979 1998 | change
1973-98 1973-98 1973-98
OECD ............... 0.339 0319 0.247 -27.1 0349 0321 0.256 -26.6 0.118  0.102  0.063 -46.6
United States ......... 0.469 0436 0.310 -339 0162 0189 0.223 37.7 0076 0.082 0.069 -9.2
Japan................ 0.204 0.182 0.154 -24.5 0.909 0.889 0.784 -13.8 0.185 0.162 0.121 -34.6
European Union .. ..... 0.254 0.238 0.187 -26.4 0.622 0.546 0.476 -235 0.158 0.130 0.089 -43.7
ftaly ........... 0.187 0.166  0.140 -25.1 0.844 0.856  0.827 -20 0.158 0.142 0.116 -26.6
Germany (4) ... 0.297 0.283  0.183 -38.4 0492 0507 0.618 25,6 0.146 0.144 0.113 -22.6
France ........ 0.218 0.200  0.190 -128 0.795 0.784  0.509 -36.0 0.173 0.157  0.097 -43.9
United Kingdom . 0.316 0.288  0.207 -345 0508 0.123 -0.178 -1350 0.161 0.035 -0.037 -123.0

Source: IEA, Energy Balances of OECD Countries (Paris, 2000).

(1) Millions of tons of oil equivalent (MTOE) per unit of GDP (1 billion US dollars at 1990 prices and exchange rates). - (2) Quantity of energy imported (net of exports)
in MTOE as a percentage of the total energy requirement (in MTOE). - (3) The product of indicators (1) and (2). - For 1973 and 1979, data for West Germany.

21



ECONOMIC BULLETIN - No. 31, OCTOBER 2000

ECONOMIC DEVELOPMENTSAND POLICIES

Table 7
Italy’s exports and imports by main countries and areas, January-July 2000:
value, average unit values and volume
(billions of lire, percentage composition in value terms and percentage changes on year-earlier period)
EXpOf'[S Imports
Percentage Average Percentage Average

Value composition | unit values Volume Value composition | unit values Volume
EU countries ............. 155,436 55.1 3.5 5.3 156,381 56.1 5.4 7.0
France ............... 35,474 12.6 3.8 6.1 31,874 11.4 4.6 6.0
Germany ............. 42,823 15.2 34 1.2 47,763 17.1 15 9.6
United Kingdom ....... 19,223 6.8 3.6 6.2 15,069 5.4 9.8 4.6
Spain ... 17,403 6.2 3.1 7.7 11,578 42 3.1 10.3
Non-EU countries ........ 126,457 44.9 7.1 17.6 122,270 43.9 26.7 11.6
China ................ 2,504 0.9 -3.7 21.5 7,726 2.8 1.1 29.2
Japan ................ 4,826 1.7 9.0 23.7 7,763 2.8 15.5 12.0
RUSSia ............... 2,549 0.9 0.4 61.0 8,328 3.0 88.9 10.3
United States ......... 28,593 10.1 9.5 15.4 14,453 5.2 16.8 13.1
Total 281,893 100.0 5.0 10.6 278,651 100.0 13.7 9.1

Source: Istat. The indices have base 1995=100.

The particularly large increase in imports from
non-EU countries (11.6 per cent) reflectsthegrowing
penetration of the Italian market by producers from
developing countries: imports from China, equal to
2.8 per cent of the total, rose by 29.2 per cent in
volumeterms; the largest increases were in el ectrical
and precision equipment, followed by textiles and
clothing. The volume of imports of mineral fuelswas
5.4 per cent higher in thefirst half of the year thanin
the same period of 1999, with imports of natural gas
rising by 15 per cent and substituting those of
petroleum, whichroseby 2.5 per cent (Table8). Inthe
first half of this year as a whole oil accounted for
almost two-thirds of the value of imports of mineral
fuels and gas for one-third.

The contraction in Italy’s surplus on services in
the first eight months of the year (from 3.6 to 1.7
trillion lire) reflected the fact that expenditure
increased more rapidly than receipts, which
themselves rose substantially. On the receipts side,
the growth of 9.8 per cent in earningsfromtourismin
the first seven months was largely attributable to an
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increaseinvisitorsfrom the United States, the United
Kingdom and other high-income countries outside
the euro area.

Table 8
Italian imports of mineral fuels

(billions of lire and percentage changes
2000 H1/1999 H1)

Percentage changes
Value
2000 |Average
H1 unit Volume | Value
values
Mineral fuels ........... 23,363 110.2 5.4 123.3
coal ................. 759 12.9 15 14.4
petroleum ............ 15,646 138.4 25 146.8
naturalgas ........... 6,899 76.4 15.2 103.3
Memorandum item:
Refined petroleum products 4,674 98.8 52 111.0

Source: Based on Istat data.
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The declinein the surplus on capital account can
be attributed to areduction in transfers from the EU.

There was an aggregate deficit of 2.3 trillion lire
on the current and capital accounts of Italy’s balance
of payments in the first eight months of the year,
corresponding to net inflows of 2.8 trillion lire of
foreign capital, compared with net outflows of 18.5
trillion in the same period of last year (Table 6).
The erors and omissions item was therefore
practically nil.

Italian direct investment abroad generated
outflows of 10.2 trillion lirein thefirst eight months,
compared with 15.2 trillion a year earlier; foreign
direct investment in Italy also diminished, from 23.1

to 7.1 trillion lire (Table 9). Outward portfolio
investment declined markedly over the same period,
after having shown large and continuousincreasesin
recent years, within the item, the proportion of
transactions by households increased (from 12 per
cent of the total in the first six months of 1999 to 44
per cent in the same period of 2000), while that of
operations by financia enterprises declined from 63
t0 39 per cent of thetotal. Inward portfolioinvestment
declined. The breakdown according to type of
security, which isavailable for the first six months of
the year, showsthat non-residents continued to make
net purchases of Italian government securities,
although there was a decline in those of short-term
instruments (Table 10). Non-residents continued to

Table9

Thefinancial account of Italy’s balance of payments
(billions of lire and millions of euros)

1999 2000
January-August Year January-August
lire euros lire euros lire euros

Directinvestment ........................ 7,879 4,069 6 3 -3,059 -1,580
Abroad (1) ... -15,222 -7,862 -12,260 -6,332 -10,208 -5,272
Inltaly (1) «..ooveei 23,100 11,930 12,266 6,335 7,149 3,692
Portfolio investment ...................... -39,238 -20,265 -45,763 -23,635 -17,072 -8,817
ASSEtS ... -170,279 -87,942 -235,243 -121,493 -126,206 -65,180
Liabilities .......... ... ... ... ... .. 131,041 67,677 189,480 97,858 109,134 56,363
Otherinvestment ......................... -1,135 -586 10,446 5,395 24,655 12,733
ASSEtS ... -42,726 -22,066 -59,103 -30,524 -11,329 -5,851
Liabilities ........... ... i 41,591 21,480 69,549 35,919 35,984 18,584
Financial derivatives ..................... 587 303 3,419 1,766 4,211 2,175
Reserveassets ...............couiinin... 13,416 6,929 13,746 7,099 -5,921 -3,058
Total .... -18,491 -9,550 -18,146 -9,372 2,813 1,453

(1) In the cumulative data on direct investment in the period from January to August 1999 14,000 billion lire has been transferred from “Abroad” to “In Italy”, leaving the net figure
unchanged. This amount reflects the acquisition of Omnitel and Infostrada by a foreign company. As the operation was recorded in the statistics as a reduction in Italian investment abroad
rather than an increase in investment in Italy, the reallocation respects the economic connotations of the operation.
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Table 10
Portfolio investment in Italy (1)
(balances in billions of lire and millions of euros)
1999 2000
1997 1998
lire lire Year H1 H1
lire euros lire euros lire euros

Government securities ............ 102,880 151,856 178,542 92,209 113,965 58,858 114,300 59,031
2 1 = 7,947 52,909 41,839 21,608 35,698 18,437 -2,138 -1,104
BTPS .\ 83,907 23,712 124,048 64,066 63,595 32,844 90,949 46,971
CTES i -914 -3,980 -9,151 -4,726 -6,134 -3,168 -1,253 -647
CCTS it 6,329 52,5639 -13,015 -6,722 -14,286 -7,378 10,349 5,345
CTOS .ot -5,237 -2,967 - - - - - -
CTZS .o 7,803 22,239 36,183 18,687 29,276 15,120 -8,736 -4,512
Republic of ltaly issues .......... 3,485 4,759 -1,762 -910 4,468 2,308 23,265 12,015
Other government securities .. ... -441 2,644 399 206 1,346 695 1,863 962
Bonds .............. 195 1,612 9,568 4,941 -769 -397 912 471
Bank securities . .................. 8,394 10,576 16,455 8,498 13,033 6,731 -25 -13
Equity securities . ................. 16,028 24,881 -16,103 -8,316 -27,317 -14,107 -23,047 -11,903
Other securities .................. 801 -398 1,018 526 285 147 779 402
Total .... 128,298 188,526 189,480 97,858 99,198 51,231 92,920 47,989

(1) The time series have been reconstructed and may be revised.

dispose of Italian equities; two-thirds of the sales
related to shares issued by private sector non-
financial companies and around one-third to those
of financial enterprises. Purchases of bank bonds
decreased substantially.
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There was a net inflow of 24.7 trillion lire on
account of other investment in the first eight months
of theyear, amost all of it attributabl e to the banking
sector, compared with a net outflow of 1.1 trillionin
the same period of 1999.
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Thelabour market

Employment

In the first half of 2000 employment in the euro
area continued to expand rapidly; on the basis of
nationa accounts data, the increase can be estimated
at 1.1 per cent for the half and 2.1 per cent compared
with thefirst half of 1999.

Inltaly, therecovery in economic activity and the
use of flexible forms of employment fostered
employment growth at a swifter pace of 1.2 per cent
in the first half (Figure 16), one of the highest rates
sincetheeighties. Nor wastheincreasein thedemand
for labour limited to part-time or temporary em-
ployment; asignificant number of the new jobswere
traditional full-time, permanent positions.

In Germany too, according to data revised using
anew methodol ogy, employment growth pickedupin
the first half of 2000 to show seasonally adjusted
growth of 0.9 per cent by comparison with the second
half of 1999, and given the sharp increase in the
number of unfilled positions the expansion presum-
ably continued during the summer. The revision of
the German data, necessary in order to incorporate
new information on margina part-time workers,
increased the 1999 employment level by 1.8 million
persons, a change of 5.1 per cent. The new series
significantly attenuates the fall in employment
registered between 1991 and 1999.

In France employment accelerated in the first
half, rising by 1.0 per cent. The 2.0 per cent increase
year on year, one of the largest since the fifties,
appears to have consisted mainly in payroll em-
ployment, including a large number of permanent
jobs. The number of temporary and fixed-term em-
ployeesis also estimated to have risen sharply.

In Spain the rapid growth in employment under
way since 1995 did not abate. In the first half
an exceptional increase in labour demand in

construction and servicesled to overall growth of 1.6
per cent (and 3.4 per cent compared with thefirst half
of 1999). Spain’semployment rateisnow in linewith
Italy’s.

Figure 16

Employment in themain euro-area countries
(seasonally adjusted quarterly data;
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Sources: For Italy, Istat, Conti nazionali (ESA95) and regional estimates; for the other
countries, Eurostat, National Accounts (ESA95); for France, data partly estimated.

In Italy the quarterly labour force survey in July
found employment on aseasonally adjusted basiswas
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253,000 (1.2 per cent) higher than in January, alarge
jump by historical standards. Theincreasesince April
amounted to 112,000 (0.5 per cent). Twelve-month
growth came to 428,000 persons (2.0 per cent),
bringing total employment to 21,322,000, or 75,000
fewer than the July 1991 peak (Table 11).

Table 11

Labour force status of the Italian population
(thousands of persons)

1993 | 1909 | 0¥ | o)

Employees ................ 14,611 14,823 14,972 15,286
open-ended contracts .. ... 13,712 13,413 13,492 13,707
full-time ................ 13,236 12,643 12,733 12,844
part-time ............... 476 770 759 863
fixed-term contracts ....... 899 1,410 1,480 1,579
full-time ................ 613 962 1,011 1,075
part-time ............... 285 448 469 504
Self-employed ............ 5873 5,869 5,921 6,036
full-time .................. 5,504 5,451 5,508 5,600
part-time ................. 369 418 413 436

Total persons in employment 20,484 20,692 20,893 21,322

Unemployed .............. 2,299 2,669 2,597 2,404
Labour force .............. 22,783 23,361 23,490 23,726
Non-labour-force .......... 33,659 33,717 33,575 33,485
non-working age (under 15) 8,913 8,319 8,304 8,266
working age (15-64) ....... 16,378 15,788 15,655 15,397

not actively seeking work
but would be immediately

available ............. 1,184 1,203 1,215 1,226
non-working age (65 and

OVEI) it 8,368 9,610 9,616 9,822
Population ................ 56,442 57,078 57,065 57,211

Source: Istat, Indagine sulle forze di lavoro.

The employment rate for the population aged
15-64 rose from 53.0 to 54.1 per cent in the twelve
months to July, but remains far below the euro-area
average (60.1 per cent in the spring of 1999) and in
particular the rates in France (60.4 per cent) and
Germany (64.8 per cent).
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Asinthepast, most of theincrease was accounted
for by women’'s employment (up by 245,000, or 3.2
per cent, on July 1999). Women's share of total
employment thus rose to 36.9 per cent, a gain of
nearly half a percentage point in twelve months.
Nonethelessthere remains asubstantial gap vis-a-vis
the other euro-area countries, where the share was
41.7 per cent in the spring of 1999.

After declining for four consecutive surveys the
twelve-month variation in self-employment turned
positiveagainin July, with growth of 115,000 (1.9 per
cent); most of the increase was accounted for by
entrepreneurs and professionals.

Payroll employment rose by 313,000 (2.1 per
cent). A third of the overall increase came from
workers who took permanent full-time jobs, ex-
panding that category by 111,000 or 0.9 per cent. The
number of workers with part-time or fixed-term jobs
rose by 202,000 (9.1 per cent).

Table 12

Fixed-term employees' share of total
payroll employment in Italy

(percentages)
1993 1999
average | average 1999 2000
Men ................... 5.0 8.2 8.5 8.9
Women ................ 8.2 11.5 12.1 12.4
Aged 15-34 ............. 9.5 15.3 15.9 15.6
Over34 ................ 3.6 5.7 5.8 6.8
Agriculture . ............. 31.7 38.1 39.5 39.5
Industry ................ 3.0 5.9 6.2 6.6
Construction ............ 9.9 13.1 13.4 12.7
Services ............... 5.5 9.4 9.8 10.3
of which:

hotels and restaurants 8.1 12.1 14.9 14.6
Total ...... 6.2 9.5 9.9 10.3

Source: Istat, Indagine sulle forze di lavoro.

Thegrowthinfixed-term hiring, which was quite
rapid between the end of 1996 and mid-1999, has
been slowing down since the fourth quarter of last
year. In July such positions accounted for 10.3 per
cent of overal payroll employment, just 0.4 points
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morethan in July 1999 (Table 12). Fixed-term hiring
diminished, in particular, for young workers and in
the construction industry, retail and wholesale trade
and hotels and restaurants, mainly in the North-East.
Fixed-term contracts are still generally less common
in Italy thanin therest of Europe (13.2 per centinthe
EU in the spring of 1999).

The slower shift towards fixed-term employment
could reflect labour shortages in some parts of the
country, inducing firms to compete for the few
workers available by offering more stable jobs.

Table 13
Part-time employees share
of total payroll employment in Italy

(percentages)

1993 1999 1999 2000

average | average July July
Men .................. 2.1 3.4 3.4 3.6
Women ............... 10.6 15.7 15.6 16.9
Aged 15-34 ............ 6.1 9.9 9.7 10.4
Oover34 ............... 4.5 7.1 7.2 8.0
Agriculture . ............ 18.4 16.3 16.5 18.9
Industry ............... 2.8 4.1 4.0 4.6
Construction ........... 3.3 4.5 4.6 4.2
Services .............. 5.8 10.1 10.2 10.9

of which:
hotels and restaurants 8.5 14.0 14.4 15.5

Total ..... 5.2 8.2 8.2 8.9

Source: Istat, Indagine sulle forze di lavoro.

By contrast, the growth of part-timework, which
ismorestablethanfixed-termjobsand often responds
to the needs of the workers, continued during the last
year. Between July 1999 and July 2000 permanent
part-time positions increased by 13.7 per cent in
number and from 8.2 to 8.9 per cent asashare of total
payroll employment (Table 13). The sharpest
increases in the share of part-time employment were
recorded by women (from 15.6 to 16.9 per cent), by
adult workers (from 7.2 to 8.0 per cent), and by farm

workers. Despite the large gain, part-time em-
ployment remains about half ascommon asintherest
of Europe (17.7 per cent in the spring of 1999).

Sectoral and regional developments in Italy

The growth of employment in the first half was
especially sharp in services (248,000 jabs, or 1.9 per
cent, on a seasonally adjusted basis), accounting for
virtualy al the overall growth. Indicators for the
third quarter are mixed. In June about one third of
large retail chains reported their intention to expand
staff, according to the | SAE business opinion survey.
Theforecastsof smaller commercial enterpriseswere
more moderate but still positive. The large service
firms, inaspecial | stat survey, reported apronounced
declinein the number of hoursworked per employee
beginning in the spring; the incidence of overtimeon
total hours diminished.

Employment in the construction industry rosefor
the sixth consecutive quarter; there was a gain of
24,000 jobs (1.5 per cent) between January and July.
The expected demand for labour in the industry
remains strong according to the ISAE survey in June.

Industry excluding construction recorded aslight
further reduction in employment (11,000 jobs, or
0.2 per cent) between January and July (Figure
17). The decline, under way with some interruptions
since October 1998, halted in the spring, and there
was an employment gain of 5,000 (0.1 per cent)
between April and July. However, industrial firms
remain less optimistic than those in other branches.
According to the ISAE, since mid-1999 a growing
number of companies have not carried out the staff
expansions they had planned. In industrial firms
with more than 500 employees, of which |stat makes
a specia survey, the increase in hours per worker
(net of wage supplementation) came to a halt and
the incidence of overtime fell in May after rising
significantly in the second half of 1999 (Figure
17). The Bank of Italy’s survey of industria firms
in September found forecasts of employment at
the end of the year just dightly above the level
of December 1999.
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On the other hand, many industrial firms appear
to be having trouble filling vacant positions,
especially in the Centre and North. The scarcity of
personnel with the required skills appears to be an
impediment to the expansion of activity in other
sectors as well.

Figure 17
Employment, wage supplementation and overtime

work inindustry excluding construction in Italy
(seasonally adjusted data; thousands

of personsand percentages)
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Sources: Based on Istat, Indagine sulle forze di lavoro and Indagine sulle grandi
imprese, and on INPS data.

(1) Quarterly data. The number of full-time equivalent workers is obtained by
considering two part-time workers to be equal to one full-time equivalent worker and
subtracting the number of workers equivalent to the number of man-hours of wage
supplementation granted. - (2) Average number of equivalent employees on ordinary or
extraordinary wage supplementation during the quarter as a percentage of the number
of full-time equivalent workers. - (3) Monthly data. Total number of overtime hours as a
percentage of total number of regular hours in industrial companies with more than 500
employees. Moving averages of the three months ending in the reference period.

The Sole 24 Ore-Bank of Italy survey (which
focuses mainly oninflation but occasionally touches
on other matters) in Junefound that lack of personnel
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is common and constitutes a curb on output growth.
The recruitment difficulty increases as skill
requirements rise. The problem appears to be more
severe now thanin previouscyclical upturns; itisless
seriousin the South.

The growth in employment between January and
July involved all parts of the country. In the South it
came to 1.1 per cent (67,000 persons) and was
concentrated in the first quarter, when employment
regained thelevel reached in January 1994; therewas
no change between April and July. The increase
involved construction and al the service segments
except banking and insurance.

In the North the employment growth under way
since October 1998 accelerated in thefirst six months
of the year with a gain of 1.0 per cent (113,000
persons); between April and July the increase
amounted to 0.6 per cent (69,000 jobs).

In the Centre employment growth was appre-
ciably faster thanin Italy asawhole (again of 71,000
jobs, or 1.7 per cent, in the half; 40,000, or 0.9 per
cent, in the second quarter alone).

Unemployment and the labour supply

In the largest euro-area countries the decline in
unemployment continued until the summer and came
to a halt in August, when the seasonally adjusted
unemployment rate was estimated at 9.0 per cent for
the areaasawhole. In Germany and France the rates
held at their June levels of 8.3 and 9.6 per cent
respectively. In Spain there was a dight rise from
14.1 per cent in June to 14.5 per cent in August
(Figure 18).

In Italy the seasonally adjusted rate was 10.5 per
cent in July, 0.6 points lower than in January and 0.2
lessthanin April. For thefirst time since 1995 it was
below 11 per cent. The number of job-seekers
decreased by 136,000 (5.2 per cent), most notably
among workers who had lost jobs.

In the North unemployment declined further by
0.4 percentage pointsto 4.7 per cent. In the Centreit
fell by a point to 8.0 per cent. The downward trend
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progressively affected the South as well, where the
rate came down by 0.7 points to 21.0 per cent, the
lowest level since 1997.

Figure 18
Unemployment ratesin theeuroarea
(seasonally adjusted data; percentages)
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Sources: For ltaly, quarterly Istat data; for the other countries, monthly Eurostat data.

Wages, labour costs and industrial relations in
Italy, Germany and France

Italy - Contractual earnings in the first eight
months were 2.0 per cent higher than a year earlier;
in rea terms they fell marginaly (-0.4 per cent).
Contract renewals concluded with increments on the
order of 1.4 to 1.6 per cent over the previous year’s
average. Thus, despite the acceleration in consumer
prices, the moderation that marked the unions' wage
bargaining platformsin 1999 continued, as was most
recently confirmed by the textile industry agreement
concluded in March.

Actual per capita earnings, as estimated by the
national accounts, were 2.6 per cent higher inthefirst
half of 2000 than ayear earlier (Table 14), outpacing
inflation by 0.2 points. In manufacturing industry the
increasewas 2.8 per cent; thiswaslessthan that of the
previous half-year (3.2 per cent) but appreciably
more than contractual raises and not entirely
explained by company-level bargaining. In private
services the national accounts record moderate de
facto wage growth (1.9 per cent), but with a dlight

accel eration compared with therate of increasein the
second half of 1999 and the year-long average (1.0
and 1.5 per cent respectively). Inthiscasetheincrease
was broadly in line with contractual wages (Table 14
and Figure 19).

Table 14

Labour costs and productivity in Italy
(percentage changes on year-earlier period)

1999 | 1999 | 1999 | 2000
average| H1 H2 H1

Manufacturing industry

Productivity (1) ............. 13 -09 36 62
Per capita earnings (2) ...... 3.1 3.1 3.2 2.8
Per capita labour costs (3) . .. 2.4 1.9 3.0 3.4
Unit labour costs (4) ........ 11 28 -05 -26

Private services

Productivity (1) ............. -18 -18 -17 -04
Per capita earnings (2) ...... 15 1.9 1.0 1.9
Per capita labour costs (3) 0.9 1.1 0.8 2.4
Unit labour costs (4) ........ 2.8 3.0 25 2.9

Total economy

Productivity (1) ............. 03 -02 08 18
Per capita earnings (2) ...... 2.3 2.4 2.1 2.6
Per capita labour costs (3) 1.9 1.8 2.0 2.9
Unit labour costs (4) ........ 1.6 2.1 1.2 11

Source: Istat, Conti nazionali (ESA95).

(1) Value added at “base prices” and at 1995 prices per standard labour unit. -
(2) Earnings per standard employee labour unit. - (3) Employee labour income per
standard employee labour unit. - (4) Employee labour income per standard unit of
output.

The slow rise in earnings, which has been
reflected in labour costs, and the growth of
productivity have curbed unit labour costs, which
werejust 1.1 per cent higher in the first half of 2000
than ayear earlier (Table 14) but still rose more than
in France (0.3 per cent) and above all Germany (-0.6
per cent). In manufacturing, where the productivity
gain was sharpest, unit labour costs fell by 2.6 per
cent. In private services the trend was much less
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favourable, with an increase of 2.9 per cent due
largely to feeble productivity growth.

The Italian labour force expanded by 117,000
(0.5 per cent) between January and July; the
participation rate for the working-age population
(15-64) rose from 59.1 to 60.3 per cent.

Figure 19

Contractual and actual earningsin Italy
(seasonally adjusted data;
percentage changes on year-earlier period)
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Source: Based on Istat, Conti nazionali and Indagine sulle retribuzioni contrattuali.
(1) From September 2000, estimates.

On 30 June the Economic and Financia Planning
Document made an upward revision of the target
inflation rates for 2000 and 2001, which are the
benchmark for national industry-wide wage
bargaining. Originally put at 1.2 per cent for thisyear
and 1.1for thenext, they wereraisedto 2.3and 1.7 per
cent. Thetarget rate for 2002 to 2004 is 1.2 per cent.
Theincrease will not have significant effectsin 2000
because most of thecontractsnow in effect run at least
to year's end. The outlook for next year is more
uncertain. On the basis of the agreements already
signed and in force as of 1 January 2001, contractual
wages should increase by about one percentage point.
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At the end of this year the wage agreements
covering the mechanical engineering industry and
wholesaleandretail trade expire. Theinitial demands
of thetrade unions arefor wageincreasesin linewith
the target inflation rates and recouping for 2000 an
amount equal to the revision of the target (1.1 per
cent).

Germany - Inthefirst six monthsof theyear wage
agreements were renewed in many important
branches of industry (chemicals, mining, engineer-
ing, steel, publishing), in construction and in services
(banking, hotelsand restaurants, retail and wholesale
trade, the post office and public services) covering a
total of 12.5 million workers (about 40 per cent of al
employees and 57 per cent of those covered by
collective bargaining). Initial wage demands for
increases of between 4 and 5.5 per cent in 2000 were
settled with raises of between 2 and 3 per cent. Many
of the contracts run for two years instead of the
one-year term that istraditional in German industrial
relations; the raises for 2001 range from 2 to 2.5 per
cent.

For the economy as awholethe average increase
in contractual wages was 2.3 per cent in 2000, 0.7
points less than in 1999. For the first time since
reunification, this bargaining round brought larger
gainsinthewesternthaninthe easternregions, where
the average raise was held to 2.0 per cent by awage
freeze in the construction industry.

The slow risein earnings was reflected in [abour
costs. Accordingto national accountsdata, thesewere
1.1 per cent higher inthefirst half of 2000 than ayear
earlier. Given rising productivity (a gain of 1.7 per
cent inthefirst half), unit labour costsfell by 0.6 per
cent.

Under the approach agreed by business and
labour in the January bargaining agreement, produc-
tivity gains are to be used essentidly to expand
employment rather than to raise wages. Thetwo-year
duration of many agreementshel pslessentherisk that
wageswill acceleratein the near futurein responseto
the momentary pick-up in inflation.

France - The main issue dealt with by the social
partnersin thefirst part of the year was reform of the
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industrial relations system. In the intention of the
employers, shared by only some of the trade unions,
the new model should more closely resemblethosein
the rest of Europe, with a reduced state role in
regulating labour relations and correspondingly
greater independence of the social partners. The
agreements for 2000 confirmed wage restraint and
should lead to per capita earnings increases on the
order of 2 per cent. The modest size of the raises
- notwithstanding the economic expansion, a
significant increase in the demand for labour and
accelerating price inflation - is due mainly to the
gradual spread of company-level agreementslinking
shorter hours to wage moderation clauses. A
contributory factor wasthe small riseinthe minimum
wage (earned by 13 per cent of workers in 1999),
which the government raised by just 1.2 per cent
between July 1999 and June 2000. The decision to
enact only the legally obligatory minimum increase
was dictated by the need not to saddle firms with

excessive wage costs in addition to those connected
with the shortening of the work week to 35 hours,
which went into effect on 1 January 2000 (and will be
extended to firms with fewer than 20 workers in
2002).

These developments moderated the rise in actual
per capita earnings, which according to the national
accountswere 1.4 per cent higher in thefirst half than
in the same period of 1999. Hourly labour costswere
5.2 per cent higher in March than ayear earlier, owing
to the reduction in per capita hours worked. Unit
labour costs held stable thanks to a productivity gain
of 0.8 per centinthefirst half compared with thefirst
half of 1999 and a reduction in the tax burden on
employers.

Theseconditionscould becomelessfavourablein
view of the government’sdecisionin July to raisethe
minimum wage by 3.2 per cent, which could trigger
larger wage demands than in the recent past.
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Prices and costs

An overview

The acceleration of prices in the euro area that
began in the spring of 1999 continued this year
(Figure 20). Inthethird quarter thetwelve-month rate
of increase in the harmonized index of consumer
prices passed 2 per cent in aimost all the countriesto
stand at an average of 2.5 per cent, compared with 1.0
per cent in the second quarter of last year. In Italy
consumer priceinflation rosefrom 1.4 to 2.6 per cent
over the same period.

Figure20

Inflation indicatorsin theeuro area
(percentage changes on year-earlier period) (1)
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(1) Monthly data for the harmonized indices, quarterly data for the other variables. -
(2) Left-hand scale. - (3) Right-hand scale. - (4) Forthe entire economy. Moving averages
of four quarters ending in the reference period. Left-hand scale.

Theworsening of inflation was caused chiefly by
the rise in the prices of oil and some raw materials.
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Theimpact of theseincreases on domestic priceswas
amplified by the depreciation of the euro against the
dollar, from an average exchange rate of $1.16 in
January 1999 to one of 87 cents last September, a
decline of 25 per cent.

The domestic components of costs dampened
inflationary pressuresin the area. The twelve-month
rate of increasein unit labour costsin the economy as
awholewasstill below 1 per cent at the beginning of
the year, broadly in line with that recorded in the
second half of 1999; it continued to benefit fromwage
restraint and substantial productivity gains in the
industrial sector of the main countriesin the area.

Inltaly theinflation differentialsvis-&visFrance
and Germany in terms of the twelve-month rate of
increase in the general consumer price index, which
had been respectively 1.1 and 0.9 percentage points
inthe second quarter of 1999, narrowedto 0.6 and 0.5
pointsin the third quarter of this year. This reflected
the fact that the more volatile components of the
index (energy products and, to a much lesser extent,
fresh foods), made asmaller contribution to inflation
in ltaly. Energy prices rose substantialy and by
similar amountsin all three countries, but their impact
on the harmonized genera index in Italy was
dampened by their lower weight in the basket of
household consumption than in France or Germany.
Moreover, asin the past, the final consumer prices of
fuel alone werelessresponsivein Italy to changesin
crude oil prices. The prices of fresh foods aso
accelerated lessin Italy than in the other countries. If
theseitemsand processed food productsare excluded
fromtheindex, giving aclearer picture of underlying
inflation, the disparity in rates of consumer price
increase can be seen to have narrowed only dightly
between the second quarter of 1999 and the third
guarter of thisyear vis-a-visGermany (from1.4t0 1.2
percentage points) and widened vis-a-vis France
(from 1.2 to 1.7 points).
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Market expectations are that price pressures will
ease in the short term, with average inflation settling
at 2 per cent next year both in the area as a whole
and in Italy. These forecasts rest mainly on the
assumptionsthat oil priceswill gradually fall and that
the euro will recover against the dollar asthe growth
disparity between the two economic areas decreases.
Wage moderation in the main European countriesis
expected to last into the coming months and to
continue to have a stabilizing effect on prices in the
areain the short term.

Longer-term inflation expectations are also
consistent with the definition of price stability
adopted by the Eurosystem.

Consumer prices

The acceleration of the harmonized consumer
price index in the euro area (Figure 21) was due not
only to the sharp increase in energy prices (16.0 per
cent in the twelve months to September; Table al4)
but also to therisein the prices of fresh foods (3.4 per
cent, compared with a decline of 1.1 per cent in
September 1999), which affected all the countriesand
the principal products.

Underlyinginflationinthearea- measured asthe
twelve-month changeintheindex excluding food and
energy products - rose dlightly to 1.4 per cent in
September, compared with 1.0 per cent ayear earlier.
In Italy underlying inflation remained around 2 per
cent in the same period; in Spain it rose gradually to
3 per cent and in France and Germany remained at
much lower levels (Table 15).

In Italy the acceleration in consumer prices that
began in the spring of 1999 gathered momentum at
the beginning of this year; the seasonally adjusted,
annualized three-month rise in the general consumer
price index has been around 3 per cent since March
(Figure22). Thetwelve-month changesrosefrom 1.4
per cent in the second quarter of 1999 to 2.6 per cent
this September. The monthly rates were only
moderately affected by some of the Government’s
measures to curb the acceleration in inflation: the

Figure2l

Harmonized indicesof consumer prices
inthemain euro-areacountries
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one-year freeze on third party car insurance
premiumsin April and thegradual reductioninexcise
taxes on oil products since the end of last year.
Provisional datafor October indicatethat inflationin
Italy has remained stable at 2.6 per cent.

Figure 22
Italy: general consumer priceindex
(percentage changes)
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(1) Seasonally adjusted and annualized. - (2) Average of seasonally adjusted and
annualized monthly changes in the reference quarter.
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Table 15
Harmonized consumer priceindicesfor September 2000 in the euro-area countries
(percentage changes on year-earlier period)
Non-food Total excl. Total excl.
and Services food and fresh food Food Energy General
non-energy energy and energy products products index
products products products (1)

Germany ........... 0.3 15 1.0 0.9 0.7 17.3 2.6
France ............. 0.2 0.5 0.4 0.7 3.3 15.0 2.3
taly ............... 1.8 2.2 2.0 1.9 1.9 12.6 2.6
Spain .............. 2.2 3.7 3.0 2.6 3.3 10.8 3.7
Netherlands ........ 1.2 1.6 13 14 21 17.8 2.9
Belgium ............ 0.8 25 1.6 1.6 2.1 22.3 3.9
Austria ............. -0.3 2.0 1.0 1.0 2.5 13.7 2.2
Finland ............ 0.4 4.0 2.4 2.3 2.1 13.2 34
Portugal ............ 1.7 4.8 3.5 3.1 2.7 7.9 3.6
Ireland ............. 0.7 5.7 4.0 4.9 6.7 12.6 55
Luxembourg ........ 1.4 2.7 2.0 2.2 3.3 20.1 4.2
Euroarea .......... 0.8 1.8 14 14 2.1 16.0 2.8

Source: Eurostat.

(1) Indicator of underlying inflation used by the ECB.

The twelve-month increase in the index Table 16

excluding food and energy products and products
with regulated prices rose from alow of 1.7 per cent
in the second quarter of 1999 to 2.0 per cent in
September (Table al2); the acceleration was
comparable for both goods and services (0.4 and 0.3
points respectively). Uncertainty surrounding the
duration of the recovery in consumption may have
dissuaded retail ers from passing on the higher cost of
imported products to final prices more swiftly.

Thetwelve-month rate of increasein the prices of
regulated goods and services accel erated from amere
0.3 per cent in the second quarter of 1999 to 3.1 per
cent in September, owing to the sharp increasein the
energy component (gas and electricity), the variable
part of which isadjusted every two months, mainly to
reflect changes in the world prices of oil products.
Gas and electricity priceswill rise further later in the
year, but should fall equally rapidly in 2001 if ail
pricesdeclinein line with the expectati ons expressed
in oil futures prices. Increases in other public utility
charges, in contrast, were below those in the general
index, asthey have been for two years.

Main euro-area countries:
harmonized consumer price index
in selected service sectors
(percentage changes on year-earlier period) (1)

Germany | France Italy Spain
Deregulated sectors (2)

Percentage weights
in1999........... (4.9) (4.6) (3.9 (3.2)
September 1999 .... -1.4 -2.1 -1.9 0.1
September 2000 . ... -54 -3.2 -0.5 -4.0

Hotels

Percentage weights
in1999........... (0.9) (1.6) (2.6) (0.6)
September 1999 . ... 0.8 2.8 4.4 6.5
September 2000 . ... 1.1 3.2 5.2 10.1

Insurance (3)

Percentage weights
in1999........... (1.1) 1.2) (0.6) 0.4)
September 1999 . ... 15 -1.7 154 6.5
September 2000 . ... 55 0.3 14.1 7.3

Source: Based on Eurostat data.

(1) Based on moving averages of twelve changes in the monthly indices ending
in the month indicated. - (2) Electricity and telephones. - (3) Home, motor vehicle and
health insurance.
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Italy’s underlying inflation differential vis-a-vis
Franceand Germany remainsconsiderable, at 1.7 and
1.2 percentage pointsrespectively inthethird quarter,
close to the average for 1996 to 1999, which was
about 1.5 points in both cases. The differential was
attributable mainly to the wide disparity between the
rates of increase of domestic costs, which was
eliminated only last year. The consumer prices of
services were affected by a number of specific
factors. The sectors undergoing deregulation
(electricity and telephone services) have so far made
a smaller contribution to curbing inflation in Italy
than in France or Germany (Table 16), partly on
account of the delay in setting the process in motion
in Italy. Insurance premiums, measured on the basis
of the harmonized indices, rose by an average of 14.1
per cent in Itay in the twelve months ending in
September, but by only 0.3 and 55 per cent
respectively in France and Germany. In the same
period the prices of hotels, which have amuch higher
weight in the basket of Italian households
consumption, rose by 5.2 per cent, compared with 3.2
and 1.1 per cent in France and Germany.

Producer prices and the prices of imports and
exports

Producer prices in the four largest euro-area
countries as a group continued to accelerate during
the year: the twelve-month increase in the general
index rose from aweighted average of 3.3 per centin
January tooneof 5.0 per centin August; inltaly itrose
from 3.8 to 6.5 per cent (Tables al5 and al6).

The accel eration was mainly dueto the steep and
continuous increasesin energy prices (which rose by
an averageof 18.6 per cent inthefour countriesinthe
twelve months to August) and, to alesser extent, the
prices of non-energy intermediate goods, which
increased by 4.9 per cent over the same period,
against 2.4 per cent in the twelve months to January.
The latter have a high content of raw materials, the
prices of which arelinked to global demand and have
risen appreciably sincethebeginning of last year. The
genera acceleration in the prices of intermediate
products affected the underlying components of the

index, so that in August the producer prices of
non-food and non-energy products for final
consumption (also excluding transport eguipment,
which is classified differently in the countries
considered) were on average 1.3 per cent higher than
a year earlier in the main euro-area countries,
compared with an increase of 0.6 per cent in the
twelve months to last January (Figure 23).

Figure 23

Producer pricesin themain euro-areacountries
(percentage changeson year-earlier period)

Total excl. food and energy products and vehicles

1997 1998 1999 2000
--—-.Germany ------ France ——ltaly Spain Euro 4 (1)

Sources: Based on Istat data and national statistics.

(1) Average, weighted on the basis of GDP, of the indices for Germany, France, Italy
and Spain. The indices for France are available from January 1999 onwards.

The findings of the survey of industrial firmsin
the euro area conducted in August by the European
Commission suggest that firms intend to continue
raising prices. These intentions reflect not only the
higher cost of inputs but also expectations that the
level of orders will remain high, albeit increasing
more slowly.

The easing of pressures in the markets for
non-energy raw materials in recent months, which
have an amost immediate impact on the producer
prices of intermediate goods, could help to contain
producer price inflation in the short term.
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Table 17
Main euro-area countries. producer priceindicesin August 2000
(percentage changes on year-earlier period)
;}%Zzugg Intermediate Total excl.
food and Food Capital goods Vehicles gogrc]i:rg;cl. Energy f%%i%r;d Overall
rofizi;g);nd products excl. vehicles products and products products and total
p vehicles vehicles vehicles
Germany ...... 0.8 1.4 0.3 0.3 4.4 10.2 2.4 35
France ........ 1.0 2.3 0.9 -0.4 53 24.6 3.0 5.9
taly .......... 2.4 1.0 1.0 17 5.3 24.7 3.9 6.5
Spain ......... 13 -04 2.2 0.8 5.1 19.2 3.2 5.1
Euro4 (1) ..... 13 1.3 0.8 0.5 4.9 18.6 3.0 5.0

Sources: Based on Eurostat data and national statistics.

(1) Average, weighted on the basis of GDP, of the indices for France, Germany, Italy and Spain.

In Italy the twelve-month increase in the general
index of producer pricesaccel erated by 2.7 percentage
points between the beginning of theyear and August,
compared with 1.8 and 1.5 points respectively in
France and Germany. Excluding food and energy
productsand transport equi pment, therisein producer
priceinflationin Italy over that period was the same
as in France (about 2 percentage points) but higher
than in Germany (1.2 points). The inflation
differential between Italy and these two countriesfor
final consumer goods a onewasabout 1.5 percentage
points in August (Table 17), higher than at the
beginning of theyear and in line with the differential
based onthecorresponding consumer priceaggregate.

On the basis of producer prices, Italy’'s
competitive position vis-avis its main European
trading partners thus deteriorated by afurther 0.4 per
cent between the end of 1999 and the second quarter
of thisyear. Over the same period the depreciation of
the euro led to gainsin competitivenessin relation to
all competitors in trade in manufactures of 2
percentage points for France and Italy, about half the
figure for Germany.

Import prices continued to accelerate this year
throughout the area (Figure 24). The twelve-month
increase in the national accounts deflator for all
imports roseto an average of 8.8 per cent for thefour
main countries in the second quarter, compared with
4.3 per cent in the last quarter of 1999. In Italy the
increase in the deflator was much higher than in
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the other countries; in the second quarter the
twelve-month rate was 14.1 per cent, compared with
4.8 per centin Franceand 7.4 per centin Germany. In
thesetwo countriestheincreasein averageunit values
of imports was much higher (12.5 per cent in France
and 14.3 per cent in Germany in the second quarter),
and comparable with that for Italy (14.4 per cent).

Figure24

Main euro-area countries; export and import deflators
(percentage changes on year-earlier quarter)

6 Exports 6
3 . |3
0 - a\. S e 0
,3 L L

12 Imports 12

1997 1998 1999 2000

--—-Germany ------France —ltaly Spain Euro 4 (1)
Sources: Based on Istat and Eurostat data.

(1) Average, weighted on the basis of GDP, of deflators for Germany, France, Italy
and Spain.
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The area’s export prices were sustained by the
expansion in world trade and the depreciation of the
euro. Inthefirst six monthsthe export deflator for the
areaincreased at an average twelve-month rate of 3.3
per cent, compared with 0.4 per cent in the previous
six months.

In Italy the export deflator in the first half-year
was 5.2 per cent higher than twelve months earlier.
Theaverage unit value of exportsrose by 5.1 per cent
in the same period: by 3.5 per cent vis-a-vis EU
partners and by 7.5 per cent vis-a-vis the rest of the
world (Table al8) - less than the decline of 10.8
per cent in the effective nominal exchange rate in
relation to these countries. In these markets Italian
firms attempted to offset the erosion of price
competitiveness vis-a-vis European competitors.

The depreciation of the euro and the substantial
increasesin oil prices are to blame for the worsening
of Italy’s terms of trade; measured in terms of the

overal export and import deflators, the decline was
about 8 per cent inthefirst half of thisyear compared
with the same period of 1999.

Firms costs and profit margins

The costs of euro-areafirmswere inflated by the
sharp increases in oil prices, which in turn were
amplified by the depreciation of the euro against the
dollar. Detailed data on the composition of their costs
are not available but available information suggests
that domestic components had adampening effect on
upward pressures. Wage increases continued to be
moderate in the first half-year in the main countries
of the area: per capitacompensation of employeesin
the whole economy, which had risen by 1.5 per cent
in 1999 (by 1.9 per centin Italy, see Table 18) showed
the same rate of increasein the second quarter of this
year in relation to the corresponding period of 1999

Table 18
Main euro-area countries: unit labour costsand their components
(percentage changes on year-earlier period) (1)
Labour productivity
Cost of labour - .
per employee (2) of which: Unit labour costs
value added (3) employees (2)
2000 2000 2000 2000 2000
1999 Q2 1999 Q2 1999 Q2 1999 Q2 1999 Q2
Industry excluding construction
Germany . ... 1.3 1.8 0.8 3.0 0.2 2.8 -0.7 -0.2 0.5 -1.2
France ...... 2.2 1.4 2.4 3.6 23 3.8 -0.1 0.2 -0.2 -2.1
ltaly ........ 2.2 3.0 21 4.6 1.7 3.7 -0.4 -0.8 0.1 -15
Spain ....... 2.4 2.3 -0.3 1.7 3.0 4.3 3.3 2.6 2.8 0.6
Euro4 (4) ... 1.6 1.9 1.1 3.2 1.2 34 0.1 0.2 0.6 -1.2
Services (5)
Germany .... 1.3 0.8 0.4 0.7 2.6 3.2 2.2 2.5 0.8 0.1
France ...... 15 1.3 0.0 0.0 2.7 2.8 2.7 2.8 1.5 1.3
taly ........ 1.6 2.0 -11 -0.4 0.9 1.7 2.0 2.1 2.8 25
Spain ....... 2.8 3.7 0.0 0.1 3.5 3.4 35 3.3 2.8 3.6
Euro4 (4) ... 15 1.4 -0.1 0.2 2.4 2.8 2.5 2.6 1.6 1.2
Total economy

Germany .... 1.1 1.0 0.7 1.4 1.7 2.8 1.1 1.4 0.4 -0.3
France ...... 1.6 1.3 0.9 1.1 2.7 3.0 1.8 1.9 0.7 0.2
taly ........ 1.9 2.3 0.3 1.3 1.2 2.4 1.0 1.1 1.6 1.0
Spain ....... 2.8 3.3 -0.2 0.3 3.4 3.7 3.6 34 29 3.0
Euro 4 (4) ... 15 1.5 0.3 1.0 2.0 29 1.7 1.9 1.1 0.5

Source: Based on Eurostat data.

(1) The figures for the second quarter of 2000 have been calculated as the increase over the year-earlier period in the moving average of four periods ending in the reference
quarter. - (2) For Italy and Spain, standard labours units. - (3) At 1995 prices. - (4) Sum of the figures for France, Germany, Italy and Spain converted into a common currency using
the fixed exchange rates against the euro. - (5) Comprising the following sectors (ESA95): “wholesale and retail trade, transport and communication services”, “financial intermediation

and real estate services” and “other services”.
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(calculated as amoving average for the four quarters
ending in the reference quarter in order to attenuate
the volatility of the quarterly data). Unit labour costs
for the whole economy aso benefited from an
acceleration in productivity as the upturn gathered
momentum; the twelve-month rise in the second
quarter averaged 0.5 per cent in the main countries of
the areaand 1.0 per cent in Italy, compared with 1.1
and 1.6 per cent respectively in 1999.

A number of common differences between
industry excluding construction and the service
sectors are evident in al the main countries. Except
in Spain, the industrial sector recorded further
substantial productivity gains in the second quarter,
thanks to the combination of an acceleration in
activity and no change in employment. By contrast,
in the service sector, where value added continued to
grow at a similar pace to that recorded in industry
(with the partial exception of Italy), the increase in
employment was greater and productivity continued
either to stagnate or, as in Germany, to register very
modest gains.

Inltalianindustry, whereasharpincreaseinvalue
added was accompanied by adeclinein employment,
there were exceptionally large productivity gains
of 6.5 and 4.3 per cent in the first two quarters
respectively. Since the beginning of last year in-
creases in unit labour costs in this sector have come
into line with those in France and Germany, after
accumulating a sharp negative differential in the
second half of the nineties (Figure 25). This suggests
that it may be also possible to reduce the differential
in underlying producer price inflation between Italy
and its main European partners.

In Italy there was a dight reduction in real
contractua wagesinthefirst half of thisyear. Labour
contracts in some key sectors, such as the metal and
engineering industry and distribution, are due for
renewa in 2001; in Germany the renewas are
scheduled for 2002. Available information suggests
that thereislittle risk of an acceleration in wages.

Inindustry profits asapercentage of value added
have risen in the main euro-area countries in recent
months in connection with the strengthening of the
expansion. In ltaly the ratio remained broadly stable
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at the high valuesof thelast two yearsand inlinewith
those recorded in the cyclical peak of 1995. The
capacity utilization rate, which has been rising in al
the countriessince mid-1999, hasreached high levels
compared with those of the nineties.

Figure 25

Main euro-area countries:
unit labour costsin industry excluding construction
(percentage changeson year-earlier quarter) (1)

—--—- Germany
-+ ---France
6 — tay@ 18
Spain
4 Euo4(3) 14

1997 1998

Source: Based on Eurostat data.

(1) Based on the moving averages of four quarters ending in the reference quarter. -
(2) The data for 1998 have been adjusted to take account of the introduction of IRAP. -
(3) The components of unit labour costs have been obtained by summing the figures for
Germany, France, Italy and Spain converted into a common currency using the fixed
exchange rates against the euro.

Inflation expectations

According to the professional forecasters
surveyed by Consensus Forecasts, inflation ex-
pectationsfor 2000 have gradually deteriorated since
the beginning of the year asactual inflation hasrisen.
In January consumer prices had been expected torise
by an average of 1.6 per cent in the areaand 1.9 per
centinltaly; in October thesefigureswere2.2and 2.5
per cent respectively (Table 19). The forecasters
believethat the accelerationislargely temporary, and
that consumer price inflation should fall back next
year to 2 per cent in both Italy and the areaasawhole.
Based on these assessments, Italy’s differentials
vis-avis France and Germany should decline to 0.6
and 0.2 percentage points respectively in 2001,
compared with 0.9 and 0.6 per cent this year.

Thequarterly survey of inflation expectationsfor
Italy and the euro area conducted jointly by the Bank
of Italy and Il Sole 24 Ore in September among a
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Table 19
Inflation expectations for 2000 and 2001 in the euro area ascertained by Consensus Forecasts
(percentage changes on previous year)
January 2000 June 2000 October 2000

2000 2001 2000 2001 2000 2001
Germany ... 1.4 1.6 1.6 15 1.9 1.8
France ......... ... ..., 1.1 1.1 1.3 1.2 1.6 1.4
Italy ..o 1.9 1.7 2.3 1.8 25 2.0
SPAIN oo 2.3 22 2.3 2.6 3.3 2.7
Euroarea ............. ... ... ... 1.6 1.6 1.7 1.8 2.2 2.0

Source: Consensus Forecasts.

sampleof Italian firms confirmed the deteriorationin
expectations of recent months. Firms are forecasting

Figure 26

Inflation expectationsat 6 and 12 monthsand longer
inltaly and theeuroarea
according totheBank of Italy-11 Sole 24 Ore survey
(percentage changeson year-earlier period)

3.0 3.0
Italy
2.8 /D—D\ 2.8
D/ \D
2.6 2.6
2.4 2.4
2.6 2.6
Euro area
/\\D
2.4 D/ 2.4
2.2 2.2
2.0 2.0
1.8 L L 1.8
2000 2001 2002

June 2000 (1) -+ September 2000 (1)

Source: BI-Il Sole 24 Ore survey.

(1) The first point on each curve is the last actual inflation rate, provided to
interviewees as a point of reference for expressing their expectations; the two
intermediate values represent the rates expected respectively 6 and 12 months ahead
and the final point the rate expected more than 12 months ahead.

consumer priceinflation in September of next year at
2.6 per cent in the area as a whole and 2.8 per cent
in Italy. The survey reveded a sharp increase in
inflation expectations for the euro area compared
with the June survey: 0.5 percentage points, against
only 0.1 percentage points for Italy (Figure 26). The
dispersion of firms' inflation expectations is wider
than in earlier surveys, revealing greater uncertainty
about price developments. In addition, about 60 per
cent of firmsreported having passed onto pricesonly
someof theadditional costsincurredinrecent months
owing to higher energy prices.

Figure 27

L ong-term inflation expectations
in theeuro area ascertained by Consensus Forecasts (1)
(percentage changes on previous year)

3.5 3.5
3.0 3.0
25 25
2.0 2.0
1.0 1.0
2000 2001 2002 2003 2004 2005 2006-10
Germany France —— Italy Spain Euro 5 (2)

Source: Based on Consensus Forecasts data.

(1) Survey conducted in October 2000. - (2) Weighted average of the forecasts for
Germany, France, Italy, Spain and the Netherlands.
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Figure 28

I ndicator sof long-term inflation expectations
implicit in interest rates
(percentages and percentage points)
7.0

— forward rate (1)

6.5 OAT @) //_\/ 1.6
o0 \\/\‘\ / )
55 \/ 0.8

0.4

5.0

1998 1999 2000

Source: Based on Datastream data.

(1) Average of 1-year forward rates between 6 and 9 years ahead on euro interest
rate swaps. Left-hand scale. - (2) Difference in percentage points between the yield on
securities with a nominal coupon (OAT) and that on similar index-linked securities
(Obligation assimilable du Trésor indexée) maturing in 2009. Right-hand scale.
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Over the longer term the markets are ill
expecting inflation to slow down to below 2 per cent.
The six-monthly survey conducted in October by
Consensus Forecasts indicated expectations of
average rates of less than 2 per cent for the area and
for the main euro countries from 2002; only in Spain
was it expected to remain above this level in the
longer term (Figure 27).

In thefinancial market, theindicators of inflation
expectations over the longer run (nine years), which
is calculated as the difference between nominal and
real yields on French Treasury bonds (deduced from
index-linked securities), has remained broadly un-
changed in recent months, at around 1.5 percentage
points (Figure 28).
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THE PUBLIC FINANCESIN THE EURO AREA AND IN ITALY

Theoverall picture

The stability programmes submitted by the
Governments of the EU countries between
September 1999 and March 2000 showed general
government net borrowing in the euro area
amounting to 1.1 per cent of GDPin 2000, adecrease
of 0.3 percentage points on 1999. The results for the
early part of the year suggest that the outcome will
probably be dlightly better. Moreover, some
countries public finances will benefit from the
one-off proceeds of sales of licences for
third-generation mobile telephone services (UMTYS).

In Italy the Government’s Forecasting and
Planning Report for 2001 published at the end of
September confirmed the objective for general
government net borrowing in 2000 set in June in the
Economic and Financial Planning Document: 1.3 per
cent of GDP, down from 1.9 per cent in 1999 (Figure
29). The reduction reflected the forecasts of an
improvement in the primary surplus, from 4.9t0 5.2
per cent of GDP, and afall ininterest payments, from
6.8 to 6.5 per cent. The forecast reduction in public
debt, from 115.1 per cent of GDPin 1999to0 112.1 per
cent in 2000, was & so confirmed.

The official estimates were made without
considering the proceeds of the sde of UMTS
licences. The auction was held in October and
generated 26.75 trillion lire of revenue.

Evidence of a downward trend in genera
government net borrowing in comparison with 1999,
duein part to thedeclineininterest payments, isto be
found in the performance of the general government
borrowing requirement in thefirst eight monthsof the
year. At theend of August thisaggregate amounted to
34 trillion lire, a decrease of 6.4 trillion on the
year-earlier figure.

According to the Government, the objective for
net borrowing in 2000 will be achieved despite the

morethan 13 trillion lire of tax relief granted to offset
thestructural increaseintax revenue caused primarily
by previously undeclared amountsbei ng brought into
the tax net. The results recorded by other forms of
revenue and by expenditure were asforecast. Thetax
relief, concentrated in the last two months of theyear,
will ensure the tax burden remains basically
unchanged compared with 1999.

Figure 29

General government net borrowing,
primary balanceand debt in Italy (1)

(asa percentage of GDP)
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Sources: Based on Istat data and, for debt, Bank of Italy data. Following the switch
to ESA9S5, there is a break in the series between 1994 and 1995, which is marked by a
vertical dotted line. There is no corresponding discontinuity in the debt series. For 2000,
forecasts from Relazione previsionale e programmatica, September 2000.

(1) General government net borrowing includes reimbursements of tax credits in
securities and as a rule excludes settlements of other past debts; does not include
privatization receipts.
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In the first half of the year primary expenditure
grew faster than GDP. The Economic and Financia
Planning Document forecast a small decrease in its
ratio to GDP in 2000. If the target set for net
borrowingisto beachieved, primary expenditurewill
need to grow much more slowly in the second half of
the year.

Objectives and forecastsfor theeuro area

The primary objective of the budgetary policies
of the euro-areacountriesremainsthe achievement of
budgetary positions close to balance or in surplus;
the aim of reducing the ratio of revenue to GDP
is nonetheless growing in importance. The
cyclically-adjusted budget balances are expected to
remain basically stablein relationto GDPin 2000 and

to worsen by about 0.4 percentage points in 2001
(Table 20).

The stability programmes submitted between
September 1999 and March 2000 indicated that the
ratio of general government net borrowing to GDPin
the euro areawould decline by 0.3 percentage points
in 2000 and by 0.1 pointsin 2001.

In the spring the EU Commission expected a
decline in the ratio between 1999 and 2000 in line
with that predicted by the stability programmes; the
forecast was nonethel ess based on outturns for 1999
that were slightly more favourable than envisaged in
the stability programmes. The performance of the
public finances during the course of the year hasbeen
better than expected, partly owing to the acceleration
in economic activity.

Table 20

General government net borrowing, revenue, expenditure and debt in the euro area and the EU:
outturns, tar gets and forecasts (1)

(as a percentage of GDP)
1999 2000 2001
Euro 11 EU Euro 11 EU Euro 11 EU
Net borrowing
Stability and convergence programmes. . ... .. 14 1.0 11 0.7 1.0 0.6
EU Commission (April 2000) ................ 1.2 0.6 0.9 0.4 0.8 0.3
OECD (June 2000) (2) ... .cvvvvneenninnnn 1.2 0.8 1.0 0.5 0.9 0.5
IMF (October 2000) (3) ... 1.3 0.7 -0.1 -0.7 0.4 0.0
Cyclically-adjusted net borrowing (2)
OECD (June 2000) ..........ccvvueennnunnnn 0.7 0.4 0.9 0.6 1.3 0.9
IMF (October 2000) (3) ... vvvvviiiieen s 0.5 0.0 0.4 0.1 0.8 0.5
Revenue and expenditure
EU Commission (April 2000)
Expenditure ........... ... i 48.4 47.2 47.5 46.3 46.5 45.5
of which: interest payments ............ 4.3 4.1 4.1 3.9 3.9 3.7
Revenue ........... ...l 47.2 46.6 46.6 45.9 45.7 45.1
Debt
Stability and convergence programmes. . ... .. 72.5 67.7 71.4 66.0 69.9 64.3
EU Commission (April 2000) ................ 72.1 67.6 70.3 65.1 68.0 62.6

Sources: Stability and convergence programmes submitted between September 1999 and March 2000; EU Commission, Spring Forecast, April 2000; OECD, Economic Outlook,

June 2000; and IMF, World Economic Outlook, October 2000.

(1) Weighted averages based on GDP. - (2) Excluding Luxembourg. - (3) The figures for net borrowing take account of the proceeds of the sales of UMTS licences in Germany
(2.5 per cent of GDP in 2000), the United Kingdom (2.4 per cent in 2000) and France (1.3 per cent in 2001). The cyclically-adjusted figures do not include these amounts.
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The forecasts issued recently by the IMF, which
include the proceeds of sales of UMTS licences,
indicate animprovement in theratio of net borrowing
to GDP of 1.4 percentage points in 2000. Excluding
such amounts, the estimated improvement is about
0.5 points. ThelMF forecastsinclude the proceeds of
salesof UMTSlicencesin 2000 amounting to 2.5 per
cent of GDP in Germany and 2.4 per cent in the
United Kingdom and the receipts expected in France
in 2001 amounting to 1.3 per cent of GDP. The IMF
doesnot givean estimatefor Italy, but theauctionheld
in October 2000 brought in additional revenue
amounting to 1.2 per cent of GDP.

According to the forecasts prepared by
international organizations for 2001, excluding the
proceeds of sades of UMTS licences, genera
government net borrowing in the euro area will
remain basically unchanged.

By contrast, the ratio of the cyclically-adjusted
budget balance to GDP is expected to worsen
between 1999 and 2001 by 0.6 percentage points
according to the OECD and by 0.3 points according
to the IMF. The deterioration is attributable to
measures intended to reduce the tax burden without
rigorous offsetting action to curb expenditure.

Onthe basis of the programmes submitted by the
euro-area Governments, the ratio of debt to GDP for
the area as a whole is expected to decline between
1999 and 2001 by 2.6 percentage points to 69.9 per
cent.

In 1999 the four EU countries outside the euro
area recorded an average surplus that was
considerably larger than planned (around 1.5 per cent
of their combined GDP, instead of 0.6 per cent). Inthe
two years 2000 and 2001 the surplus is expected to
exceed the official targets again, although it will be
smaller than in 1999.

In most European countries UM TS licenceshave
been sold or are about to be sold. The expected
proceeds were not included in the programmes
submitted by EU Governments because Eurostat had
not decided how they wereto beaccountedfor. In July
Eurostat established that the full amount was

normally to be included in genera government
revenuein theyear in which licenceswere allotted. It
nonetheless provided for two cases in which the
proceeds generated by non-transferable licences
could bedistributed over the duration of the contract.
The two exceptions concern licences valid for a
period of not morethan fiveyearsand thosefor which
payment is not made in full but for a period that is
shorter than the duration of the contract.

The one-off nature of the proceeds of sales of
UMTS licences makes it advisable to exclude them
when assessing public finances. On the basis of the
|atest availableinformation, the EU countries appear
to be oriented towards using these amounts to
accelerate the reduction of their debt ratios by
recording better balances than originally planned.

Budgetary policy and the public financesin Italy

The Government’'s plans envisage a gradual
reductionin net borrowing until the budget isbrought
into balance in 2003, with a small surplus following
in 2004. The Economic and Financial Planning
Document published in June 1998 set the target for
net borrowing in 2000 at 1.5 per cent of GDP. The
Document published in June 1999 confirmed this
figure; on the assumption of 2.2 per cent growth in
GDP and an interest rate of 3.7 per cent on
twelve-month Treasury bills at the end of the year,
the primary surplus was forecast to be 5 per cent
of GDP and interest payments 6.5 per cent. In
September 1999 the objectiveswere confirmed in the
Government’s Forecasting and Planning Report.

The budget approved at the end of 1999, in
addition to providing for reductionsin expenditure of
around 11.5 trillion lire and increases in revenue
totaling 5.4 trillion (of which 4 trillion from sales of
property), contained 2.6 trillion of appropriationsfor
social policy and growth promotion measures. It al'so
provided for nearly 12 trillion of tax relief intended to
compensate for the larger-than-expected rise in
revenuein 1999. Overall the budget was expected to
reduce net borrowing by around 2.4 trillion.

The target of 1.5 per cent of GDP for net
borrowing was confirmedinthe Stability Programme
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State sector revenue and expenditure

Tax revenuein thefirst nine months of the year

Sate sector tax receipts amounted to 422.1 trillion lire
in the first nine months of the year, 5.2 per cent morethanin
the corresponding period of 1999 (Table 1). The Quarterly
Report on the Borrowing Requirement published in April
had forecast an increase for the year as a whole of 1.4 per
cent (3.6 per cent including receipts of the flat-rate
withholding tax on managed savings).

In comparison with the forecast contained in the
Quarterly Report, tax revenue was boosted by the effects of
theincreasein the price of oil and the dlightly higher rate of
growth in nominal GDP. It also benefited from some
measuresthat contributed to bringing tax baseinto the open
(sector studies, the unified tax payment form and tax relief
for the renovation of buildings).

Receipts of direct taxesincreased by 5.1 per cent (11.2
trillion lire) as a result of the divergent trends of the main
components: theflat-ratewithhol ding tax oninterest income
and capital gains almost doubled compared with the
corresponding period of 1999 and personal incometax rose
by 4.6 per cent, while corporate income tax fell by 4.8 per
cent. The Quarterly Report had forecast an increase of 2.2
per cent in personal income tax and a decrease of 10.7 per
cent in corporate income tax.

Theincrease in personal income tax was primarily due
to that of 4 per cent (4.7 trillion lire) in the withholding tax
on employee incomes; the self-assessed component of this
tax, which is mainly paid by the self-employed and small
enterprises, showed a similar fall to that in corporate
incometax. For both of the two latter taxesthe good level of
profits and the emergence of previously hidden taxable
income had an impact only on the payments made on
account; in the payments of balances these factors were
offset by others of the opposite sign, in particular, by the tax
relief introduced in the budget for 1999. Moreover, the
balances paid in 1999 had been particularly high owing to
the temporary boost produced by the abolition of health
service contributions.

Turning to the flat-rate withholding taxes on interest
income and capital gains, the yield of the tax on securities
under professional management increased the most (from
2.9trillionlireinthefirst ninemonthsof 1999to 15.2trillion
in the corresponding period of 2000). Receipts of the tax on
securities administered on behalf of customersincreased by

around 2.9 trillion, while those of the tax on bank deposits
fell by 0.9 trillion.
Table 1

State sector tax revenue (1)
(billions of lire and millions of euros)

2000
January- % %
Sept(ezr)nber compo- | change

sition |on 1999

lire euros

Direct taxes
Personal incometax ........

of which: withholding tax on
employee incomes

229,591 118,574 54.4 51
163,801 84,596 71.3 4.6

and the like .. ... 123,379 63,720 4.0
balances ....... 9,265 4,785 -0.5
payments on
account ........ 11,989 6,192 8.3
Corporate ................. 30,678 15,844 134 -4.8
of which: balances ....... 13,075 6,753 -13.5
payments on
account ........ 17,225 8,896 35
Withholding tax on interest
income and capital gains . 31,248 16,138 13.6 90.4
Other(3) ..., 3,864 1,996 1.7 -70.8

Indirect taxes 192,491 99,413 45.6 5.2

VAT (4) ..o 116,318 60,073 60.4 19.0
Other business taxes ....... 18,909 9,766 9.8 -223
Excise duties on oil products . 28,389 14,662 14.8 -5.9
Other excise duties and sales

tAXeS ..ttt 11,147 5,757 5.8 2.2
Monopolies ................ 10,659 5,505 55 14.0
Lotteries .................. 7,069 3,651 3.7 -323

TOTAL TAXREVENUE ........ 422,082 217,987 100.0 5.2

Sources: Based on Bank of Italy and Treasury Ministry data.

(1) From May 1998 the main taxes are paid without distinction into a single
account with the Treasury and subsequently allocated to the individual items of the
budget. The receipts shown in this table are those recorded in the budget accounts
and therefore do not include amounts on the account with the Treasury still to be
allocated. The data are net of accounting transactions with the Sicily and Sardinia
regions. - (2) Provisional. - (3) Includes receipts of local income tax and inheritance
taxes, which are recorded under “Business taxes and duties” in the State budget.
- (4) Includes the VAT accruing to the EU.

Theriseinindirect taxesof 5.2 per cent (9.6 trillionlire)
was fueled by the growth in VAT revenues, which benefited
fromthe strength of consumption, theincreasein the price of
oil and the emergence of previously hidden tax base. The
largeincrease of 19 per cent in VAT was partly dueto delays

cont. 3
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in recording receipts of this tax in the first nine months of
1999. Other businesstaxesfell by 22.3 per cent (5.4 trillion).
Excise duties on oil products declined by 5.9 per cent (1.8
trillion) owing to therate cutsintroduced to compensate for
the effects of the increase in the price of ail.

Recei ptsfrom state monopoliesincreased by 14 per cent
(2.3 trillion lire), probably owing in part to more effective
action in the fight against smuggling. After rising very
substantially in the first nine months of 1999, revenue from
lotteries fell by 32.3 per cent (3.4 trillion).

Expenditurein thefirst half of the year

In the first six months of the year state sector
expenditure amounted to 356.2 trillion lire, an increase of 4
per cent (13.6 trillion) on the corresponding period of 1999
(Table 2). The reduction of 11.3 per cent (7.9 trillion) in
interest payments was outweighed by the increase of 7.9 per
cent (21.6 trillion) in primary expenditure. Excluding tax
refunds, total expenditure increased by 4.5 per cent (14.5
trillion) and primary expenditure by 8.8 per cent (22.5
trillion).

Among the primary current expenditure items, there
were substantial increases in wages and salaries and
transfers to the regions and enterprises; transfers to social
security institutions decreased, while expenditure on
goods and services remained virtually unchanged. Capital
expenditure showed an appreciable increase, while
financial expenditure contracted.

Wages and salaries rose by 15.5 per cent (9.1 trillion
lire), primarily owing to a contribution to the financing of
the Sate Sector Employees Social Security Institute
(INPDAP) having been paid earlier than in 1999. The
contribution in question amounted to 13.9 trillion.

Current transfersincreased by 8.5 per cent (11.9trillion
lire) as a result of the divergent trends of the main
components. Transfers to social security institutions fell by
6.4 trillion sincethe risein the financing needs of INPSwas
offset by falls in those of other institutions, especially
INPDAP. The increase in the INPS deficit was partly due to
itsbeing entrusted with the management of railway workers
pensions and the drying up of recoveries of overdue social
security contributions, which, from late in 1999, were paid
to the company set up to handle the securitization of these
claims. Transfers to the regions rose by 11.3 trillion, partly

owing to the increase in settlements of their past debts.
Transfers to enterprises rose by 5.7 trillion entirely in
connection with payments to former autonomous
government agencies, with Poste Italiane Sp.A. receiving
more than 4 trillion and Ferrovie dello Stato Sp.A. more
than 1.7 trillion. Transfer sto recipientsabroad increased by
1.7 trillion, primarily in connection with payments to the
European Union.

Table 2
Main expenditureitems of the state sector
(billions of lire and millions of euros)
2000 H1 % change
lire euros 0on1999
Current payments (1) ........... 320,022 165,278 4.1
Wages and salaries ............ 67,915 35,075 15.5
Goods and services ............ 11,821 6,105 0.2
Current transfers to: ............ 152,071 78,538 8.5
social security institutions .. ... 44,353 22,906 -12.6
regions ... 61,004 31,506 22.7
municipalities and provinces . .. 13,785 7,119 -2.6
households .................. 3,821 1,973 -20.5
enterprises .................. 14,346 7,409 66.7
recipients abroad . ............ 6,619 3,418 34.7
other ....... .. ... ... ... 8,143 4,206 13.3
Interest payments .............. 62,146 32,096 -11.3
Taxrebates ................... 17,249 8,908 -4.9
Other ....... ..., 8,820 4,555 3.1
Capital expenditure ............. 22,991 11,874 12.8
of which:fixed investments ...... 2,834 1,464 8.9
transfer payments ... ... 19,591 10,118 10.9
Financial expenditure ........... 13,174 6,804 -10.1
of which:equity investments .. ... 6,150 3,176 -12.1
loans and advances .. .. 5,333 2,754 -8.1
Total expenditure ............... 356,187 183,955 4.0

Source: Relazione sulla stima del fabbisogno di cassa, presented by the
Treasury Minister on 9 October 2000.
(1) Net of accounting transactions with the Sicily and Sardinia regions.

Theincrease of 12.8 per cent (2.6 trillionlire) in capital
expenditure was largely due to the increase in transfer
payments. Thefall of 10.1 per cent (1.5 trillion) infinancial
expenditure reflected the reduction of 750 billion lire in
capital contributionsto public-sector enterprisesand that of
900 billion in loans to private-sector enterprises.
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published in December 1999 and in the Quarterly
Report on the Borrowing Requirement published in
April 2000.

In the Economic and Financia Planning
Document published in June 2000 the target for net
borrowing was changed to 1.3 per cent of GDP
following an improvement in the forecast for the
primary surplus (to 5.2 per cent of GDP) in
connection with the upward revision of GDP growth
(to 2.8 per cent).

Table 21

State sector and general government
borrowing requirement
(billions of lire and, in brackets, millions of euros)

1997 1998 1999 | 2000 (1)

Net state sector borrowing requirement (2)
January-August . ... 31,481 40,056 25,129 29,475
(12,978) (15,223)

January-September 51,444 58,948 45,563 47,239
(23,531) (24,397)

Net general government
borrowing requirement (2)

January-August . . .. 28,789 35,314 40,394 34,038
(20,862) (17,579)

Gross general government
borrowing requirement

January-August . ... 25,701 29,149 48,840 40,724
(25,224) (21,032)

(1) Provisional. - (2) Excluding settlements of past debts and privatization
receipts.

The public finances indicator that is available
during the year with the shortest |ag isthe state sector
borrowing requirement. On the basis of the definition
that excludes settlements of past debts and
privatization receipts, in thefirst nine months of 2000
this aggregate amounted to 47.2 ftrillion lire, as
against 45.6 trillion in the corresponding period in
1999 (Table 21 and Figure 30). Preliminary data
indicate that in the first ten months of this year it
amountedto 60.5trillion, asagainst 62.2trillioninthe
first ten monthsof 1999. The official estimatesfor the
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year asawhole, updated in Junein the Economic and
Financial Planning Document, indicate a state sector
borrowing requirement of 26.4 trillion, as against 31
trillion in 1999.

Figure 30

State sector and general gover nment
borrowing requirement (1)
(cumulative balances; hillionsof lire)

80,000 80,000
State sector
60,000 e 60,000
40,000 “.| 40,000
20,000 £ - 20,000
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0 : 2000 0
-20,000 -20,000
80,000 _ 80,000
General government B
60,000 . £ “ 1 60,000
40,000 40,000
20,000 20,000
g7 e 1999
0 2000 0
-20,000 ‘ ‘ ‘ ‘ -20,000
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(1) Excluding settlements of past debts and privatization receipts.

State sector tax receiptsgrew by 5.2 per centinthe
first nine months of 2000 (seebox). Therisein direct
taxes was mainly due to the surge, from 2.9 to 15.2
trillion lire, in receipts of the tax on interest and
capital gains earned on securities under professional
management; that inindirect taxeswasboosted by the
growth in VAT receipts.

The data available on the state sector accounts
indicate that actual revenue is running at a higher
level than that implied by theofficial forecastsfor the
year. The Economic and Financial Planning
Document published in June 2000 forecast that the
ratio of general government taxes and social security
contributions to GDP would be virtually unchanged
at 43.2 per cent. It also suggested that the growth in
tax revenue might turn out to be faster than expected.
At theend of September, in order to avoid anincrease
inthetax burden, the Government granted another 13
trillion lire of tax relief.
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The larger volume of revenue did not result in a
more pronounced improvement in the state sector
borrowing requirement in the first ten months of the
year, partly because of the performance of some
items, especially on the expenditure side, that affect
the state sector borrowing requirement but not
general government net borrowing, owing to the
different accounting methods used in calculating the
two balances. The most important of these items
concern transactions with the EU and withdrawals
from the centralized Treasury account by the regions
to settle past debtsin the health sector.

Turning to expenditure, data are only available
for the first half of the year, when that of the state
sector, excluding payments of tax credits, increased
by 4.5 per cent compared with the first six monthsin
1999; excluding interest payments, the increase was
equal to 8.8 per cent. The corresponding figures for
the public sector were 4.8 and 7.3 per cent. On the
basis of the Quarterly Report on the Borrowing
Requirement published in September 2000, it would
appear that general government primary expenditure,
as defined in the national accounts, also grew faster
than GDP. The Economic and Financial Planning
Document published in June 2000 had forecast a
small declinein relation to GDP.

The genera government net borrowing
requirement in the first eight months of 2000
amounted to 34trillionlire, 6.4trillionlessthaninthe
corresponding period in 1999.

Italy’s public debt

The Government’s Forecasting and Planning
Report published at the end of September confirmed
the forecast published in June in the Economic and
Financial Planning Document of afall of 3 percentage
pointsintheratio of debt to GDP compared with 1999
to 112.1 per cent. The forecast was based on the
assumption of nominal GDP growth of 4.2 per cent
and implied an increase in the debt of 36 trillion lire
(1.6 per cent of GDP).

In 1999 thedebt ratio had fallen by 1.1 percentage
pointsin connection with nominal GDP growth of 2.9

per cent and an increase in the debt of 46 trillion lire
(2.2 per cent of GDP).

Theforecast for 2000 takes account of part of the
extraordinary revenuethat the Treasury hasestimated
will amount to 65 trillion lirein 2000-01 asaresult of
the sale of a further tranche of ENEL shares, the
disposal of equity interests in other companies, the
first payment on account in connection with the
liquidation of IRI and the sale of UMTS licences
(26.75 trillion lire).

In the first eight months of 2000 general
government debt grew by 61.4 trillionlire. Thefunds
raised through net issues of liabilities amounted to
51.2 trillion; the increase in the debt was due in part
to the depreciation of the euro, which added around
7.9 trillion in respect of liabilities denominated in
dollars, yen and Swiss francs. Of the net issues of
liabilities, 40.7 trillion served to finance the
borrowing requirement (20.2 trillion in the whole of
1999), while the remaining 10.5 trillion went to
increase the Treasury’s claims on the Bank of Italy.
The borrowing requirement reflected 6.8 trillion of
settlements of past debts (12.1 trillioninthe whole of
1999) and 150 billion of privatization receipts (more
than 43.8 trillion in the whole of 1999). The receipts
included in the accounts for 2000 came from the sale
of equity interests in Credito Industriale Sardo and
Meliorbanca; in 1999 they had come from the sale of
the first tranche of ENEL shares, the disposa of
Mediocredito Centrale and extraordinary dividends.

Notwithstanding the sharp increasein the debt in
thefirst eight monthsof 2000, thefall inthedebt ratio
forecast by the Government appears feasible. The
borrowing requirement for the year is set to decrease
asaresult of the budget surpluses expected in the last
part of the year and the proceeds of an extraordinary
nature planned for 2000, of which only afraction was
received in the first eight months. There will also be
less need to issueliabilitiesin the last four months of
the year in view of the possibility of financing the
borrowing requirement by drawing on the assets
accumulated at the Bank of Italy (as in September,
when withdrawals totaled 13.7 trillion lire).

The average residual maturity of the public debt
lengthened further, from 5.5 years at the end of 1999
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to 5.8 years at the end of September. In 2000 nearly
all the state sector borrowing requirement has been
financed by issuing medium and long-term securities
and raising loans abroad. The Treasury raised atotal
of nearly 77.6 trillion lire by these meansin the first
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nine months of the year (with medium and long-term
securitiescontributing 54.2 trillion), so that therewas
substantial overfunding. The proceeds were used in
part to finance 12.6 trillion of net redemptions of
other liabilities, especially short-term securities.
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THE SINGLE MONETARY POLICY, FINANCIAL INTERMEDIARIESAND MARKETS
INTHE EURO AREA AND IN ITALY

Monetary developments

Therisein official interest rates in the euro area
that had begun at theend of 1999 continued duringthe
summer. The Governing Council of the ECB raised
the rate on main refinancing operations by 0.5
percentage points in June and by 0.25 points in
August and again in October. The rate now stands at
4.75 per cent, 2.25 points higher than last October
(Figure31). Theratesonthemarginal lending facility
and on overnight deposits with the Eurosystem were
increased by the same amount.

Against the background of a recovery in
economic activity and high liquidity, the monetary
measures were designed to prevent price pressures
due to the rise in qil prices and the weakness of the

euro from translating into a permanent rise in actual
and expected inflation.

Since 28 June main refinancing operations have
been conducted through variableratetenders; the gap
between the demand for and supply of funds is
considerably narrower than under the previous
system of fixed rate tenders (see box: “The euro-area
money market”). The minimum bid rate under the
new auction procedure hasbecomethemainindicator
of the monetary policy stance.

The changes in official rates were reflected in a
rise in money market rates. Between the end of
December and the end of October the EONIA rate
rose by 1.8 percentage points to 4.8 per cent; the
3-month interbank rate increased by a similar
amount.

Figure 31

Official interest rates and money and financial market ratesin theeuro area
(daily data; percentages)
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The euro-area money mar ket

On 8 June 2000 the Governing Council of the ECB
decided that main refinancing operations would be
conducted asvariableratetendersbeginning with that to
be settled on 28 June. As well as continuing to fix the
allotment volume, the Governing Council now sets a

minimum bid rate, which replaces the fixed rate in

signaling the monetary policy stance. The average
interest rate and the marginal rate (the lowest rate at

which funds are allotted) are determined by supply and
demand and can therefore vary.

The use of variable rate tenders has reduced the
excess demand for funds from its level under the
fixed-rate-tender regime (see figure). The volatility of
money market rates has not increased under the new
tender procedures. the standard deviation of daily

variations in the EONIA rate has been 11 basis pointsin

the new system, compared with 14 pointsin the old. The
aver age difference between the minimum bid rate set by
the Governing Council and the marginal allotment rate
was 9 basis points. In the week following the tenders, the

EONIA rate has been only 1 basis point higher on
average than the marginal rate.

Between July and October the average number of
euro-area banks participating in main refinancing
operations was 670, compared with an average of 815

between January and June; the decline was dlightly less
pronounced among Italian banks (from 44 to 40).

Ratio of funds allotted to total bids
in main refinancing operations (1)

100 100

80 80

60 60

40 40

20 20

1999 2000

(1) Fixed rate tenders from 5 January 1999 to 20 June 2000. Variable rate tenders
from 27 June 2000 onwards. The vertical dotted line divides the two periods.

In the first nine months of the year, average daily
recourse to the Eurosystem’'s marginal refinancing and
overnight deposit facilitiesfell to about €380 million and
€620 million respectively, compared with €890 million
and €770 million in the whole of 1999. Smultaneous use
of the deposit and refinancing facilities was modest in

cont. 3»

The rise in short-term rates was in line with the
expectations that can be calculated from the yields
implicit in futures contracts on the Euromarket. The
yield curve shifted steadily upwards and flattened
from April to August (Figure 32) before falling back
dlightly in September. At present a comparison with
the spot rate indicates expectations of afurther risein
yieldsin the next two months.

Long-term euro rates remained broadly stable.
Between the end of January and the end of October
10-year swap ratesfluctuated between 5.7 and 6.0 per
cent and yields on benchmark government securities
aso showed only small movements. In the United
States, by contrast, 10-year rates declined (by 0.8
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points in the case of 10-year interest rate swaps and
by 1.1 points in that of Treasury bonds) amidst
expectations of aslowdown in economic growth and
an easing of concern about inflation. As aresult, the
differentials between dollar and euro rates narrowed,
by 0.6 pointsto 0.9 pointsin the case of 10-year swaps
and by 0.8 pointsto 0.2 in that of 10-year benchmark
bonds.

Thereal short-term interest rate in the euro area,
caculated from the 3-month nominal rate and
inflation expectations obtained from surveys, roseto
2.6 per centinthethird quarter of 2000, morethanone
percentage point higher than at theend of last year but
still about half a point lower than the corresponding
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relation to the size of required reserves, evidence of the
successful operation of the money market.

Over the same period, average daily recourse to
overnight deposits by Italian intermediaries was e48
million and that to marginal refinancing €18 million.
This compares with €68 million and €26 million in 1999
as a whole. The simultaneous use of the facilities by
Italian banks remains negligible.

On 21 June the Eurosystem conducted a fine-tuning
operation that injected €7 billion in overnight liquidity
into the market. The operation was aimed at offsetting an
unexpectedly large deposit of funds by one of the
Eurosystem central banks the previous day, in
concomitance with the last tender for that reserve
maintenance period, ensuring that liquidity conditionsin
the area remained unaffected. The interbank overnight
interest rate, which on the morning of 21 June had risen
to a very high level (around 4.6 per cent), subsequently
subsided in the hours following the operation and
through the next day, eventually falling below itslevel in
the previous days.

In the first ten months of the year the average daily
turnover on the Italian interbank market (e-Mid) was
equal to €16 hillion, compared with an average of e14.7

billion in 1999. The increase in trading in overnight
fundsfrome9.8 billion to €11.9 billion was accompanied
by a decline in activity at the other maturities.

Therisein market liquidity can also be attributed to
changes in trading procedures. In order to facilitate
liquidity management by larger institutions, a segment of
the market has been reserved for operations with a
minimum size of €100 million. About one fifth of trading
in overnight funds is now conducted through this*“ large
deals’ channel, at ratesthat are broadly in line with the
overall average.

There has been an increase in the share of trading
accounted for by non-residents, who can use the remote
access procedures. Ten foreign banks currently operate
in the market. They are most active in the large deals
segment, especially for raising liquidity.

Collateralized operations, already widely used in
other euro-area countries, haveal so expanded recentlyin
theltalian money market. Intherepo segment of theMTS,
about three quarters of contracts are made at spot-next.
Thanks to the collateral backing the trades, rates at the
variousmaturitieswerean aver ageof 2 basi spointslower
thanthoseon similarly-datedinter bank deposits. Trading
is highly concentrated: the 10 largest intermediaries
account for nearly 70 per cent of total volume.

rate in the United States (Figure 33). According to
market expectations, theeuro area’ sratewill continue
to rise in the coming months, to around 3.6 per cent
in 2001; the differential in relation to the US rate
wouldthusnarrow further, whichwoul d be consi stent
with forecasts of areduction in the gap between the
growth rates of the two economies. In Italy the real
interest rate is aimost half a percentage point lower
than that for the area as a whole, reflecting the
persistence of an inflation differential. The markets
expect the gap to close during 2001.

The yield on French 10-year government
securitiesindexed to consumer prices, which provide
an indicator of the rea long-term interest rate, has

remained stable at around 3.7 per cent since the
beginning of the year; in the United States the yield
on comparable government securitiesisaround 4 per
cent.

The euro has weakened further in 2000. Its
effectiveexchangeratefell toalowinMay, recovered
in June and declined again between July and October
to its lowest level for the last ten years, in both
nominal and real terms (Figure 34). The currency’s
weaknesswas duein part to the continued differential
in growth expectationsin favour of the United States
and was accompanied by substantial net outflows of
direct and portfolio investment, particularly in
equities (Figure 35).
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Figure 32
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axis shows the settlement dates for the futures contracts to which the yields refer. -
(3) The horizontal axis shows the period to which the yield refers, expressed in years from
the contract date indicated (the first value is the spot rate at that date).

Figure 33

Expected real 3-month interest rate (1)
(quarterly data; percentages)
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(1) 3-month nominal interest rate on Euromarket deposits (average of rates in the
final month of the quarter; from December 2000 onwards, nominal rate implicit in futures
contracts), deflated using annual inflation expectations measured by the quarterly
Consensus Forecasts survey of September 2000 for the period ending in the
subsequent quarter. - (2) Until December 1998, the 3-month LIBOR rates for France,
Germany, Italy and Spain; from January 1999 onwards, 3-month EURIBOR. The real
rate for the area is calculated as the average of those for the 4 countries, weighted using
each country’'s GDP (at current prices in national currency, translated into a common
currency using the average purchasing power parities for 1994-96. Source: Based on
OECD data).
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Figure 34
Effective exchangerate
of the euro during the nineties (1)
(monthly data; index, 1993=100)
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Source: ECB.

(1) Anincrease indicates an appreciation. For details of the method of calculation,
see ECB, Monthly Bulletin, October 1999, p. 29, Box 5. The real exchange rate is
calculated on the basis of producer prices.

Shared concern about the potential implications
for the world economy of an excessive depreciation
of the euro prompted the ECB and the monetary
authorities of the United States, Japan, the United
Kingdom and Canada to carry out concerted
exchange-market intervention in support of the euro
on 22 September at the initiative of the ECB. The
valueof theeuroinUSdollarsrosefrom 85to0 88 cents
after theintervention, only todeclineagaininthedays
that followed; on 30 October it stood at 85 cents. Since
thebeginning of theyear it hasdepreciated by 16.0 per
cent against the dollar, 10.5 per cent against the yen
and 9.6 per cent in nominal effective terms.

Figure 35
Net capital outflows and
nominal effective exchangerate of the euro
(monthly data)
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(1) Billions of euros. - (2) Index, 1993=100. For details of the method of calculation,
see ECB, Monthly Bulletin, October 1999, p. 29, Box 5. An increase indicates an
appreciation.
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The monetary and credit aggregates continue to
indicate an abundance of liquidity in the euro area,
although the growth in M3 did slow down during the
summer in response to the raising of short-term
interest rates. In September the twelve-month rate of
increasein M3 came down to 5.5 per cent, compared
with 6.1 per cent in December 1999 (Figure 36); the
3-month moving average fell to 5.4 per cent, thus
remaining above the reference value of 4.5 per cent
set by the Governing Council of the ECB.

Within the M3 aggregate, the slowdown in the
growth of the more liquid components (in September
M1 increased at atwelve-month rate of 6.6 per cent,
compared with 10.0 per cent in December 1999)
contrasted with a continued rapid expansion in
marketable instruments (12.5 per cent, compared
with 12.8 per cent). Thisdivergencewasdue partly to
awidening of theyield differential between the more
liquid components and those held for portfolio
purposes.

The growth in the Italian component of M3
accelerated steadily during the year to a twelve-
month rate of 5.5 per cent in September, compared

Figure 36
Monetary and credit aggregates
for theeuro areaand Italy
(monthly data; twelve-month percentage changes)
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Sources: ECB and Bank of Italy.

(1) ltalian contribution to euro-area M3. - (2) Financing granted by monetary
financial institutions (MFIs) to euro-area residents other than general government and
MFIs in euros and other currencies in the form of loans and purchases of bonds, shares
and participations.

Table 22

Credit and financial assetsin Italy (1)
(end-of-period data; percentages)

12-month percentage changes

Percentage shares of stocks

December 1999 June 2000 December 1999 June 2000
Total credit ... ...t 6.1 5.6 100.0 100.0
General governmentdebt (2) .............. ... ... 1.4 0.6 58.7 57.9
Total finance to “other residents” .................... 13.6 13.2 41.3 42.1
Banklending .......... ... i 10.6 12.9 35.3 36.1
Bonds ... .. 6.5 40.9 0.6 0.6
Loansfromabroad ..............ccoviiiiiii...
40.9 12.8 54 5.4
Financial assets (3) . ... 5.8 4.6 100.0 100.0
DomestiC . ..o -2.7 -0.7 74.6 72.9
Monetary assets, other deposits and BOTs ... ..... -1.9 1.9 40.6 39.5
Medium and long-term securities ................ -3.2 -3.9 31.7 31.0
Other financial assets (4) ..., -13.0 -1.3 2.3 2.3
Foreign ... 47.3 23.2 25.4 27.1

(1) Provisional. Rounding may cause discrepancies in totals. Data on items with the rest of the world may be subject to revision once the work to bring the balance-of-payments
statistics into line with the new IMF standards has been completed.- (2) According to the EU definition. - (3) The financial asset holding sector comprises all Italian residents other than
MFIs and central government. - (4) Include companies’ security deposits and shares held by non-money-market funds.
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with oneof 2.2 per cent last December. Thisreflected
the fact that the increase in marketable instruments
accelerated more sharply than in the areaasawhole,
while that in the more liquid components slowed
down.

Inthe euro areabank lending to the private sector
continued to grow rapidly, at arate of 10.8 per centin
the twelve months ending in September; in Italy the
figure was 14.1 per cent.

The private sector’s total financial assets net of
directly held shares increased by 4.6 per cent in the
twelvemonthsto June (Table 22) asaresult of adight
contraction of 0.7 per cent in domestic assets and a
substantial expansion of 23.2 per cent in foreign
assets, duemainly to anincreaseininvestment abroad
by non-money-market funds.

Bankingin Italy

In the first eight months of the year lending
continued to increase morerapidly in Italy thanin the
euro area as a whole; the growth in deposits also
accelerated, but not by enough to finance the volume
of new lending (Table 23 and Figure 37). Banksagain
greatly reduced their securities portfolios and
increased their net external liabilitiesin order to limit
their domestic borrowing and thus hold down the
overal cost of funds. Their half-yearly results show
anincreasein profit margins, asincomeincreased by
morethan operating costs, withincome from services
showing particularly rapid growth.

The growth in bank lending also remained very
rapid in the euro area (8.2 per cent in the twelve
monthsto August) and higher than that in deposits; it
wasfinanced by afurther increasein net foreign debt.
The expansion was, on average, more rapid in the
countries where economic growth was strongest; in
France and Germany the increase was more
moderate, broadly in line with that recorded in 1999.

The expansion in lending to residents by Italian
banks (12.6 per cent in the twelve months ending in
August, compared with 9.2 per cent at the end of
1999; Table 24) can be explained by the pick-up in

activity and a number of large loans, primarily to
companies in the service and energy sectors. The
increase in short-term lending was particularly rapid
(15.3 per cent, against 6.2 per cent at theend of 1999),
whereas the growth in medium and long-term loans
moderated to 10.1 per cent. Theaccelerationin credit
occurred in all areas of the country, but was strongest
in the Centre and North.

Figure 37
Bank funding and lending
in the main euro-area countries (1)
(monthly data; twelve-month percentage changes)
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Sources: Based on ECB data and national statistics.

(1) Funding and lending of the monetary financial institutions (MFIs) of the euro-area
countries (excluding the Eurosystem) from and to non-MFI customers resident in the
area. The data are adjusted for reclassifications, revaluations, exchange rate variations
and any other changes not due to transactions.

Sectoral data, which are available up to June,
show that in Italy the strongest growth wasin lending
to finance and insurance companies, holding
companies and consumer households (twelve-month
rates of 26.1, 16.0 and 18.3 per cent respectively;
Table 25). Thegrowthin credit toindustry roseto 7.8
per cent, mainly on account of an acceleration in
lending to the manufacturing sector to 5.7 per cent
(compared with 4.0 per cent in the twelve monthsto
December), stimulated by the expansion in economic
activity, andthesharpincreaseinlendingtotheenergy
sector (31.1 per cent, compared with 1.2 per cent).
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Table 23
Bank funding and lendingin theeuro areaand in Italy (1)
(harmonized definitions; billions of euros and twelve-month percentage changes)
Deposits (2)
i Debts
excluding central government securities Loans (4)
With agreed Redeemable Repurchase issued (3)
Current account maturity at notice agreements
% % % % % % %
Balances change Balances change Balances change Balances change Balances change Balances change Balance change

Euro area (5)

1999 - May 4,975.2 4.2 14345 151 19747 -0.7 13147 4.2 172.4 -14.6 2,2475 104 6,021.5 8.6
June 5,0083 43 14796 144 19612 -04 13191 4.7 166.4 -15.5 2,268.9 99 6,121.7 9.0
July 50116 49 14681 172 1,979.1 0.1 1,321.3 4.9 163.7 -21.7 2,274.8 9.1 6,1484 838
Aug. 49941 46 14391 155 1,988.1 0.1 1,320.2 438 162.6 -19.6 2,291.0 9.0 6,1395 85
Sept. 5,0044 45 1,466.9 154 1,976.7 0.1 1,317.1 4.6 160.6 -22.0 2,329.3 10.3 6,184.2 84
Oct. 50203 44 14674 152 1,996.7 09 13140 41 1575 -27.2 2,355.7 114 6,239.8 8.6
Nov. 5,055.3 4.6 1501.1 13.7 2,005.0 1.7 13087 3.6 158.6 -194 2,376.8 11.2 6,3175 838
Dec. 5,129.6 3.7 15323 105 2,037.4 18 13271 21 1442 -16.2 2,364.7 105 16,3440 8.2

2000 - Jan. 5,153.2 3.4 1561.7 104 2,023.0 11 13271 11 1549 -9.7 2,370.6 9.2 6,3820 7.5
Feb. 5,1589 4.0 15546 121 2,040.3 26 13169 0.2 1594 -13.3 2,396.3 9.1 64114 80
Mar.  5,180.7 4.6 1562.7 123 2,047.0 2.7 1,307.0 -0.3 1771 -0.8 2,423.3 9.3 64873 85
Apr. 52194 5.0 15971 13.2 2,055.3 29 1294 -11 179.5 4.4 24522 89 6,550.0 9.2
May 5,207.0 44 15806 9.9 2,074.6 45 12913 -1.9 180.8 47 2,470.7 8.8 6,5721 8.9
June 52091 3.8 15880 7.2 20724 53 1,2865 -2.6 168.6 12 2,475.8 8.3 6,631.3 8.0
July 52070 35 15869 7.8 20824 46 1,279.3 -3.2 173.4 5.8 2,499.8 8.7 6,656.1 7.8
Aug. 5,207.3 39 15654 84 2109.6 54 12745 -35 170.9 4.9 2,524.7 8.7 6,666.8 8.2

Italy (6)

1999 - May 566.4 -1.2 352.6 11.2 87.9 -235 593 -1.2 58.7 -23.2 261.7 17.3 763.3 9.3
June 5724 -13 3644 9.1 86.5 -21.7 59.2 -05 545 -225 263.8 11.7 785.6 9.5
July 565.8 0.7 357.3 13.7 844 -22.1 59.6 0.9 57.1 -23.7 2632 111 789.7 9.7
Aug. 554.8 -0.6 3452 11.7 839 -21.0 599 0.8 58.1 -25.2 264.1 10.1 783.5 10.2
Sept. 5593 0.3 353.7 13.8 828 -21.7 60.0 04 55.0 -27.1 264.6 9.4 7848 9.8
Oct. 565.2 -0.1 360.5 15.1 818 -21.2 605 2.2 549 -33.9 2664 9.1 788.1 10.3
Nov. 5555 -0.2 351.8 125 80.0 -22.3 60.1 1.2 56.5 -24.2 269.8 8.8 8153 114
Dec. 583.4 0.6 3849 10.1 79.1 -22.6 61.2 0.0 50.3 -16.3 271.6 8.1 8245 9.9

2000 - Jan. 584.6 0.7 384.7 9.8 775 -22.2 60.7 -0.3 542 -11.7 273.8 8.9 827.5 10.0
Feb. 580.7 15 379.6 119 76.0 -21.0 59.6 -0.6 58.3 -15.6 277.7 9.1 834.0 111
Mar. 5825 24 3834 118 76.1 -19.3 58.6 -1.2 572 -114 284.4 10.8 841.2 114

Apr. 5945 3.9 3941 118 75.8 -17.5 584 -1.7 589 -3.0 286.3 10.7 8495 121
May 595.8 4.8 3921 110 745 -16.6 579 -23 63.8 8.6 288.1 10.0 851.8 12.2
June 591.3 3.0 389.5 6.7 73.6 -16.0 575 -2.8 63.5 16.5 289.2 9.6 871.0 11.6

July 591.8 4.3 386.8 8.0 73.2 -14.4 574 -3.6 67.6 18.4 288.1 9.4 874.7 114
Aug. 582.0 45 379.0 95 71.2 -16.3 574 -4.2 67.5 16.0 290.0 9.7 8753 124

(1) End-of-period data; the percentage changes are adjusted to take account of reclassifications, revaluations, exchange rate variations and any other changes not due to transactions.
The data are consistent with those published in the Monthly Bulletin of the ECB.- (2) Denominated in euros and other currencies of countries outside the area. - (3) By convention they
are attributed entirely to residents in the reporting country. - (4) Including bad debts and repos. - (5) Funding and lending of the monetary financial institutions (MFIs) of the euro-area
countries (excluding the Eurosystem) from and to non-MFI customers resident in the area. - (6) Funding and lending of Italian MFIs (excluding the Bank of Italy) from and to non-MF|
customers resident in Italy.
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Loan quality improved further; bad debts
diminished by 9 trillion lire in the first eight months
of theyear, and at theend of August were 13.0 per cent
lessthan ayear earlier. Theratio of bad debtsto total
lending fell from 7.810 6.8 per cent; theimprovement
was a so discernible in lending to construction firms
and sole proprietorships, which present structurally
higher risk than other sectors. The proportion of debts
that are not recoverable but the subject of specific
provisionsroseto 53.0 per cent of thetotal in August,
compared with 47.6 per cent ayear earlier.

Credit conditions remained easy; the take-up of
bank overdraft facilities remained very low for al
categories of debtor.

Theadjustment of bank lending ratestotherisein
money market rates was in line with the average for
the euro area as a whole. The average rate on
short-term loans reached 6.4 per cent in August
(Figure 38). Only variations in bank lending and
deposit ratesin Italy and the other euro-areacountries
can be compared, not ratesthemselves, asthetypesof
instrument used are not homogeneous and the
methods of calculating yields differ. From the end of
1999 onwardsshort-termlending ratesin Italy roseby
0.9 percentage points, in line with the euro-area
average. The increase in relation to the low reached
in September 1999 was 1.2 points, compared with 1.4
pointsin the areaas awhole.

Table 24
Main itemsin Italian banks' balance sheets (1)
(end-of-period data; twelve-month percentage changes; billions of lire and millions of euros)
2000 Balances, August 2000
1998 1999 -
March June August lire euros
Assets
Securities ... 11 -6.6 -9.4 -13.4 -15.6 292,093 150.853
government securities ............... -2.8 -9.9 -15.6 -18.4 -20.7 223,776 115,571
LOANS (2) (3) v 6.0 9.2 115 11.6 12.6 1,443,777 745,648
short-term 5.7 6.2 11.1 12.3 15.3 728,914 376,453
medium and long-term (3) ............ 6.4 12.4 11.8 10.9 10.1 714,863 369,196
REPOS .\ 41.7 317 -6.7 1.2 -26.9 8,695 4,491
Baddebts ................ ...l 2.2 -7.1 -8.2 -11.0 -13.0 104,985 54,220
bad debts at estimated realizable value -1.0 -15.8 -15.8 -17.2 -22.0 49,336 25,480
Externalassets (2) .................... 3.6 -9.7 2.4 -3.7 -3.8 292,866 151,253
Liabilities
Domestic funding (4) ................... 1.8 2.3 3.7 4.0 4.0 1,465,355 756,792
shortterm ......... .. ... ... 35 4.7 5.3 6.2 5.9 951,305 491,308
currentaccounts . .............. 131 13.3 12.3 8.3 7.7 671,504 346,803
shortterm CDs ................ -13.4 -21.2 -15.8 -13.4 -13.0 53,736 27,752
TEPOS vttt -18.0 -18.2 -10.5 17.6 18.5 120,664 62,318
medium and long-term ............. -0.9 -1.8 0.7 0.1 0.7 514,050 265,485
medium and long-term CDs ... .. -45.3 -39.0 -39.3 -35.8 -36.5 33,385 17,242
bonds ........ ...l 15.4 4.7 6.8 4.5 5.0 480,664 248,242
External liabilities (2) . .................. -0.1 5.9 10.0 11.4 5.4 476,161 245,917

(1) Bank of Italy monthly sample. 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) For deposits, monthly averages of daily data;
for bonds and repos, end-of-period data. The figures for deposits comprise those in lire and other euro-area currencies.
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Table 25
Lending, bad debts and short-term lending rates of Italian banks by sector of economic activity (1)
(percentages)
Enterprises
Finance Households
General | and in- Non-financial enterprises
gov- surance Total
ernment com- Holdin_g Industry Sole ®)
@ pa(gl)es companies ﬁgﬁt’tﬂﬂ:g Cort}ztr:uc— Services |Consumers | propri-
tion etorships
12-month percentage changesin lending

1999 - June ...... 5.1 15.9 5.8 17.3 51 3.5 0.0 9.7 17.2 5.5 8.5
September . 2.6 9.3 6.5 18.6 5.8 2.2 2.4 12.2 19.6 5.9 8.6
December . 5.8 18.2 5.2 2.1 5.4 3.5 1.1 10.1 20.5 6.7 9.2

2000 - March ..... -3.7 24.2 8.8 16.1 8.4 6.6 3.3 13.0 215 8.0 11.5
June ...... -4.4 26.1 9.6 16.0 9.2 7.8 4.9 12.3 18.3 8.8 11.6

12-month percentage changesin bad debts

1999 - June ...... -58.4 -40.5 -5.4 -2.1 -55 -8.9 -2.9 -6.9 0.7 -0.8 -4.4
September . 322.4 -22.5 -6.6 2.4 -6.9 -8.3 -4.2 -8.0 -2.9 -1.6 -5.2
December . 217.2 -22.3 -6.4 -8.6 -6.4 -3.9 -3.0 -10.2 -9.8 -5.3 -7.1

2000 - March ..... -21.2 -22.0 -7.7 -8.0 -7.7 -4.1 -5.2 -11.2 -10.0 -7.2 -8.2
June ...... -45.2 -14.8 -9.0 -19.4 -8.7 -2.8 -10.4 -10.8 -11.1 -7.9 -11.0

Ratio of bad debts to total lending (4)

1999 - June ...... 0.1 1.4 8.8 3.9 9.1 5.6 20.2 8.6 10.0 20.3 8.6
September . 0.1 15 8.8 3.9 9.1 5.7 19.9 8.5 9.6 19.9 8.5
December . 0.1 1.1 8.2 3.6 8.5 53 19.9 7.6 8.5 19.1 7.8

2000 - March ..... 0.1 1.0 8.0 3.7 8.3 5.3 19.1 7.4 8.2 18.3 7.6
June ...... 0.1 1.0 7.4 2.7 7.7 5.0 17.8 6.9 7.7 17.7 6.9

Interest rates on short-termloans (5)

1999 - June ...... 4.65 341 5.70 3.83 5.79 5.19 7.30 6.14 7.29 8.36 5.49
September . 4.61 3.13 5.36 3.37 5.47 4.83 7.02 5.89 7.08 8.11 5.12
December . 4.61 3.37 5.63 3.52 5.76 5.17 7.19 6.08 7.30 8.41 5.37

2000 - March ..... 5.57 3.70 5.93 3.94 6.05 5.52 7.49 6.31 7.41 8.61 5.70
June ...... 6.46 4.21 6.30 4.49 6.42 5.97 7.66 6.66 7.62 8.50 6.10

Percentage composition of lending
1999 - June ...... 8.5 10.4 57.3 3.7 53.6 24.6 6.2 21.7 17.9 59 100.0
2000 - June ...... 7.3 11.6 56.5 3.9 52.6 23.8 5.8 21.9 19.0 5.7 100.0

(1) Bank of Italy monthly sample. The data have been obtained according to the classification criteria in force since May 1998. Changes in the foreign currency component of lending
are net of exchange rate adjustments. - (2) Includes loans raised by the State Railways with the costs borne by the government, in accordance with indications from Eurostat. -
(3) The percentage changes in lending are adjusted for the effects of the transactions between Banco di Napoli and the non-bank company SGA. - (4) The denominator includes bad
debts. - (5) Source: Central Credit Register.
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Figure 38

Bank lending ratesin Italy and theeuro area (1)
(monthly data; percentages)
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Sources: Ten-day survey data and calculations based on ECB data.

(1) Weighted averages of national interest rates notified to the central banks. As the
interest rate definitions are not harmonized, the data should be treated with caution; they
indicate trends rather than the relative level of rates.

Interest rates on new medium and long-term bank
loans rose by 1.1 percentage pointsin the first eight
months of the year for both firms and households (to
5.7 and 6.6 per cent respectively). In relation to the
low reached in the middle of last year, the increase
was 1.6 pointsfor firmsand 1.4 pointsfor househol ds,
in line overall with the rise in rates on government
securities of comparable maturity. In the area as a
whole the rise in rates averaged 1.7 points for both
categories of borrower over the same period.

Bank funding accelerated; in August the twelve-
month increase was 4.0 per cent, compared with 2.3
per cent in December (Table 24). On the basis of
harmonized data, the growth was dightly above the
euro-area average.

The growth in current account deposits, which
has been rapid in recent years, sowed down to a
twelve-month rate of 7.7 per cent in August,
compared with one of 13.3 per cent in December,
owing partly to awidening of thedifferential between
money market and current account deposit rates.
Repos with non-bank customers increased by 18.5

58

per cent in the twelve months to August, whereas a
year earlier they had contracted by 18.2 per cent;
recourse to this fund-raising instrument, demand for
which has been stimulated by the rise in short-term
interest rates, enablesbanksto hold down theincrease
in the average cost of their total funds. The growthin
bond issues remained moderate (5.0 per cent in
August, compared with 4.7 per cent in December
1999). A significant proportion of the new issues
made between January and August wasfloated onthe
Euromarket (19.1 per cent of the total, against 12.2
per cent in 1999 asawhole); Italian banks accounted
for 7.8 per cent of the Eurobonds issued by banks
during this period, against 5.6 per cent in 1999.

Bank deposit rates also gradually adjusted to the
change in monetary conditions. In the first eight
months of the year the average rate on deposits with
Italian banksrosefrom 1.5t0 1.9 per cent (Figure 39).
The spread between lending and deposit rates began
to widen again, athough it remained very small
compared with earlier phasesof economic expansion.

Figure 39

Bank interest rates
and rates on government securitiesin Italy (1)
(monthly data; percentages)

11 11
Short-term

3-month interbank

loans

3 ~d 3
1 it 1

------ loans (2)
—— benchmark 5-year BTPs
fixed-rate bonds (3)

.
1997 1998 1999

.
2000

Source: Ten-day survey data.

(1) Up to December 1998 rates refer to operations in lire; thereafter they refer to
operations in lire and other euro-area currencies. - (2) Average rate on euro loans
disbursed during the month to resident firms. - (3) Average rate on euro bonds issued
during the month.
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Asfar ascurrent account deposits are concerned,
in August the average rate in the euro area was 0.3
percentage points higher than the low reached in the
summer of 1999; in Italy the increase was 0.7 points.
Over the same period the rates on deposits with
agreed maturity up to one year and up to two years
rose by 1.5 points in the areg; in Italy the rates on
comparable instruments - new issues of CDswith a
maturity of up to 6 months and between 18 and 24
months - rose by 1.0 and 1.3 points respectively.

In thefirst eight months of the year Italian banks
continued to increase their net external liabilitiesand
reduce their securities portfolios in order to finance
the sustained growth in lending. Adjusted for the
effect of exchange rate variations, their net debt to
non-residents increased by 28.2 trillion lire (53.2
trillioninthewhole of 1999) asaresult of areduction
of 13.9 trillion lire in assets, amost entirely
denominated in euros, and anincrease of 14.3trillion
lire in liabilities. Banks holdings of securities
declined by 32.2 trillion lire, compared with a
contraction of 1.7 trillion in the first eight months of
1999. In August the ratio of liquid assets (cash and
securities) tototal financial assetsfell to 16.0 per cent,
compared with 18.8 per cent a year earlier and 23.0
per cent at the end of 1995. Thisfigureisparticularly
low by comparison with the other main euro-area
countries.

Italian banks half-yearly results indicate an
improvement in profit margins. Net interest income
was 2.8 per cent higher than in the first half of 1999,
owing largely to the very rapid expansion in lending.
Other income rose substantially, especialy income
from services, which increased by 29.8 per cent, and
dividends, which rose by 49.7 per cent (see box:
“Mergers and acquisitions in the nineties. an
international comparison™). Although the decline in
bond prices contributed to a further 30 per cent
decrease in net income from trading, gross income
rose by 11.7 per cent; it aso increased after
adjustment for double-counting due to dividends
distributed within banking groups.

Staff costs remained unchanged, despite a
decrease of 1.4 per cent in the number of employees.
However, total operating expenses rose by 4.5 per
cent, owing partly to the cost of purchasing IT

services. With gross operating profit rising by 20.9
per cent (compared with 7.3 per cent in the first half
of 1999) and value adjustments on asset items
declining dlightly, net profit was higher than in the
first half of last year, amounting to 12 per cent of
capital and reserves at an annual rate.

Financial markets

In the euro area, private sector bond issues grew
at a sustained pace while net issues of government
securities contracted in the first nine months of the
year. There was a corresponding widening in the
interest rate differential between corporate and
government securities, due in part to an increase in
corporate debt. The stock exchanges of the area
turned in disparate performances. After fluctuating
widely in the first part of the year, the Euro Stoxx
index of the most highly capitalized euro-area
companieswas unchanged at the end of October with
respect to the end of 1999.

The fall in net issues of medium and long-term
government securities was particularly pronounced
in France and Germany. By contrast, placements of
short-term securitiesincreased overall, with issuance
policy differing from country to country: there were
net redemptionsin Italy and Spain and net issuesin
Belgium and, above al, France.

Inltaly netissuesof government securitieson the
domestic market between January and September
totaled €20.1 billion, €13.4 billion less than in the
same period in 1999. The decline was offset by
increased recourseto Republic of Italy loans, with net
issues of €14.4 billion, compared with net
redemptions of €2.9 billion in the first nine months
of 1999 (Table 26). Asin previous years, net issues
were concentrated in Treasury bonds (€46.6 billion,
compared with€71.6 billionin the first nine months
of 1999), set against substantial net redemptions of
short-term zero-coupon and floating rate securities (
€25.9 billion, compared with €25.6 billion a year
earlier).

As a result of this issuance policy the average
residual maturity of public debt lengthened to 69
months (Figure 40). However, its duration remained
around 3 years, reflecting the increase in interest
rates.
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Mergers and acquisitionsin the nineties. an international comparison

Mergers and acquisitions in the leading industrial
countries increased considerably during the nineties, in
both number and value. Firms responded to the
intensification of competition in domestic and inter national
markets and to the development of new technologies by
introducing new production processes, broadening the
range of products and servicesthey supplied and, aboveall,
increasing the size of their businesses.

According to Thomson Financial, which monitors
financial transactions between firms, between 1995 and
1999 there were 25,423 mergers and acquisitions in the
G-10 countries, Spain and Australia (Table 1), an increase
of 65 per cent on the previous five-year period. At the same
timethetotal value of thetransactionsof whichthetermsare
known rose from $903 hillion to $5,584 billion and from 1
to 5.2 per cent of the combined GDP of the countries in
question (Table 2).

There were nonethel ess substantial differences between
the scale of M&A activity in the various countries. in the
period 1995-99 theratio of the value of transactionsto GDP
ranged from 0.8 per cent in Japan to 8.9 per cent in the
United Sates. The values were less dispersed in the euro
area, ranging from 1.9 per centin Spainto 3.5 per centinthe
Netherlands. In Italy the ratio was 2.4 per cent.

M&A activity gathered pace in all the countries
considered. The acceleration was sharpest in the United
Sates and the United Kingdom, the two countries with the
most developed financial markets and the fastest growth in
GDP during the period.

In the first nine months of 2000 the value of mergers
and acquisitions in the countries considered amounted
to $1,661 hillion, an increase of 17 per cent on the
corresponding period of 1999.

The growth in M&A activity has been especially rapid
in banking, partly owing to the deregulation of the sector
and the consequent reduction in the differences between the
three traditional sectors of the financial services industry
(banking, finance and insurance).

Inthe period 1995-99 thetransactionsinvolving banks!
accounted for 10.1 per cent of thetotal number and 18.2 per
cent of thetotal value, which was considerably morethanthe

banking sector’s contribution to GDP in the countries
considered.

The greater importance of consolidation in banking is
confirmed by the ratio of the value of mergers and
acquisitionsinvolving banks to the market capitalization of
the sector: in the period 1995-99 it was 8 per cent, or about
twice the average for all the other sectors.

The process of consolidation was not on the same scale
in the various countries considered: the number of
transactions involving banks ranged from 3 per cent of the
total in the Netherlands to 16.1 per cent in Italy and their
valuefrom 3.7 per cent in Germany to 65.6 per cent in Japan
(in Italy the ratio was 46.3 per cent).

The cross-border differences reflect specific featuresin
national economies. Preliminary analyses show that the
frequency of mergers and acquisitions between banks was
inversely proportional to the initial concentration of the

Table 1l

Number of mergersand acquisitions
in the leading industrial countries

Total

of which: Banks (1)

1990-94 |1995-99 % of % of

1990-94 total 1995-99 total

Australia ...... 460 951 32 7.0 65 6.8
Belgium ....... 200 274 14 7.0 28 10.2
Canada ....... 1,083 1,910 32 3.0 70 3.7
France ........ 1,377 1,241 113 8.2 87 7.0
Germany ...... 1,345 2,430 75 5.6 144 5.9
ltaly .......... 706 715 113 16.0 115 16.1
Japan......... 165 1,141 22 133 86 7.5
Netherlands ... 453 537 28 6.2 16 3.0
Spain ......... 431 708 48 11.1 41 5.8
Sweden ....... 391 512 29 7.4 25 4.9
Switzerland . ... 334 375 71 213 37 9.9
United Kingdom 1,770 3,296 84 4.7 160 4.9
United States .. 6,697 11,333 1,217 182 1,694 149
Total ......... 15,412 25,423 1,878 12.2 2,568 10.1

Sources: Thomson International, SDC Platinum.

(1) Transactions in which the company acquired was a bank and the acquiring
company belonged to the banking or financial sector.

cont. 3=
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Table 2
Value of mergersand acquisitionsin the leading industrial countries
(biIIior;rgtgfl t/glu;ollars) (asa p;%té’lrlﬂ\gg%f GDP) Percentage of transactions involving:
Banks _Othgr fjnancial Non—fingncial
1990-94 :/gtglf 1995-99 :/;tg{ 1990-94 | 1995-99 @ institutions (2) companies (3)

1990-94 | 1995-99 | 1990-94 | 1995-99 | 1990-94 | 1995-99
Australia .. ... 173 1.9 538 0.9 1.1 2.8 5.3 13.1 5.4 13.4 89.3 73.5
Belgium ...... 6.6 0.7 429 08 0.6 3.3 9.5 58.5 44.0 10.0 46.5 315
Canada ...... 246 27 1354 24 0.9 4.4 5.2 9.8 7.0 5.4 87.8 84.8
France ....... 68.6 7.6 2156 3.9 11 2.9 12,5 13.9 16.3 13.7 71.2 72.4
Germany . .... 31.2 35 3270 59 0.3 2.9 5.9 3.7 26.5 4.2 67.6 92.1
Italy ......... 51.7 5.7 1385 25 0.9 24 33.7 46.3 10.3 9.9 56.0 43.8
Japan........ 209 23 1683 3.0 0.1 0.8 49.6 65.6 45 2.6 45.9 31.8
Netherlands .. 233 26 706 1.2 1.4 35 435 6.0 15.5 2.8 41.0 91.2
Spain ........ 201 22 552 1.0 0.8 1.9 24.1 54.0 11.6 2.0 64.3 44.0
Sweden ...... 243 27 99.7 18 21 8.2 10.4 8.2 3.8 3.6 85.8 88.2
Switzerland . .. 80 09 840 15 0.7 6.1 32.7 29.5 16.4 11.6 50.9 58.9
United Kingdom 89.0 99 509.0 9.1 1.8 7.9 12.9 13.6 5.5 11.4 81.6 75.0
United States . 517.2 57.3 3,683.5 66.0 1.6 8.9 15.9 16.7 6.6 6.0 775 77.3
Total ........ 902.8 100.0 5,583.5 100.0 1.0 5.2 17.1 18.2 8.7 6.7 74.2 75.1

Sources: Thomson International, SDC Platinum.

(1) Transactions in which the company acquired was a bank and the acquiring company belonged to the banking or financial sector. - (2) Transactions in which the company
acquired was a financial institution other than a bank and the acquiring company belonged to the banking or financial sector. - (3) Transactions in which the acquiring company

or the company acquired belonged to a sector other than the banking or financial sector.

banking systemand directly proportional to thesizeand rate
of growth of the financial markets. The latter result is
presumably due to the fact that transactions were driven by
banks' desire to grasp the growth opportunities offered by
broadening the range of financial services they supplied to
customers, opportunities that are greater in countries with
broad financial markets. The frequency of mergers and
acquisitions was also found to be directly proportional to
banks' profitability.

The consolidation of the Italian banking system has
advanced apace: between 1990 and the end of September
2000 there were 508 concentrations. The banks involved
accounted for 40 per cent of the systen's total assets.

The process has permitted substantial gains in
efficiency and fostered the growth of the supply of services,
especially in connection with asset management. This has
had a beneficial effect on banks profitability, after the

deterioration recorded in the early nineties. In the first half
of 2000 more than 50 per cent of banks gross income
consisted of fees and commissions earned on activities
unrelated to lending and fund-raising and more than 20 per
cent of feesfor services. At thebeginning of the ninetiesthese
figures had been respectively 24 and 4 per cent. Thisshiftin
revenues has allowed banks, despite the narrowing of the
spread between lending and deposit rates from 7 to 3.9
percentage points, to improve their profitability and in the
last two years to come close to the levels prevailing in the
other leading euro-area countries. The intense competition
intheindustry hasled to a large part of the efficiency gains
achieved to be passed on to customers.

1 The data published by Thomson Financial for this item refer to
transactions involving commercial banks, bank holding
companies, savings and loans, mutual savings banks, credit
institutions, real-estate mortgage bankers and brokers.

61



ECONOMIC BULLETIN - No. 31, OCTOBER 2000

ECONOMIC DEVELOPMENTSAND POLICIES

Figure 40

Aver age maturity of outstanding Italian
government securities and of new issues
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(1) Moving average for the three months ending in the month indicated. -
(2) Calculated with reference to securities listed on MTS and MOT.

In the first half of the year non-residents made
substantial net purchases of government securities
(€59 hillion), whereas banks and investment funds
made further net disposals amounting to€12.9 billion
and €21.1 billion respectively (Table 27). The direct
holdings of households and firms increased by €4.4
billion.

The yield differential between Italian and
German 10-year benchmark government bonds
widened progressively from February onwards to

reach 40 basis points in October; the differentials of
Spanish, Belgian and, in the last few months, French
paper vis-&-Vvis Bunds also increased dightly. On the
one hand, the widening reflects the consolidation of
therole of Bunds as the euro-area benchmark, partly
owing to the widespread use of derivatives based on
Bunds among investors. On the other, it followed the
significant reduction in net issues of medium and
long-term securities by the German Treasury in the
first nine months of the year.

Trading in 10-year BTP futures, which was
aready very thin following the launch of the third
phase of EMU, has fallen to virtualy nil since the
beginning of the year. Between January and
September daily turnover in 10-year Bund futures
averaged €65 billion, compared with €71 billionin
the same period in 1999. Their share of total turnover
in derivatives on long-term French, Italian and
German securities fell from 95 to 80 per cent, while
that of contracts on French securities rose
correspondingly from 5 to 20 per cent. The
commitment made by severa large French
intermediaries at the start of the year to support the
futures market in French government bonds may
have been afactor.

Table 26
I ssues of Italian government securities (1)
(billions of lire and, in brackets, millions of euros)
1999 2000 1999 2000
1999 Jan.-Sept. Jan.-Sept. 1999 Jan.-Sept. Jan.-Sept.
Gross issues (2) Net issues

2@ 1 373,493 302,542 253,651 -35,107 -15,794 -12,586
(192,893) (156,250) (131,000) (-18,131) (-8,157) (-6,500)

CTZS it 95,068 86,052 59,847 -17,097 2,770 -27,909
(49,099) (44,442) (30,908) (-8,830) (1,431) (-14,414)
(010 131 (<) 39,823 34,820 31,018 -52,723 -36,606 -9,622
(20,567) (17,983) (16,019) (-27,229) (-18,905) (-4,970)
BTPS ©\otiiieie i 275,239 240,228 179,345 146,859 138,703 90,165
(142,149) (124,067) (92,779) (75,846) (71,634) (46,566)
Other .......coiiiiiiiiiiiiian.. 0 2,260 -27,071 -24,167 -1,118
(0) (1,167) (-13,981) (-12,481) (-577)
Republic of ltaly issues .............. 19,581 19,581 37,963 -7,600 -5,659 27,798
(10,113) (10,113) (19,606) (-3,925) (-2,923) (14,356)
Total .o 803,205 683,223 564,384 7,261 59,248 66,728
(414,821) (352,855) (291,480) (3,750) (30,599) (34,462)

(1) Rounding may cause discrepancies in totals. - (2) Face values. - (3) Floating rate issues only.
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Table 27
Stocks and net purchases of securitiesissued by residentsin Italy (1)
(billions of lire and, in brackets, millions of euros)
Government securities Total public an listed
: Corporate |sector securi- | Italian liste
Subscribers bonds ties and cor- shares
BOTs CTZs CCTs BTPs Other (2) Total porate bonds
Stocks
June 2000
Centralbank ............ 151 387 10,485 32,291 78,465 121,780 745 122,525 13,672
(78) (200) (5,415) (16,677) (40,524) (62,894) (385) (63,279) (7,061)
Banks .................. 20,040 23,803 107,939 76,578 15,895 244,255 75,954 320,209 15,291
(10,350)  (12,293) (55,746) (39,549) (8,209) (126,147) (39,227) (165,374) (7,897)
Investmentfunds ......... 15,936 28,045 57,662 160,879 6,347 268,869 14,551 283,420 90,335
(8,230)  (14,484) (29,780) (83,087) (3,278)  (138,859) (7,515) (146,374) (46,654)
Other investors (3) ....... 180,528 102,706 288,303 861,933 137,717 1,571,186 440,993 2,012,180 1,419,013
(93,235)  (53,043) (148,896) (445,151) (71,125) (811,450) (227,754) (1,039,204) (732,859)
non-residents (4) ....... 130,869 52,208 130,456 498,198 140,900 952,629 952,629
(67,588) (26,963) (67,375) (257,298) (72,769)  (491,992) (....)  (491,992) (..)
Total ... 216,655 154,940 464,389 1,131,680 238,425 2,206,089 532,244 2,738,333 1,538,310
(111,893)  (80,020) (239,837) (584,464) (123,136) (1,139,350) (274,881) (1,414,231) (794,471)
Net purchases

January-June 2000
Centralbank ............ 149 .. 5,673 1,733 2,260 9,714 10 9,724 846
() () (2,878) (895) (1,167) (5,017) (5) (5,022) (437)
Banks .................. -10,903 5782 -11,228 -9,939 1,262 -25,026 6,440 -18,586 5,875
(-5,631) (2,986) (-5,799) (-5,133) (652) (-12,925) (3,326) (-9,599) (3,034)
Investment funds ......... 1,735  -13,887 -14,210 -14,408 110 -40,660 893 -39,767 -1,609
(896) (-7,172) (-7,339) (-7,441) (57)  (-20,999) (461) (-20,538) (-831)
Other investors (3) ....... -5,987 238 12,024 95,495 21,136 122,907 22,246 145,152 7,290
(-3,092) (123) (6,210) (49,319) (10,916) (63,476)  (11,849) (74,965) (3,765)
non-residents .......... -2,138 -8,736 10,349 90,949 23,876  (114,300) 912 115,212
(-1,104) (-4,512) (5,345) (46,971) (12,331) (59,031) (471) (59,502) ()
Total -15,006 -7,867 -7,842 72,881 24,769 66,935 29,588 96,523 12,402
(-7,750)  (-4,063) (-4,050) (37,640) (12,792) (34,569) (15,281) (49,850) (6,405)

(1) Stocks of government securities and corporate bonds are stated at face value and those of shares at market value; net purchases are stated at market value. Rounding
may cause discrepancies in totals. - (2) Includes Republic of Italy loans and other public sector securities. - (3) Households, enterprises, non-residents, central and local government,
social security institutions, the Deposits and Loans Fund, securities investment firms and insurance companies; the figures for shares are estimated. - (4) The figures for stocks

of CTZs are partially estimated.

Turnover on MTS, the screen-based market in
government securities, declined further in the first
nine months of the year to a daily average of €7.4
billion, compared with €10.1 billion in the same
period in 1999. As trading tends to be concentrated
on newly-issued securities, the contraction may have
been partly due to the decline in gross issues of
government securities. It could also reflect the low
variability of long-term interest rates in the course
of the year. On the EuroMTS network, where the

benchmark government securities of the euro-area
countries are traded, turnover in BTPs averaged
€1.4 billion aday and rose from 39 per cent of the
market total at the end of 1999 to 50 per cent.

Eurobond issues by private sector companiesin
the areareached thevery high level of €287.5billion
in the first nine months, €26.2 billion more than a
year earlier (Table 28). Non-financia firms, mostly
from the telecommunications and automobile
industries, accounted for 31 per cent of the total.
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Table 28

Eurobond issues by private sector companiesresident in the major European countries
andintheeuroarea(l)
(millions of euros and percentage shares)

1999 2000 2000

Jan.-Sept. |Jan.-Sept.

1995 | 1996 | 1997 1998 1999
Q1 Q2 Q3

Italy

Gross issues (millions of euros) ....... 2,662 4,281 5377 8,861 45860 34,524 36,024 13,733 5,040 17,251
(number of operations) ... 22 27 32 41 105 72 122 48 25 49

of which: non-financial enterprises . .. 213 446 1,695 4,041 24,102 21,878 9,286 2,609 1,169 5,508
Rated issues (2) (percentage share) ... 20 49 25 24 81 81 54 68 43 47
of which: AAAorAaa .............. 44 20 0 14 13 1 14 3 4 30

France

Gross issues (millions of euros) ....... 7,988 10,598 15,131 11,737 45594 38,956 38,686 13,585 12,960 12,141
(number of operations) ... 83 90 91 65 178 141 167 61 55 51

of which: non-financial enterprises ... 829 1507 3,793 3,816 28,753 25,884 20,566 4,512 7,600 8,454
Rated issues (2) (percentage share) ... 56 89 45 59 58 56 44 44 53 34
of which: AAAorAaa .............. 11 3 6 3 14 6 4 0 10 0

Germany

Gross issues (millions of euros) ....... 14,303 36,358 37,508 48,072 111,035 96,751 99,630 38,031 30,287 31,311
(number of operations) . .. 123 238 250 291 588 416 432 158 144 130

of which: non-financial enterprises ... 895 3,482 4,047 4,980 15,444 12,843 24,929 8,073 9,551 7,306
Rated issues (2) (percentage share) ... 31 59 62 55 68 71 64 65 54 71
of which: AAAorAaa .............. 24 42 31 52 46 48 44 54 28 46

Euro area

Gross issues (millions of euros) ....... 51,850 84,298 96,916 116,596 312,561 261,283 287,487 98,286 86,938 102,264
(number of operations) ... 536 689 723 702 1,406 1,029 1,225 455 373 397

of which: non-financial enterprises ... 3,188 8,181 12,879 20,959 91,459 79,333 89,496 17,831 34,343 37,323
Rated issues (2) (percentage share) ... 39 63 50 51 71 72 58 65 56 53
of which: AAAorAaa .............. 43 34 26 37 29 27 28 29 23 30

Source: Bank of Italy calculations based on Capital Data data.

(1) Eurobonds, at face value, issued by private sector borrowers belonging to groups resident in the country or area indicated; includes private placements and issues placed
simultaneously on the Euromarket and on the US domestic market. Non-financial enterprises are classified according to the sector to which the controlling company belongs.
Amounts in local currency for periods before 1999 have been translated at the exchange rate of the euro applicable at 1 January 1999. — (2) Share of the nominal value of
issues. The rating considered is that awarded by Standard & Poor’s or, if not available, by Moody's or Fitch-IBCA.
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In the first nine months rated issues accounted
for 58 per cent of the total, with afurther increasein
the proportion of riskier securities. Underwriting
commissions were broadly the same asin 1999.

Eurobond issues by Italian companies totaled
€36 billion in the first nine months, compared with
€34.5 billion ayear earlier, and made up 13 per cent
of thetotal. Non-financial firmsaccounted for 26 per
cent of al issues by Italian firms.

Figure4l

Yield differentials between bonds of non-financial
private-sector issuersand government securities
and between rating classes (1)
(percentage points; daily data)
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Source: Bank of Italy calculations based on Merrill Lynch indices..

(1) Yields relate to fixed-rate euro-denominated Eurobonds with a residual maturity
of one year or more issued by non-financial enterprises. Includes bonds for which the
foreign currency long-term debt of the issuer’s country of residence is of investment grade
(rating of not less than BBB3 or BBB-). The yield curve for government securities is
estimated by Merrill Lynch on the basis of French and German securities. The differentials
are adjusted for the value of redemption options (option-adjusted spreads). End-of-month
data until March 1998 and daily data thereafter. - (2) Yield differential between AAA-rated
corporate bonds and government securities. - (3) Yield differential between BBB-rated
and AA-rated corporate bonds. - (4) Yield differential between all corporate bonds and
government securities.

The vyield differential between corporate
Eurobond issues and government securities widened
further to stand at nearly 1 percentage point at theend
of September, 0.3 pointsmorethan at the end of 1999
(Figure 41). The increase affected bonds of every
rating class in proportion to their riskiness. It was
particularly large for the bonds of telecom-
munications companies, which stepped up their
borrowing considerably, mainly in order to meet the
high cost of exploiting the new UMTStechnology; in
their case, the widening of spreads may reflect the
premium demanded by investors in the light of
mounting debt.

Inthe euro areathe stock marketsrose strongly in
the first two months of the year, propelled by the
improvement in economic conditions, but there
followed a period of declining prices and high
volatility. In the third quarter share prices remained
relatively stable.

The Euro Stoxx share index fell by 1.2 per cent
over thefirst nine monthsof theyear. By contrast, the
Italian stock exchange posted a gain of 8.8 per cent
(Figure 42), dightly higher than that recorded by the
French bourse (5.2 per cent). All the other main stock
markets showed declines: 2.2 per cent in the United
States, 14.6 per centin Japan, 0.9 per cent in Germany
and 6.6 per cent in the United Kingdom. The upturn
in economic activity following the moderate growth
of earlier years contributed to the good performance
of equitiesin Italy; in particular, the rise in the index
reflected that in bank and insurance sharesthroughout
the euro area and the firming of share prices in the
telecommunications sector, which were down
sharply in Germany and France.

Figure 42

Shareprices(1)
(end-of-week data; indices, 29 December 1995=100)

‘ 1\
350 — United States / WV 350
— ltaly
300 — euro area i 300
250 /\”‘V/\\ LA e/ 250
200 i 200
N
150 ] 150
p
100 100
50 s e b b b b b b b by 50
1996 1997 1998 1999 2000

Source: Bloomberg.

(1) Indices: MIB for Italy, Dow Jones Euro Stoxx for the euro area , Standard & Poor’s
500 for the United States.

The Euro.NM index, comprising the shares of
small and medium-sized companies in innovative
sectors, rose by 9.2 per cent during the first nine
months of the year. Italy’s Nuovo Mercato showed a
comparable gain (8.1 per cent). In the United States,
the Nasdag index fell by 3.7 per cent.

The main stock markets fluctuated sharply in
October; prices retreated further in the first half of
the month, owing partly to thetensionsinthe Middle
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East, and then recovered. By the end of the month the
Italian stock exchange had increased its gain since
the start of the year to 12.3 per cent; the Nuovo
Mercato showed a decline of 2.3 per cent. On
Nasdaq, prices were down by 16.9 per cent sincethe
start of the year and by 34.5 per cent from the high
recorded in March.

In Italy the capitalization of shares listed on the
main stock exchange, the second market and the
Nuovo Mercato totaled €821.7 billion at the end of
September, compared with €726.6 billion at the
beginning of the year, and was equal to 73 per cent of
GDP, the same astheratio in Germany but lower than
those in Spain and France (94 and 118 per cent
respectively). Therisein sharepriceswasresponsible
for €80.8 hillion of the increase; new listings
accounted for €10.8 billion, of which €3.4 billion
was on the Nuovo Mercato, and capital increases by
guoted companies added only €3.5 billion.

Thegood performance of sharepricesintheearly
months of theyear encouraged alarge number of new
listings, 7 on the main market and 20 on the Nuovo
Mercato, bringing thetotal of listed companiesto 238
and 27 respectively. However, the subsequent
reversals reduced demand for new public offerings,
especialy in the new technologies sector, so that
many of the issues made during this period were
placed at the minimum price.

Theearnings/priceratio of Italian companiesrose
above 4 per cent in June, thus returning to the values
that had prevailed beforethe surgein pricesinthelast
quarter of 1999 (Figure 43). In view of the broad
stability of real long-term interest rates and the
decline in the implied volatility of shares, this was
consistent with adownward revision of expectations
for the growth in corporate profits.

In the first nine months of the year Italian
investment funds recorded a further outflow of
savings amounting to €5.6 billion. Substantial net
redemptions of units of bond and money-market
funds (€59.2 billion) were only partly offset by net
flows of savings into equity, balanced and global
funds (€37.3 billion, €13.9 billion and €2.4 billion
respectively).
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Figure 43

Earnings/priceratio and differential
with respect tothereal 10-year interest rate
on themain stock exchanges (1)
(monthly data; percentages and percentage points)

7 Earnings/price ratio 7

Differential with respect
to the real interest rate

1996 1997 1998 1999 2000
us Japan -- - Germany ----- France —— ltaly UK

Sources: Datastream and Bank of Italy.

(1) Real interest rates are calculated by deflating nominal rates on 10-year
benchmark government securities by consumer price inflation in the twelve months
ending in the month indicated.

By contrast, the popularity of foreign investment
funds controlled by Italian intermediaries increased
further among Italian savers. According to
Assogestioni, the trade association of the asset
management industry, these funds received a net
inflow of €29.9 billion in the first nine months, an
increase of €11.4 billion on the same period in 1999.
Here too, net subscriptions were concentrated in the
equity and balanced segments (€21.7 billion).

At the end of September Italian investment funds
had assets under management totaling €475 billion,
unchanged fromtheend of 1999. Inthefirst half of the
year their share of the total net assets of euro-area
investment funds decreased from 18.3 to 16.8
per cent. If foreign funds controlled by Italian
intermediaries are included, the proportion remained
basically stable at 20 per cent.

The average return of Italian investment funds
was 4.6 per cent in thefirst eight months of the year,
reflecting the fall in share and bond prices. The
disparity among the different segments was small.
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SHORT-TERM ECONOMIC PROSPECTS

Theworld economy

Economicactivity increased briskly inall areasof
the world in the first half of the year. In the United
States the economy continued to expand at a rate
aboveeventhemost favourabl e estimates of potential
growth. The upturn in the euro area accelerated,
fueled by domestic demand. Output in Japan
recovered significantly, aided by the pick-up in
activity in Asia. Growth firmed in the emerging
countries.

The strong rise in world demand drove up oil
prices. Although OPEC increased production in
March, in September the average price of the main
grades of crude oil was morethan threetimesthelow
recorded in 1998. At the end of that month the
announcement that the United States would release
part of itsstrategic reserveshad adampening effect on
prices. The market continues to be subject to great
uncertainty, owing partly to thelow level of stocksin
OECD countriesaswinter approachesinthe northern
hemisphere; the renewed tension in the Middle East
isalso afactor.

Inthefirst few monthsof theyear therisk that the
rapid growth of the US economy would trigger arise
in inflation prompted the Federal Reserve to
announce a more restrictive monetary stance.
Between January and May the Federal fundsratewas
raised by one percentage point to 6.5 per cent;
short-term rates in the United States have remained
unchanged since then amidst signs of a cyclica
slowdown and, more recently, afall in share prices.

The Eurosystem aso gradually raised its
referenceratesto prevent therisein oil pricesand the
depreciation of the euro from causing a deterioration
in medium-term inflation expectations at a time of
economic recovery, thus generating a wage-price
spiral. The rate on main refinancing operations was

increased by atotal of 2.25 percentage points from
November 1999 onwards, to reach 4.75 per cent at the
beginning of October.

Finaly, in Japan the central bank continued to
keep very short-term rates close to zero throughout
thefirst half of theyear but raised itsreferenceratein
mid-August, albeit only dightly.

The expansion in industrial production and
employment in the United States slowed down from
thesummer onwards; inthethird quarter GDPgrowth
fell toan annual rate of 2.7 per cent, lessthan half the
rate recorded in the preceding half-year, owing
mainly to a sharp drop in investment growth from
14.6 to 6.9 per cent. Signs of a slowdown also
emerged in Europe.

Share prices in the leading areas reached new
peaks in the first quarter, but since then they have
fluctuated widely and declined overall, especially in
the last two months. In the United States and Japan
they are now lower than at the end of last year; in
Europe the decline has been less marked. The price
correction was attributable partly to profits warnings
and tighter liquidity conditions.

The euro recovered somewhat in June but
weakened significantly during the summer. At the
end of September the downward trend was countered
by concerted intervention by the Eurosystem and the
central banks of the other leading countries. The
currency weakened again in October, but then
recovered significantly asdataindicating aslowdown
in activity in the United States became available. On
3 November wunilateral intervention by the
Eurosystem gave the euro further support.

Despite the weakening of economic activity in
recent months, the International Monetary Fund
estimatesthat the world economy should grow by 4.7
per cent in 2000 (Table 29). This rate of growth,
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Table 29
Actual and forecast performance of selected inter national macroeconomic variables
(percentage changes on previous year)
2000 (1) 2001 (1)
1999 IMF Consensus IMF Consensus
() (b) (c) (@) (©
GDP (2)
World . .. 3.4 4.7 4.2 - 4.2 -
Industrial countries ......... ... 3.0 3.9 3.4 - 3.0 -
of which: United States .................... 4.2 5.2 4.4 5.2 3.2 3.6
Japan ... 0.2 1.4 0.9 2.0 1.8 2.0
Euroarea ....................... 2.4 35 3.2 3.4 34 3.1
Developing countries ....................... 3.8 5.6 5.4 - 5.7 -
ofwhich: Asia........... ... . ... ... ..., 5.9 6.7 6.2 - 6.6 -
of which: China ................. 7.1 7.5 7.0 7.9 7.3 7.8
Latin America .......... 0.3 4.3 4.0 3.8 4.5 4.0
SouthKorea ............cooiiiiiiiin.. 10.7 8.8 7.0 8.7 6.5 5.8
RuUSSia ... . 3.2 7.0 15 5.9 4.0 4.1
Consumer prices
Industrial countries ......... ... il 15 23 1.9 - 2.0 -
of which: United States ....................... 2.2 3.2 25 3.3 2.6 2.7
Japan .. ... -0.3 -0.2 0.1 -0.6 0.5 -0.1
Euroarea ................. ... ... 1.1 (3) 21 1.7 2.2 1.7 2.0
Developing countries .............covveviunn... 6.6 6.2 5.7 - 5.2 -
of which: Asia ............. ... ... oo i 24 24 2.6 - 3.3 -
Latin America ............oouiiii.... 9.3 8.9 7.7 6.8 7.0 5.5
SouthKorea ... 0.8 2.2 3.0 2.4 3.0 3.2
RUSSIA .. 85.7 18.6 20.5 19.6 13.8 14.3
World trade (4) . ... 5.1 10.0 7.9 - 7.8 -
Raw material prices (5)
Oil ($perbarrel) (6) ... 18.0 26.5 24.5 - 23.0 26.1(7)
Oll 37.5 475 35.1 - -13.3 -
NON-0il ... -7.1 3.2 4.9 - 45 -
Current account balances (8)
Industrial countries ........... ... ... . o il -194.1 -224.7 -261.4 - -230.0 -
of which: United States ....................... -331.5 -418.5 -419.4 -429.0 -438.4 -459.0
Japan ... 106.9 121.2 102.4 116.8 122.4 110.6
Euroarea ................. ... ... -6.7 55.6 64.9 16.7 78.4 25.4
ASIA Lo 45.2 394 31.7 - 23.8 -
Latin America .. ...t -56.3 -58.7 -56.5 -48.9 -66.5 -61.6
SouthKorea ...........oiiiiiiiiiiiiii 25.0 11.1 14.0 8.5 1.9 3.5
Budget balances (9)
United States ... 0.7 14 1.0 - 15 -
JaPAN -7.4 -8.2 -8.4 - -6.3 -
Euroarea (10) .......cciiiiiii -1.3 0.1 -0.8 - -0.4 -

Sources: National statistics, ECB, IMF and Consensus Economics.

(a) IMF, World Economic Outlook, October 2000. (b) IMF, World Economic Outlook, May 2000. (c) For the industrial countries, Asia and Latin America, October 2000; for Russia,
September 2000. - (1) Forecasts. - (2) At constant prices. - (3) Harmonized consumer price index. - (4) Goods and services, at constant prices. - (5) In US dollars. - (6) For 1999 and
the IMF forecasts, mean of the prices of the three main grades of oil; for the Consensus forecasts, WTI. - (7) Forecasts for end-October 2001. - (8) Billions of dollars. - (9) As a percentage
of GDP. - (10) Includes the proceeds of the sales of UMTS licences in Germany (2.5 per cent of GDP in 2000) and France (1.3 per cent of GDP in 2001).
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whichishalf apoint higher than forecast by the Fund
in the spring, would be the highest since 1988.

According to the forecasts contained in the IMF
World Economic Outlook based on afall in the price
of crude oil to $23 per barrel on averagein 2001, the
rate of growth inworld output will come down to 4.2
per cent next year. In the United States, in particular,
GDPgrowthisexpected to declinefrom 5.2to 3.2 per
cent; the current account deficit isneverthelesslikely
to remain at the high level recorded in 2000.
Economic activity in the euro area is expected to
continue to rise at arate of more than 3 per cent. In
Japan therate of growthislikely to dow downto 1.8
per cent, while in the emerging countries it is
expected to remain unchanged. Inflation should fall
back below 2 per cent in the euro area and to 2.6 per
cent in the United States; in Japan it is expected to
remain close to zero.

The forecasts contained in the World Economic
Outlook are based on an assumption that oil prices
will fall significantly in relation both to the current
level and to present futures prices. More up-to-date
assessments  from  international  organizations
indicate that if oil prices remained at their current
high levels, inflationin 2001 woul d exceed the World
Economic Outlook forecasts by around half a
percentage point in Europe and Japan and by aquarter
of apoint in the United States. The repercussions on
the level of activity would also be more severe in
Europe and Japan owing to their greater dependence
on imported energy. In these areas GDP growth may
be up to half a percentage point lower than forecast;
the impact would depend on the extent to which the
increased revenues of oil-producing countries were
used for consumption and investment.

Economicdevelopmentsin Italy and theeuroarea

Economic activity in the euro-area economies
continued to grow rapidly until the summer. It then
showed signs of weakening, due primarily to a
slowdown in domestic demand.

Export demand remains robust, sustained not
only by the good performance of world trade but also

by the weakness of the euro. From mid-year
onwards, however, the depreciation of the currency
and therise in energy prices halted the improvement
in households' confidence. The decline in optimism
and the worsening of the terms of trade could result
in slower growth in consumer spending than had
been forecast until afew months ago. Investment too
could be affected by the more uncertain climate.

Inthefirst half of the year the annualized growth
rate in the euro area was above 3.5 per cent.
According to international forecasts, the average
growth rate for the year as a whole will be dlightly
less.

In Italy, industrial production continued to
increaserapidly until May. Theindex declinedin June
and July but recovered some of the lost ground in
August and, according to the estimates currently
available, again in September. On the basis of the
most recent cyclical indicators, output should
continue to grow for the rest of the year, athough
preliminary datasuggest that it may beaffected by the
floods that swept parts of the North in October.

According to the Government’s forecasts set out
in the Forecasting and Planning Report published in
September, GDP should rise by 2.8 per cent in 2000
(Table 30), which would narrow the gap with the
other euro countries. Thisforecast implies growth of
1.3 per cent in the second half, only marginally less
than in the first. Given the relative sluggishness of
economic activity during the summer, this would
appear to require asubstantial acceleration in thelast
part of the year.

The Report predicts that domestic demand will
grow at virtualy the same rate as GDP. The most
dynamic component, gross fixed investment, should
increase by 7 per cent, fueled by the growth of
demand, continued high corporate earnings and tax
incentives. The growth in consumption accelerated
sharply in the first quarter but has dowed
considerably since then; the year-on-year increase
should cometo 2.1 per cent.

In ayear of strong expansion in world trade, net
external demand is expected to boost growth by 0.4
percentage points, thefirst positive contribution since
1996. Exports are forecast to expand by 9.5 per cent
involumeterms. Despite the substantial depreciation
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of the euro, Italy isnot expected to recoup its market
shares, which have been declining for several years.
Inthefirst half of theyear French and German exports
increased at aseasonally adjusted annual rate of more
than 13 per cent, compared with one of about 8 per
cent for Italian exports.

Table 30
Outturns and official forecasts
for the Italian economy
2000 2001
1999 ) )

(percentage changes)

Gross domestic product . ...... 14 2.8 2.9
Domestic demand (2) ......... 2.0 2.9 3.1
Imports ........ ... ..., 3.4 8.5 7.5
Exports ........ ...l -0.4 9.5 6.8
Consumer prices ............. 1.7 2.3 1.7
Labour costs per employee . ... 1.9 2.3 2.6
Unit labour costs ............. 14 0.8 0.8

(percentage ratios)

General government net

borrowing/GDP ............ 1.9 13 0.8
Balance-of-payments surplus
on current account/GDP . . . .. 0.5 -0.1 0.2

Source: Relazione previsionale e programmatica per I'anno 2001.
(1) Forecasts. - (2) Net of changes in stocks and valuables.

Driven by domestic demand, imports should rise
by 8.5 per cent, amost as rapidly as the growth in
exports. The current account balance is expected to
show a significant deterioration owing to the
worsening of the terms of trade; indeed, a deficit is
forecast for the first time in seven years, abeit a
modest one.

The growth in economic activity, moderate
though it is, and the low level of wage increases are
encouraging a further rise in employment, which
according tothe Report will exceed an annual average
of 23.4 million standard labour units, nearly 900,000
more than the low point in 1995. The unemployment
rate, which has been falling since last year, will be
below 11 per cent on average in 2000.

On the assumption that oil prices will fall to an
annua average of $27 a barrel in 2001, the Report
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puts GDP growth next year at 2.9 per cent. The
forecast postulates a rapid expansion of domestic
demand: investment should continue to grow at the
pace predicted for this year, while consumption
should accelerate. The contribution of net exportsis
likely to turn slightly negative again, but the current
account should show a slight surplus, thanks to the
fal inoil prices. A more thorough assessment of the
economic outlook for next year can be made oncethe
dataon the second half of thisyear are known and the
trend in oil prices becomes clear.

Inflation and monetary policy

Theincreasein oil prices and the depreciation of
the single currency have caused inflation to rise
throughout the euro area. The acceleration in prices
has spread to all the countries. The twelve-monthrise
in the harmonized consumer price index for the area
came to 2.5 per cent in the third quarter, compared
with 1.1 per cent a year earlier; in Italy it increased
from 1.8 to 2.6 per cent.

Externa inflationary pressure in Italy has been
eased by the lower weight of energy products in the
basket of households’ consumption compared with
the European average and by the lower
responsivenessof final fuel pricesto changesin crude
oil prices. The inflation gap vis-&vis the other euro
countries has narrowed, and in September it was
actually negative on atwelve-month basis. However,
if energy products and fresh foods are excluded, the
gap remainspositiveand unchanged overall at around
onepercentage point, with aslight reductionvis-a-vis
Germany and awidening vis-&vis France.

Price rises in the area have been curbed by the
moderation of labour costs and substantial gains in
industrial productivity. The cyclical improvement in
productivity has been especialy sharp in Itay, and
unit labour cost trends have comeinto linewith those
in France and Germany, favouring afuture narrowing
of the gap in the underlying components of inflation.

The Forecasting and Planning Report forecasts
consumer priceinflationof 2.3per centinltaly in2000
and 1.7 per centin 2001. These projectionsaresubject
to some margin of error owing to uncertainty about
raw materials prices and exchange rates. Achieving
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theinflationforecast for 2000 would requirean abrupt
fall ininflation in the last part of the year.

To prevent externa pressures from translating
into a permanent rise in inflation, it is essential that
increases in nominal incomes remain moderate.

In recent months, astherisein oil prices and the
depreciation of the euro heightened the risk of
triggering an upsurgeininflation, liquidity conditions
in the euro area were made progressively less
accommodating, with repeated increases in the
Eurosystem’sinterest rates.

The threeemonth moving average of the
twelve-month growth in the euro area’s M3 money
supply was 5.4 per cent in September, essentially the
same as in previous months and still above the
reference value of 4.5 per cent. The growth in credit
to the private sector is till very rapid; indeed, it
actually accelerated slightly in the last three months,
reaching a twelve-month rate of 10.8 per cent in
September.

Therea short-term interest rate in the euro area,
calculated on the basis of inflation expectations
deduced from opinion palls, is around 2.6 per cent,
1.2 points higher than at the end of 1999.

At the end of October the yield curve pointed to
expectations of a dight further rise in yields in the
next few months. For maturities in 2001, it is
essentially flat. At the long end, ten-year swap rates
stand at 5.9 per cent, about the same as at the
beginning of the year.

The banking system

Bank credit grew very rapidly and outpaced the
expansion in borrowed funds throughout the euro
area. In Italy the high growth in lending was due not
only to the strong expansion in economic activity but
also to anumber of largeloansto firmsin the service
and energy sectors.

Credit conditions remained relaxed in Italy,
where the bad-debt ratio declined considerably. The
increase in lending rates in the wake of the rise in
money market yields was in line with the euro-area
average. The spread between the rate on short-term

loansand the averageyield on Treasury billsremains
very small.

Italian banks financed the growth in their loan
portfolios by increasing their recourse to repos, bond
issues and net foreign borrowing; they also ran down
their securities portfolios substantially. The average
balance sheet ratio of liquid assets to total financia
assetsfell sharply and is now much lower thanin the
other leading euro-area countries. Continued strong
growth in lending will require a much more rapid
increase in fund-raising than hitherto, with possible
repercussions on the cost of borrowed funds. The
rapid expansion in credit means that banks need to
pay ever closer attention to loan quality.

Themainindicatorsof Italian banks' profitability
improved in thefirst half of theyear, owingto arapid
increase in fee income and a recovery in net interest
income, which in turn was due to therapid growth in
loan portfolios. Operating costs accelerated, while
those associated with bad and doubtful debts
diminished. At a time of far-reaching corporate
restructuring, rising investment in new technologies
and rapid growth in lending, maintaining the level of
profitability will depend very much on the
effectiveness of banks' policiesfor curbing costsand
on proper risk management.

Budgetary policies

In the euro area the performance of the public
finances so far this year suggests that genera
government net borrowing in 2000 will probably be
dightly less than indicated in the participating
countries’ stability programmes (1.1 per cent of
GDP), even when the proceeds of sales of UMTS
licences are excluded.

Thelatest forecastsfor 2001, again excluding the
proceeds of salesof UMTSIicences, show little or no
change in the ratio of general government net
borrowing to GDP; on a cyclically adjusted basis,
however, there would be some increase in the ratio.
Many countries haveintroduced or arein the process
of introducing reforms aimed at reducing the tax
burden; the deterioration in the cyclically adjusted
balance reflects the absence of equally far-reaching
measures to curb expenditure.
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The budget for 2001

On 30 September the Government set out its budget
adjustment for 2001 when it presented the Finance Bill and
the budget on a current programmes basis. In contrast with
the preceding years, the budgetary measures for 2001
consist mainly of tax cuts and increases in expenditure.
According to the Update of the Economic and Financial
Planning Document, the overall impact of the measures will
be to reduce the primary surplus on a current programmes
basis by 24.2 trillion lire in 2001. It is officially estimated
that the effects of the measures to reduce revenue will
amount to 30.7 trillion, partly offset by 8.7 trillion of
increasesin tax receipts and 800 billion of receipts fromthe
sale of real estate. On the spending side, there are to be
additional outlays totaling 10.2 trillion accompanied by
current expenditure savings of 7.2 trillion.

Tax relief for 2000

At the sametimeasit presented its budget proposal sfor
2001, the Government issued a decree law granting tax
relief of around 13.1 trillionlirefor the current year, with the
aim of giving back to households and firms the excess of
tax revenue now building up with respect to the earlier
forecasts.

For households, the relief will be provided through
changes in the structure of Irpef for 2000. Some measures
will affect cash flows this year: for payroll employees,
withholdings for November are reduced by up to 350,000
lire(total impact: 7.2trillionlire); for the self-employed and
businesses subject to personal income tax, the payment on
account due by 30 November is reduced (1.8 trillion). The
payment on account of Irpeg and Irap is also reduced (3.6
trillion). Thelatter measure does not actually reduce the tax
liability for 2000, so that theincreasein the balance due next
year is to be offset by further tax relief for 2001. Finally,
the excise duties on several type of heating oil are to be
temporarily reduced (550 billion).

The measuresfor 2001

Increasein revenue. - The National Lotteriesareto be
privatized and new lotteries introduced (2.1 trillion); tax
refunds are to be reduced by extending, albeit at a higher
level, the limit on the possihility of offsetting credits and
debits on the multi-tax payment form(2.5trillion); andthere
areto befurther disposalsof property belonging to the State
and other public bodies(800billion). Inaddition, 3.6trillion

isforecast to come fromthe effects next year of the reduction
in the payments on account by businesses for the year 2000.

Estimated effects of the budget for the year 2001
on the general government consolidated accounts (1)
(billions of lire)

REVENUE
Increase in revenue .................cieiiieann.. 9,500
Increases in current receipts ..................o... 8,700
Lotteries and the like (2) ...... ...... ... ..ot 2,100
Limit on offsetting of tax credits and liabilities . . . . .. 2,500
Reduction in Irpeg and Irap payments on accounts
iN2000(2) ..vvvve i 3,600
Othertax measures . ...........oouviiiinnnnn... 500
Property sales . .......... i 800
Decrease inrevenue ............vvveennnniinnnnn... -30,700
TaX FECEIPTLS .« . v vttt e et -28,500
Changesinlrpef (3) ... -15,200
Changes in Irpeg rates and payments on accounts
N2001 ... e e -3,700
Tax credits forfirms ............. ... ..., -1,900
Regional taxes (Irap and Irpef supplement) ....... -3,300
Reduction in taxes on electricity for firms ......... -1,100
Reduction in excise duties on oil products ........ -2,000
Changesin VAT ... .. -1,300
Social security contributions ........... ... ... ... -2,200
NET CHANGE IN REVENUE (A) ..........covnnn... -21,200
of which: NET CHANGE IN TAXES AND
CONTRIBUTIONS ...t -22,000
EXPENDITURE
Reduction in expenditure .......... ... .. ... -7,200
Intermediate consumption .. ........ ... -7,200
Increase in expenditure ............... i 10,200
Increases in current expenditure ................... 6,400
Renewals of labour contracts .................... 1,700
PENSIONS ... i 1,400
of which: increased indexation ................ 430
increase in minimum pensions ........ 870
Social policies and other minoritems ............. 700
of which: national fund for social policies . . ... ... 200
assistance for disabled ............... 250
Increase in current account appropiations ......... 2,600
Increase in capital expenditure .................... 3,800
NET CHANGE IN EXPENDITURE (B) ............... 3,000
TOTAL CHANGE IN NET BORROWING (B-A) ....... 24,200

(1) Based on official estimates. - (2) Estimate of the effects of Decree Law 268
of 30 September 2000. - (3) Includes 2.6 trillion lire of relief granted in Decree Law
268 of 30 September 2000.

cont. 3
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ES

Decreasein revenue. - The most substantial reduction,
amounting to more than 15 trillion lire, comes from the
proposed permanent changes in the structure of Irpef:
a) the threshold of the first income bracket is to be raised
from 15 to 20 million lire; b) the tax credits for employees
and the self-employed are to be increased, thereby raising
the threshold of tax exemption; c) the tax rates are to be
gradually reduced between 2001 and 2003; d) the tax
credits for dependents and rental payments for principal
dwellings are increased; and €) the imputed income in
respect of owner-occupied dwellings is to be tax exempt.
By contrast, the extension to 2001 of the Irpef tax credits
for building renovation works is a temporary measure.

Receipts from Irpeg are set to diminish by 3.7 trillion
owing to the proposed cut in the ordinary rate from 37 to
36 per cent and the reduction, for 2001 only, of the
proportion payable on account. According to the official
estimates, other changes in business taxes will affect
revenue in the years after 2001. The changes in question:
a) strengthen the Dual Income Tax by eliminating the
reguirement (a minimum average rate of 27 per cent) that
has limited full utilization of the system up to now;,
b) introduce an optional tax regime similar to Irpeg for sole
proprietorships and partnerships; c) introduce relief for
trucking firms, fuel distributors and farm operators,
d) provide for a preferential tax system for new businesses
and so-called marginal activities; and €) lower the Irpeg
rate further to 35 per cent from 2003 onwards.

Further decreases in revenues will come from the
temporary granting of tax credits to foster employment and
investment in backward areas (1.9 trillion) and the
reduction of the Irap tax base for firms whose value added
is less than 350 million lire (2.9 trillion).

In order to offset the effects of the rise in the prices
of ail products, 2 trillion has been appropriated to finance
the extension from 31 December 2000 to 30 June 2001 of
the cutsin the related excise duties; another 1.1 trillion has
been set aside to reduce the taxation of electricity for
commercial and industrial purposes.

The VAT relief granted (1.3 trillion) is mostly of a
temporary nature and consists in making the tax on
transactions involving companies motor vehicles partially
deductible and extending the preferential regime for the

renovation of buildings and the special
agriculture to 2001.

regime for

Provision is made for a reduction of 0.8 percentage
pointsin employers' social security contributionsfor family
allowances (2.2 trillion).

Decrease in expenditure. - The budget proposals
include a reduction of 7.2 trillion in general government
intermediate consumption. According to the official
forecasts, which are currently being revised, the
contributions to the total are as follows: 1.7 trillion by
central government, 2.5 trillion by provinces and
municipalities, 1.5 trillion by the health service and 1.5
trillion by regions and other public entities. The savingsare
expected to come from a rationalization of procurement
procedures and allow the rise in local authorities’ current
expenditure (excluding that on health care and interest
payments) to be kept below 3 per cent.

Increase in expenditure. - The budget proposals
providefor anincreaseof 6.4 trillionin current expenditure.

About 3.7 trillion has been allocated to the renewal of
central government employees' labour contracts. Net of
social security contributions and direct taxes, theimpact on
the budget is estimated to be about 1.7 trillion. Other public
sector bodies are expected to provide in their own budgets
for increasesin costsarising fromlabour contract renewals.

The increase in expenditure in the pension field is
estimated at 1.4 trillion. Specifically, the degree of inflation
indexation has been raised (430 billion) and provision
made for an increase in minimum pensions (870 billion).
The budget proposals also include the creation of a special
fund to guarantee continuity of insurance coverage for
discontinuous forms of employment (70 billion).

Thebudget proposal senvisage 700 billion of additional
spending on welfare policies and other minor items,
including the allocation of 200 billion to the national fund
for social policies and 250 billion for measuresto assist the
disabled. Inaddition, theincomelimit for family benefitshas
been raised for families with three or more children under
the age of nineteen.

Other minor current expenditure items are set to
increase by 2.6 trillion and expenditure on capital account
by 3.8 trillion.
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Adequate spending cuts are necessary in order to
reconcile the reduction in revenue with the
achievement of budget positions close to balance or
insurplus, asprovided for in the Stability and Growth
Pact. Such positions are indispensable if adequate
cyclical stabilization policiesand arapid reductionin
theratio of public debt to GDP are to be possible. In
turn, reducing the debt ratio will create more
favourable conditions for coping with the costs
inherent in the ageing of the population.

In Italy the target for the ratio of genera
government net borrowing to GDPin 2000is 1.3 per
cent. According to the Government’s forecasts, the
tax relief approved in September - amounting to
around 13trillionlireand concentrated inthelast two
months of the year - will offset the faster rise in
revenue than envisaged in the Economic and
Financial Planning Document; the tax burden is
expected to remain basically the same asin 1999. If
the objectivefor the budget balanceisto be achieved,
primary expenditure will have to increase more
dowly inthelast part of theyear than in thefirst half.

The Government presented an Update of the
Economic and Financia Planning Document for
2001-2004 in September. The current programmes
forecastsfor revenue have been revised upwards. The
increment in receipts with respect to the Planning
Document figures, which rises gradually from just
over 1 per cent of GDPin 2001 to 1.6 per centin 2004,
isbroadly offset by tax reductions. The objective for
net borrowing in 2001 is lowered from 1 to 0.8 per
cent of GDP; the objectives of a balanced budget in
2003 and a modest surplus in 2004 are reaffirmed.

Within this medium-term framework, the budget
for 2001 is expected to reduce the primary surplus by
around 24 trillion lire with respect to the current
programmes scenario. According to the official
estimates, revenue would be reduced by around 21
trillion and expenditure raised by around 3 trillion
(see box). The proposed budget does not envisage
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substantial structural measures to bring down the
ratio of primary expenditure to GDP over a horizon
of severa years. During its passage through
Parliament, the cost of emergency relief for the areas
affected by therecent floodswill haveto betakeninto
account.

If the objectives announced for 2001 are to be
achieved, it isimportant that the increase in revenue
recorded so far prove to be structural, that actual
expenditure be in line with the programmes, that the
measuresincludedintheproposed budget withaview
to reducing spending on goods and services be as
effective as expected, and that the forecast receipts
from disposals of rea estate materiaize. Prompt
corrective action would be essential if therewereany
deviation from the forecasts.

In the last few years significant steps have been
taken towards decentralizing the responsibilities for
expenditure and strengthening regional, provincial
and municipal governments autonomous powers of
taxation. Further moves in this direction must be
accompanied by the introduction of budget
constraints for all local authorities. Close linkage
between responsibility for spending and
responsibility for the financing thereof contributesto
achieving the benefits of decentralizing resource
allocation and compliance with the objectives set for
the public finances at the national level.

On the basis of the Government’s programmes,
the ratio of tax and social security contributions to
GDP should be 42.4 per cent in 2001, 0.9 pointsless
thanin 1999. Asindicated in the Planning Document
Update, subsequent developments would lead to a
further reduction of one percentage point over the
next two years.

Structural measures on the spending side would
permit a larger reduction in the ratio, which would
enhance the economy’s growth prospects, with
positive repercussions on the public finances.
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The monetary transmission mechanism:
evidence from the industries of five OECD countries (*)

The monetary transmission mechanism, i.e. the
way in which monetary impulses are transmitted to
thereal economy and prices, istheobject of assiduous
attention from the central banks. In the euro area,
differencesinmonetary transmissionintheindividual
countries are of special importance. Disaggregated
datafor thevarious sectors of manufacturingindustry
can be used to analyze some of the implications of
the main monetary transmission theories! and the
factors underlying differences in the transmission
mechanism. The use of sectoral rather than aggregate
data makes it possible to use the high variability
of microeconomic features (e.g. the use of goods
produced, the capital intensity of the productive
process and firm size) to assess more accurately the
effect that the variables identified in the theory have
on the transmission mechanism.

The analysis seeks to measure the impact of
monetary policy on the level of economic activity in
21 manufacturing sectors in five OECD countries
(France, Germany, Italy, the United Kingdom and the
United States) and to explain the differences in
monetary transmission on the basis of sectord
characteristics. Table 1 shows estimates of the effect
of an unexpected increase in the short-term interest
rate on economic activity in the sectorsanalysed. The
estimates were conducted using structural VARs.2
The values indicate the percentage decline in output
24 months after a 1-percentage-point rise in the
short-term interest rate. In each country the sectors
reacted in asignificantly different manner, while the
profile of sectoral differences was similar across

countries. Certain sectors, such as the automobile
industry, show a marked sensitivity to monetary
shocks, whilethereaction of others, such asclothing,
isbarely perceptible. Thedifferencesbetween sectors
are larger than those measured for each sector among
countries.

The diverse sectoral impact of monetary policy
can be attributed to a number of structural
characteristics. Table 2 gives the results of a
regression of the elasticities shown in Table 1 against
a set of sectoral indicators. These explanatory
variables were selected on the basis of the main
monetary transmission theories; the values for the
variables were drawn from two databases.3

Onegroup of indicatorsislinked tothe* monetary
channel” of transmission: a monetary tightening
raisesthereal interest rate owing to nominal rigidities
in the economy, thereby dampening economic
activity. The effect of the rise depends both on the
given structure of the productive process (for
example, on capital intensity, which determines
funding requirements) and on the characteristics of
the product market (for example, the final use of the
goods). The sectoral indicators used in the analysis

(*) Prepared by the Economic Research Department. The
full text of the paper “The monetary transmission mechanism:
evidence from the industries of five OECD countries’ from
which this summary is drawn is forthcoming in the
Department’s Temi di Discussione series.
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include: adummy distinguishing sectorsthat produce
consumer durables and capital goods from others;?
openness to international trade;® capital intensity;®
working capital per employee;’ dependency on
short-term debt.8 The first two variables measure the
sensitivity of demand to the interest rate in each
sector, assuming that an increase in the interest rate
has a larger effect on demand for capital goods and

consumer durables and, through the appreciation of
the currency and the consequent loss of international
competitiveness, on external demand. The last three
variables measure the sensitivity of production to the
cost of capital. The expected sign of the relationship
between this group of variables and the dependent
variable (the sensitivity of output to the interest rate)
is negative.

Table 1

Elasticity of sectoral output to an increasein the short-term interest rate after 24 months (1)

France Germany Italy United Kingdom United States
Food products ...................... 0.24 -0.53 -0.46 -0.26 -0.19
Beverages ..............iiiiii -0.53 -0.33 -0.67 -0.64 -0.26
Tobacco products ................... -0.24 0.75 1.56 -0.60 0.15
Textiles ... -0.22 0.47 -0.51 -0.94 -0.39
Clothing ...t -0.50 -0.22 -0.24 -0.33 0.03
Leather ........ ... .. ... .. -1.11 0.72 0.42 -1.39 0.09
Footwear ........... ... ... -0.07 2.94 0.05 -0.75 0.48
Paperproducts ...................... -0.16 -2.13 -1.36 -0.76 -0.28
Printing and publishing .............. -0.68 -0.03 -1.76 -0.58 -0.27
Chemical products . .................. 0.08 -1.84 n.d. -1.24 -0.37
Refined products .................... -0.02 -3.08 -1.28 n.d. -0.54
Wood products and wooden furniture .. -1.27 -2.18 -1.46 -1.17 -0.38
Non-metallic mineral products ......... -0.88 -1.20 n.d. -0.95 -0.52
Glass products ...................... -0.21 -2.51 -0.59 -0.89 n.d.
Steel products ............. ... ... -0.68 -1.53 -1.00 -1.63 -0.93
Non-ferrous metal products ........... -0.45 -1.84 -1.24 -0.81 -0.62
Metal products ...................... -0.99 -1.94 -0.12 -0.23 -0.55
Non-electrical machinery ............. -2.00 -0.94 -1.86 -2.26 -1.45
Electrical machinery ................. -0.20 -0.47 -0.59 -1.83 -0.43
Shipbuilding .................... ..., -0.15 3.24 n.d. 0.93 0.11
Motor vehicles ...................... -1.21 -1.50 -1.06 -2.27 -0.93
Industrial output . .................... -0.53 -1.27 -0.93 -0.71 -0.47

(1) Percentage change in sector output 24 months after a 1-percentage-point increase in the short-term interest rate. The estimates in bold are significantly different from zero with

a 5-per cent confidence level. The estimates cover the period from January 1975 to March 1997.
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Table 2

Deter minants of the impact of a monetary shock (1)

Expected sign

Dependent variable: elasticity at 24 months

Explanatory variables
Model 1 Model 2
Durable goods dummy ... -0.58 -0.67
0.15 0.18
Investment/value added (2) ........................ -2.08
1.04
Degree of openness (2) ..., n.s.
Working capital (3) .......... i n.s.
Short-termdebt (3) ......... ... n.s.
Employees perfirm (3) ... 0.28
(in hundreds) 0.10
Financial leverage (3) .........coiiiiiiiiiiiinn, 0.36
0.18
Listed firms ... . n.s.
Incidence of interest payments (3) .................. -0.30
0.11
Country dummy: France ................cccoiveann. -0.01 -1.01
0.17 0.40
Germany ...........oiiiiiiiiaan. -0.37 -2.47
0.37 0.71
Italy ... -0.09 -1.52
0.29 0.74
United Kingdom .................. -0.45 -1.69
0.16 0.44
United States . ... ................. 0.15
0.16
Number of observations ........................... 91 80
Adjusted R2 ... .. . 0.16 0.33

(1) Estimates of least squares computed on sectoral data for all countries; standard errors (in italics) were calculated using the White method (robust to heteroskedasticity); n.s.
indicates non-significant variables excluded from the estimation. - (2) Sector averages: source OECD STAN. - (3) Refers to the median firm in the sector (average firm for incidence

of interest payments); source AMADEUS.

A second group of indicators covers the “credit
channel” of monetary transmission, which em-
phasizes the imperfections that may make externa
financing more costly than self-financing and more
difficult to obtain in the event of afall in the value of
the assets pledged as collateral for loans. Sectors
whose firms tend to have limited access to the
financial markets, characterized by small size and
low financial Ieverage,9 should be more affected
by changes in interest rates. The following four

indicators of accessto external fundswereidentified
for each sector: firm size;10 the degree of financia
leverage;1! the percentage of firms with a stock
exchange listing;12 the incidence of interest
payments.13 The first two measure borrowing
capacity, while the third signals firms degree of
accessto the financial markets, which is presumably
greater for listed companies. The expected sign of
their relationship with the dependent variable (which
hasnegativevalues) istherefore positive. By contrast,
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the expected sign of the coefficient of the final
indicator is negative: the higher the incidence of
interest payments in relation to cash flow, the lower
the firm’s borrowing capacity.14

The database used does not have balance sheet
information for USfirms, while dataon opennessand
capital intensity isnot availablefor somesectorsinthe
European countries. As a result, the estimates in
Table 2 are based on two regression models.1® The
first includes the first three indicators suggested by
the monetary channel (the dummy for sectors
producing durables, degree of openness and capital
intensity), measured for the sectorsin five countries.
The second includes the dummy, short-term debt
dependency, working capital and the four variables
for thecredit channel, for thefour European countries
alone.

The main results can be summarized as follows.
Amongthevariablesinthemonetary channel, only the
dummy and capital intensity show coefficientsthatare
statistically significant and of theexpected sign. Inthe
24 months that follow an unexpected 1-percentage-
point increase in the interest rate, the contraction in
output in sectors producing durable goods is an
average more than 0.6 percentage points larger than
that in other sectors. In the second model, three of the
variables in the credit channel are statisticaly and
economically significant. Firm size and financial
leverage have positive and statisticaly significant
coefficients: both an increase of 100 units in the
number of employees and a 1-percentage-point
increase in financial leverage reduce the impact of a
monetary shock onsector output by about 0.3 points. 16
A quantitatively similar and statistically significant
effect is produced by a 1-percentage-point reduction
intheincidence of interest payments. The coefficient
of the percentage of listed firms is not significant.
Overall, thesefindingsnot only document theway the
credit channel operates - afrequent conclusioninthe
literature - but also its quantitative impact, which is
more controversial.

The results confirm that disaggregated data can
make a useful contribution to understanding the
monetary transmission mechanism both within a
country and in a comparison across countries. Much
of the difference in the mechanism among the main
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euro-area countries would appear to stem from
structural characteristics that were not directly
affected by the start of Stage Three of EMU. It is
therefore likely that disparities in the impact of
monetary policy across the individual euro-area
countries (as has been found among the various
regions of the United States) could well persist inthe
near term.

1 For a more extensive survey of theories of monetary
transmission, see the proceedings of the symposium published
in the autumn issue of the Journal of Economic Perspectives,
1995.

2 For more on the application of this methodology to the
study of monetary policy effects, see L. Christiano, M.
Eichenbaum and G. Evans, “Monetary Policy Shocks: What
Have We Learned and to What End?’ in NBER Working Paper
Series, 1998, no. 6400.

3 The first is the OECD’s STAN database, which includes
annual data on value added, investment, imports, exports and
employment for the manufacturing sectors in the five countries
considered for the period from 1970 to 1993. The second is the
Bureau Van Dijk’s AMADEUS database, which contains dataon
the annual balance sheets of some 42,000 firms in the four
European countries considered for the period from 1993 to 1997.

4 This variable has a value of 1 for the sectors in the last 10
lines of the table and a value of O for the others.

5 Measured as the ratio of the sum of exports and imports to
sector value added.

6 Measured as the ratio of investment to sector value added.

7 This isagauge of afirm’s short-term operational financial
requirement.

8 Measured as the median of the percentage share of
short-term debt in total borrowing by sector firms.

9 See J. Fisher, “Credit Market Imperfections and the
Heterogeneous Response of Firms to Monetary Shocks’, in
Journal of Money, Credit and Banking, 1997, no. 2, pp. 187-211.

10 Measured by the median number of employees per firm
in each sector.

11 Measured as the median value of the ratio of total debt to
own funds in each sector.

12 Measured as the ratio of employees of listed firms (and
their subsidiaries) to total sector employment.

13 The median value of the ratio of interest payments and
operating profit.

14 See B. Bernanke and M. Gertler, “Agency Costs, Net
Worth, and Business Fluctuations’, in American Economic
Review, 1989, no. 1, pp. 14-31.

15 All of the regressions include a fixed country effect; the
estimated coefficients are the same across countries and sectors.

16 Considering that the number of employees in the median
firm varies from 50 and 500 across the sample, this variable
could explain up to 1.5 percentage points of the sectoral
differences in the effects of monetary policy.
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Italian banks e-banking activity (*)

In March 2000 asample survey was conducted to
collect information on thefinancial servicesprovided
over the Internet by Italian banks (excluding the
Italian branches of foreign banks and small mutual
banks) and Italian securities firms and asset
management companies.

The questionnaire was divided into seven
sections, as follows. services supplied; business
volumes (number of customers, number and size of
transactions); economic aspects (investment, costs
and revenues, break-even point); organization and
strategy; security; legal aspects; e-commerce
services. Respondents were requested to provide the
number of customers by geographical area at the
end of February 2000 and the number and size of
transactions with reference to the same month. They
were also asked to provide forecasts of costs and
revenues for the whole of 2000.

The banks in the sample accounted for 95.5 per
cent of thetotal assets of the banking system and the
non-bank intermediaries accounted for almost all the
volume of business recorded by ltalian securities
firms and asset management companies.

At the beginning of the year the Italian financial
system wastaking itsfirst steps on the Internet. Most
websites had been operational for just afew months
and were of limited scope and complexity. The
development of Web services had been held back by
the need to adapt computer systemsin preparation for
the introduction of the euro and the Year 2000 date
change. Many large banks had not yet begun to
operate over the Internet owing to uncertainty about

the strategy and outlook for e-banking and the
complexity of integrating the new technologies with
their existing IT systems. Some large projects were
announced in the following months.

At the end of February 2000 there were 134
intermediaries (including 124 banks) providing
services that alowed customers to initiate trans-
actions, primarily in the securities field; many more
came into operation in the following months. At the
same date the number of customers using Internet
services had risen to nearly 500,000, about one third
of the number using phone-banking services.

Online trading accounted for the bulk of trans-
actions and revenues, most of which were generated
by just afew intermediaries (mainly securitiesfirms).
In fact the top 5 intermediaries accounted for around
70 per cent of both transactions and revenues. There
wasasimilar degreeof concentration on the customer
side: 12 per cent of the users of Internet financia
services generated 70 per cent of the total number of
transactions. Households were by far the most
important users and accounted for more than 90 per
cent of the entire customer base. For the most part,
enterprises continued to use connections over private
networks.

The aggregate results of the survey were
communicated to the industry.

(*) Prepared by the Banking Supervision Department. The complete
survey report will be published in Italian in the October issue of the
Bollettino di Vigilanza.
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Bank of Italy regulations on the securitization of claims (*)

On 30 April 1999, with the approval of Law
no. 130, ruleswereintroduced into Italian law for the
securitization of claims. This financial technique
allowsbusinessesto transform claimsinto negotiable
securities that are then placed with institutional
investors or sold to the public.

The new law provides, in line with international
practice, for securitization to be carried out by the
assignment of claims to a specia purpose vehicle
(SPV).

It also provides for the collection of the claims
assigned and therel ated cash and payment servicesto
be performed by banks or financial intermediaries
entered in a special list of “servicers’ kept by the
Bank of Italy.

Since the business of servicers and SPV's has
somedistinctivefeatures, it was necessary toissuead
hoc regulations concerning the information to be
included in SPVs annual accounts on individual
transactions and the activities of SPV'sand non-bank
servicers.

Annual accounts of SPVs

Theregulationissued on 29 March 2000 provides
for SPV's, which are required to prepare their annual
accounts in accordance with Legidative Decree
87/1992 on the annua accounts of banks and
financial companies, to include the accounting data
on each securitization transaction in annexes to the
notes to the accounts.

The total value of the securitization transactions
isnot to beincluded in SPVS' balance sheets.

Thisregulation was set to come into force in the
first financial year following that ended or open at 31
December 1999.
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Provisions concerning SPVs and servicers

On 23 August 2000 the Bank of Italy issued a
regulation laying down a series of guidelines for the
activities of SPVsand servicers.

As regards SPVs, the regulation calls for
companies to take special careto:

- ensure the separation at all times between the
assets of each transaction and those of the
company (inter alia by means of dedicated
accountsand separate accounting entriesfor each
transaction);

- ensure the transparency of each transaction
vis-a-visinvestors and the market;

- engage only in transactions related to the
management of securitization business (in
accordance with the exclusive corporate purpose
provided for in Law 130/1999).

The regulation requires servicersto:

- make adequate technical and organizationa
arrangementsfor monitoring thevarious stagesof
transactions:

- have sufficient capital (1 million euros for
transactions up to 500 million euros and 1.5
million euros for larger transactions);

- inform the supervisory authorities of any
irregularities found in the carrying out of
transactions.

(*) Prepared by the Financial Supervision Department. The
complete text of the regulations is available on the Internet in Italian at
www.bancaditalia.it.
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Bank of Italy regulation on Italian securitiesfirms (*)

An implementing regulation issued by the Bank
of Italy on 4 August under Legidlative Decree 58 of
24 February 1998 (the Consolidated Law on
Financial Intermediation) adapts the provisions
governing Italian securities firms (SIMs) to reflect
recent changes in domestic and European Union
legislation and the operational developments that
SIMs have recorded in the past few years.

In particular, the regulation:

a) consolidates all of the measures issued by the
Bank since 1991 and still in force into a single
text;

b) adaptstheprovisionson capital requirementsand
risk limitation in the light of the development of
SIMs' activity and the innovationsintroduced by
European Community Directives 98/21, 98/32
and 98/33.

The most important changes concern: the
introduction of capital charges to cover market
risk on positionsin commodities; therecognition,
on certain conditions, of bilatera netting
agreements to reduce counterparty risk; a new
method for calculating capital requirements in
respect of options contracts; the elimination for
SIMs not authorized to deal for own account of
the rules restricting investment of their own
capital to certain types of asset; the possibility for
SIMs subject to supervision on a consolidated
basisnot to deduct several asset componentsfrom
supervisory capital;

c) adapts the legal basis by replacing references to
Legidative Decree 415/1996, now incorporated
in the Consolidated Law, with references to the
Consolidated Law itself;

d) updates the requirements for owners of
qualifying shareholdingsin SIMs, taking account
of the decrees issued by the Treasury Minister
implementing the Consolidated Law;

e) incorporates the clarifications provided and
instructions issued by the Bank of Italy
concerning annual accounts, particularly as
regards the introduction of the euro and deferred
taxation.

Theregulation isto enter into force on 1 January
2001, except for the provisions regarding the
prudential treatment of options, which will comeinto
force on 1 July 2001, and those on annual accounts,
which are to be applied from the first financial year
following that ended or open at 31 December 1999.
The previous provisions governing these matters,
contained in the regulations issued by the Bank of
Italy on 2 July 1991, 29 November 1996, 24
December 1996 and 30 September 1997, will be
simultaneously repealed.

(*) Prepared by the Financial Supervision Department.
The completetext of the regulation isavailable on the Internet in
Italian at www.bancaditalia.it.

81



ECONOMIC BULLETIN - No. 31, OCTOBER 2000

SPEECHES

Soeeches

Protection of the environment and economic development

Address by the Governor, Antonio Fazio, to the Sacro Convento di S. Francesco
on the occasion of the National Nature Day

Assisi, 1 October 2000

The attention of international public opinion was
first drawn to the protection of the environment and
consideration of itseconomic aspectsinthe seventies,
with the emergence of environmental problems of a
global nature and recognition of the need to tackle
them by means of internationally agreed policies.

Inadditionto raw materialsand energy, theability
to absorb pollution and waste and ecological and
climatic stability must be considered economically
important environmental resources; health and the
environment are also closely related.

Experience has shown that economic growth can
be reconciled with protection of the environment,
especially in the highly industrialized countries,
where the progressive demateridization of the
economy has brought some improvement.

The environment can be seen as one of the main
emerging markets. From a constraint imposed on
enterprises, protecting the environment can become
an incentive both to develop new sectors with
considerable potential and to redefine traditional
ones. Environmental policies can overlap with
policiesfor the development of industry and services.

1. The economics of natural resources and the
environment

The impetuous growth of the world economy
after the Second World War led to doubts about the

ability of the environment to withstand the impact,
not least in relation to the spread of industrialization
to the less developed countries, with their rapidly
growing populations.

Until the early seventiesthe main contributionsto
economic theory with regard to natural resources and
the environment were still those of classical and
neoclassical economists. On the one hand, reference
continued to be made to the concepts of absolute or
relative scarcity of natural resources formulated by
Malthus and Ricardo, on the other, the emphasiswas
on the improvements in production techniques and
organization that, according to Marshall, theincrease
in the prices of scarce goods was bound to stimulate.

In 1970 the Club of Rome commissioned the
Systems Dynamics Group of the Massachusetts
Institute of Technology to construct a mathematical
model of the world economy with which to carry out
aseriesof simulations. The members of the Club had
drawn up a long list of potentially critical factors,
including malnutrition, pollution, terrorism, the
arms race, resource depletion, urban degradation,
economic instability, racism and juvenile delin-
guency. The objective wasto study the links between
these problems, analyze their causes and indicate
possible remedies.

The Limits to Growth, a report prepared for the
Club of Rome by a group of experts directed by
Dennis L. Meadows, of which more than seven
million copieshave been sold, catal yzed the debateon
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the relationship between economic growth and the
environment and drew some conclusions.

Economic progress was forecast to reach a limit
in the long term if the prevailing trends in
world population, industrialization, pollution, food
production and resource depletion continued
unchanged.

Thereport did not consider the trends observable
intheworld economy, popul ation and environment to
be unalterable, but noted that the sooner corrective
measuresweretaken thegreater would bethe chances
of success.

Theenergy crisisof the seventies put the question
of non-renewable resources into the political
limelight.

In the model constructed by Meadows, the
limited availability of essential resources meant that
the increase in consumption necessarily tended
towards zero, thus contradi cting the main proposition
of the “theory of optimum growth” that wasin vogue
at thetime.

The neoclassical economists were among the
most critical commentators, again because of the
failure to consider the stimulus that the scarcity of
resources would give, via the price mechanism, to
technological innovation and the search for
aternative materials and products. In their view the
depletion of natural resources could be offset by an
increase in man-made capital.

Theory has aways seen environmental
degradation as a situation in which economic agents
impose negative externalities on society; because
there are no prices to provide the incentives needed
to reduce polluting emissions, the ability of the
environment to absorb them is permanently under
excess pressure. From Pigou onwards the imposition
of atax on polluting activitieshasbeen considered the
way to fix an appropriate price.

Analysis of the limits to growth came to the fore
again at the beginning of the eighties with the
publication by a group of researchers commissioned
by the US government of the Global 2000 Report to

the President (1982). Based on simulations of the
trends of demographic, economic and environmental
variables, the report concluded that, unless the
prevailing trends were reversed, by 2000 the world
would be overpopulated, polluted and ecologically
unstable, and that, despite the growth in materia
output, in many respects the world's population
would be poorer.

Thestudy had asubstantial political impact. Even
before it was published, President Carter discussed
its main conclusions with other heads of state;
subsequently, he set up a working group to identify
corrective measures. The Report also stimulated
academic debate and in 1984 a group of independent
researchers published a counter-report entitled The
Resourceful Earth with an optimistic scenario for the
planet’s future.

In the last two decades the world has had to
grapplewith aseriesof new environmental problems,
including the change in the climate due to global
warming, deforestation, acid rain, desertification and
the degradation of river basins.

These phenomenaare both effect and cause of the
interactions between economies and ecosystems,
which are much more complex than the conventional
models of pollution and the depletion of resources
had envisaged. It has become evident that resources
that in theory are renewable may provenottobesoin
practice. Awareness of the global nature of resource-
and environment-rel ated problems has increased; the
study of ecology has developed; the concept of the
sustainability, or resilience, of the ecological system
has been introduced.

2. Sustainable growth

In its 1987 report entitled Our Common Future,
the World Commission on Environment and
Development, established under the aegis of the
United Nations and chaired by Gro Harlem
Brundtland, defined sustainable growth as that
which “meets the needs of the present without
compromising the ability of future generations to
meet their own needs’.
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The report stressed the need to give absolute
priority to the essential needs of the poorest parts of
the world and observed that technology and social
organization can beinconsistent with theability of the
environment to absorb the effects of human activity.
No ecosystem can be maintained intact, but it is
necessary to preservethe ecological basisfor growth.

Those who advocate the theory of sustainable
growth are sceptical about the economy’s self-
correcting mechanisms because the market fails to
put a price on the degradation of ecosystems and
public resources.

Environmental goods have some specific
features. There is great uncertainty about the
possibility of achieving technological progress that
will increase the substitutability between natura
capital and man-made capital ; some of the harm done
to the environment is irreversible. Environmental
damage may suddenly become manifest when it
exceeds some unpredictabl e threshol d.

Lastly, thereisthe question of equity; the need to
improve the standard of living of the poorest
popul ations and that of future generations.

As for the possbilities opened up by
technological progress, the pictureis not clear: there
are those who contend that economic activity will
inevitably require an increasing quantity of natural
resources; others have greater confidence in the
possibility of atering the relationship between
economic growth, the consumption of raw materials
and energy, and the ability to absorb and recycle
waste.

On the one hand, there is a highly formal theory
of growth concerned with how to keep an economy on
a path of steadily and rapidly rising output; on the
other, a less formal theory combining notions of
sociology, anthropology and political science.

Theconcept of devel opment ismuch broader than
that of economic growth; it includes qualitative
factors related to the institutional and socio-political
structure. Development consists in a set of socially
desirable objectives that may change over time; it
embraces ethical values.

The condition of sustainability can refer to
material wealth, natural capital and man-made capital
or just to natural capital. In thelatter, narrower, sense
it isnecessary to transmit the same amount of natural
resources to future generations. In other words, it is
necessary to leave intact the potential of the
environment to produce wealth, so asto allow future
generations to choose between using and not using
the natural heritage, between different levels of
material well-being and quality of the environment.

The two approaches are based on different
conceptions of well-being and intergenerational
responsibility.

The concept of sustainability can be even more
demanding: the preservation of species and
ecosystems may be desirable independently of any
relationship with the economic system, making it
necessary to ensure the stability of ecosystems and
not just of levels of consumption.

Knowledge should be directed less to promoting
a continuous expansion of consumption and moreto
ensuring the symmetry of the relationships between
man and the ecosystem.

3. Environmental policy

In line with the general and widely accepted
objective of sustainable growth, environmental
policy servesto pursue specific objectives: the use of
renewable resources, including the ability of the
environment to absorb polluting emissions, must not
exceed its regenerative capacity, whether natural or
fostered; the use of non-renewabl e resources must be
determined in relation to our ability to replace them
with new technol ogies or renewabl e resources.

Environmental goods are public goods par
excellence. The costs incurred in defending the
environment benefit everyone. In this field only
public action can coordinate widespread interestsand
decide how the costs are to be shared out.

In order to set aprice on goods for which thereis
no market, it ispossibleto grant economicincentives,
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impose specific costs or lay down rules and
prohibitions.

Where feasible, solutions based on producers
and consumers economic advantage are to be
preferred to rules and prohibitions. Measures that
incorporate negative externalitiesin production costs
or provide incentives for technological innovations
that are beneficia to the environment are likely to
prove more effective.

But the price signal must be strong and the
expected response sufficient to modify behaviour to
the extent required. Hence, in general thereisalimit
to the effectiveness of environmental taxes and other
economic mechanisms when the problems to be
tackled do not allow partial or gradual adaptation.

In practiceinterventionto date hasmainly beenin
theformof rulesand prohibitions, partly becausethey
have often proved socidly and ethically more
acceptable and better able to distinguish between
economic interests and values.

It would be an illusion to believe that public
intervention is cost-free in terms of efficiency, that it
is dways the most rational response to the new
demands expressed by society. It has to overcome
informational problems and requiresforesight. Ways
must be found to achieve complementarity between
public regulation and the ability of the price
mechanism to provide incentives.

Thisinteractionisof greatimportancein complex
guestions such as that posed by agricultural policy.
Appropriately, in the nineties a start was made on
remedying the distortions caused by measures to
support farmincomes based on guaranteed pricesand
export subsidies. A lower level of protection for the
products of countriesthat use land intensively would
probably bring an overal gain for the environment.

Benefits can aso stem from granting direct
income support to those who remain to “defend”
land that, if abandoned, would be prone to
hydrogeol ogical degradation.

Stringent rules are still needed to combat the
adverse effects of excessive use of fertilizers and
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pesticidesin crop and livestock farming. High quality
farming is potentially capable of reconciling
environmental needswith the competitiveness of our
productive systems.

Agricultural affairs link up with international
economic policy issues that involve many other
activities. They take us into the domain of global
public goods and the question of amore open system
of international trade.

The removal of tariff and technical barriers for
some categories of product can contribute not only to
the overall development of the countries concerned
but also to the global environment by allowing less
advanced countries to undertake new productive
activities, thereby reducing the intensity with which
natural resources are exploited.

Theroadtotakeisthat of multilateral negotiation,
along thelines of the arduous progress being madein
international fora. The recognition of a common
interest is the first step towards tackling the issues
regarding the sustainability of world economic
growth and reaching agreement on how the sacrifices
are to be shared among the participating countries.

The guestion of non-renewable resources has
been brought to the fore again by the rise in oil
prices. Participants in the recent meetings of the
International Monetary Fund and the World Bank
indicated their intention of holding talks with aview
to formulating coordinated public measures, which,
together with theautonomous decisionsof producers,
can remedy the new shortfallsin supply, through the
orientation of economic agents behaviour and the
search for technologically advanced solutions and
alternative material sand sources. Thetime scalemust
be short or bottleneckswill block the devel opment of
countries that have only just begun to emerge from a
state of backwardness and whose destinies are
important both on grounds of equity and because we
areincreasingly linked to them by theglobali zation of
trade.

4. Thepromotion of sustainable growth

The relationship between living standards and
environmental conditionsis not asimple one. Many
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of the environmental problems faced by developing
countries, such as certain types of water and air
pollution, are a direct consequence of poverty.

Improved living standards increase people's
willingness to pay for a cleaner environment; thisis
not possiblewhere man’s essential heedsare not met.

On the other hand, where regulations and
environmental policy measures are inadequate,
refuse will accumulate and emissions of harmful
gases will tend to increase as the economy grows.

The industrial countries have gone some way
towards decoupling economic growth from the use of
natural resources, but much remains to be done; for
instancein reducing theemission of gasesresponsible
for the greenhouse effect. Developed countries are
frequently faced with problems and costs that derive
from the failure to consider environmental issues
when taking economic decisions.

For growth and the environment to be
compatible, ecological considerations must become
a part of collective and individual decisions and
conduct.

In Europe the need for coordination between
environmental, economic and sectora policies is
explicitly recognized in the Treaty establishing the
European Community.

The sectors having the greatest impact on the
environment have been identified in the Fifth Action
Plan for the Environment, which incorporated the
recommendations of the 1992 Rio de Janeiro summit.

The European Commission now constantly
monitors and eval uates these issues.

At the end of last year the Commission was able
to report some progress. There has been an
improvement inthe quality of water and emissions of
many substanceshel d to beresponsiblefor destroying
the ozone layer have been reduced. In some respects
and sectors, however, the pressure on the en-
vironment has not been eased; in fact it istending to
increase. It is the Commission’s belief that unless
environmental issues are tackled at their roots and
unless all the interested parties and the entire

community do their part, growth will become
unsustainable.

Changes in climate are probably the most
complex environmental issue. The last century saw
a sharp rise in amospheric concentrations of
greenhouse gases such as carbon dioxide. The
European Union’s contribution to the total emissions
by developed countrieswas estimated at about 25 per
cent in 1990: the Kyoto protocol set areduction of 8
per cent on the 1990 figure asthe target for the years
2008-2012. Projections up to 2010 point, instead, to
further increases, making more drastic measures
necessary.

In the European Union natural resources and
biodiversity - i.e. dl the existing anima and
vegetable species, their genetic heritage and the
ecosystems of which they are a part - are till being
threatened by urban development and polluting
agricultural techniques. The marginalization and
abandonment of some traditiona crops aso
congtitute a risk. The reform of the Common
Agricultural Policy and the criteria for allocating
structural funds are helping to overcome these
problems.

Italy possesses amagnificent natural heritage. Its
conservation is a measure of the country’s progress,
civic-mindedness and cultural sensibility.

The laws governing the environment have
brought considerable improvementsin the quality of
water. The number of heavily polluted rivers has
falen, but the issue of water resources and their
management is complicated by the fragmented and
inefficient distribution system; the state of the
network is unsatisfactory.

Unregulated urban development gives rise to a
concentration of environmental issues. The levels of
acoustic and atmospheric pollution are tending to
rise. The growth in the production of refuse is
outpacing that in income.

Thelast few years have seen someissues become
more pressing while others have emerged: we still
know too little about the damage potential of three
quarters of the most widely used chemical products;
the know-how for producing genetically modified
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organisms may bring benefits, but concern about the
means for controlling their effect on health and the
environment isintensifying.

Economic growth calls for increasing quantities
of energy, notwithstanding the decline in the energy
intensity of output. According to the OECD, between
1973 and 1998 the energy requirement of the EU
member countries rose by 25 per cent, while GDP
grew by 70 per cent. The bulk of energy production
is still supplied by non-renewable sources, which
have a profound effect on the environment. In Italy
they still account for 88 per cent of overal
consumption.

In the transport sector the main source of energy
consists of oil products; inthelast ten yearstherapid
expansion in the numbers of vehicles has offset the
benefits of the technological improvementsthat have
been made. Policiesto alter the balance between the
various means of transport are necessary, especially
in urban aress.

5. The production of goods and services to
protect the environment

In the developed countries the demand for
environmental and health goodsisrising; itselasticity
with respect to income is greater than one. Thereisa
greater willingnessto bear thecost of public measures
to protect natural resources.

Demographic changes are reshaping the
composition of demand, increasing that for goodsto
meet the needs of a population whose non-working
lives are now longer; they require greater investment
in health-related services and in those for the elderly.

The supply of environmental goods can come
from dedicated activities in both the public and the
private sectors;, such activities are becoming an
important part of the economy.

The Ministry for the Environment estimates that
about 1 per cent of GDPisaccounted for by goodsand
facilities that reduce the use of raw materials and
environmental damage and by clean-up activities.
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A broader definition of the field would include
thedefenceand preservation of theland carried out by
agricultureand publicinvestment aimed at protection
of the soil and reforestation. It should also take
account of the production and distribution of
renewable energy, of activities aimed at conserving
the natural heritage and those that guarantee the
enjoyment of parksand green spaces. Taken together,
these activities are of greater economic importance
than the narrowly-defined environment industry
itself.

More and more firms are already implementing
plansinvolving product and process innovation with
a view to earning the so-caled “green certificate”.
Voluntary agreements between firms, their trade
associations and the authorities are an investment in
good repute. Industry is being encouraged to use its
technological know-how to achieve results that
public sector measures could not otherwise achieve.
Farming is turning increasingly to biological
products of proven origin and quality. Food
processors are investing more in improved health
checks on raw materials, processing, conservation
and packaging.

The sector is producing international
specializations, in which Italy is frequently in the
forefront. It is both probable and desirable that the
quality food market will continue to develop. The
process of liberalizing international trade in
agricultural commodities and food products for
general consumption must continue.

Environmental conservation policies can foster
the development of productive activities, rather than
clash with them.

Grasping the opportunities offered by protecting
the natural heritage can help bring a further gradual
dematerialization of the economy. This process is
closely linked to the shift in demand towards services
and - so far as industrial products are concerned -
towards goods with a higher value added and service
content.

The development of information technology and
telecommunications helps to reduce the impact of
economic activity on the environment, by permitting
more sophisticated quality control at every stage of
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production, the use of fewer materialsand less space,
and less physical transportation of both persons and
information.

Major opportunities are being opened up by
policies for urban and long-distance transport,
programmes of urban renewal in large cities and the
enhancement of their historical centres, measures to
protect landscapes and natural environments, and
action to prevent hydrogeol ogical degradation.

By caring for our woodlands and for al the
elements of a hydrogeological equilibrium, we can
reduce the human and economic costs that recent
events have highlighted in al their gravity.
Safeguards and preventive measures must be put in
place and controls strengthened.

Each year Italy’s natural and artistic heritage
attractslarge numbers of tourists. Last year dmost 75
million persons stayed in Italian tourist structures.
The full potential of tourism is nonetheless till
largely underdevel oped in many areas of the country.

The Mezzogiorno is two fifths of Italy’s total
surfacearea; it hasthree quartersof thetotal coastline
and 56 per cent of all thearcheological sites. But it has
only 20 per cent of total overnight stays, and an even
lower percentage of foreign tourists.

The South suffers from shortcomings in every
kind of infrastructure. In proportion to its population
and surface area, the level is about half that of the
Centre and North for energy, water resources
and communications. There is also a wide gap in
the health, educational, cultural and recreational
infrastructure of the South in comparison withtherest
of the country. Supply is both inadequate and
underused.

The Southern Italy Development Programme
recently adopted aims to make the best possible use
of natural, environmental and cultural resources
and alocates to this goa about one quarter of
the public-sector investment provided for in the
Community Support Framework for the period
2000-2006; together with Italian funding, this makes
atotal of about 20 trillion lire.

Never again must procrastination, an inadequate
project development capability and administrative
unpreparedness risk sguandering opportunities for
growth. Such favourable circumstances are unlikely
to be repeated.

6. Conclusions

Environmental issues intersect with Italy’s
growth prospects. Costs will have to be borne, but
major opportunities can be created.

It is a chalenge to fulfil the individual and
collective needs associated with caring for health and
the environment. It could be the objective of asort of
reconstruction plan aimed at improving the quality of
city life, providing infrastructure consistent with
Italy’sinternational role, making morerational use of
the territory and better exploiting Italy’s natural and
cultural comparative advantage.

It has been suggested that, in comparison with
earlier times, today’s socia legacy consists much
more of knowledge, equipment and institutions than
natural resources. Public works, astable social fabric
and therichness of the cultural heritage can help usto
fulfil our intergenerational duty.

Intergenerational solidarity isoneof thefounding
values of voluntary organizations such as Sster
Nature, which hasbrought ustogether heretoday. The
non-profit sector can hel p to spread aproper approach
to the environment. If suitable returns can be
guaranteed, banking can contribute to exploiting our
environmental and cultural heritage.

Policiesarean essential part of thisprocess. They
must direct behaviour so as to reconcile economic
development with environmental protection. The
public must beinformed and participate, starting with
the young, who are more open to idealistic values.
Cooperation between the various levels of local and
central government is of fundamental importance.

We can contribute to the growth of the less
developed countries - to whose lot we are more
sensitive nowadays - by transferring know-how and
technologies that will have less impact on their
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natural resources while increasing productivity. A
considerable boost can come from new international
trade agreements to give these countries greater
access to our markets.

A great Pope taught us that the name of peaceis
development. Assisi is the chosen venue for the
promoters of peace. Here, as Dante wrote, “asunwas
born into theworld .... Therefore let him who nhames
this place not say Asces ... but Orient, if he would
nameit rightly”.

The antinomy between nature and production,
beauty and progress, tradition and modernity can and
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must be overcome. In thisasublimevision can be our
guide:

Praiseto thee, my Lord, for sister Moon and the stars...
Praiseto thee, ..... for sister Water,
which is very useful and humble and precious and pure ...
Praise to thee, my Lord, for our sister Mother Earth,
who nourishes and cares for us,
and produces diver se fruitswith col oured flowersand grass.

This Canticle, which St. Francis sang seven
centuries ago, will help us to rediscover harmony.
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Competition, growth and the banking system

Address by the Governor, Antonio Fazo,
to the Antitrust Authority

Rome, 9 October 2000

The Italian banking and financial system that
emerged from the crisis of the thirties had a market
configuration that, partly for historical reasons, was
characterized by a high degree of geographical and
operational segmentation. The role of the public
sector in banking had expanded.

Asin the other industrial countries, far-reaching
regulatory and statutory changes were introduced,
starting in the eighties and gathering pace in the
nineties, inresponseto the opening up andintegration
of financial markets and advances in information
technology; competition between banks and between
banks and other intermediaries steadily intensified.

Banks reacted by carrying out concentrations
aimed at increasing their size and entering new fields
of activity, with a view to achieving economies of
scale and scope and improving their efficiency.

Between 1995 and 1999 there were 4,360
mergers and acquisitions involving financial com-
panies in the Group of Ten countries, Australia and
Spain; thevalue of thetransactionsof whichtheterms
areknown amounted to $1.39trillion, nearly six times
the figure for the five preceding years. Mergers and
acquisitions involving industrial and commercial
companies also increased at arapid pace.

Globalization has increased competition for al
companies - financial, commercia and industrial. In
the United States, and to a lesser extent in other
countries, a new phase has begun in which
innovation is once again fueling economic growth:
the progress in microelectronics, computing and

telecommunications is bringing productivity gains
throughout the economy.

Innovation is a powerful force for growth. We
must continue, in Italy as elsewhere, to prevent the
distortion of competition and the formation of
monopolies from hindering technological advances
and their diffusion.

1. Theconsolidation of theltalian banking system

In Italy and Europe consolidation has been
stimulated by the enlargement of the market, the
opening uptoforeign competition, thegrowthin asset
management business and the introduction of the
single currency. In Italy the concentration of the
banking system, measured on the basis of the market
share of the five largest groups, has reached 51 per
cent, inlinewith thefigurefor Franceand higher than
that for Germany. In the United States this measure
rose from 11 to 27 per cent between 1990 and 1999.

In the early ninetiesthe narrowing of marginson
traditional banking business and the losses incurred
on loans, coupled with high labour costs and
widespread operational inefficiencies, led to arapid
decline in the profitability of Italian banks. Those
located in the Mezzogiorno were affected by the deep
crisis of the southern economy, not least because of
the limited geographical diversification of their
lending.

Consolidation has held costs down, permitted
economies of scale in the production and distribution
of new services, and increased risk diversification.
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Between 1990 and the end of September 2000
therewere 508 concentrations. In 157 casesthe banks
taken over maintained their corporateidentities. With
operating structures becoming progressively more
integrated, thismadeit possibleto takefull advantage
of banks' local roots. The number of banks declined
from 1,176 to 862; banking groupsgrew considerably
in importance.

The privatization of banksand their listing on the
stock exchange have made their ownership and
control fully contestable. Competition in the banking
market has benefited considerably.

The market share of banks controlled by the state
or foundationsfell from 68 per cent at theend of 1992
to 17 per centin 1999. Thetotal assets of the banking
groups listed on the stock exchange rose from 30 per
cent to more than 70 per cent of the industry total.
Foreignintermediariesaresubstantial shareholdersin
Italy’s leading banks and hold sizableinterestsin the
five largest banking groups.

Consolidation and privatization have been
accompanied by the entry into the market of new
players, both Italian and foreign. During the nineties
165 new banks were established and the number of
branches and subsidiaries of foreign banks rose from
41 to 65.

The banks involved in concentrations have
broadened their product ranges much more than the
rest of the banking system. In 1999 commissions and
revenues from activities other than lending and
deposit-taking were 45 per cent of banks gross
income; in the middle of the nineties they had
accounted for less than 30 per cent.

The reorganization plans implemented in the
wake of concentrations have included measures to
curb staff costs. The number of employees hasfallen
by 20,000 or 5.5 per cent since 1995. Unit labour costs
have stabilized, athough they are ill high by
international standards. Significant improvementsin
productivity have been achieved. Between 1997 and
1999 gross income per employee increased in real
terms a an average annua rate of 4.4 per cent;
between 1990 and 1996 it had remained amost
unchanged.

92

The profitability gap between Italy’s banking
system and those of the other euro-area countries has
amost closed, thanks to the supply of new services,
the curbing of costs and better management of credit
risks. Profits rose from 2 per cent of capita and
reservesin1994-97to 7.4 per centin 1998 and 9.7 per
cent in 1999. The data available on banks' resultsin
the first half of this year point to an increase in
operating profits compared with the corresponding
period of 1999.

During the nineties the spread between deposit
andlending ratesfell from 7 to 3.9 percentage points.

The efficiency gains deriving from con-
centrations have also benefited customers; the terms
on which traditional services are supplied have
improved, especidly for smal businesses and
individuals.

Empirical research into the Italian banking
market at the level of regions and provinces shows
that the reduction in the number of small banks as a
consequence of consolidation has not reduced the
supply of credit to smal and medium-sized
enterprises. At the provincial level, the deposit rates
paid by banks resulting from mergers increased
relative to the rest of the banking system in the
nineties. At theregional level, thelending rates of the
banks with the largest market shares generaly fell
and came into line with those of the other banks; this
tendency was most pronounced in the regions with a
larger number of banks.

2. Thepromotion and protection of competition

Competition brings improvements in both
technical and allocative efficiency. The stability of
individual intermediaries and that of the system asa
whole are enhanced. Economic activity benefits.

In the eighties, in line with developments in the
other leading banking systems, supervision came to
be based increasingly on prudential instruments. The
removal of the administrative constraints on the
types of business banks could undertake and the
geographical limits on their operations stimulated
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competition; access to highly concentrated
local markets was encouraged. Operationa
despecialization was fostered; the scope for banksto
grow was linked more closely to their capital bases.

During the nineties statutory innovations
contributed to the modernization of the financial
system; the Community directives establishing the
architecture of the single market in financial services
were transposed into Italian law. The 1993 Banking
Law expressly refers to the competitiveness of the
banking system as one of the objectives of
supervisory activity.

Subsequent legidation has fostered a further
broadening of the range of banks' operations and the
development of new channels of distribution
complementing traditional branch  networks;
segmentation has become less pronounced and local
markets opened up further.

By promoting the widespread dissemination of
information, the rules on transparency make it
possibleto comparethe productsand termsoffered by
different intermediaries; they alow customers to
make informed choices.

The growth in competition is confirmed by price
and quantity indicators and the widespread presence
of banks throughout the country.

The narrowing of the spread between deposit and
lending rates has accelerated in the last two years; in
the Centre and South, where the spread was initially
larger, the process has proceeded faster than in the
North.

The difference between the short-term lending
rates applied in the South and the rest of the country
decreased from 3 to 2 percentage points between the
end of 1986 and the end of 1991. In the middle of
2000 it was 1.8 percentage points; for medium and
long-term loans it was even smaller. The spread
reflectsthegreater riskinessof loansinthe South. The
differences between deposit ratesin the various parts
of the country have amost disappeared; asset
management services are supplied on the sameterms
throughout the country.

Shifts in banks shares of the deposit and loan
markets have intensified; in the latter the changes
recorded in 1999 were equal to 8 per cent of total
outstanding loans.

On average there are 31 banks present in each
province, as against 20 in 1979; overall, 80 Italians
out of a hundred can choose between at least three
banks in the municipality they live in, as against 58
twenty years ago.

The share of total assets held by branches and
subsidiariesof foreign banksrosefrom 3to 7 per cent
in the nineties. In the asset management industry,
companies controlled by foreign intermediaries
account for a sizable proportion of the products
supplied; they also play an active role in household
credit, corporate finance and government securities
dedling.

Astheantitrust authority for thebanking industry,
theBank of Italy hascarried out atotal of 35inquiries,
asubstantial number by international standards. They
weredivided asfollows: 17 wereinto concentrations,
13 into agreements and 5 into abuses of dominant
position.

The key factor in assessing competition in
banking markets is the size of the relevant market,
measured in terms of both geographical area and
products. The effectiveness of antitrust action is
based on the availability of detailed information and
the analysis of markets and intermediaries.

Thedecision to identify small geographical areas
- the provincesfor the deposit market and theregions
for the loan market - reflects the substitutability
between financial instrumentsfoundin different parts
of the country and the mobility of demand.

For other financial products larger geographical
areas are considered in view of the uniformity of
production and marketing across the country. For
some products the reference market is supranational
and open to competition fromforeignintermediaries.

By lowering distribution costs, technological
innovation reduces the importance of the physical
distance between supply and demand and tends to
increase the size of therelevant markets. It isstill too
early, however, to measurethese effectsaccurately. In
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the case of loans to smaler firms, information
obtained through direct contact remains
indispensable; the use of services supplied over the
Internet is still limited, although it is growing.

Theconsolidation of the banking system must not
stifle competition in local markets. Asearly as 1970,
Guido Carli stated that the process*isbeing followed
with attention and is not judged contrary to the
general interest aslong asit does not alter astructure
of the banking system conducive to maintaining a
high degree of competition within the industry”.

Whereit isfound that aconcentration islikely to
result in the creation of a dominant position,
clearance of the operation is made subject to the
adoption of corrective measures. Their use has
increased as a result of the growing number of
concentrations and the large size of the banks
involved.

The fact that the branch networks of the largest
banking groups overlap in many areasis an obstacle
to further big mergers from the point of view of
protecting competition; for some “retail” products
this may have unfavourable implications for
customers.

In combating collusive agreements and abuse of
dominant positions, attention first focused on the
standard contracts drawn up by the banking
association governing the terms and conditions of
bank services for customers. The association was
required to eliminate clausesthat set pricesor limited
banks' freedom to differentiate their products.

Other investigations targeted agreements on
prices and market-sharing as well as exchanges of
information that reduced the natural incentives for
banks to operate efficiently.

Complex investigations are needed to prove
collusion because the mere occurrence of parallel
behaviour does not constitute evidence of collusive
intent. Consideration was given to the possible
impact of industry association recommendations on
competition to the extent that they place constraints
on intermediaries’ freedom of action or coordinate
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their conduct. Extensive and systematic exchanges of
“sensitive” information undermine competition.

The Bank of Italy has begun a programme in its
branchesfor the systematic monitoring of potentially
collusive conduct and abuses of dominant positionin
local markets. Direct knowledge of specific local
conditions will expand our information base and
enable more rapid and effective intervention in
potentially competition-reducing situations which
would be difficult to identify through statistical
analysis alone.

The Bank of Italy isthe authority responsible for
safeguarding competition in the credit sector. In its
decisionsit takes account of the opinionsrendered by
the Antitrust Authority.

Relations between thetwoinstitutions, definedin
an agreement of March 1996, are fruitful and
continuous. They will be developed even further in
order to ensure that analysis keeps step with
developmentsin banking and finance. It could prove
useful to redefine the relevant geographical and
product marketsin the financia sector.

The composition and features of bank products
are constantly evolving, and the most innovative
products are playing an increasingly important role.
New distribution channels, including electronic
networks, are gaining ground. Developments in
finance reinforce the multiproduct nature of banking.
In the fund-raising market, individual and collective
portfolio management products play an increasingly
complementary role to deposits.

The Bank of Italy keeps the European
Commission informed of its initiatives and
participates actively in the examination of cases
involving banks and the discussion and drafting of
reform projects presented by the Commission.

Collaboration with Community bodies will
increase with the creation of a network linking the
antitrust authorities of the Member States envisaged
in plans for modernizing competition rules.
International cooperation is essential to ensure the
effectiveness of antitrust action as economic agents
and markets operate in an increasingly globalized
context.
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3. Competitiveness, competition and growth

Since the lira's re-entry into the Exchange Rate
M echanism at the end of 1996, the competitivenessof
Italian goods has decreased by 5 percentage points.

Between 1996 and 1999 Italian exports of goods
and servicesroseby 10 per cent, world trade by 28 per
cent. Imports expanded by 24 per cent, total domestic
and external demand by 9 per cent. Thisyear, therate
of export growth has risen close to that of world
demand, thanksin part to the depreciation of theeuro,
but it is ill lower than in France and Germany.
Imports have accelerated under the impulse of the
recovery in economic activity.

By contrast with the other leading euro-area
countries, Italy’spresencein high-technology sectors
has declined.

At atime of far-reaching change driven by in-
formation and communication technology, the link
between anew kind of international competition and
innovative activity emerges ever more clearly. The
ability toinnovateisan increasingly important factor
inthesuccessof firmsand, indirectly, countries. Price
competition has gradually become limited to mature
industries. Emerging sectors, the industries of
tomorrow, are characterized by the continuous
introduction of new products and new production
technologies. With the exception of its more
traditional segments, the services sector is also
undergoing aradical technological transformation.

Innovative drive was the basis of the success of
the US economy in the nineties. Tak of a “new
economy” has become commonplace. In the second
half of the decade the rate of productivity growth,
measured in terms of output per employee, nearly
doubled fromitslevel in previous decades; in 1999 it
reached 3 per cent. Since 1996 USGDP hasincreased
at an annual rate of 4 per cent, aremarkably rapid pace
for an advanced economy.

American firms and the US economy as awhole
have benefited from the sweeping liberalization
programme begun more than twenty years ago and
from the resulting increase in competition in

telecommunications, transport and energy. The
innovations introduced in recent decades are coming
to constitute a veritable technological revolution.

The observations of a prominent economist take
on new relevance. As early as 1942 Schumpeter
argued that growth was driven by technological
progress. “The fundamental impulse that sets and
keeps the capitalist engine in motion comes from the
new consumers goods, the new methods of
production or transportation, the new markets, the
new forms of industrial organization that capitalist
enterprise creates’.

Competition is a process of “crestive destruc-
tion”, characterized by the role of new entrepreneurs
and new firms. It is an essential condition for
innovation and a dynamic economy. However,
innovative activity involves rising research and
development costs and risky projects. It may lead to
the dominance of thelargest firmsand the creation of
barriersto entry linked to the selfsame innovations.

Since innovative capacity is the primary com-
petitive instrument, it is necessary to create the
conditions for strengthening research. Investment
aimed simply at reproducing existing models serves
to maintaininadequatelevel sof productivity and thus
leads to a narrowing of the productive base and,
ultimately, to areduction in employment.

According to OECD data, Italy’s propensity to
investin R& D ismuch lower than that of the majority
of industrial countries.

The competitivenessof Italian firmsdependsto a
significant extent on the quality and cost of services,
notably those most closely linked to industrial
activity, such as transport, communications, energy,
water and professional services.

Energy prices for industrial users provide an
indication of the importance of these factors. Owing
to the average size of users, their location and the
structure and regulation of the energy market, Italy is
highly disadvantaged by comparison with the other
European Union countries: thedisparity in electricity
costsis equal to 36 per cent after tax and 41 per cent
before tax, while that for gas ranges from 2 to 7 per
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cent. The sharp rise in the price of oil will have a
larger impact on Italy, owing to the larger incidence
of the energy bill.

Italy has begun to liberalize its telecom-
munications and electricity industries. As the
Antitrust Authority has noted, there is dfill
considerable scope for further action.

Speaking in 1954 in support of a parliamentary
bill on the regulation of monopolies, Luigi Einaudi,
then President of the ltalian Republic, argued that: “It
is legitimate to be somewhat sceptical about the
prospects for the success of the attempt when one
considers that much of current legislation and the
witting or unwitting action of government isaimed at
creating conditions in which monopolies thrive’.

Decades were to pass before Parliament - Guido
Carli was Treasury Minister at the time - finaly
enacted an antitrust law. The economic and social
situationisdifferent today fromthat of thefifties. And
yet the public administration can still play akey role
by rethinking and reorganizing its functions and
operations to enhance the efficiency of the economic
system.

In the coming years there will be increasing
competition between legal systems in the fields of
civil and administrative law and justice at the
European and international levels.

Countrieswhose legal and tax systems best meet
modernindustrial economies’ needfor flexibility will
have an advantage in location decisions, the creation
of firms and the growth of existing enterprises.

Company law must grant greater autonomy to
corporate bylaws, introduce forms of incorporation
suited to small firms and simplify procedures along
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the lines contained in the bill submitted by the
Government to Parliament. It is equally urgent to
reform bankruptcy law so that it focuses on
preserving firms as going concerns.

Thecostsincurredin establishing acorporationin
Italy, including those arising indirectly from the
lengthiness of the procedures and the complexity of
the regulations, are among the highest in the world.

In the nineties Italy made great strides in
safeguarding competition. Public-sector enterprises
were sold off in asweeping privatization programme.
The liberalization of major public utilities began in
the second half of the decade.

The entire economy has benefited considerably
from the greater efficiency of the banking sector. It
selects investment projects and supplies en-
trepreneurs with the financial resources to carry
them out. In a competitive environment, lower costs
are passed through to households and firms. The
restructuring of the sector must equip banks to face
heightened international competition. Lending rates
in Italy are in line with those in the other major
euro-area countries. Bank profitability has increased
and is nearing the level that prevails in the rest of
continental Europe.

Increased competition, research and innovation
arethekeysto making full use of the ampleresources
available in Italy. It is up to firms to make the
technological leap required to ensure their com-
petitivenessin international markets, whilethe social
partners must seek to create the flexibility demanded
by the new context.

These are the factors and conditions needed to
guarantee the rapid growth of the economy and
employment.
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Fact-finding preliminary to the examination of the budget for 2001

Satement by the Gover nor, Antonio Fazo,
to the Joint Session of the Fifth Committees of the Italian Senate and Chamber of Deputies

Rome, 17 October 2000

1. Themacroeconomic situation

During the summer the recovery in the euro area
that had been under way for about a year began to
show signs of flagging, primarily as a result of the
slowdown in domestic demand.

The sharp rise in the price of oil and the
simultaneous weakening of the euro are undermining
the confidence of consumers and firms. The
deterioration in the terms of trade may cause
consumption to expand more slowly than most
forecasts indicated at the start of the summer.
Investment may also be affected by thelessoptimistic
outlook for demand growth.

In Italy manufacturing production continued to
increase until May thisyear. Theindex subsequently
suffered two declines, in June and July, before
partialy recovering in August. Over the summer,
industrial production expanded more slowly than is
estimated for the other euro-areacountries. Thelatest
indicators suggest that it will continue to grow in the
last part of 2000, although at aslower pacethaninthe
first half of the year.

The Government hasforecast real GDP growth of
2.8 per cent for 2000. Achieving this result will
requireagrowth rate of 1.3 per centin the second half
of theyear, only slightly lessthan that registered inthe
first six months, when GDPincreased by 1.5 per cent;
this compares with an average of 1.8 per cent for the
euro area

Domestic demand isexpectedto providethemain
contribution to GDP growth. Gross fixed investment

isprojected to rise by 7 per cent under the impul se of
stronger demand and tax incentives; the construction
industry is expected to recover strongly. Con-
sumptionisforecast toincreaseby 2.1 per cent,inline
with the rise in the first half of the year. Growth in
consumption has been adversely affected by the
impact of therisein oil prices on inflation and, as a
result, on households' purchasing power.

The Government forecasts that net foreign
demand will contribute 0.4 percentage points to
growth. The strong impulse imparted by growth in
world trade and the depreciation of the euro have
helped to increase exports by 9.5 per cent, an even
larger rise than the admittedly sizable increase of 8.5
per cent inimports. The pronounced worsening of the
terms of trade as a result of higher oil prices has
caused a significant deterioration in the balance of
trade on current account, which isexpected to register
adeficit of about 3trillionlire, thefirst negativeresult
in seven years.

Theexpansionineconomic activity isexpectedto
foster afurther increasein employment, thanksin part
to moderate wage growth. The unemployment rate,
which has been falling sincelast year, should remain
below 11 per cent on average for the year.

2. Thepublic financesin 2000

Government plans envisage a gradual reduction
in general government net borrowing, with budget
balance being achieved in 2003. In the Economic and
Financial Planning Document of June 1999 and the
Forecasting and Planning Report of September 1999
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the Government forecast net borrowing of 1.5 per
cent of GDP for 2000, with a primary surplus equal
to 5 per cent of GDP and interest paymentsto 6.5 per
cent. It was estimated that real GDPwould riseby 2.2
per cent and the end-year interest rate on 12-month
Treasury hills would be 3.7 per cent. The planned
effect of the budget enacted at the end of the year was
to reduce net borrowing by atotal of about 2.4 trillion
lire. The measures included tax relief of nearly 12
trillion to offset the larger-than-expected rise in tax
revenues.

The target of 1.5 per cent for net borrowing was
confirmed in the Stability Programme of December
1999 and the Quarterly Report on the Borrowing
Requirement of April 2000.

In June 2000 the Economic and Financial
Planning Document for 2001-2004 estimated that net
borrowing for 2000 would fall to 1.3 per cent of GDP.
The change reflected an improvement in the forecast
for the primary surplus, which was expected toriseto
5.2 per cent of GDPasaresult of the upward revision
of the forecast for GDP growth to 2.8 per cent. The
Document noted the possibility that tax revenues
might be higher than the level consistent with the
revised estimate for net borrowing.

In September, the Planning Document Update
and the Forecasting and Planning Report confirmed
the strong performance of revenuesin 2000. In order
to avoid an increase in the tax burden, the
Government issued aDecree Law providing tax relief
that isofficially estimated at about 13 trillionlireand
concentrated in the last two months of the year.

According to Government projections, the state
sector borrowing requirement, net of settlements of
past debtsand privatization receipts, will fall from 31
trillion lirein 1999 to 26.4 trillion in 2000.

The borrowing requirement in the first nine
monthsof 2000was47.2trillionlire, about 1.5trillion
more than in the same period of 1999. According to
the Treasury Ministry’s most recent estimates (issued
in October), in the first ten months of the year it is
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expected to be about 2 trillion less than in the
corresponding period of 1999.

State sector revenues in the first nine months of
theyear increased at afaster rate than that implicitin
the official estimates issued in April. The Planning
Document Update attributes this result mainly to the
emergence of previously hidden tax base and, to a
lesser extent, to the rise in the price of oil products,
which boosts VAT revenues.

Inthefirst nine months of the year state sector tax
receipts increased by 5.2 per cent with respect to the
same period of 1999, outpacing the rise in nominal
GDP. The increase in direct tax receipts was mainly
attributable to the levies on interest and capital gains
on securities held in asset management schemes,
which soared from 2.9 trillion lire to more than 15
trillion. VAT revenues grew markedly faster than
GDP.

The increased revenues did not reduce the state
sector borrowing requirement because of dev-
elopments in a number of items that affect the latter
but do not have an impact on general government
net borrowing owing to differences in accounting
methods. The items involved were transactions with
the EU and drawings on the Treasury by the regions
for the settlement of past debts of the health service.

In the first half of 2000 public-sector spending
was 4.8 per cent higher than in the same period of
1999; primary spending rose by 7.3 per cent. National
accounts estimates indicate that general government
primary expenditure also increased faster than GDP.
The Planning Document had forecast a small
decrease in the ratio of primary expenditure to GDP.

The downward trend in general government net
borrowing fromitslevel in 1999, thanksin part to the
decrease in interest payments, is confirmed by the
borrowing requirement inthefirst eight monthsof the
year, which declined by about 6.5 trillion lire to 34
trillion with respect to the corresponding period of
1999. In particular, bank lending to local authorities,
which had increased by 2.3 trillion in the first eight
months of 1999, fell by 7.3 trillion in the same period
of 2000.
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Accordingto official forecasts, theratio of public
debt to GDP will fall by 3 percentage pointsto 112.1
per cent. This projection takes account of receipts
from the sale of UMTS licenses and privatizations,
which are expected to amount to atotal of 65 trillion
lire in 2000-01. Developments to date appear to be
consistent with the planned decline in the debt ratio
for thisyear. It is possible that the nominal growthin
GDP will exceed the 4.2 per cent envisaged in the
Planning Document.

3. Publicfinancetargetsfor 2001-2004

ThePlanning Document for 2001-2004 presented
a current programmes scenario that did not call for
significant corrective measures. Net borrowing was
projected to decline from 1 per cent of GDP in 2001
to 0.7 per cent in 2002, followed by surpluses of 0.2
per centin 2003 and 1.3 per centin 2004. Theprimary
surplus was projected to increase gradually from 5.2
per cent of GDPin 2001 to 5.3 per cent in 2002, 5.8
per cent in 2003 and 6.5 per cent in 2004. Even
accounting for an increase in interest rates, interest
payments were expected to continue to decline, from
6.2 per cent of GDPin 2001 to 5.2 per cent in 2004.

It should be noted, however, that defining
projections on a current programmes basis rather
than an unchanged policies basis excludesthe effects
of foreseeable measures that must be enacted
with the Finance Law, such as contract renewals
for public-sector employees and appropriations for
investment expenditure.

The Planning Document indicated a target for
the deficit in 2001 equal to the deficit on a
current-legislation basis. Budgetary measures were
to be limited to a recomposition of individual
spending and revenueitems. Thebudget for 2002 was
estimated to reducethedeficit by 0.2 per cent of GDP;
those for 2003 and 2004 to have an expansionary
impact of 0.2 and 1 per cent of GDP respectively,
partly owingto contract renewal sand new investment
programmes. The target for the primary surplus was
set equal to 5.2 per cent of GDPin 2000 and 2001 and
5.5 per cent in the subsequent three years. The ratio

of public debt to GDP was projected to declineto 95
per cent in 2004.

Unlike previous Planning Documents, that
published in June 2000 did not contain aset of targets
for expenditure and revenue. The tax burden on a
current programmes basis remained basically
unchangedin 1999 and 2000, at 43.3 and 43.2 per cent
of GDP respectively, and then declined to 42.4 per
cent in 2001. Between 2000 and 2004 it declined by
atotal of 2.1 points, to 41.1 per cent.

Developments in the first half of this year
suggested that the rate of increase in certain
expenditure categories and tax revenues might be
higher than forecast. The quantification of the
differences and the formulation of any necessary
corrective measures were postponed to the Planning
Document Update published at the end of September.

The Update did not revead any changes in
forecastsfor primary expenditure. It reduced forecast
interest payments for 2001 from 146 to 144 trillion
lire. The table annexed to the Update indicated that
the expected increase in revenue over the four-year
period, mainly as a consequence of the emergence of
previoudly hidden tax base, was equal to 26.4 trillion
lirein 2001, 35.1 trillionin 2002, 38.2trillionin 2003
and 42 trillion in 2004.

The budget measures for 2001 contained tax
relief to offset theincreasein revenues. The Planning
Document Update thus confirmed the tax burden and
the targets announced in the Planning Document in
June, with only thefigurefor borrowingin 2001 being
reduced, from 1 to 0.8 per cent of GDP.

4. Thebudget for 2001

Revenue reduction measures total 30.7 trillion
lire, of which 28.5trillionregard taxesand 2.2trillion
social security contributions. These effects are partly
offset by tax increases totaling 8.7 trillion lire.
Additional revenue of about 800 hillion lire is
expected from property sales. The overal reduction
in revenue thus comesto 21.2 trillion lire.

Expenditure increases of 10.2 trillion lire are
envisaged, including 6.4 trillion on current account
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and 3.8 trillion on capital account. Thisincreaseisto
be offset by spending cuts of 7.2 trillion lire,
producing a net rise of about 3 trillion.

The overal reduction in the primary surpluson a
current programmes basisis thus expected to be 24.2
trillion lire.

The data are aggregated differently in the Planning
Document Update: tax reductions are estimated to amount to 22
trillion lire; increases in current and capital expenditure to 6.4
and 3.8trillion respectively and corrective measuresat 8trillion.
The latter comprises reductions in current expenditure (7.2
trillion) and revenues from disposals (800 billion). Snce these
are not tax receipts, they are excluded fromthe cal culation of the
reduction in tax revenue indicated in the Planning Document
Update.

On the revenue side, the reductions total 30.7
trillion lire and comprise: 15.2 trillion of changes to
personal incometax rates; 3.7 trillion from reductions
in corporate income tax rates and payments on
account; 3.3 trillion mainly from a reduction in the
regional tax on productive activities payable by small
enterprises; 2.2 trillion from lower social security
contributions; 1.9 trillion from subsidies for hirings
and investment, especialy in the South; 3.1 trillion
from reductions in taxes on oil products and
eectricity; and 1.3 trillion from the extension of tax
incentives for building renovations and other minor
items.

Total revenueincreasesamount to 9.5trillion lire
and comprise: 2.1 trillion from the privatization of
national lotteries and the introduction of new games;
2.5trillion fromthe reduction in tax refunds owing to
the maintenance of a limit for offsetting tax credits
and liabilities; and 1.3 trillion from further disposals
of property owned by the State and other public
bodies and other minor measures. Bringing forward
corporate tax relief originaly planned for 2001 to
2000 will boost revenues by more than 3.6 trillion
lire.

The tax relief for households primarily concerns personal
income tax: the floor of the bottom bracket is raised from 15 to
20 million lire, increasing the proportion of income taxed at the
lowest rate; the deductionsfor employment and sel f-employment
areincreased, raising the threshold of tax exemption; a gradual
reduction in the brackets between 2001 and 2003 is planned; the
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deductions for dependents and rental payments for principal
dwelling are increased; tax exemption of principal dwellingsis
to replace the maximum deduction of 1.8 million lire currently in
force; and theincentives for building renovation are extended to
2001.

Several permanent measures reducing business taxes are
planned; the public financeswill reflect their effectsespeciallyin
the years after 2001. The ordinary rate of corporate income tax
isto belowered from 37 to 36 per cent in 2001 and to 35 per cent
in 2003. The minimum level of 27 per cent for the average rate
resulting from application of the Dual Income Tax is eliminated.
Proportional taxation of business income is extended on an
optional basisto sole proprietor shipsand partner ships, which up
to now have been taxed according to the rules for personal
income tax. Relief is granted to certain categories of
entrepreneurs for new productive initiatives and so-called
marginal activities. The Finance Bill also provides for IRAP tax
bases not exceeding 350 million lire to be reduced by up to 10
million lire.

An allocation of 2 trillion lire is planned to finance the
extension until 30 June 2001 of the following tax cuts: 50 lire per
litre for motor vehicle fuels, 100 lire per litre for fuel oil and
liquefied petroleum gas for heating and 34 lire per cubic metre
for methane for heating, as well as the extra reductions for
mountainous areas. In addition, 1.1 trillion will go to reducing
the tax on electricity for commercial and industrial use.

On the spending side the planned increases total
10.2 trillion lireand are asfollows: 1.7 trillion isthe
net effect on the budget balance of the renewal of
public employment contracts; 2.1 trillion derives
from the increase in minimum pensions and other
minor measures, 2.6 trillion from the larger
allocations on current account provided for in the
Finance Bill; and 3.8 trillion from larger capital
outlays.

The spending cuts, amounting to 7.2 trillion
lire, mainly concern intermediate consumption
and involve both central government and local
authorities.

In the field of social security, the indexation of pensions to
inflation is increased (430 billion lire). There will be a larger
topping-up of minimum pensions (870 hillion). A special fundis
to be established to guarantee continuity of insurance coverage
for discontinuous forms of employment (70 billion).

As to intermediate consumption, expenditure on goods
common to all government departments is to be rationalized
through a centralized auction system. For the consumption goods
specific to some departments, there are incentives for creating
procurement consortia. In addition, the budget sets limits on the
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increase in local authorities primary current expenditure,
places controls on their payments to and from the Treasury, and
requires regional governments, in particular, to finance any
deficitsinthehealth care sector by using their autonomous power
to levy taxes.

5. Evaluation of the budget

According to the Government’s estimates, the
improvement in the public finances in 2001 on a
current programmes basis will allow a reduction in
the deficit even while granting tax relief on the order
of 1 per cent of GDP. The steady improvement in the
target balances in subsequent years is also coupled
with afurther gradual reduction in the tax burden.

The reduction in the general government deficit,
until the budget is balanced in 2003, and the
achievement of a dight surplus in 2004 are in line
with theindications of the Stability and Growth Pact,
under which the EU countries are committed to
achieving abudget closetobalanceor insurplusinthe
medium term.

A budgetary position in balance or in surplus on
a cyclicaly adjusted basis provides scope for
adequate cyclical stabilization policies; it reducesthe
risk of adverse shocks requiring policies that would
aggravate the effects of the shocks on economic
activity; it accelerates the fall in the ratio of debt to
GDP.

Reducing the debt ratio contributes to the
long-term sustainability of the public finances,
especially inview of the pressurethat isexerted onthe
budget by the ageing of the population and by the
growing geographical mobility of tax bases in
connection with the progressive integration of the
European economies.

According to the targets set in the Planning
Document Update, between 2000 and 2004 the ratio
of the primary balance to GDP will increase by 0.3
percentage points. The improvement in the genera
government budget balance will come largely from
the expected reduction in interest payments, which
are forecast to fall by a further 1.3 points over the

period in question. In the light of current market
expectations for interest rates, the interest payment
forecasts for the final part of the period could prove
optimistic.

If necessary, the objectivesfor net borrowing will
have to be pursued by achieving larger primary
surpluses than those planned.

It is vital to ensure that the measures for the
primary balance are fully effective. In 2001 it is
essential that the 7.2 trillion lire of cuts in
intermediate consumption and the disposals of
property be carried out entirely as planned. Receipts
from the latter consist not only of the 800 billion
included in the budget for 2001 but also most of the
8trillionincluded inthe preceding budget, which had
envisaged receipts of 4 trillion in 2000.

Thedecisionto providetax relief in order toavoid
an increase in the tax burden is opportune.

The budget assumes that actual expenditure will
be in line with the plans. There is some uncertainty
in interpreting the underlying causes of the
improvement in revenue during the current year.
Prompt corrective action will have to be taken if the
increasein receipts provesto be partly attributableto
non-structural factors or if expenditure grows faster
than forecast.

Receipts from tax bases potentially subject to
wide fluctuations, such as capita gains, must be
estimated with extremecautionin order to achievethe
objectives for net borrowing.

The budget for 2001 includes some measures
generating temporary increasesin revenue.

A timely evaluation of revenue and expenditure
trends requires further refinement of the data and
instruments for cyclical analysis. The availability of
more detailed information makes forecasts more
transparent and reduces uncertai nty among economic
agents, thereby fostering the effectiveness of
budgetary policy and compliancewiththerulesof the
Stability and Growth Pact. Rapid progressisessential
in view of the need to coordinate the action of a
multiplicity of levels of government, in a context in
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which local authorities are assigned increasing fiscal
responsibility.

In general, causing tax bases to emerge and
simultaneously returning the additional receipts
through reductions in tax rates congtitute a positive
development. They make it possible to lessen
tax-induced distortionsin the alocation of resources
and canfacilitateafurther shrinking of theareasof tax
evasion and avoidance.

The reduction in the corporate income tax rate
and the removal of the restriction on fully applying
the Dua Income Tax, athough not immediately
effective, complete the reform launched in 1997.
They move in the direction taken by the other main
European countries. They can have a positive effect
on Itdian firms investment and competitive
position.

The cut in personal income tax rates increases
households' purchasing power. A part of the relief
offsets the tendency of income tax to rise owing to
fiscal drag.

According to the Planning Document Update, the
budget will cause the ratio of tax and social security
receipts to GDP to fall from 43.3 to 42.4 per cent
between 1999 and 2001. The subsequent trend on a
current programmes basis would bring a similar
reduction over the following two years.

The decrease still appears limited. The figure of
41.4 per cent indicated for 2003 is 1.1 percentage
points lower than the average ratio in the 1990s.

Between 1995 and 1999 the ratio of primary
expenditureto GDPremained virtually unchanged. It
is not expected to vary substantialy this year either.

The spending cutsin the budget for 2001 concern
desirable rationalization measures in genera
government intermediate consumption. Theincrease
in lower pensions and the attenuation of the erosion
of the purchasing power of average and higher
pensionsduetoinflation respond to | egitimate equity
concerns.

The budget for 2001 does not include significant
measures of astructural nature ableto reducetheratio
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of primary expenditure to GDP over a horizon of
several years.

6. Budgetary rulesfor decentralization

The functions and responsibilities of the various
levels of government are undergoing rapid changein
Italy. During the 1990s significant stepsweretakenin
decentralizing the responsihilities for expenditure
and strengthening local tax powers.

A more decentralized institutional structure is
now under discussion, with reference primarily tothe
regions, which would become responsible for an
important part of public functionsand services. There
isabroad consensus for this processin Italy.

Economictheory providesargumentsinfavour of
a decentralized structure of government. The
advantages in terms of the efficient use of resources
can be substantial in the Italian case, given the
considerable diversity of regional sSituations.
Transparent procedures and rules for transferring
resources from the more developed to the eco-
nomically less endowed areas are necessary in order
to guarantee basic services to the whole population.
Enjoying the advantages of decentralization requires
adequate levels of efficiency in all local authorities.

It is essential that the process of decentralization
be based on strict compliance with budgetary
constraints at all levels of government.

Without a link between responsibility for
expenditure and responsibility for financing, the
expected alocative benefits of decentralization
wouldfail to materialize. Furthermore, the absence of
stringent budgetary rules in local government
finances makes it difficult to control the public
finances at national level.

The Domestic Stahility Pact, introduced with the
budget for 1999 and revised in the framework of the
budget for 2000, represents a first step towards
solving this problem. Further measures are proposed
inthe FinanceBill for 2001. The provisionsappear to
need strengthening.
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It may prove desirable to introduce a
balanced-budget requirement for each locad
authority, together with rules that permit the
financing of investment and address the problem of
absorhing the effects of cyclical fluctuations on local
authorities’ budgets.

7. Conclusions

The macroeconomic conditions exist for a
budgetary policy that will wipe out the deficit,
diminish the weight of the debt and progressively
reduce the tax burden.

It is necessary to ensure that the objectives
indicated for the budget balance are achieved. If
interest payments are higher than forecast, the
primary surplus will have to exceed the levels now
planned.

Itisnecessary to ensurethat the measuresto limit
net borrowing included in the budget for 2001 are
fully implemented and effective.

Theprovisionsproducing temporary effects must
be replaced in the subsequent years with measures
that will produce a lasting reduction in expenditure.
Any overshoots of the objectives for outlays and tax
revenues must be promptly identified.

In my evaluation of the Planning Document |
stressed the need for areview of the tasks performed
by the public sector and for a revision of some
parameters of the pension system and of the
procedures for managing the resources allocated to
public bodies.

The urgent need for effective and enduring
measures is heightened by the pressure demographic
trends are exerting on the budget; by theimplications
of economic integration for the mobility of tax bases;
by the necessity, underscored by the European
Council meeting in Lisbon, of directing a larger
proportion of public expenditureto the accumulation
of physical and human capital and to research and
development.

Control of spending must be the linchpin of
budgetary policy. Now that the benefits of thedecline
in interest rates on the public debt have already been
reaped, only by curbing primary expenditure in
relation to GDP will it be possible to reduce the tax
burden.

In the present circumstances, it is essential to
reduce tax-induced distortions in the alocation of
resources and to offer a sure prospect of taxation
being reduced in the yearsto come.

Causing tax bases to emerge and simultaneously
returning the additional receipts through reductions
in tax rates constitute a positive devel opment.

It is necessary, however, for resolute curbs on
spending to achieve a progressively larger reduction
in the tax burden than that indicated in the Planning
Document.

The certainty of a gradua decline in taxation
reduces labour supply disincentives, fosters
investment and improves lItalian firms com-
petitiveness, thereby enhancing the prospects
of economic growth and permanently higher
employment.
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Table 1
State sector balances
(billions of lire and percentages of GDP)
Year First 9 months
1997 1998 1999 1999 2000 (1)

Primary surplus ....... ... 124,647 92,139 105,110

asapercentage Of GDP ..., 6.3 4.5 4.9
Borrowing requirement net of settlements of past debts

and privatization receipts ............ .. .. 52,670 58,513 31,044 45,563 47,239

asapercentage Of GDP ..., 2.7 2.8 15
Settlements of pastdebts (2) ............ ... ... L -409 4,770 12,118 9,573 6,885
Privatization receipts (3) . ... -21,179 -15,277 -43,839 -786 -259
Total borrowing requirement ........................ 31,081 48,055 -677 54,349 53,865

asapercentage of GDP ....... ..., 1.6 2.3 0.0
Financing
Medium and long-term securities ...................... 99,009 79,662 47,981 85,590 54,190
Treasury billsinlireandecus ......................... -82,310 -35,483 -35,106 -15,793 -12,586
Treasury current accounts with the Bank of ltaly ......... -3,020 15,578 -14,048 -14,660 3,323
Other BI-UICfinancing .............. ..., 435 384 95 144 -2,770
Post Office funds ...........co i 11,641 6,400 17,496 12,767 4,938

of which: currentaccounts . .............. ..., -1,062 -6,104 0 0 0
Banklending (4) ...t 1,074 -6,718 -7,125 -6,584 -18,533
Other domestic financing ........... ... .. ... .. ... 194 405 98 61 1,880
Foreignloans (5) ..o 4,059 -12,223 -10,068 -7,176 23,422

(1) Provisional data. - (2) Includes Local Health Unit debts and the early redemption of a bond loan granted to IRI by the Deposits and Loans Fund. - (3) Includes Treasury purchases
of shareholdings in STET drawing on the sinking fund for the redemption of government securities: 3,000 billion lire in 1996, 13,500 billion in 1997 and 8,166 billion in 1998. - (4) As of
1999 includes redemptions of loans granted to local authorities. - (5) As of 1999 includes commercial paper.
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Table 2

Estimated effects of the budget for the year 2001 on the general gover nment consolidated accounts (1)
(billions of lire)

REVENUE

INCIEASE IN FBV MU .ottt ettt e e e e e e e e e e e e e e e e e e 9,500
INCreases iN CUMTENE FECEIPLS . . ... oottt ettt et e e e e e e e e e e e e e e e e e e e e e e 8,700
Lotteries and the lIKe (X) .. ... 2,100
Limit on offsetting tax credits and liabilities . ...... ... ... 2,500
Reduction in Irpeg and Irap payments on account in 2000 (*) . ...ttt 3,600
OFher taX MEASUIES . . . ..ottt ittt ettt e e e e e e e e e e e e e e e e e e e 500
Pr ORIy SIS .. 800
DECIEASE IN FBVENUE . . .ttt e ettt e e e e e e e e e e e e e e e e e e e e e e -30,700
LIS G (=0T o € -28,500
Changes IN IrPEf (2) ... oo e e -15,200
Changes in Irpeg rates and payments on account in 2001 ... ... ... ittt s -3,700
Tax Credits fOr firmS . ..o -1,900
Regional taxes (Irap and Irpef supplement) . . ... ... -3,300
Reduction in taxes on electricity for firms . .. ... ... -1,100
Reduction in excise duties on Oil ProdUCES .. ... ...ttt -2,000
ChaNGgES N VAT e e -1,300
Social SecuUrity CONIIDULIONS . . . . ..ottt e e e e e e et e e e e e e e -2,200
Reduction in contributions for family allowances . ............ i -2,200
NET CHANGE IN REVENUE . ... e e e e e e e -21,200
NET CHANGE IN TAXES AND CONTRIBUTIONS ...ttt e e e -22,000

EXPENDITURE
Reduction in @XPenditUre .. ... ...ttt e e e e e e 7,200
Intermediate CONSUMPLION . . . . ... ettt e e e e e e e e e e e e e e e e e e e e e 7,200
INCrEasE IN EXPENAITUIE ...ttt et e et e e e e e e e e e e e e e e e e -10,200
InCreases in CUrrent eXPeNdItUIE . ... ... ettt e e e et e e e e e -6,400
Renewals of [abour CONTIACES . ... ... o it e e e e e e e e e e e -1,700
P NS ONS . e -1,400
of which: increased INAEXAtION . ... ... ... e -430
increase in MINIMUM PENSIONS . . . ...ttt ettt e e et e e et -870
Social policies and other MINOK ItEMS . . . ... .. ottt e e e e e e s -700
of which: national fund for social POlICIES . .. . ... .. i -200
assistance forthe disabled . . ... ... . -250
Increase in current acCoUNt @apPPrOPHatiONS . ... ottt ettt et e e e e et et -2,600
Increase in capital eXPENItUNe . . . . .. ...t e e e e -3,800
NET CHANGE IN EXPENDITURE . . . ..ottt e e e e e -3,000
TOTAL CHANGE IN NET BORROWING . . ..ottt ettt e e et e e et e -24,200

(*) Estimates of the effects of the decree law of 30 September 2000.
(1) Based on official estimates. - (2) Includes 2.6 trillion lire of relief granted in the decree law of 30 September 2000.
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Table 3
General government budget outturnsand tar gets
1999 (1) 2000 2001 2002 2003 2004 (1999 (1)| 2000 | 2001 | 2002 | 2003 | 2004
(billions of lire) (as a percentage of GDP)
General government

Net borrowing ... .. 40,511 29,600 19,500 12,500 -800 -7,500 1.9 13 0.8 0.5 00 -03
Interest payments . . 145,726 144,400 144,000 146,000 143,400 140,300 6.8 6.5 6.1 6.0 5.6 52
Primary surplus . ... 105,215 114,800 124,500 133,500 144,200 147,800 4.9 5.2 5.3 5.5 5.6 55

Sources: Based on Documento di Programmazione Economico-Finanziaria per gli anni 2001-2004 and the subsequent Nota di aggiornamento to the same.
(1) Outturns.
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Figurel
General government net borrowing, primary net borrowing and debt (1)
(asa percentage of GDP)
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Sources: Based on Istat data and Bank of Italy data for the debt. For the years 2000 and 2001, forecasts taken from the Relazione previsionale e
(September 2000).

(1) Following the adoption of ESA95, there is a break in the series between 1994 and 1995 (shown by the dotted line). A minus sign indicates a surplus.

programmatica
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Figure2
State sector borrowingrequirement in 1999 and 2000 (1)
(billionsof lire)
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(1) Net of settlements of past debts and privatization receipts.
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Figure3
General gover nment revenue, social servicesexpenditureand grossinvestment (1)
(asa percentage of GDP)
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Source: Based on Istat data.

(1) Following the adoption of ESA95, there is a break in the series between 1994 and 1995 (shown by the dotted line). - (2) Under ESA95, social services in kind have been
reclassified under intermediate consumption.
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2000 World Savings Day

Address by the Gover nor, Antonio Fazio,
to the Association of Italian Savings Banks

Rome, 31 October 2000

The rise in oil prices since the end of 1998 has
caused consumer pricesand production coststo come
under pressure in the industrial countries.

In the euro area the pressure is augmented by
the weakening of the common currency. The
twelve-month rate of consumer price inflation rose
from 0.8 per cent in January 1999 to 2.8 per cent in
September 2000; in France and Germany it rosefrom
0.3 to 2.3 per cent and from 0.2 to 2.6 per cent
respectively.

In Italy inflation rose over the same period from
1.5t0 2.6 per cent; it was close to the latter valuein
October as well. The inflation gap with the other
countries was negative for the first time.

Considering core inflation, however, the com-
parison remained unfavourable to Italy.

Between January 1999 and September 2000, the
inflation gap with respect to the rest of the euro area,
excluding food and energy products, held steady at
around 0.8 percentage points. A factor in Italy was
the smaller decrease in pricesin recently liberalized
sectors such as telecommunications and el ectricity.

In the four leading euro-area countries the
behaviour of domestic costs curbed the inflationary
pressure coming from abroad. In 1999 unit labour
costsincreased by just over one per cent; in the first
half of this year the rise in production and
productivity kept theincrease compared with thefirst
half of 1999 to less than 0.5 per cent.

In Italy, where per capitaearningsrosefaster than
in France and Germany, the productivity gains
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recorded in thefirst half of the year were a powerful
restraint on the rate of increasein unit labour costsin
industry. In the services sector Italy continues to lag
behind in productivity growth asaconsequenceof the
much smaller increase in the level of activity.

For theyear 2000 asawholethe averageincrease
in consumer pricesis expected to bejust over 2.5 per
cent. Unless there is a sharp decline in qil prices,
inflation is unlikely to fall below 2 per cent in 2001.

Within the incomes policy framework put in
placein 1993, businessand labour organi zationsmust
negotiate wage increases that take account of
domestic inflation but not of imported inflation.

Economic developments, the balance of payments
and competitiveness

The annualized rate of growth in euro-area GDP
accelerated from 3.4 per cent in the second half of
1999 to 3.7 per cent in the first half of this year. A
decisive contribution came from the expansion in
domestic demand. Despite the faster rise in exports,
fueled by the very substantia increase in world
demand and the depreciation of the euro, the parallel
rapid growthinimportslimited the contribution of net
exports.

The hike in oil prices during the summer cast
a shadow over the economic outlook. The climate
of confidence among households and firms
deteriorated, order levels fell, and industria pro-
duction slowed.
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In Italy, economic activity spurted in the first
quarter, driven to an equal extent by domestic and
foreign demand, but the rise in production and GDP
subsequently slowed. Inthefirst half of theyear GDP
expanded at an annualized rate of 3 per cent; the
corresponding figures for Germany and France were
3.5 and 3 per cent respectively.

The growth in Italian domestic demand was in
line with that recorded by the leading euro-area
economies. The shortfall in overall economic growth
was primarily dueto the slower expansionin exports.

Household consumption benefited from the
gradual rise in disposable income brought about by
theincreasein employment and grew at an annualized
rate of 2.9 per cent in the first haf of this year.
Investment accelerated to more than 8 per cent on an
annual basis in response to the persistence of good
profits, the contraction in unused capacity and low
interest rates. Investment in construction picked up
significantly.

The growth in employment benefited from the
recovery in production and, asin 1999, from firms
greater use of flexible employment contracts. In the
first half of 2000 employment rose at an annualized
rate of 2.5 per cent, one of the highest in the last
twenty years. Permanent full-time employment also
increased significantly.

Although the expansion of exports compared
with the second half of last year was a substantial
improvement on thedisappointing resultsrecordedin
1999, on an annua basis it still fell more than 5
percentage points short of that achieved by France
and Germany. Thisresult wasonly in part aquestion
of price competitiveness. Measured in terms of
producer prices and with reference to al the
other industrial countries, Italy’s competitiveness
improved by 1.7 per cent, that of France by 1.9 per
cent and that of Germany by 4.4 per cent.

Fueled by the robust recovery in the emerging
economies I talian exportsto non-euro-area countries
grew by 16 per cent at constant pricesin thefirst half
of 2000 compared with the corresponding period in
1999. By contrast, exports to the euro area grew by

only 5 per cent; those to Germany, Italy’s biggest
export market, grew by less than 2 per cent.

The expansion of 9.2 per cent in imports at
constant prices was more evenly distributed, with
those from the euro area growing by 8 per cent and
those from the rest of the world by more than 10
per cent; despite the improvement in Italy’s
competitiveness, the growth in imports remained a
high multiple of that in domestic demand.

In the first half of this year the trade surplus
contracted by some 11 trillion lire compared with the
first half of 1999. The balance on current account
turned negative and showed a deficit of around 11
trillion; in the first half of 1999 the current account
had shown a surplus of 4.7 trillion.

Theincreasein the cost of energy importsfor the
year as a whole can be estimated at well over 1 per
cent of GDP.

After seven successive years of current account
surpluses, thereislikely to be adeficit of around 0.5
per cent of GDP in 2000.

During the summer there were signs of a slow-
down in growth. Industrial production contracted in
June and July; it appears to have picked up againin
the two following months. Manufacturing firms saw
the rapid expansion in demand as having come to a
halt. The brusque deterioration in household
confidence in September was followed by a partial
recovery in October.

Growth of 2.8 per cent in 2000, the officia
forecast, appears to be an upper limit; it presupposes
a rate of expansion in the second half of the year
comparable with that achieved in the first half, with
asharp acceleration in the last few months.

In 2001 the adverse effects on growth of therise
in oil prices will be felt in full. In recent analyses
international organizations have underscored the
macroeconomic impact of anincreasein energy costs
on the industrial countries most dependent on
imports. They estimate that the persistence of ail
pricesat their current highlevelscould reduce growth
by up to half a percentage point compared with the
forecasts released during the summer, which, on the
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assumption of asignificant fall in energy prices, had
indicated a growth rate of over 3 per cent for Italy.

Economic growth, competitiveness and saving

Therapid expansion of theltalian economy inthe
last twelve monthshas not yet been sufficient to close
the gap with the other leading euro-area countries.

The dower growth in thefirst half of thisyear, as
inthewhole of the period from 1995 to 1999, was not
attributableto therate of increasein domestic demand
but to an export performance that was much poorer
than those of France and Germany.

Set equal to 100 in 1995, the index of industrial
production, which is closely correlated with that of
exports, had risen in June of this year to around 108
inItaly, 115 in France and 116 in Germany.

Between 1995 and July of this year Italy’s price
competitivenessdeteriorated by 19 percentage points
vis-avis the rest of the euro area and by 20 and 23
points with respect to France and Germany
respectively. Econometric analyses show that the
reduction in Italian exports market shares is not
completely explained by relative prices, thus
indicating the existence of other reasons for the
decline in their competitiveness. Forecasts of Italian
exportsin 2000 suggest that they will again grow less
than world trade.

In a globa marketplace marked by radical
changes in technologies and forms of corporate
organization, the structural lags of the Italian
economy undermine the country’s competitiveness.
The boost given to productivity growth by the
extraordinary development of information and
communication technol ogi eshasbeen afeature of the
performance of the US economy; itisbeginningto be
feltinthe other |eading European economies; itisless
visblein Italy’s.

The increase in international competition in
sectors, such as services, that are less open to foreign
trade is aso contributing to the creation of new
allocative advantages between and within countries;
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itiseroding rent positionsof long standing; it benefits
areas that adapt promptly to the new conditions.

Financing the Italian economy in order to support
a rapid rate of growth requires the contribution of
foreign investment. This is now much more subject
than in the past to sudden shiftsin location decisions
at worldlevel. Thereisagrowing tendency for one of
Italy’s traditional resources, high savings, to be
utilized abroad.

Direct investment flows, after showing a deficit
of 21.7 trillion lire in 1998, came virtualy into
balance in 1999, largely owing to the acquisition
by a foreign buyer of an important Italian
telecommunications company. In the first eight
months of this year there was a deficit of 3.1 trillion.
The inflow dropped to 7.1 trillion; whereas the
outflow, after rising fast in the three years from 1997
t0 1999, fell to 10.2 trillion; arecent acquisition by a
large foreign company has not yet shown up in the
figures.

Thebalance of portfolio investment, in surplusto
the tune of 73 trillion lire in 1996, subsequently
contracted and wasvirtually nil in1998. 1n 1999, after
the convergence of Italian interest rates to the
Europeanlevel, therewasadeficit of 79trillion. Inthe
first half of 2000 the net outflow fell to 1 trillion; the
data available show that the balance remained
negative in July and August.

The investment abroad of Italians' financial
wedlth is partly a reflection of the trend towards
international portfolio diversification; it is also a
consequence of the still limited development of
Italy’s private capital markets.

In past years foreign intermediaries mainly
bought Italian government securities. The efficiency
of the secondary market in such securities and the
persistence of a positive, albeit smal, yield
differential with respect to the securities of the other
euro-area countries contributed to thistendency. The
biaswasstill presentinthefirst half of 2000, when net
purchases of Italian government securities amounted
to 114 trillion lire, asin 1999. At the end of June 43
per cent of Italy’s public debt was held by foreign
investors, as against 13 per cent at the end of 1994.
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As regards shares, non-residents invested 16
trillionlireintheltalianmarketin 1997 and 25 trillion
in 1998. The trend then reversed and they made net
salestotaling 16 trillion in 1999 and 23 trillionin the
first half of 2000, when about two thirds of the
disposals involved shares of non-financia
companies. At the end of Juneforeign investors held
less than 10 per cent of the stock of Italian listed
companies, asin the mid-nineties.

The bulk of Italian portfolio investment abroad
hasbeen handled by specializedintermediaries. Inthe
first eight monthsof thisyear Italianinvestment funds
bought 54 trillion lire of securities in international
markets, notwithstanding net redemptions in the
period. At the end of August 55 per cent of funds’ net
assets consisted of foreign securities. The value of
foreign equitiesintheir portfolio wasmorethan three
times that of their holdings of Italian shares.

The banking system

The growth in lending by Italian banks in 2000
has been very rapid; at the end of September it was
equal to 14 per cent on an annual basis. The
acceleration reflects the expansionary economic
phase as well as several large-value operations in
favour of service and energy companies.

The conditions of loan supply in Italy remained
relaxed even after theincreasein official rates began
last autumn. The upward adjustment of bank lending
rates to the rise in money market yields was in line
with the average recorded in the euro area.

In order to finance the expansion in lending,
which was considerably larger than that in domestic
fund-raising, banks sold government securities and
ran down their external assets.

In August theratio of banks’ liquid assets— cash
and securities— to their total financial assetsfell to
a historic low of 16 per cent. It is now particularly
modest by comparison with the ratios prevailing in
other main euro-area countries.

Italian banks' profit and lossaccountsfor thefirst
half of 2000 show an improvement in profitability.
Therapid expansioninlending resulted in net interest
income being 2.8 per cent higher than in thefirst half
of 1999. There was robust growth in income from
services. Grossincome rose by 11.7 per cent. Profits
were higher than in the first half of 1999; the
annualized return on equity roseto 12 per cent.

If the rapid increase in lending is to continue,
domestic fund-raising will haveto grow considerably
faster than up to now, with repercussions on the
overal cost of funding.

Staff costs remained unchanged, despite the
decrease of 1.4 per cent in the number of employees.
Total operating expenses rose by 4.5 per cent, partly
owing to increased investment in information
systems.

It is necessary to reduce costs further in relation
to the volume of business.

The prolonged phase of high corporate
profitability has contributed to the significant
improvement in loan quality. Loan losses in relation
to theloan portfolio havefallen to thelowest level in
more than a decade; in the first half of this year they
amountedto 3.3trillionlire, some2.1trillionlessthan
ayear earlier.

In August bad debts were 13 per cent down on a
year earlier, reflecting both the writing off of
non-performing loans and a series of maor
securitization transactions. Bad debts, net of
writedowns, were equal to around 28 per cent of
capital and reserves, an intermediate level among
those registered in the euro area.

The improvement in banks' profitability in the
last three years as a result of the expansion of the
range of services offered and the action taken to
rationalize organizational structures and credit
management procedures has hel ped to strengthen the
stability of the banking and financial system.

The risks that can arise from the evolution of
world economic conditions make it necessary for
banks to pay more attention to loan quality.

The yield differential between corporate bonds
and government securities in the Euromarket has
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widened by around one percentage point this year.
The increase has been especialy marked for firms
that have stepped up their borrowing to finance
investment in new technologies.

Theshare of loansby Italian banksto sectorswith
apast record of high risk isrising. The concentration
of creditor positions has increased.

The rapid growth in credit will trandate into
lasting benefits for intermediaries and bank
customers only if there is close and continuous
examination of the quality of investment plans. The
experience of themain banking systemsindicatesthat
during expansionary phases of the economic cycle,
when banks have the best opportunities to increase
their respective market shares, the attention they pay
to evaluating the medium-term prospects of
borrowers tends to lessen.

The solvency ratio, calculated on the basis of
consolidated data, declined from 11.3to 10.6 per cent
in 1999; on the basis of the data of individual banks,
it appears to have stabilized this year. The solvency
ratio of Italian banks active in international markets
was low in 1998 compared with the leading banks of
the Group of Ten countries; however, Italian banks
capital contained a higher percentage of core capital,
consisting of equity and reserves.

The reform of the capital adequacy ratios now
under study in international fora requires that banks
equip themselves with internal credit-rating systems
that are analytically rigorous and make full use of
information on counterparties’ financial positions.
These systems must be fully integrated into banks
organization and their procedures for formulating
operating objectives, disbursing loans and
monitoring risks. The need for this is particularly
cogent in recently formed banking groups now
engaged in thereorganization of largeintermediaries.

An intense effort aimed at the internal
strengthening and consolidation of groups is
necessary in order to reap all the benefit of larger size
and successfully face mounting competition.

The growth of Italian banks business and their
expansion abroad must be preceded and accompanied
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by an adequate increase in their own funds. The
raising of equity capital must proceed in parallel with
the consolidation of the results achieved so far
through concentration.

Conclusions

Savings, labour and entrepreneurial ability are
resources that Italy hasin abundance. It is necessary
to create a virtuous circle for them to be turned fully
to account, to lock Italians' savings into Italy’s
productive economy and to offer economic agents
stable prospects and the markets clear indications.

It is crucia that action be aimed at boosting
competitiveness.

Structural constraints, accumulated over the
course of decades and not completely removed, area
burden. They lessen the economy’s efficiency and
thus raise firms tangible and intangible indirect
costs. The weakness of the external accounts reveals
the difficulty domestic production has in taking full
advantage of the expansion of the world economy.
Net capital exports diminish the prospects of growth.

The reforms begun in recent years in the public
administration go in the direction of reducing
inefficiencies. They must be completed and brought
into better harmony with the needs of an economy
increasingly open to international competition.

Thereduction in the tax burden initiated with the
Finance Law must be continued in a medium-term
perspective. It cannot be achieved without arevision
and redistribution of social security sector benefits
that shift a part of pension provision to private
insurance systems; those for whom adjustment to the
new demands of production is more difficult must be
protected. A far-reaching overhaul of the education
andtraining systemfor theyounger generationsneeds
to be considered, not excluding recourse to non-state
ingtitutions. It will result in an increase in human
capital, the resource that in the current context is
increasingly the foundation of countries economic
development.
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The ability of firms to rise to the challenges of
innovation remains essential.

Forty years ago Itay became an industrial
country with the decisive contribution of
entrepreneurs who trusted in their own ability to
compete in European markets, without protection.
The information technology revolution offers
opportunities that, if adequately exploited by

manufacturing and services, can contribute
significantly to raising productivity in the years to
come.

Today, inthesameway asinthefiftiesand sixties,
it is the bet on the future underlying investment
decisionsthat, inthefinal analysis, canrender savings
productive, drive growth and employment and
enhance the welfare of the population.
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Appendix

Statistical tables

Theworld economy

Table al
" a2
” a3
" a4
" ab
" a6
" ar
" as

GDP at constant prices

Industrial production

Consumer prices

External current account

Short-term interest rates

Long-term interest rates and share price indices
Ecu/euro exchange rates and the price of gold
Indicators of competitiveness

TheItalian economy

Table a9
" alo
" all
"ooal2
" al3
" al4
" alb
" alé
"ooalr
" al8
" a9

Sources and uses of income

Industrial production and | SAE business opinion indicators

Labour force, employment and unemployment

Italian consumer price indices

Harmonized index of consumer prices: Italy

Harmonized consumer price indices in the euro area

Index of producer prices of manufactures sold in the domestic market: Italy
Index of producer prices of manufactures sold in the domestic market: main euro-area countries
Average unit valuesin lire of imported and exported manufactures: Italy
Balance of payments: current account and capital account

Balance of payments: financial account

Money, credit and interest rates

Table a20
"ooazl
Tooaz2
" az3
"oa2a
"o a2s
" a6
ooaxr
" a28
" a9
" ad0
" oaidl
"oa3k2
" a33
" ad
" ai3b
" a36

State sector borrowing requirement

Financing of the general government borrowing requirement
Genera government debt

ECB interest rates

Bank interest rates: domestic fund-raising in lire/feuros

Bank interest rates: loans to resident customersin lire/euros
Banks and money market funds: main balance sheet items

Banks: main balance sheet items

Banks: loan and securities portfolios

Banks: deposits and bonds

Supervisory capital and capital adequacy (on a consolidated basis)
Italian investment funds: securities portfolios and net assets
Italian investment funds; net purchases of securities

Portfolio management services

Italian components of euro-area monetary aggregates: residents of Italy and the rest of the euro area
Financial assets: residents of Italy

Credit: residents of Italy

la
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SYMBOLS AND CONVENTIONS

In the following tables:
— the phenomenon in question does not occur;
. the phenomenon occurs but its value is not known;
.. thevalueisknown butisnil or lessthan half thefinal digit shown;
() provisiona;
() estimated.

Notes to the statistical tables are on pp. 46a-50a.



GDP at constant prices

Table al

Percentage

of world
GNP in
1998 (1)

1995

1996

1997

1998

1999

1999
Q2

1999
Q3

1999
Q4

2000
Q1

2000
Q2

Industrial countries

Japan...............

Euroarea ...........
Germany . ...
France .....
Italy .......

Emerging countries

Latin America

Argentina...........
Brazil ..............

Mexico .............

Asia

Malaysia ...........
Thailand ...........

Taiwan .............

Europe

Poland .............

Russia .............

4.9
3.4
3.2
3.2

1.9

11

2.9

1.9

1.7

54

13

0.5

0.9

0.8

2.4

11

(percentage changes on previous period on an annual basis; seasonally adjusted quarterly data)

2.7

15

2.2

1.7
1.7
2.9
2.8

2.8

10.5

8.9

7.6

8.2

9.8

8.9

6.4

7.0

7.9

3.6

51

1.4

0.8
1.1
1.1

2.6

15

5.5

2.7

51

9.6

6.8

7.8

7.8

10.0

5.9

6.1

6.1

7.4

4.4

1.6

2.3

1.4
1.9
1.8
35

4.4

4.4

2.7

2.1
3.2
15
2.6

3.3

4.2

0.2

2.4

1.6
3.0
14

2.2

4.5

2.5

3.9

2.2

-0.4
3.3
2.6
3.2

3.3

5.7

3.8

3.6
4.0
2.9
4.1

6.5

(percentage changes on year-earlier period)

8.1

3.3

6.8

8.8

5.0

5.0

4.7

7.5

6.7

6.7

0.9

7.6

3.9

0.2

4.8

7.8

6.8

-13.0

-10.2

4.6

4.8

3.2

0.8

3.7

7.1

10.7

6.4

0.3

5.8

4.2

5.4

4.1

3.2

7.1

10.8

5.7

3.8

5.0

2.5

6.4

3.1

11

0.3

4.3

7.0

12.8

5.8

11

8.6

7.8

4.7

5.0

6.6

8.3

3.8

3.0
4.0
2.2

2.8

51

3.9

5.2

6.8

13.0

7.2

5.2

11.0

6.5

6.4

6.2

7.3

4.8

10.3

3.8

3.1
2.6
4.3
2.1

51

0.9

3.8

7.9

8.1

12.8

5.8

3.6

11.9

53

7.9

6.0

8.3

51

5.6

4.2

3.5

4.7
2.9
11

3.8

4.7

0.8

3.9

7.6

8.3

9.6

4.1

8.7

6.6

5.4

5.2

6.7

5.3

(1) On the basis of purchasing power parities.
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Industrial production

Table a2

oo | aor | aees | aees | A ML | e | | A | Septeme
(percentage changes on previous period on an annual basis; seasonally adjusted data)
Industrial country
United States ......... 4.4 6.3 4.3 35 9.7 10.5 51 -2.4 5.1 3.3
Japan................ 2.1 4.1 -7.2 1.0 -6.7 3.5 25.8 -9.8 50.0
Euroarea ............ 0.3 4.3 4.2 1.8 6.6 7.7 -5.3 5.0 25
Germany . ... 0.7 3.7 4.2 15 18.1 31.7 -29.4 43.0 7.3
France ...... 0.9 3.7 5.1 2.1 -6.0 75 -5.1 20.4
Italy ........ -0.9 3.3 1.9 0.1 -7.5 314 -10.0 -10.0
United Kingdom . ...... 1.1 1.0 0.8 0.5 9.6 3.5 23 -1.1 7.4
Canada .............. 1.4 4.4 2.4 45 -2.6 26.3 4.4 -1.7
(percentage changes on year-earlier period)
Emerging countries
Latin America
Argentina............ 6.8 10.2 1.4 -6.0 3.7 6.1 0.2 -1.7 -14 -25
Brazil ............... 1.6 4.1 2.1 -0.7 34 6.4 7.3 6.8 7.7
Mexico .............. 10.1 9.2 6.3 3.8 5.0 9.1 7.1 5.8 8.0
Asia
China ............... 15.0 13.2 9.6 9.9 10.9 11.5 12.2 12.8 12.8 12.0
South Korea ......... 8.5 4.7 -6.5 242 16.9 20.1 17.8 19.3 241
India................ 8.6 54 34 7.6 5.7 5.5 5.9 4.3
Indonesia ........... 6.6 13.2 -13.3 25.6 - - - - - -
Malaysia ............ 10.9 10.7 -7.2 9.1 17.9 21.2 21.3 20.6 18.7
Thailand ............ 8.6 -0.6 -12.0 14.1 3.7 5.0 1.6 -1.3 -2.3
Taiwan .............. 2.1 7.4 2.6 7.7 5.0 7.9 10.1 6.9 9.3 16.5
Europe
Poland .............. 9.1 11.1 4.7 4.8 5.2 12.0 13.5 7.8 9.2 5.0
Russia .............. -4.0 1.9 -5.2 8.1 54 10.6 9.8 8.5 10.2 7.2
Turkey .............. 5.8 10.0 0.9 5.2 2.8 2.8 2.3 3.5 17.1
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Consumer prices

Table a3

1995 1996 1997 1998 1999 oy June oy | Adgust | Seprember
(percentage changes on year-earlier period)
Industrial countries
United States ......... 2.8 29 2.3 1.6 2.2 3.2 3.7 3.7 34 35
Japan................ -0.1 0.1 17 0.6 -0.3 -0.7 -0.7 -0.5 -0.8
Euroarea ............ 2.2 1.6 1.1 1.1 1.9 2.4 2.4 2.3 2.8
Germany .... 12 15 0.6 0.6 15 2.0 2.0 1.8 2.6
France ...... 21 13 0.7 0.6 16 1.9 2.0 2.0 2.3
Italy ........ 4.0 1.9 2.0 17 25 2.7 2.6 2.6 2.6
United Kingdom ....... 2.8 2.9 2.8 2.7 2.3 2.0 2.2 2.2 1.9 2.2
Canada .............. 2.2 1.6 1.6 1.0 1.7 2.4 29 3.0 25 2.7
Emerging countries
Latin America
Argentina............ 3.4 0.2 0.5 0.9 -1.2 -1.0 -1.1 -0.9 -0.7 -0.7
Brazil ............... 66.0 15.8 6.9 3.2 4.9 6.5 6.5 7.1 7.9 7.8
Mexico .............. 35.0 34.4 20.6 15.9 16.6 9.5 9.4 9.1 9.1 8.8
Asia
China ............... 16.9 8.3 2.8 -0.8 -14 0.1 0.5 0.5 0.3
South Korea ......... 4.4 4.9 4.4 7.5 0.8 11 2.2 2.9 2.7 3.9
India................ 10.2 9.0 7.2 13.2 4.7 5.8 5.8 5.7
Indonesia ........... 9.4 8.0 6.2 58.4 20.5 1.2 2.0 4.4 6.1 6.8
Malaysia ............ 3.4 3.5 2.7 53 2.7 1.3 1.3 1.4 1.5 1.5
Thailand ............ 5.7 5.8 5.6 8.1 0.3 1.7 2.0 2.0 2.2
Taiwan .............. 3.7 3.1 0.9 1.7 0.2 1.6 1.4 1.5 0.3 1.8
Europe
Poland .............. 28.1 19.8 15.1 11.8 7.3 10.0 10.2 11.6 10.7 10.3
Russia .............. 1975 47.8 14.8 27.6 85.7 194 20.1 18.9 18.7 18.7
Turkey .............. 88.6 80.3 85.7 84.6 64.9 62.7 58.6 56.2 53.2 49.0
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Table a4
External current account

1999 1999 1999 2000 2000

1995 1996 1997 1998 1999 Q2 03 Q4 01 Q2

(billions of dollars; seasonally adjusted quarterly data)

Industrial countries

United States ......... -109.5 -123.3 —140.5 -217.1  -331.5 -79.0 -89.6 -96.2 -1015 -106.1
Japan................ 111.4 65.8 94.2 121.2 106.9 27.4 27.5 25.9 34.1 32.1
Euroarea (1) ......... Ce e 69.0 35.0 -6.7 4.8 -3.0 —6.6 -8.0 —-6.2
Germany .... -20.8 -8.0 -3.1 -4.6 -19.7 2.4 -4.2 -84 -2.6 7.7
France ...... 10.8 20.5 38.0 37.7 37.3 8.3 11.6 8.5 6.5 8.7
Italy ........ 24.9 39.5 32.3 21.7 6.3 3.6 0.7 .. 0.9 -2.8
United Kingdom . ...... -6.0 -0.7 10.8 -0.1 -17.7 -4.3 —4.3 -2.5 -5.3 -5.0
Canada .............. -4.3 3.4 -10.1 -11.1 2.3 -1.2 0.3 -0.2 3.3 2.4

(billions of dollars; quarterly data, not seasonally adjusted)

Emerging countries

Latin America

Argentina............ -5.0 -6.5 -12.0 -14.4 -12.3 -2.0 -3.4 -3.4 -3.2 -1.4
Brazil ............... -17.8 -23.5 -334 -33.6 -25.1 -7.2 —4.9 -7.8 -4.1 —7.2
Mexico .............. -1.6 -2.3 7.4 -16.1 -14.2 -2.9 -3.3 -4.4 -4.3 -3.7
Asia

China ............... 1.6 7.2 37.0 31.5 15.7 - — - - —
South Korea ......... -8.5 -23.0 -8.2 40.6 25.0 6.3 6.6 5.8 13 2.8
India................ -5.6 -6.0 -3.0 -6.9 -2.8 -1.8 -1.1 -0.2 -11

Indonesia ........... —6.8 -7.8 -5.0 4.1 5.8 0.9 1.9 15 1.9

Malaysia ............ e e e 10.0 12.6 3.2 3.7 2.8 2.8

Thailand ............ -13.2 -14.4 -3.1 14.3 12.4 2.2 3.0 3.2 3.2 1.5
Taiwan .............. e e 7.1 3.4 8.4 2.1 1.5 2.1 1.1 1.4
Europe

Poland .............. -2.3 -14 -4.3 -6.9 -11.6 -2.8 -3.0 -3.6 -35 2.1
Russia .............. 7.7 121 25 1.0 25.0 4.3 5.6 10.5 12.2 10.8
Turkey .............. -2.3 2.4 -2.6 2.0 -14 -14 0.1 -14 -2.3 -3.3

(1) Not seasonally adjiusted. The figure for services and income up to the end of 1997 are not exactly comparable with those for the subsequent periods.
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Table a5
Short-term interest rates

us Japan Euro area UK Canada

Official reference rates
(end-of-period data)

1995 ... 5.50 0.50 - 6.50 5.79
1996 .. ... 5.25 0.50 - 6.00 3.25
1997 oo 5.50 0.50 - 7.25 4.50
1998 ... 4.75 0.50 - 6.25 5.25
1999-Sept. ... 5.25 0.50 2.50 5.25 4.75
Oct. ... 5.25 0.50 2.50 5.25 4.75
Nov. ... 5.50 0.50 3.00 5.50 5.00
Dec. ........ ... 5.50 0.50 3.00 5.50 5.00
2000-Jdan. ... 5.50 0.50 3.00 5.75 5.00
Feb. ... 5.75 0.50 3.25 6.00 5.25
Mar. ...l 6.00 0.50 3.50 6.00 5.50
Apr. oo 6.00 0.50 3.75 6.00 5.50
May ...........ooooiii 6.50 0.50 3.75 6.00 6.00
June ... 6.50 0.50 4.25 6.00 6.00
July .. 6.50 0.50 4.25 6.00 6.00
Aug. ... 6.50 0.50 4.50 6.00 6.00
Sept. ...l 6.50 0.50 4.50 6.00 6.00

Money market rates
(period averages)

1996 . ..o 5.39 0.62 5.07 6.03 4.45
1997 .o 5.62 0.64 4.37 6.83 3.56
1998 ..o 5.47 0.81 3.94 7.34 5.07
1999 ... 5.33 0.31 2.96 5.45 4.92
1999 -Sept. ... 5.50 0.22 2.73 5.32 4.83
Oct. ... 6.12 0.31 3.38 5.94 5.01
NOV. .. 6.00 0.45 3.47 5.78 5.04
Dec............oooiii 6.05 0.28 3.45 5.97 5.14
2000-Jdan. ... 5.95 0.12 3.34 6.06 5.26
Feb. ......... .. 6.01 0.14 3.54 6.15 5.31
Mar. ... 6.14 0.26 3.75 6.15 5.41
APr. 6.28 0.13 3.93 6.21 5.52
May ... 6.70 0.16 4.36 6.23 5.86
June ...l 6.73 0.09 4.50 6.14 5.92
July o 6.67 0.33 4.58 6.11 5.88
Aug. ... 6.61 0.33 4.78 6.14 5.89
Sept. ... 6.60 0.40 4.85 6.12 5.85
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Long-term interest rates and share price indices

(period averages)

Table a6

us Japan Germany France Italy UK Canada
Bond rates
1996 ...t 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 1.30 4.57 4.64 4.88 5.60 5.28
1999 . ... 5.64 1.76 4.49 4.61 4.73 5.01 5.54
1999 -Sept. ...l 5.92 1.76 5.04 5.19 5.28 5.60 5.72
Oct. ... 6.11 1.78 5.29 5.43 5.52 5.78 6.09
Nov. ............... 6.03 1.81 5.04 5.15 5.25 5.23 6.03
Dec................ 6.28 1.74 5.15 5.27 5.36 5.36 6.14
2000-Jan. ............... 6.66 1.71 5.54 5.66 5.75 5.83 6.49
Feb. ............... 6.52 1.83 5.51 5.62 5.73 5.63 6.34
Mar. ............... 6.26 1.82 5.33 5.43 5.58 5.34 6.03
Apr. ... 5.99 1.75 5.22 5.33 5.47 5.30 5.92
May ............... 6.44 1.71 5.38 5.50 5.66 541 6.22
June .............. 6.10 1.69 5.19 5.32 5.51 5.21 5.90
July ... 6.05 1.73 5.27 5.40 5.59 5.24 5.86
Aug. ...l 5.83 1.77 5.21 5.36 5.56 5.32 5.77
Sept. ...l 5.80 1.88 5.26 5.42 5.63 5.38 5.73
Share price indices
1996 ... 145.70 100.44 112.49 101.08 92.20 120.28 122.96
1997 .. 189.56 87.25 156.10 133.96 126.21 141.91 150.75
1998 ... 235.51 73.71 198.65 179.66 202.08 166.70 157.73
1999 . ... 288.04 86.69 210.21 220.91 224.98 185.29 164.77
1999 -Sept. ...l 286.31 93.55 209.03 225.19 222.25 182.85 162.40
Oct. .........oott. 282.36 95.00 207.65 226.05 215.32 180.03 169.37
Nov. ............... 302.38 100.87 225.15 249.43 221.24 191.99 175.60
Dec................ 310.59 102.70 247.13 272.71 248.56 200.29 196.39
2000-Jan. ............... 310.05 103.72 266.57 275.04 259.15 195.53 197.96
Feb. ............... 301.22 107.14 289.49 297.41 293.35 187.09 213.09
Mar. ............... 313.25 103.95 302.32 309.69 308.85 198.45 220.87
Apr. ... 317.01 103.96 282.26 302.60 283.57 190.20 218.19
May ............... 308.09 100.66 269.81 308.31 289.57 187.99 215.96
June ... 317.54 97.98 272.77 317.83 294.60 195.43 237.97
July ... 319.94 97.15 270.66 316.15 300.29 195.89 242.89
Aug. ... 322.64 93.42 268.54 318.79 298.18 197.72 262.55
Sept. ...l 318.86 92.83 260.77 318.36 299.77 197.59 242.24
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Ecu/euro exchage rates and the price of gold

Table a7

Units of national currency per euro (per ecu until December 1998)

Gold
us Japanese Canadian Pound Danish Greek Swedish Swiss (dollars

dollar yen dollar sterling krone dracma krone franc per ounce)

1994 ...l 1.186 120.96 1.620 0.7738 7.523 287.16 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 ...l 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 ...l 1.123 146.77 1.667 0.6776 7.513 331.54 8.927 1.625 287.80
1999 ... 1.066 121.32 1.584 0.6587 7.436 325.76 8.808 1.600 290.25
1998 — 3rd qtr. 1.119 156.49 1.693 0.6771 7.511 333.15 8.958 1.644 293.85
4th 1.183 141.25 1.823 0.7055 7.477 333.11 9.414 1.608 287.80

1999 — 1st qtr. 1.122 130.75 1.696 0.6868 7.436 322.67 8.975 1.599 279.45
2nd " 1.057 127.70 1.557 0.6578 7.432 324.96 8.904 1.600 261.00

3rd " 1.049 118.73 1.558 0.6549 7.437 326.12 8.710 1.602 299.00

4th 1.038 108.42 1.528 0.6363 7.437 329.20 8.648 1.600 290.25

2000 — 1st qtr. 0.986 105.50 1.434 0.6144 7.446 332.75 8.495 1.607 276.75
2nd 0.933 99.55 1.381 0.6103 7.456 336.21 8.276 1.563 288.15

3rd 0.905 97.43 1.341 0.6125 7.460 337.57 8.404 1.544 273.65

1999 — Sept. ....... 1.050 112.39 1.552 0.6468 7.434 327.00 8.634 1.602 299.00
Oct. ........ 1.071 113.52 1.581 0.6459 7.433 329.20 8.727 1.594 299.10

Nov. ........ 1.034 108.25 1.516 0.6370 7.437 328.72 8.633 1.605 291.35

Dec. ........ 1.011 103.72 1.491 0.6265 7.440 329.68 8.586 1.601 290.25

2000- Jan. ........ 1.014 106.53 1.469 0.6183 7.444 331.07 8.597 1.610 283.30
Feb. ........ 0.983 107.64 1.427 0.6147 7.445 333.18 8.511 1.607 293.65

Mar. ........ 0.964 102.59 1.408 0.6106 7.447 333.89 8.388 1.604 276.75

Apr. ........ 0.947 99.92 1.389 0.5980 7.451 335.22 8.267 1.574 275.05

May ........ 0.906 98.09 1.355 0.6015 7.457 336.60 8.241 1.556 272.25

June ........ 0.949 100.71 1.402 0.6293 7.461 336.64 8.318 1.561 288.15

July ........ 0.940 101.39 1.389 0.6230 7.459 336.86 8.407 1.551 276.75

Aug. ........ 0.904 97.76 1.341 0.6071 7.458 337.27 8.392 1.551 277.00

Sept. ....... 0.872 93.11 1.295 0.6077 7.463 338.60 8.415 1.531 273.65
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Indicators of competitiveness (1)

(period averages; indices, 1993=100)

Table a8

us Japan Germany France Italy UK Canada Switzerland

1994 ... 98.2 103.7 99.1 100.2 97.8 101.1 98.1 104.4
1995, 96.6 103.9 102.8 105.2 92.9 97.2 100.3 108.1
1996 ...t 100.1 87.7 98.4 101.7 103.5 101.4 101.0 104.2
1997 ...l 105.1 83.0 93.4 96.2 103.9 117.2 101.4 95.8
1998 ...l 108.7 79.6 94.8 97.1 105.3 123.8 97.6 97.6
1999 ...l 107.0 90.3 91.2 94.7 102.3 124.2 97.5 95.2
1998 — 2nd qtr. 109.3 76.7 94.2 96.5 104.6 125.0 99.5 95.9
3rd 110.9 74.2 954 97.4 105.8 124.7 96.2 96.9

4th 105.8 84.8 96.2 98.1 106.6 121.1 94.1 99.8

1999 — 1st qtr. 105.4 88.4 93.9 96.7 104.6 1221 96.1 98.1
2nd " 108.0 85.3 91.7 94.7 102.0 125.4 98.4 95.5

3rd " 108.2 90.4 90.4 94.0 101.5 124.0 97.6 94.5

4th 106.4 97.0 88.7 93.5 101.0 125.2 97.9 92.8

2000 — 1st qtr. 108.4 95.0 86.6 92.5 100.2 126.7 99.9 90.1
2nd 111.7 96.3 84.7 91.4 99.0 125.2 98.4 90.3

1999 — July ........ 109.2 86.4 90.8 94.1 101.4 123.7 98.2 94.4
Aug. ........ 108.0 90.0 90.9 94.4 101.7 1235 97.0 95.0

Sept. ....... 107.3 94.9 89.6 93.6 101.2 124.7 97.4 94.1

Oct. ........ 106.0 95.0 90.1 94.2 102.0 125.4 97.5 94.7

Nov. ........ 106.9 96.8 88.6 93.5 101.0 124.8 97.9 92.2

Dec. ........ 106.4 99.2 87.4 92.9 100.1 1255 98.3 91.6
2000-Jan. ........ 106.6 96.3 87.7 93.1 100.7 127.2 99.8 90.9
Feb. ........ 109.1 93.0 86.7 92.5 100.2 126.5 100.2 90.1

Mar. ........ 109.6 95.8 854 92.1 99.7 126.2 99.7 89.2

Apr. ........ 109.7 97.3 84.9 91.4 98.8 128.5 99.4 90.3

May ........ 112.9 96.0 84.0 90.8 98.3 1255 98.1 90.1

June ........ 112.6 95.7 85.2 92.0 99.7 121.7 97.6 90.7

July ........ 112.7 94.1 85.3 91.7 99.7 122.4 97.7 90.7

(1) Arise in the index corresponds to a decrease in competitiveness.
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Sour ces and uses of income

(percentage changes on previous period)

Table a9

Sources Uses
Gross fixed capital formation
Mac;l;igery Consumption Other
GDP Imports Total equi of resident domestic Exports
- quipment,
Building sundry Total households uses
products and
vehicles
At 1995 prices

1994 . ... 2.2 8.1 3.2 -6.3 6.7 0.1 1.5 3.4 9.8
1995 . ... 2.9 9.7 4.1 0.9 10.6 6.0 1.7 -0.8 12.6
1996 ............. 1.1 -0.3 0.8 3.6 3.7 3.6 1.2 -2.8 0.6
1997 ... 1.8 10.2 3.4 -2.3 4.2 1.2 3.0 2.3 6.5
1998 .. ... 1.5 9.1 3.0 -0.1 7.4 4.1 2.3 3.7 3.3
1999 ............. 1.4 3.4 18 1.8 6.2 4.4 1.7 3.1 -0.4
1998 —2nd qtr. 0.6 1.4 0.8 -0.9 0.2 -0.3 1.0 35 -0.8
3rd " 0.5 -0.5 0.3 -0.6 1.4 0.5 0.5 -11 0.6

4th 7 -0.3 29 0.3 0.1 0.1 0.4 6.6 -3.6

1999 —1st qtr. 0.3 -1.7 -0.1 0.1 2.3 14 0.4 -1.6 -1.2
2nd " 0.6 29 11 1.7 2.2 2.0 0.4 1.6 1.7

3rd " 0.7 -0.3 0.5 1.0 1.5 1.3 0.3 -4.2 3.7

4th 7 0.5 3.1 11 1.8 2.2 2.0 0.1 2.3 1.6

2000 —1st qtr. 1.1 0.8 1.7 2.4 2.1 1.1 -3.3 2.1
2nd " 0.3 51 1.3 11 2.0 1.6 0.5 2.7 1.8

Implicit prices

1994 . ... 35 4.8 3.6 3.5 3.1 3.2 5.0 1.0 3.3
1995 . ... ... 5.0 11.1 6.1 2.5 5.3 3.9 6.0 4.8 8.8
1996 ............. 5.3 -2.9 3.8 25 2.9 2.7 4.4 6.9 1.0
1997 ... 2.4 1.4 21 2.6 1.2 1.8 2.2 5.0 0.3
1998 ............. 2.7 -1.3 1.8 1.7 1.9 1.8 2.1 2.1 1.0
1999 ............. 1.5 1.3 14 15 1.1 1.2 2.2 1.4 -04
1998 -2nd qtr. . ... 0.4 -1.0 0.1 0.4 0.4 0.4 0.5 -2.1 0.4
3rd " 0.6 -0.7 0.3 0.5 0.5 0.5 0.5 0.7 -0.3

4th 7 0.6 -2.2 0.3 -0.1 0.1 0.3 -0.6 -0.9

1999 —1st qtr. 0.2 -0.9 0.1 0.1 0.1 0.5 -0.2 -0.7
2nd " 2.7 0.4 0.6 0.3 0.4 0.8 -0.5 0.5

3rd 0.5 4.2 1.2 0.5 0.5 0.5 0.6 4.6 1.0

4th 0.6 1.6 0.8 0.5 0.7 0.6 0.7 1.3 0.7

2000 -1st qtr. ... 0.4 4.2 11 1.3 0.4 0.7 0.6 1.4 2.7
2nd " 0.4 35 1.0 0.6 0.5 0.5 0.8 1.8 1.1
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Industrial production and | SAE business opinion indicators
(seasonally adjusted data)

Table al0

Industrial production

ISAE business opinion indicators

Level of orders E S-to-Cks of

Qeneral Consumer | Investment | Intermediate dexrggﬁtdei(:w fg(l)sor:jesd

index goods goods goods ] ] 3-4 months ViS-a-vis

domestic foreign total
normal
(indices, 1995=100) (average balance of monthly responses)

1992 ... 92.4 93.9 87.7 93.1 -32.1 -36.9 -32.0 1.9 7.2
1993 .. ... 90.2 91.6 84.6 91.1 -43.1 -21.8 -35.6 2.9 4.6
1994 ............. 94.9 96.6 87.8 96.1 -17.8 8.8 -6.9 25.1 -4.3
1995...... ..., 100.0 100.0 100.0 100.0 -5.7 16.6 1.3 22.0 -1.2
1996 ............. 99.1 99.6 102.2 98.1 -29.6 -16.9 —22.8 7.6 3.8
1997 ...l 102.4 103.2 103.0 101.9 -14.6 -6.0 -8.5 20.6 -3.1
1998 .. ... 104.3 103.9 102.8 104.9 -15.7 -8.2 -11.3 15.7 0.3
1999 ............. 104.4 105.1 102.4 104.7 -17.3 -16.1 -14.8 19.9 -1.3
1992 —1st qtr. .... 93.6 95.1 90.0 94.8 -25.5 -29.7 —-24.2 11.0 11.3
2nd " 93.8 94.8 88.6 95.5 —-26.8 -38.0 -28.9 10.1 11.0
3rd " 91.4 92.1 86.3 91.2 -335 -39.3 -35.5 -5.0 53
4th 90.8 93.5 85.8 90.6 -42.6 -40.7 -39.4 -8.3 1.0
1993 -1st qtr. .... 91.0 94.3 87.9 92.1 —-45.7 -33.3 -43.2 -3.1 3.3
2nd " 90.3 91.0 83.9 91.6 -45.5 -27.0 -39.9 1.2 7.0
3rd " 89.5 90.7 84.8 89.4 -43.9 -19.7 -34.1 2.9 6.7
4th 90.0 90.3 81.9 91.5 -37.5 -7.0 -25.0 10.3 1.3
1994 —1st qtr. .. .. 91.4 93.6 82.2 92.3 -32.0 .. -19.2 17.9 -2.3
2nd " 94.6 97.0 87.1 95.9 -19.2 9.7 -7.6 26.0 -1.0
3rd 96.0 98.1 90.3 97.2 -15.2 10.0 -5.8 28.2 4.7
4th 97.5 97.7 91.6 99.0 -5.1 15.7 5.0 28.4 -9.3
1995 -1st qtr. .... 98.9 98.9 95.1 98.5 2.4 26.3 6.1 23.4 4.7
2nd " 99.2 99.4 97.7 98.7 -14 22.3 51 21.9 0.3
3rd 100.3 100.5 99.9 102.1 -4.6 12.3 1.5 24.3 -1.7
4th " 101.6 101.2 107.3 100.7 -14.4 5.3 7.4 18.2 1.3
1996 —1st qtr. .. .. 101.1 99.4 104.2 100.4 —-24.4 —-6.7 -17.9 9.7 5.0
2nd " 98.6 99.4 103.5 97.4 -31.3 -19.3 —-24.3 5.7 6.3
3rd 98.7 99.4 100.8 98.0 -31.4 -20.3 -22.8 6.6 5.7
4th " 98.0 100.1 100.4 96.4 -31.3 -21.3 -26.0 8.4 -2.0
1997 —1st qtr. .. .. 99.1 102.2 101.4 98.5 -20.4 -13.0 -16.2 155 -5.0
2nd " 102.0 103.0 103.2 101.3 -14.6 -7.0 -12.3 16.4 ..
3rd 103.5 103.3 102.5 103.0 -12.6 -3.0 -3.5 24.1 -4.3
4th ” 105.0 104.3 105.0 104.9 -11.0 -1.0 -2.0 26.3 -3.0
1998 —1st qtr. .. .. 104.4 103.6 104.2 105.7 -7.5 1.3 2.2 25.2 -1.7
2nd " 105.2 104.1 104.5 105.7 -14.5 -3.0 -8.3 17.2 1.7
3rd " 104.5 104.7 103.2 104.6 -18.0 -10.7 -14.1 10.7 ..
4th ” 103.2 103.3 99.1 103.7 -22.7 -20.3 -20.7 9.6 1.3
1999 —1st qtr. .... 103.5 104.6 102.9 103.8 -28.4 —-26.3 —27.2 9.9 1.7
2nd " 102.7 102.8 100.5 102.4 -23.5 -21.3 -21.3 15.2 -1.0
3rd 105.0 106.9 102.4 106.2 -12.1 -11.7 -10.5 25.4 -0.7
4th ~ 106.5 106.3 103.9 106.6 5.1 -5.0 -0.4 28.9 -5.3
2000 —1st gtr. .... 106.7 102.4 104.2 106.1 4.5 8.7 7.4 29.6 -9.3
2nd " 108.0 106.0 106.3 108.2 7.1 7.3 10.4 29.9 -7.3
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Labour force, employment and unemployment
(thousands of persons and percentages)

Tableall

Employment
ndustry Unemploy- Labour Un;rgﬁltoy- Partirgfeation
Agriculture excluding | Construction Other Total ment force rate 15-64 years
construction
1995 . ... 1,333 5,187 1,573 11,933 20,026 2,638 22,664 11.6 57.4
1996 ............. 1,278 5,125 1,568 12,155 20,125 2,653 22,778 11.6 57.7
1997 ... 1,245 5,096 1,564 12,302 20,207 2,688 22,895 11.7 57.9
1998 ............. 1,201 5,186 1,544 12,504 20,435 2,745 23,180 11.8 58.7
1999 ... 1,134 5,175 1,575 12,807 20,692 2,669 23,361 11.4 59.3
1995 —1st qgtr. .... 1,279 5,158 1,560 11,782 19,779 2,694 22,473 12.0 56.9
2nd " ... 1,315 5,195 1,530 11,938 19,978 2,639 22,617 11.7 57.3
3rd " ... 1,375 5,227 1,594 12,048 20,244 2,580 22,824 11.3 57.8
4th " ... 1,365 5,167 1,607 11,964 20,103 2,639 22,741 11.6 57.6
1996 —1st qgtr. .... 1,211 5,106 1,572 11,956 19,845 2,649 22,494 11.8 57.0
2nd " ... 1,233 5,163 1,538 12,162 20,095 2,708 22,803 11.9 57.8
3rd " ... 1,321 5,134 1,595 12,295 20,344 2,577 22,921 11.2 58.1
4th " ... 1,346 5,097 1,567 12,207 20,217 2,680 22,897 11.7 58.0
1997 —1st qgtr. .... 1,203 5,038 1,511 12,187 19,939 2,716 22,655 12.0 57.4
2nd " ... 1,187 5,036 1,549 12,412 20,184 2,752 22,936 12.0 58.1
3rd " ... 1,282 5,133 1,615 12,396 20,425 2,564 22,989 11.2 58.1
4th " ... 1,308 5,178 1,582 12,214 20,282 2,720 23,001 11.8 58.1
1998 —1st qtr. .... 1,198 5,148 1,529 12,276 20,151 2,717 22,868 11.9 57.8
2nd " ... 1,175 5,140 1,522 12,521 20,357 2,807 23,165 12.1 58.8
3rd " ... 1,219 5,210 1,556 12,654 20,638 2,666 23,304 11.4 59.1
4th " ... 1,213 5,247 1,569 12,566 20,595 2,787 23,382 11.9 59.3
1999 —1st qgtr. .... 1,095 5,173 1,516 12,611 20,395 2,752 23,147 11.9 58.8
2nd " ... 1,118 5,109 1,566 12,825 20,618 2,729 23,347 11.7 59.3
3rd " ... 1,165 5,197 1,608 12,923 20,893 2,597 23,490 11.1 59.6
4th " ... 1,160 5,221 1,611 12,869 20,861 2,600 23,460 11.1 59.6
2000 —-1st qtr. .... 1,084 5,088 1,573 12,872 20,617 2,647 23,264 11.4 59.1
2nd " ... 1,095 5,057 1,596 13,182 20,930 2,545 23,475 10.8 59.7
3rd " ... 1,137 5,215 1,642 13,328 21,322 2,404 23,726 10.1 60.3

Source: Istat, Indagine sulle forze di lavoro.
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Italian consumer priceindices
(percentage changes on corresponding period)

Tableal2

NIC (1) V‘ézE)H
Goods and services with unregulated prices Goods and services with regulated prices
non’-\‘eonne_:g;./%ﬁ)ndducts T?gzlfjn;’:(?f Food products Utility charges Overall | Overall
energy Rents | index | index
Services ;r:gt:ﬁgt; plfggl:%é Total Gc()z)ds Energy | Non Total @ @)
Exggiglng reg‘ﬁllt;ed Processed proc’:\leostsed Total pI’O(dsL)ICtS ;23{%{5 Total
prices (6)

Weights (3) 32.2 27.9 26.7 58.9 10.2 7.2 17.4 3.6 79.9 4.7 121 31 3.3 20.1 33 100 100
1990 ..... 4.6 4.7 8.0 6.1 6.2 6.0 6.1 13.8 6.5 4.8 9.3 63 70 64 6.1 6.5 6.1
1991 ..... 4.5 4.7 7.7 5.9 5.9 7.3 6.6 90 6.2 6.8 9.1 64 71 70 59 63 6.4
1992 ..... 4.0 4.0 7.4 5.5 5.0 51 5.0 06 52 36 1.3 82 63 55 65 53 54
1993 ..... 4.7 4.1 5.6 51 45 -0.2 22 55 4.4 8.7 3.4 51 46 58 7.6 4.6 4.2
1994 ..... 41 3.5 4.3 4.2 4.0 31 35 39 4.0 3.9 4.7 29 34 35 84 4.1 3.9
1995 ..... 49 4.2 5.2 5.0 6.8 54 6.1 75 54 2.8 4.4 46 45 40 7.6 5.2 5.4
1996 ..... 3.8 3.7 4.4 4.1 4.6 3.7 42 44 41 42 02 31 21 27 83 40 3.9
1997 ..... 1.5 1.8 2.8 2.1 0.8 -0.8 0.0 15 16 5.5 2.3 32 29 36 6.6 2.0 1.7
1998 ..... 1.9 18 2.7 2.2 0.8 16 12 -27 18 45 0.0 19 13 22 52 20 18
1999 ..... 1.2 1.2 2.6 1.8 0.8 1.1 0.9 42 1.8 28 -26 15 04 11 33 1.7 1.6
1999 — Jan. 1.3 1.3 25 1.8 0.8 1.2 13 -42 15 46 52 16 -0.3 11 40 1.5 1.3

Feb. 1.1 1.3 2.5 1.7 0.8 20 13 -29 14 46 52 1.7 -0.3 11 40 1.4 1.2
Mar. 1.1 1.3 2.3 1.6 0.8 21 14 -12 15 21 55 1.5 -04 03 40 1.3 1.4
Apr. 1.1 1.3 2.4 1.7 0.8 22 14 22 17 20 -56 1.7 -0.3 03 34 15 1.6
May 1.1 1.2 2.4 1.7 0.6 22 13 32 17 1.7 -438 17 -01 04 34 15 1.6
June 1.0 1.2 2.5 1.7 0.6 1.6 1.0 33 16 1.3 49 16 -0.2 02 34 1.4 15
July 1.2 12 2.7 1.9 0.6 0.8 0.8 51 18 29 -33 16 03 10 32 1.7 17
Aug. 11 12 2.7 1.8 0.6 05 06 63 18 29 -32 14 02 10 32 1.7 1.6
Sept. 11 12 2.7 1.8 0.7 0.1 05 86 18 29 0.3 15 12 17 32 1.8 18
Oct. 1.4 12 2.8 2.0 0.8 0.1 05 92 20 29 0.5 16 13 17 27 20 18
Nov. 1.4 12 2.8 21 0.9 0.1 06 87 21 29 2.9 12 17 20 27 20 2.0
Dec. 1.4 1.2 2.7 2.0 1.0 0.0 0.6 126 2.2 2.9 2.9 1.2 16 20 27 2.1 2.1
2000 - Jan. 1.4 1.2 2.8 2.0 1.0 -0.3 05 128 2.1 2.4 6.0 1.3 25 25 28 2.2 2.1
Feb. 1.3 1.2 3.0 2.1 1.1 0.1 0.6 13.7 23 2.4 59 14 26 25 28 2.4 2.4
Mar. 1.3 1.2 3.0 2.1 1.1 0.3 0.8 16.6 24 2.4 8.1 1.1 28 27 28 25 2.5
Apr. 1.3 1.2 2.9 2.0 1.1 09 1.0 11.2 22 2.8 8.0 1.1 28 28 22 2.3 2.2
May 1.4 1.3 2.8 2.1 1.2 1.3 1.2 114 23 3.0 109 1.2 36 34 22 2.5 2.3
June 1.6 1.4 29 2.2 1.2 1.8 15 149 26 3.3 11.0 1.2 36 35 22 2.7 2.7
July 1.5 1.4 2.8 2.1 1.3 25 18 139 25 14 122 1.3 40 32 25 2.6 2.7
Aug. 1.6 1.4 2.7 2.1 1.3 28 1.9 121 25 14 121 16 42 34 25 2.6 2.7
Sept. 1.5 1.4 2.6 2.0 1.3 32 21 140 2.6 1.4 11.1 14 38 31 25 2.6 2.6

Source: Based on Istat data.

(1) Consumer price index for the entire resident population; 1995=100. Chain index as of January 1999. — (2) Consumer price index for worker and employee households, excluding
tobacco products; 1995=100. Chain index as of January 1999. — (3) As of January 1999 Istat changes the weights every year on the basis of estimates of households’ final consumption
in the previous year. The weights shown in the table are those for January 2000. — (4) Medicines and tobacco products. For 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. Drinking water, electricity and natural gas are included under utility
charges. — (5) Includes bottled gas (weight equal to 0.26 per cent of the total), the price of which is unregulated, as the level of disaggregation into 209 elementary items does not
permit this item to be distinguished from other energy prices. — (6) The disaggregation into 209 elementary items used for calculating the sub-indices does not permit the following
items with administered prices to be included in this aggregate (weights as a percentage of the total index are shown in brackets): couchettes and wagons-lits (0.02), museums (0.01)
and lawyers’ fees (0.32). Internet subscriptions (0.02), the price of which is considered to be unregulated, are included under telephone charges. — (7) Percentage changes published
by Istat and calculated on indices rounded to the first decimal place.
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Tableal3

Har monized index of consumer prices: Italy (1)
(percentage changes on year-earlier period)

non’-\leonne-rg;c;ﬁ)%ducts Services Total et Food products
of ;?12? ga;,nd Processed plfgg[]%}['s Total
Cars Rents products Tobacco protl:\leostsed
products
Weights 37.1 4.9 35.6 3.0 72.7 11.7 2.0 8.6 20.3 7.0 100.0
1996 .......... 3.9 4.5 4.7 8.4 4.3 5.1 5.9 3.4 4.3 17 4.0
1997 .......... 1.7 -0.7 3.3 6.7 2.4 1.2 3.9 -0.7 0.3 1.9 1.9
1998 .......... 21 3.2 2.8 5.3 24 14 5.4 1.6 15 -1.4 2.0
1999.......... 14 0.8 25 3.3 1.9 0.9 2.0 11 1.0 11 17
1999 -Jan. .... 15 1.0 2.6 4.4 2.0 1.6 55 1.8 1.6 —4.6 15
Feb. .... 1.3 -0.5 25 4.4 1.9 15 55 2.0 1.7 -3.9 14
Mar. .... 1.3 -0.5 2.4 4.4 1.8 0.6 0.0 21 1.3 -3.1 14
Apr. ... 12 -0.5 2.5 3.3 1.8 0.6 0.0 2.1 13 -1.4 13
May . ... 12 -0.3 25 3.3 1.8 0.4 0.0 2.0 11 -0.5 15
June ... 12 -0.3 2.4 3.3 1.8 0.5 0.0 15 0.9 -0.5 14
July ... 14 14 2.6 3.1 2.0 0.9 2.3 0.8 0.9 13 17
Aug. .. .. 1.3 0.5 25 3.1 1.9 0.8 2.3 0.5 0.8 1.9 1.6
Sept. ... 1.3 0.5 25 3.1 1.9 1.0 2.3 0.2 0.7 4.8 1.9
Oct. .... 1.6 2.8 2.5 2.5 2.1 11 2.3 0.1 0.7 5.2 1.9
Nov. .... 1.6 2.8 2.4 25 2.0 11 2.3 0.2 0.8 6.1 2.0
Dec..... 1.6 2.6 2.3 25 1.9 1.2 2.3 0.1 0.7 8.0 2.1
2000 —-Jan. .... 15 2.6 2.4 2.6 1.9 13 2.3 -0.1 0.7 9.6 2.2
Feb. .... 15 18 2.6 2.6 2.0 1.3 2.3 0.2 0.8 10.0 2.4
Mar. .... 15 18 2.6 2.6 21 13 2.3 0.3 0.9 12.7 2.6
Apr. .... 1.6 1.8 2.3 2.2 1.9 13 2.3 0.9 11 9.8 2.4
May .... 1.7 18 2.3 2.2 2.0 14 2.3 1.3 1.3 11.2 25
June ... 1.9 2.6 2.4 2.2 2.1 15 2.3 1.7 15 13.1 2.7
July ... 1.7 1.9 2.3 2.3 2.0 11 0.0 2.2 1.6 13.1 2.6
Aug. .. .. 1.8 1.9 2.4 2.3 21 1.2 0.0 25 1.7 12.1 2.6
Sept. ... 1.8 1.9 2.2 2.3 2.0 1.2 0.0 2.9 1.9 12.6 2.6

Source: Eurostat.
(1) 1996 = 100. Chain index. The weights are updated every year on the basis of households’ estimated final consumption in the preceding year. The weights shown in th table are those
for January 2000.
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Harmonized consumer priceindicesin theeuro area (1)
(percentage changes on year-earlier period)

Table al4

no nl_\leonn;g;%;aon dducts Services Food products
Total net
of é?]%? g‘;nd Processed pE&;:%{S Total
Cars Rents products Tobacco progleostsed
products
Weights 32.8 4.9 37.4 6.3 70.2 12.6 2.3 8.2 20.8 9.0 100.0
1996 ........... 18 17 2.9 3.9 2.3 2.0 3.2 1.9 1.9 24 2.2
1997 ... 0.5 -0.5 2.4 2.8 15 1.4 5.6 14 14 2.8 1.6
1998 ........... 0.9 15 2.0 2.1 14 1.4 4.0 1.9 1.6 -2.6 11
1999........... 0.7 0.5 15 17 11 0.9 3.2 0.0 0.5 2.2 11
1999 -Jan. ..... 0.9 11 17 1.9 13 13 4.7 11 1.2 —4.4 0.8
Feb...... 0.8 0.6 1.6 1.8 1.2 1.3 4.5 15 13 -4.4 0.8
Mar. .. ... 0.8 0.6 17 1.8 13 11 35 17 1.3 -2.9 1.0
Apr. ..... 0.7 0.2 1.6 17 12 11 3.7 11 11 0.1 11
May ..... 0.6 0.1 15 1.7 11 0.7 2.0 0.4 0.6 0.3 1.0
June 0.6 0.2 15 17 11 0.7 2.0 -0.7 0.1 12 0.9
July ..... 0.6 0.2 1.6 17 11 0.7 2.4 -1.4 -0.1 2.9 11
Aug...... 0.6 0.2 15 1.6 11 0.6 2.4 -1.6 -0.3 4.7 1.2
Sept. .... 0.5 0.2 14 1.6 1.0 0.6 2.4 -1.1 -0.1 6.2 1.2
Oct. ..... 0.5 0.8 13 15 0.9 0.8 3.6 -0.4 0.3 6.3 14
Now. ..... 0.6 0.9 15 15 1.0 0.9 3.5 -0.3 0.4 7.1 15
Dec. 0.6 0.8 15 15 11 1.0 3.8 -0.2 0.5 10.0 1.7
2000 -Jan. ..... 0.7 1.2 17 1.3 1.2 1.0 35 -0.5 0.3 12.0 1.9
Feb...... 0.5 1.0 1.6 13 11 1.0 3.6 0.0 0.6 135 2.0
Mar. .. ... 0.6 1.0 1.6 1.3 11 1.0 3.6 -0.5 0.4 15.3 21
Apr. ..... 0.5 0.9 1.9 13 13 0.9 35 0.2 0.6 10.5 1.9
May ..... 0.6 1.0 1.6 1.3 11 1.0 3.6 0.6 0.8 12.2 1.9
June 0.6 1.2 17 13 13 1.0 3.8 15 12 14.7 24
July ..... 0.6 1.3 17 13 13 1.0 3.4 2.6 1.6 13.7 2.4
Aug. ..... 0.6 1.2 1.8 1.2 1.3 11 3.5 3.4 2.0 12.3 23
Sept. .... 0.8 1.2 18 13 14 13 3.7 34 2.1 16.0 2.8

Source: Eurostat.

(1) Weighted average of the harmonized indices of the euro-area countries. The weights shown in the table are those for January 2000.
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Index of producer pricesof manufactures sold in the domestic market: Italy (1)

(percentage changes on year-earlier period)

Table al5

Consumer goods Intermediate goods Total excl

Investment food and
E)éd' food Food goods excl. Vehicles N E energy C?Xg;i“

an (—(:;ine;gy 30 " vehicles on-snetrgy ngrg}[/ products

anpdr(\)/el#i:clses products products products and vehicles
Weights 18.4 145 8.3 3.2 41.0 14.6 67.7 100.0

1998 ............. 15 1.8 1.7 2.4 0.2 5.1 0.8 0.1
1999 ............. 1.3 -0.1 0.9 1.2 -11 -1.0 -0.2 -0.3
1999 -Jan. ....... 1.6 0.7 1.4 2.2 -2.1 -9.3 -0.7 -1.6
Feb. ....... 1.6 0.8 1.1 1.7 -2.5 -8.8 -0.9 -1.8
Mar. ....... 1.4 0.1 1.1 1.2 2.7 -8.0 -11 -1.8
Apr. ....... 1.3 -0.3 1.0 1.9 -2.6 —-6.7 -11 -1.6
May ....... 1.0 -0.6 1.0 1.4 -2.3 -5.9 -0.9 -14
June ...... 1.0 -0.8 1.0 1.5 -2.1 5.1 -0.8 -1.4
July ....... 1.0 -0.3 0.9 1.0 -1.7 -1.3 -0.6 -0.6
Aug. ....... 1.2 -0.1 0.9 -0.1 -0.9 0.7 -0.1 0.0
Sept. ...... 1.4 -0.4 0.8 0.0 -0.3 5.0 0.3 0.8
Oct. ....... 1.4 -0.1 0.6 1.3 0.8 6.5 0.9 1.6
Nov. ....... 1.3 0.2 0.7 1.2 1.2 10.2 11 2.2
Dec. ...... 1.4 0.1 0.7 1.2 1.7 13.0 15 2.8
2000-Jan. ....... 1.3 0.4 0.9 1.4 2.6 17.2 2.0 3.8
Feb. ....... 15 0.4 1.1 1.4 3.2 20.5 2.4 4.6
Mar. ....... 15 0.8 1.0 2.0 3.8 24.4 2.8 5.5
Apr. ....... 1.6 1.5 0.8 2.2 4.6 21.1 3.2 5.4
May ....... 1.9 2.0 0.9 2.2 5.2 25.3 3.7 6.4
June ...... 2.1 1.8 1.0 2.3 5.5 27.5 3.9 6.9
July ....... 2.3 1.1 1.1 1.9 5.5 26.6 4.0 6.7
Aug........ 2.4 1.0 1.0 1.7 5.3 24.7 3.9 6.5

Source: Based on Istat data.

(1) Classification according to the economic use of the products. The weights shown in the table relate to base 1995=100.
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Tableal6

Index of producer pricesof manufacturessold in the domestic market: main euro-area countries
(percentage changes on year-earlier period)

GERMANY FRANCE (2)
Consumer goods Intermediate goods Total excl. Consumer goods Intermediate goods Total excl.

excl. food and food and Overall excl. food and food and Overall

eneray PIOUCS | anergy | EMeey | Cndiies® | MU | TaBees® | eneray | Emerwy | TdiBdess | M

Weights (1) (13.0) (30.8) (19.4) (58.3) (100.0) (17.4) (28.7) (12.8) (60.2) (100.0)
1998 ........... 1.0 -0.2 -3.5 0.3 -0.4
1999 ........... 0.8 -1.7 -2.0 -0.7 -1.0
1999 - Jan. ..... 1.2 -2.8 7.7 -1.0 -2.3
Feb...... 0.9 -3.1 -7.6 -1.2 -2.4
Mar. ..... 0.8 -3.2 —-6.5 -14 -2.3
Apr. ..... 0.9 -3.0 -4.1 -1.1 -1.7
May ..... 0.6 -2.5 -3.7 -1.1 -1.7
June 1.0 -2.5 -2.8 -1.1 -15
July ..... 0.7 2.1 -1.1 -0.8 -1.0
Aug. ..... 0.8 -1.7 -0.1 -0.7 -0.7
Sept. .... 0.6 -1.0 -0.2 -04 -0.5
Oct. ..... 0.5 -0.1 1.7 0.1 0.2
Nov. ..... 0.7 0.4 3.6 0.3 0.7
Dec...... 0.6 1.1 5.3 0.5 1.1

2000- Jan. ..... 0.7 1.9 8.2 1.2 2.0 -0.3 2.3 26.3 1.0 4.1

Feb...... 0.8 2.5 8.8 1.4 2.4 -0.4 3.0 28.5 1.3 4.7

Mar. ..... 0.5 3.1 7.4 1.7 2.4 -0.2 3.4 28.4 1.7 5.2

Apr. ..... 0.8 3.6 5.5 1.9 2.1 0.0 4.3 23.0 2.2 5.0

May ..... 0.8 4.0 6.8 2.3 2.7 0.1 4.7 28.2 2.4 5.9

June 0.8 4.2 8.0 2.3 29 0.4 5.0 29.6 2.5 6.1

July ..... 1.0 4.3 9.6 2.4 3.3 0.9 5.2 25.9 2.9 5.9

Aug. ..... 0.8 4.4 10.2 2.4 3.5 1.0 5.3 24.6 3.0 5.9

SPAIN EURO 4 (3)
Weights (1) (19.8) [(306) Jaen [ 1y [ (100.0) (16.2) [ 25 [ @62 (61.3) | (000
| [ [ [ |

1998 ........... 1.0 0.9 -7.3 0.9 -0.7
1999 ........... 1.2 -1.4 2.5 -0.1 0.7
1999 - Jan. ..... 1.3 -3.2 -8.0 -1.0 -1.8
Feb...... 15 -3.4 -6.8 -1.0 -14
Mar. ..... 1.4 -3.9 -4.8 -1.2 -1.2
Apr. ..... 1.2 -3.3 -3.4 -0.9 -0.8
May ..... 1.2 -3.0 -1.8 -0.8 -0.5
June 1.2 -2.3 -0.1 -0.6 0.0
July ..... 0.9 -1.4 2.6 -0.2 0.7
Aug. ..... 1.1 -0.8 6.5 0.0 1.4
Sept. .... 1.2 -0.3 9.8 0.5 2.4
Oct. ..... 1.3 1.0 10.3 1.1 2.7
Nov. ..... 1.4 1.7 12.0 1.4 3.1
Dec...... 1.3 2.6 15.2 1.8 3.8

2000- Jan. ..... 1.3 3.9 18.3 2.4 4.5 0.6 2.4 16.4 1.5 3.3

Feb...... 1.1 4.3 21.6 2.7 5.1 0.7 3.0 18.3 1.8 3.8

Mar. ..... 1.3 4.6 24.7 2.8 5.7 0.6 35 19.1 2.1 4.2

Apr. ..... 15 55 22.2 3.3 5.7 0.9 4.2 15.8 2.4 4.0

May ..... 15 6.3 215 3.7 5.8 0.9 4.7 18.6 2.8 4.8

June 1.4 5.9 23.5 3.5 5.8 1.1 4.9 20.1 2.9 5.0

July ..... 15 5.2 21.8 3.2 5.4 1.3 4.9 19.4 3.0 5.0

Aug. ..... 1.3 5.1 19.2 3.2 5.1 1.3 4.9 18.6 3.0 5.0

Sources: Based on Eurostat data and national statistics.
(1) With reference to 1995=100 for the three countries. — (2) Disaggregated data for France are available from January 1999 onwards. — (3) Weighted average (based on GDP) of data
for Germany, France, Italy and Spain.
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Aver age unit valuesin lire of imported and exported manufactures: Italy (1)

(percentage changes on year-earlier period)

Tableal7

Imports Exports
EU countries C'\éﬂﬂiﬁgs Total EU countries Ch(l)ﬁg'tﬁgs Total
1997 -0.2 3.7 14 -0.8 2.1 0.5
1998 oo 0.3 —7.2 2.7 0.0 2.0 1.0
1999 ... -1.8 0.8 -1.0 0.0 -0.2 0.0
1999—-Jan. ...l -2.0 -13.5 -6.5 -0.7 0.2 -0.3
Feb. .......... ..., -2.8 -13.5 -7.0 -0.9 -1.7 -1.3
Mar. ... -3.0 -13.3 -7.1 -1.2 -2.1 -1.6
Apr. .. -3.1 -11.0 -6.3 -1.3 -3.1 -2.1
May .........olt -3.2 —7.8 -5.1 -0.9 -2.3 -1.4
June ... -3.3 -4.7 -39 -0.5 -1.9 -1.1
July o -2.4 -1.7 -2.2 -0.7 -0.1 -0.4
Aug. ... -1.8 2.7 0.0 -0.8 0.2 -0.4
Sept. ... -1.0 5.7 1.6 -0.2 0.1 -0.1
Oct. .o -0.5 9.9 35 0.5 0.6 0.6
NOV. .. 0.0 12.4 4.6 1.7 17 1.8
Dec.........oooiviiit -0.1 17.6 6.4 2.2 3.4 2.7
2000—Jan. ... 1.7 21.2 9.0 2.8 4.0 34
Feb. ...l 3.1 25.3 11.5 2.8 5.6 4.0
Mar. ...l 4.3 28.6 13.6 2.9 6.3 4.3
Apr. .. 4.0 28.6 13.3 3.2 7.4 4.9
May ...........oat 5.3 28.2 141 3.7 8.1 5.5
June ...l 14.4 6.0

Source: Based on Istat data.

(1) For monthly data, moving averages for the three months ending in the reference period.
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Table al8
Balance of payments: current account and capital account

Current account Capital account
Transfers Transfers
Goods | Services | Income Private Public Intangible Public
assets :
Emigrants’ EU Private EU
remittances institutions institutions
(billions of lire)
1997 ..., (68,107) (13,234) (-19,238) (-1,098) (55) (-6,003) (-5,088) (165) (-101) (5,577) (6,320)
1998 .......... (63,096) (8,528) (-20,896) (-1,796) (-226) (-11,099) (-11,494) (-234) (-92) (4,681) (5,320)
1999 .......... 37,161 4,387 -19,976 -1,775 —-369 -8,110 -9,064 -6 -14 5,361 6,198
1999 — 3rd qtr. . 12,899 4,015 —4,328 —233 -126 -3,414 -3,932 -30 30 387 414
4th " .. 7,519 -623 —6,369 —930 -87 -1,526 -1,790 52 —7 1,560 2,162
2000 — 1st qtr. . 3,230 -2,762 -3,884 -440 =75 318 -943 —142 12 1,035 1,276
2nd .. 2,817 1,687 -8,858 -189 -87 -3,115 e -39 192 457
1999 — July .... 8,605 1,739 -2,403 98 -36 -548 -720 -13 -160 257 256
Aug. ... 4,149 910 —-1,086 -230 -39 —705 -893 —4 -28 135 135
Sept. ... 145 1,366 -839 -100 -51 -2,162 -2,319 -13 218 -5 22
Oct. .... 3,720 580 —705 -459 -41 —770 -803 52 -12 -129 40
Nov. ... 3,131 -762 -2,483 -335 =27 —-484 -539 -22 -49 571 795
Dec. ... 668 —441 -3,181 -135 -19 -272 —448 22 55 1,118 1,327
2000 - Jan..... -1,088 34 -1,579 —-231 -40 —448 -812 —47 43 569 636
Feb. ... 1,369 -1,726 -1,066 =175 =25 1,048 565 —-49 -5 162 252
Mar. ... 2,949 -1,069 -1,238 -35 -9 -282 —-696 —45 =27 305 388
Apr. .... 759 561 -2,562 243 -28 —643 e =31 98 199
May . ... 318 783 -2,534 69 -24 —-808 s 25 =21 235
June ... 1,741 343 -3,762 -501 -34 -1,664 e -33 115 22
July ... (7,764) (1,584) (-2,560)
Aug. ... (3,590) (1,173) (-1,996)
(millions of euros)
1999 .......... 19,192 2,266 -10,317 -917 -191 —-4,189 -4,681 -3 —7 2,769 3,201
1999 — 3rd qfr. . 6,662 2,073 -2,235 -120 -65 -1,763 -2,031 -15 16 200 214
4th 3,883 -322 -3,289 -480 —45 —788 -924 27 —4 806 1,117
2000 — 1st qtr. . 1,668 -1,426 —2,006 =227 -38 164 —487 -73 6 535 659
2nd " .. 1,455 871 -4,574 -97 -45 -1,609 e -20 99 236
1999 — July .... 4,444 898 -1,241 51 -19 —283 -372 -7 -82 132 132
Aug. ... 2,143 470 -561 -119 =20 —-364 -461 -2 -14 70 70
Sept. ... 75 705 -433 -52 -26 -1,116 -1,198 -7 112 -2 12
Oct. .... 1,921 300 -364 —237 =21 —-398 -415 27 -6 —67 21
Nov. ... 1,617 -393 -1,282 -173 -14 —250 —278 -11 =25 295 411
Dec. ... 345 -228 -1,643 -70 -10 -141 —-232 11 28 577 685
2000 - Jan..... -562 17 -816 -119 21 -231 -419 -25 22 294 328
Feb. ... 707 -891 -551 -90 -13 541 292 -25 -3 84 130
Mar. ... 1,523 -552 -639 -18 -5 -146 -359 —-23 -14 157 200
Apr. .... 392 290 -1,323 125 -15 -332 e -16 50 103
May . ... 164 404 -1,309 36 =12 -418 e 13 -11 122
June ... 899 177 —1,942 —259 -18 —859 e =17 59 11
July .... (4,010) (818) (-1,322)
Aug. ... (1,854) (606) (-1,031)
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Balance of payments: financial account

Table al9

Direct Portfolio Other ch .
investment investment investment Financial angein
derivatives reser\t/e
abroad in Italy assets liabilities assets liabilities assets
(billions of lire)
1997 ... (-17,986) (6,296) (-87,358) (128,298) (-62,347) (20,519) (270) (-=22,770)
1998 ... (-28,494) (6,766) (-158,240) (188,526) (—69,746) (29,826) (348) (36,977)
1999 ... -12,260 12,266 —235,243 189,480 -59,103 69,549 3,419 13,746
1999 - 3rd qtr. .... -6,117 4,393 —67,340 39,339 7,433 11,376 1,028 —970
4th " L. -8,932 2,997 -48,879 50,943 -27,158 32,620 2,600 -507
2000 - 1st qtr. .... -3,530 6,043 -49,789 53,296 -10,309 11,383 1,340 -5,950
2nd " ..., -1,022 —2,881 —44,782 39,624 —7,534 18,631 2,680 2,213
1999 — July ........ -1,079 1,725 -36,934 16,830 —11,302 22,598 350 —608
Aug. ...... —2,932 2,500 -14,321 15,014 7,954 —6,560 445 -1,199
Sept. ....... -2,107 168 -16,085 7,495 10,781 —4,663 232 836
Oct......... -2,238 1,231 -13,252 —697 1,706 12,530 325 -1,489
Nov. ....... -3,989 1,140 —20,879 44,461 -49,387 27,379 1,683 1,152
Dec. ....... -2,705 625 -14,749 7,180 20,523 —7,288 592 -170
2000-Jan......... -1,458 753 -13,844 29,627 -10,406 -1,810 397 271
Feb. ....... -1,975 3,088 -11,652 19,657 1,874 —7,623 1,214 -2,109
Mar. ....... -97 2,202 —24,292 4,012 =-1,777 20,817 271 -3,570
Apr. ........ 314 1,080 -5,563 1,142 4,206 -1,501 991 718
May ........ 507 -2,819 -18,414 10,955 -13,054 22,207 885 1,332
June ....... -1,843 -1,142 —20,805 27,526 1,315 -2,076 804 163
July ........ (-3,855) (8,667) (-19,551) (-4,393) (31,437) (-14,766) (—409) (-2,327)
Aug. ....... (-1,801) (—4,680) (-12,084) (20,608) (—24,924) (20,736) (600) (143)
(millions of euros)

1999 ...l —6,332 6,335 -121,493 97,858 -30,524 35,919 1,766 7,099
1999 - 3rd qtr. .... -3,159 2,269 —-34,778 20,317 3,839 5,875 531 -501
4th " L. —4,613 1,548 —25,244 26,310 —14,026 16,847 1,343 —262
2000 — 1st qtr. .... -1,823 3,121 —25,714 27,525 -5,324 5,879 692 -3,073
2nd " ... -528 -1,488 -23,128 20,464 -3,891 9,622 1,384 1,143
1999 — July ........ -557 891 -19,075 8,692 -5,837 11,671 181 -314
Aug. ...... -1,514 1,291 -7,396 7,754 4,108 -3,388 230 —-619
Sept. ....... -1,088 87 -8,307 3,871 5,568 —2,408 120 432
Oct......... -1,156 636 -6,844 -360 881 6,471 168 —769
Nov. ....... -2,060 589 -10,783 22,962 —-25,506 14,140 869 595
Dec. ....... -1,397 323 -7,617 3,708 10,599 -3,764 306 -88
2000- Jan......... —753 389 -7,150 15,301 -5,374 —935 205 -140
Feb. ....... -1,020 1,595 -6,018 10,152 968 -3,937 627 -1,089
Mar. ....... -50 1,137 —12,546 2,072 -918 10,751 -140 -1,844
Apr. ........ 162 558 -2,873 590 2,172 —775 512 371
May........ 262 -1,456 -9,510 5,658 —6,742 11,469 457 688
June ....... —952 -590 —10,745 14,216 679 -1,072 415 84
July ... (-1,991) (4,476) (-10,097) (—2,269) (16,236) (-7,626) (-211) (-1,202)
Aug. ....... (-930) (-2,417) (-6,241) (10,643) (-12,872) (10,709) (310) (74)
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Table a20
State sector borrowing requirement

Budget Treasury operations  [Lending by the
IZI)_eposné an dd Gross Setftlem(—:nts Privatization Net
oans Fun : of pasts ; :
[ borrowing receipts borrowing
. of which: and other . debts :
Re((:f;pts Pa;gin)ent Balance “CoIIectio? operations requirement © =) requirement
accounts )
(billions of lire)

1998 ........ 595,727 657,514 -61,787 11,336 e 2,446 —48,005 —4,770 15,277 -58,513
1999 ........ 684,698 743,953 59,255 63,652 -231 -3,720 677 -12,118 43,839 31,044
1999 — 1st qtr. 131,401 138,587 -7,186 —19,909 484 -945 —-28,039 -1,929 548 -26,658
2nd " 135,350 173,501 -38,151 -2,856 —773 -1,994 -43,001 -2,590 238 -40,649

3rd " 165,333 170,555 -5,222 22,514 3,640 -601 16,692 -5,054 .. 21,745

4th 7 252,614 261,310 —8,695 63,902 -3,582 -181 55,026 —2,546 43,053 14,518

2000 — Jan. .. 19,009 48,688 29,679 37,913 43,103 —772 7,461 —759 42 8,178
Feb. .. 76,474 56,052 20,422 -20,655 -38,698 -726 -959 -118 .. -841

Mar. .. 46,232 53,614 -7,382 18,288 -5,705 —776 —26,445 -5,115 .. —21,330

Apr. .. 17,121 45,558  -28,437 7,506 30,307 244 —20,687 =217 .. =20,470

May .. 64,809 69,333 -4,525 -11,687 —-21,470 -100 -16,311 —-252 42  -16,101

June . 53,705 45,797 7,907 11,261 24,581 -403 18,766 -169 36 18,899

July .. 64,655 59,333 5,322 —4,748 -10,231 220 794 -147 29 912

Aug. .. 71,682 45,251 26,431 -24,373 -18,416 -838 1,220 -58 .. 1,278

Sept. . 35,086 42,834 —7,748 —-8,998 330 -958 -17,704 -50 110 -17,764

(millions of euros)

1999 ........ 353,617 384,219 -30,602 32,873 -119 -1,921 350 —6,259 22,641 -16,033
1999 — 1st qtr. 67,863 71,574 -3,711 -10,282 250 —488 —14,481 -996 283 13,768
2nd " 69,902 89,606 19,704 -1,475 -399 —1,030 —22,208 -1,338 123 -20,994

3rd " 85,388 88,084 -2,697 11,628 1,880 -310 8,620 -2,610 .. 11,230

4th 7 130,464 134,955 —4,491 33,003 -1,850 —94 28,418 -1,315 22,235 7,498

2000 — Jan. .. 9,817 25,145 15,328 19,580 22,261 -399 3,853 -392 22 4,224
Feb. .. 39,495 28,948 10,547 -10,667 —19,986 =375 —495 —61 .. -434

Mar. .. 23,877 27,689 -3,812 —-9,445 —2,946 -401 —-13,658 -2,642 .. -11,016

Apr. .. 8,842 23,529 14,687 3,877 15,652 126 -10,684 -112 .. -10,572

May .. 33,471 35,808 -2,337 —6,036 -11,088 —51 -8,424 -130 22 -8,315

June . 27,736 23,652 4,084 5,816 12,695 —-208 9,692 -87 18 9,760

July .. 33,392 30,643 2,749 —2,452 -5,284 114 410 -76 15 471

Aug. .. 37,021 23,370 13,650 -12,588 -9,511 —433 630 -30 .. 660

Sept. . 18,120 22,122 —4,002 —4,647 170 —495 -9,143 -26 57 -9,174

(1) Includes tax revenue booked in the budget accounts; owing to the lags with which these amounts are booked, they do not correspond to the taxes actually received in the reference
period (see the methodological notes). — (2) Includes the borrowing requirement of ANAS and other minor entities.
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Financing of the general government borrowing requirement

Table a21

Central bank

h/llggil{rt'r;?rgd Short-term financing other Lending PO Foreign Other Borrowing
9 Titi securities than securities by banks deposits loans requirement
securities purchases
(billions of lire)
1998 ........... 81,251 -35,371 15,963 —5,286 6,400 -12,128 364 51,192
1999 ........... 51,581 —34,948 —13,953 6,202 17,496 —6,400 218 20,196
1999 — 1stqtr. ... 33,848 -347 —4,003 2,605 5,843 -6,212 168 31,902
2nd " ... 39,985 -4,910 5,276 882 2,893 6,694 43 50,863
3rd 16,021 -10,353 —-15,789 -3,120 4,031 -5,171 -16 —14,398
4th " -38,272 -19,337 563 5,835 4,729 -1,711 24 —-48,169
2000- Jan. ..... -1,602 —4,935 8,583 -3,721 1,663 129 195 312
Feb. ..... 12,447 -2,852 —-16,346 -2,463 751 6,308 238 -1,917
Mar. ..... 20,189 -1,142 6,325 -1,430 1,164 1,049 223 26,376
Apr. ..... 17,943 -1,852 7,107 797 -149 -1,223 325 22,949
May ..... -6,514 268 13,819 -1,430 716 11,335 196 18,390
June 15,325 —4,394 -32,370 1,054 -96 5,450 204 —14,826
July ..... —7,903 -2,395 12,175 —7,580 438 -2,524 157 —7,631
Aug...... 8,964 -949 —12,466 -1,694 1,258 1,786 172 -2,929
(millions of euros)
1999 ........... 26,640 —18,049 —7,206 3,203 9,036 -3,305 113 10,431
1999 — 1stqtr. . .. 17,481 -179 —2,068 1,346 3,018 -3,208 87 16,476
2nd " ... 20,650 -2,536 2,725 455 1,494 3,457 22 26,268
3rd " .... 8,274 -5,347 -8,155 -1,611 2,082 -2,671 -8 —7,436
4th " .. .. —-19,766 -9,987 291 3,013 2,442 -884 12 —24,877
2000- Jan. ..... -827 —2,549 4,433 -1,922 859 67 101 161
Feb. ..... 6,429 -1,473 —8,442 -1,272 388 3,258 123 -990
Mar. ..... 10,427 -590 3,266 —739 601 542 115 13,622
Apr. ..... 9,267 -956 3,670 412 =77 —-631 168 11,852
May ..... -3,364 139 7,137 —738 370 5,854 101 9,498
June 7,915 —2,269 -16,717 544 =50 2,815 105 —7,657
July ..... —4,082 -1,237 6,288 -3,915 226 -1,303 81 -3,941
Aug...... 4,630 -490 —6,438 -875 650 922 89 -1,513
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Table a22
General government debt
(face value at end of period)

Mligi;—g;:d B%?Easnd PO Lendi Other Debt Borrowing Total . Memorar?dum
securit_ies excluding deposits b; Eglrﬂ?s domestic | issued cferr?tnrqal (EU cgrll?rlg:sbggk Total statléesrgbtor
excluding central debt abroad bank definition) debt
central bank bank
(billions of lire)
1998 .......... 1,591,963 265,927 182,598 104,928 4,490 130,296 123,326 2,403,528 —43,168 2,360,360 2,290,802
1999 - Mar. .... 1,626,833 265,809 188,441 107,533 4,533 128,866 118,722 2,440,737 —-47,225 2,393,512 2,319,635
June ... 1,668,303 260,898 191,335 108,415 4,568 137,590 116,789 2,487,898 -41,872 2,446,026 2,363,427
Sept. ... 1,683,437 250,544 195,365 105,295 4,551 133,682 118,894 2,491,768 -57,663 2,434,106 2,349,090
Dec. ... 1,650,857 231,208 200,094 111,130 4,588 136,877 115,018 2,449,772 -57,098 2,392,674 2,300,037
2000- Jan. .... 1,649,058 226,273 201,757 107,409 4,783 137,438 115,749 2,442,466 -48,516 2,393,950 2,300,659
Feb..... 1,659,796 223,422 202,508 104,946 5,025 143,478 119,089 2,458,264 -64,861 2,393,403 2,302,380
Mar. .... 1,676,227 222,279 203,672 103,516 5,252 148,215 120,042 2,479,203 -55,813 2,423,390 2,334,122
Apr. .... 1,692,725 220,427 203,523 104,313 5,536 149,830 121,272 2,497,626 —48,708 2,448,917 2,357,545
May .... 1,686,046 220,565 204,239 102,883 5,731 159,172 121,408 2,500,044 -34,888 2,465,156 2,372,224
June ... 1,701,161 216,152 204,143 103,937 5,933 163,208 121,963 2,516,497 —67,258 2,449,239 2,355,310
July .... 1,693,505 213,757 204,581 96,357 6,092 162,082 120,996 2,497,370 -55,082 2,442,287 2,355,753
Aug. .... 1,702,727 212,808 205,839 94,664 6,264 167,916 120,999 2,511,217 -67,552 2,443,665 2,358,869
(millions of euros)
1999 — Mar. .... 840,189 137,279 97,322 55,536 2,341 66,554 61,315 1,260,535 -24,389 1,236,146 1,197,992
June ... 861,606 134,743 98,816 55,992 2,359 71,060 60,316 1,284,892 -21,625 1,263,267 1,220,608
Sept. ... 869,423 129,395 100,898 54,380 2,350 69,041 61,404 1,286,891 -29,780 1,257,111 1,213,204
Dec. ... 852,596 119,409 103,340 57,394 2,369 70,691 59,402 1,265,202 -29,489 1,235,713 1,187,870
2000 - Jan. .... 851,667 116,860 104,199 55,472 2,470 70,981 59,779 1,261,428 -25,056 1,236,372 1,188,191
Feb. .... 857,213 115,388 104,587 54,200 2,595 74,100 61,504 1,269,588 -33,498 1,236,089 1,189,080
Mar. .... 865,699 114,798 105,188 53,461 2,712 76,547 61,996 1,280,401 -28,825 1,251,576 1,205,474
Apr. .... 874,219 113,841 105,111 53,873 2,859 77,381 62,632 1,289,916 —25,156 1,264,760 1,217,570
May .... 870,770 113,912 105,481 53,135 2,960 82,206 62,702 1,291,165 -18,018 1,273,147 1,225,152
June ... 878,576 111,633 105,431 53,679 3,064 84,290 62,989 1,299,662 -34,736 1,264,927 1,216,416
July .... 874,622 110,396 105,657 49,764 3,146 83,709 62,489 1,289,784 -28,448 1,261,336 1,216,645
Aug. .. .. 879,385 109,906 106,307 48,890 3,235 86,722 62,491 1,296,935 -34,888 1,262,048 1,218,254

(1) From December 1998 the item “Borrowing from central bank” refers exclusively to the accounts of the Bank of Italy (and not to the consolidated accounts of the Bank of Italy and the UIC)
since that month saw the completion of the transfer of the reserves held by the UIC to the Bank of Italy in conformity with Legislative Decrees 43/1998 and 319/1998 and the UIC's securities portfolio
is included under “Medium and long-term securities excluding central bank”. At 31 December 1998 borrowings from the central bank are estimated to have amounted to around 2.3 trillion lire.
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ECB interest rates

Table a23

Memorandum item:

Standing - )
facilities qfﬂmal reference rate fpr_ mst_ruments
. . . linked to the former official discount rate
DATE Main reflnanC|ng
ANNOUNCED . . operations Order issued by the Governor
Date Deposit Marginal Rate
effective facility lending facility . .
Date issued Date effective
22.12.1998 1.1.1999 2.00 4.50 7.1.1999
22.12.1998 4.1.1999 2.75 3.25 -
22.12.1998 22.1.1999 2.00 4.50 - 23.12.1998 28.12.1998 3.00
8.4.1999 9.4.1999 1.50 3.50 14.4.1999 9.4.1999 14.4.1999 2.50
4.11.1999 5.11.1999 2.00 4.00 10.11.1999 6.11.1999 10.11.1999 3.00
3.2.2000 4.2.2000 2.25 4.25 9.2.2000 4.2.2000 9.2.2000 3.25
16.3.2000 17.3.2000 2.50 4.50 22.3.2000 18.3.2000 22.3.2000 3.50
27.4.2000 28.4.2000 2.75 4.75 4.5.2000 28.4.2000 4.5.2000 3.75
8.6.2000 9.6.2000 3.25 5.25 15.6.2000 10.6.2000 15.6.2000 4.25
8.6.2000 - - - 28.6.2000 - - -
31.8.2000 1.9.2000 3.50 5.50 6.9.2000 1.9.2000 6.9.2000 450
5.10.2000 6.10.2000 3.75 5.75 11.10.2000 6.10.2000 11.10.2000 4.75
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Bank interest rates: domestic fund-raisingin lire/euros

Tablea24

Deposits Certificates of deposit Bonds
Average _for Average _for

socoumt | 0%l |y | Qv SRS | manesor | Ol | e

average less than from 18 to 24 issues

6 months months

1997 ... 3.36 4.19 5.79 6.63 4.95 4.72 7.15 5.07
1998 ... 1.70 2.29 3.72 5.05 3.1 3.04 5.57 3.74
1999 ... 1.22 1.52 2.88 3.85 2.40 2.99 4.45 4.68
2000-Jan. ..............n. 1.29 1.56 3.07 3.81 2.43 2.97 4.49 4.04
Feb. ................ 1.28 1.54 3.02 3.75 2.47 3.06 4.49 4.38
Mar. ................ 1.34 1.58 3.13 3.72 2.54 3.14 4.50 4.80
Apr. ... 1.42 1.64 3.35 3.72 2.61 3.21 4.55 4.55
May ................ 1.48 1.69 3.51 3.73 2.73 3.31 4.58 4.47
June ...l 1.58 1.78 3.83 3.74 2.85 3.62 4.66 4.66
July ..o 171 1.89 4.13 3.77 3.05 3.64 4.68 4.80
Aug. ...l (1.76) (1.94) (4.20) (3.81) (3.12) (3.68) (4.70) (5.01)
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Bank interest rates: loansto resident customersin lire/euros

Table a25

Outstanding loans

Disbursements

Minimum for Average for Average for Average for rﬁ;ﬁ:ﬁﬁf afr?(rj rﬁ\é?igﬁg]eafgtrj prirr?eB Irate

steriom | shoem | ot | gmedumand. | tongsemioans | eraem oas

to firms households
1997 ... 6.12 9.01 9.60 9.42 6.90 9.38 8.88
1998 . ... 3.80 6.70 7.35 7.50 4.53 6.17 6.38
1999 ... 3.03 5.55 6.37 5.89 4.58 5.50 6.25
2000-Jan. ..............n. 3.14 5.57 6.37 5.96 4.73 5.59 6.25
Feb. ................ 3.21 5.63 6.46 5.96 5.02 591 6.50
Mar. ................ 3.31 5.71 6.54 5.97 4.93 5.96 6.75
Apr. ... 3.44 5.84 6.68 6.03 4.96 5.93 6.75
May ................ 3.57 6.03 6.85 6.07 5.35 6.10 7.00
June ...l 3.75 6.23 7.09 6.15 5.57 6.20 7.50
July ..o 4.08 6.46 7.27 6.33 5.65 6.31 7.50
Aug................. (4.23) (6.43) (7.25) (6.36) (5.71) (6.65) (7.50)
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Banks and money market funds: main balance sheet items
(end-of-period data)

Table a26

Assets
Loans
: Residents of other .
Cash Residents of Italy euro-area countries Rest Residents of Italy
of the
General Other General Other world General Other
MFis government |  sectors MFis government| sectors MFis government | sectors
(billions
1997 ......... (10,846) (310,104) (119,028) (1,245,462) (87,647) (48) (13,851) (202,214) (49,666) (352,338) (4,459)
1998 ......... 11,915 263,006 118,861 1,337,337 119,508 66 20,902 161,562 63,500 364,567 5,577
1999 ......... 11,907 299,650 122,295 1,474,122 111,732 87 24,698 130,949 73,203 342,418 10,454
2000 — Apr. 10,888 317,851 115,385 1,529,540 114,646 226 24,909 140,393 85,476 331,279 13,671
May . 10,063 333,720 114,102 1,535,179 136,098 254 26,502 150,763 84,440 322,628 13,891
June 9,878 358,232 115,189 1,571,390 115,367 240 26,858 144,777 85,485 320,349 12,017
July 11,444 340,289 112,465 1,581,113 96,357 239 29,341 128,251 82,935 310,235 13,759
Aug (10,307) (323,953) (110,720) (1,584,076) (99,977) (213) (29,019) (132,238) (82,555) (304,566) (13,767)
(millions
2000 — Apr. ... 5,623 164,156 59,591 789,942 59,210 117 12,864 72,507 44,145 171,091 7,060
May ... 5,197 172,352 58,929 792,854 70,289 131 13,687 77,863 43,610 166,624 7,174
June .. 5,101 185,011 59,490 811,555 59,582 124 13,871 74,771 44,149 165,446 6,206
July ... 5,910 175,745 58,083 816,577 49,764 124 15,153 66,236 42,832 160,223 7,106
Aug. ... (5,323) (167,308) (57,182) (818,107) (51,634) (110) (14,987) (68,295) (42,636) (157,295) (7,110)
Liabilities
Deposits
Residents of Italy Residents of other euro-area countries
Other general Other general
MFls o(v::Pr;[rrT?(Ient government/ MFls oSeePr:rl;?tlent government/
9 other sectors 9 other sectors
(billions
1997 ... (266,036) (10,711) (1,131,288) (151,507) (167) (15,095)
1998 ........... 268,036 13,902 1,104,517 166,271 187 19,516
1999........... 351,133 15,339 1,114,360 191,020 74 11,876
2000 - Apr. .... 363,835 14,136 1,136,923 179,265 1,872 8,880
May .... 390,542 14,480 1,139,133 184,454 108 11,019
June . ... 413,288 13,866 1,131,137 186,259 469 10,900
July .... 378,615 13,052 1,132,887 189,588 674 11,985
Aug. . ... (360,427) (13,587) (1,113,394) (200,030) (529) (13,109)
(millions
2000 - Apr. .... 187,905 7,300 587,172 92,583 967 4,586
May .... 201,698 7,478 588,313 95,263 56 5,691
June . ... 213,445 7,161 584,184 96,195 242 5,630
July ... 195,539 6,741 585,087 97,914 348 6,190
Aug. . ... (186,145) (7,017) (575,020) (103,307) (273) (6,770)
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Table a26

Securities Shares and other equity
Residents of other : Residents of other
euro-area countries Rest Residents of ltaly euro-area countries Rest Fixed Remaining Total
of the of the assets assets assets
General Other world Other Other world
MFls government sectors MFls sectors MFls sectors
of lire)

(1,891) (2,473) (1,962) (19,874) (34,425) (26,347) (4,726) (6,363) (4,788) (84,778) (527,562) (3,110,851)
3,758 6,737 3,167 32,175 55,902 32,583 8,200 6,573 5,844 86,348 265,137 2,973,223
8,401 5,963 9,430 34,635 75,613 41,652 9,832 10,054 8,908 86,589 286,508 3,179,102
8,737 7,463 10,827 34,348 83,976 51,969 9,865 13,940 10,004 85,340 319,279 3,320,011
8,401 9,150 11,040 33,877 84,663 52,733 9,940 14,630 9,919 85,357 303,560 3,350,910
8,354 9,823 10,655 31,974 81,416 55,487 10,013 13,743 9,919 85,685 293,693 3,370,543
8,413 9,424 10,514 31,921 80,885 56,942 10,046 14,312 10,373 86,265 297,769 3,323,292

(7,670) (9,695) (10,553) (32,338) (81,097) (51,389) (10,450) (14,751) (10,835) (85,967) (278,871) (3,285,008)

of euros)
4,512 3,854 5,591 17,739 43,370 26,840 5,095 7,199 5,167 44,075 164,894 1,714,643
4,339 4,726 5,702 17,496 43,725 27,234 5,133 7,556 5,123 44,083 156,776 1,730,601
4,315 5,073 5,503 16,513 42,048 28,657 5171 7,097 5,123 44,253 151,680 1,740,740
4,345 4,867 5,430 16,486 41,774 29,408 5,189 7,391 5,357 44,552 153,785 1,716,337
(3,961) (5,007) (5,450) (16,701) (41,883) (26,540) (5,397) (7,618) (5,596) (44,398) (144,025) (1,696,565)
Money market fund Debt securities Capital TR, S
Rest of the world shares/units issued and reserves Remaining liabilities Total liabilities
of lire)
(255,776) (7,143) (396,409) (195,959) (680,760) (3,110,851)
245,892 9,240 486,065 210,173 449,425 2,973,224
262,825 25,297 525,800 228,993 452,385 3,179,102
292,756 24,747 554,415 244,118 499,065 3,320,011
300,393 20,087 557,773 245,100 487,822 3,350,910
292,237 19,165 559,879 244,997 498,345 3,370,543
280,160 18,395 557,924 246,409 493,603 3,323,292
(297,308) (18,164) (561,435) (246,621) (460,404) (3,285,008)
of euros)
151,196 12,781 286,332 126,076 257,745 1,714,642
155,140 10,374 288,066 126,584 251,939 1,730,601
150,928 9,898 289,154 126,530 257,374 1,740,740
144,690 9,500 288,144 127,260 254,925 1,716,337
(153,547) (9,381) (289,957) (127,369) (237,779) (1,696,565)
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Table a27
Banks: main balance sheet items
(end-of-period data)

Assets
Memorandum
Loans Bad debts item:
" eggpvlfe s to Securities Shares Stzﬁr Repos and I;éig?ﬁ:g Eaxstggt]sl bad debts:
residents quity protested bills estimated
realizable value
(billions of lire)
1997 ......... 86,803 1,160,916 343,406 3,451 59,263 27,743 119,990 184,791 311,639 70,911
1998 ......... 22,269 1,230,406 347,123 3,993 77,670 42,362 122,629 192,880 318,975 70,192
1999......... 27,245 1,346,926 324,282 6,189 97,748 53,539 113,979 223,149 302,390 59,110
2000 — Apr. .. 25,300 1,392,730 314,643 15,107 103,709 54,898 112,521 230,608 309,125 54,358
May .. 18,472 1,401,970 305,170 14,470 104,629 66,158 110,086 237,665 327,910 53,532
June .. 21,819 1,430,499 303,521 10,866 104,563 79,067 106,555 257,986 318,163 50,239
July .. 24,781 1,442,468 293,403 11,635 107,204 63,778 106,379 252,349 283,587 50,245
Aug. .. (23,048) (1,443,777) (292,093) (7,374) (107,433) (62,481) (104,985) (241,769) (292,866) (49,336)
(millions of euros)
2000 — Apr. .. 13,066 719,285 162,500 7,802 53,561 28,353 58,112 119,099 159,650 28,073
May .. 9,540 724,057 157,607 7,473 54,036 34,168 56,855 122,744 169,352 27,647
June .. 11,269 738,791 156,755 5,612 54,002 40,835 55,031 133,238 164,318 25,946
July .. 12,798 744,973 151,530 6,009 55,366 32,939 54,940 130,327 146,460 25,949
Aug. .. (12,903) (745,648) (150,853) (3,808) (55,484)  (32,269) (54,220) (124,863) (151,253) (25,480)
Liabilities
. . Memorandum
Deposits of Public Interbank Capital External Other item:
irﬁfgssss Bonds funds Repos accounts re:«:r?/es liabilities items supervisory
capital
(billions of lire)
1997 .......... 881,329 377,743 2,231 172,454 200,333 257,052 392,738 14,121 187,485
1998 .......... 877,146 436,072 1,980 144,343 200,363 283,092 391,339 23,972 220,059
1999 .......... 898,924 456,517 1,931 172,352 210,532 313,433 445,748 -3,990 247,251
2000 — Apr. 904,019 474,038 1,935 195,872 214,554 338,845 456,275 -26,897
May 895,733 477,338 1,951 214,195 204,678 338,024 464,701 -10,091
June 884,830 480,817 1,866 233,182 227,894 340,426 465,653 -1,630 262,166
July 880,794 478,376 1,801 208,126 226,689 344,367 456,023 -10,592
Aug (864,845) (480,664) (1,795) (210,400) (220,450) (344,105) (476,161) (-22,595)
(millions of euros)
2000 - Apr. ... 466,887 244,820 999 101,159 110,808 174,999 235,647 -13,891
May ... 462,607 246,525 1,008 110,623 105,707 174,575 239,998 -5,212
June ... 456,977 248,321 964 120,428 117,698 175,815 240,490 —842 135,397
July ... 454,892 247,061 930 107,488 117,075 177,851 235,516 -5,470
Aug. ... (446,655) (248,242) (927) (108,662) (113,853) (177,715) (245,917) (-11,669)
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Banks: loan and securities portfolios

(end-of-period data)

Table a28

Loans to residents
Short-term Medium and long-term Total Loans to
non-residents
in lire/euros in lire/euros in lire/euros
(billions of lire)
1997 ..o 590,716 530,778 570,200 540,684 1,160,916 1,071,462 23,181
1998 .. ... 623,879 561,374 606,527 580,824 1,230,406 1,142,198 27,309
1999 ... .l 666,589 625,205 680,336 671,915 1,346,926 1,297,119 32,031
2000 —Jan. .......... 682,312 637,877 674,331 666,010 1,356,644 1,303,887 29,626
Feb. .......... 684,209 638,506 680,341 671,923 1,364,550 1,310,429 30,450
Mar. .......... 688,100 639,925 687,859 678,731 1,375,959 1318,656 31,611
Apr. .......... 699,906 646,250 692,824 683,468 1,392,730 1,329,718 33,011
May .......... 701,739 648,674 700,231 691,561 1,401,970 1,340,235 33,522
June .......... 720,313 669,555 710,186 701,420 1,430,499 1,370,976 38,253
July .......... 732,652 681,102 709,816 701,163 1,442,468 1,382,265 40,637
Aug. .......... (728,914) (675,912) (714,863) (706,017) (1,443,777) (1,381,929) (40,113)
(millions of euros)
2000 —Jan. .......... 352,385 329,436 348,263 343,966 700,648 673,402 15,301
Feb. .......... 353,364 329,761 351,367 347,019 704,731 676,780 15,726
Mar. .......... 355,374 330,494 355,250 350,535 710,624 681,029 16,326
Apr. .......... 361,471 333,760 357,814 352,982 719,285 686,742 17,049
May .......... 362,418 335,012 361,639 357,161 724,057 692,173 17,313
June .......... 372,010 345,796 366,781 362,253 738,791 708,050 19,756
July ... 378,383 351,760 366,589 362,120 744,973 713,880 20,987
Aug. .......... (376,453) (349,080) (369,196) (364,627) (745,648) (713,707) (20,717)
Securities
Government securities Other
Total
an?j%-q'sEs CTZs CCTs BTPs g‘;ﬂgz
by banks
(billions of euros)
1997 ..o 296,481 32,094 18,661 154,455 86,220 46,925 43,491 343,406
1998 ... . i 288,088 45,265 20,256 134,790 83,901 59,035 54,580 347,123
1999 ... .. 259,603 30,316 17,004 120,383 87,104 64,679 57,944 324,282
2000 -Jan. .......... 251,331 27,230 16,766 118,582 83,985 64,354 57,651 315,686
Feb. .......... 248,583 27,869 18,907 113,304 83,786 64,550 57,663 313,132
Mar. .......... 243,457 26,297 19,604 112,511 80,414 71,369 64,622 314,827
Apr. .......... 243,801 23,822 19,664 113,728 82,019 70,842 63,862 314,643
May .......... 235,212 21,930 20,791 109,812 77,975 69,957 63,014 305,170
June .......... 232,976 19,432 22,787 108,845 77,165 70,545 63,767 303,521
July .......... 225,703 17,299 18,394 108,641 76,776 67,700 61,132 293,403
Aug. .......... (223,776) (17,152) (18,242) (107,453) (76,244) (68,316) (61,731) (292,093)
(millions of euros)
2000 -Jan. .......... 129,802 14,063 8,659 61,242 43,374 33,236 29,774 163,038
Feb. .......... 128,382 14,393 9,765 58,517 43,272 33,337 29,780 161,719
Mar. .......... 125,735 13,581 10,124 58,107 41,531 36,859 33,374 162,594
Apr. .......... 125,913 12,303 10,156 58,736 42,359 36,587 32,982 162,500
May .......... 121,477 11,326 10,738 56,713 40,271 36,130 32,544 157,607
June .......... 120,322 10,036 11,768 56,214 39,853 36,433 32,933 156,755
July .......... 116,566 8,934 9,500 56,109 39,652 34,964 31,572 151,530
Aug. .......... (115,571) (8,858) (9,421) (55,495) (39,377) (35,283) (31,881) (150,853)
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Banks: deposits and bonds

Table a29

Deposits of residents in lire/euros — end-of-period data
Foreign Deposits
Certificates of deposit currency %f
Current Savings deposits of :
accounts accounts medium residents non-residents
short-term | 4 long-term total
(billions of lire)
1997 oo 543,419 115,652 86,086 136,172 222,258 881,329 23,667 17,362
1998 ... 613,702 113,813 73,731 75,899 149,631 877,146 25,915 14,883
1999 ... 681,640 112,486 57,353 47,445 104,798 898,924 24,361 16,349
2000 -Jan. .............. 681,057 111,924 56,949 45,195 102,144 895,125 26,958 16,506
Feb. .............. 672,479 109,812 56,485 43,072 99,557 881,849 24,293 17,668
Mar. .............. 679,030 107,948 55,687 41,745 97,432 884,410 25,050 18,105
Apr. ... 701,308 108,820 53,788 40,104 93,891 904,019 25,013 18,762
May .............. 696,756 106,653 53,729 38,594 92,324 895,733 26,334 18,218
June .............. 688,407 105,726 53,096 37,602 90,698 884,830 25,361 18,689
July ... 686,525 105,587 52,420 36,262 88,682 880,794 23,379 19,587
Aug. .............. (672,742) (105,159) (51,732) (35,212) (86,943) (864,845) (25,562) (19,132)
(millions of euros)
2000 —Jan. .............. 351,737 57,804 29,412 23,341 52,753 462,293 13,923 8,525
Feb. .............. 347,307 56,713 29,172 22,245 51,417 455,437 12,546 9,125
Mar. .............. 350,690 55,750 28,760 21,559 50,319 456,759 12,937 9,350
Apr. ... 362,195 56,201 27,779 20,712 48,491 466,887 12,918 9,690
May .............. 359,845 55,081 27,749 19,932 47,681 462,607 13,600 9,409
June ... 355,532 54,603 27,422 19,420 46,842 456,977 13,098 9,652
July ... 354,560 54,531 27,073 18,728 45,800 454,892 12,074 10,116
Aug. ...l (347,442) (54,310) (26,717) (18,185) (44,903) (446,655) (13,202) (9,881)
Deposits of residents in lire/euros — averages Bonds
Certificates of deposit
Current ) .
: fixed rate variable rate
accounts medium
short-term and long-term total
(billions of lire)
1997 .o 495,589 86,478 138,466 224,944 832,609 174,568 203,175
1998 ... 563,103 74,882 75,703 150,585 824,954 185,772 250,301
1999 ... 642,804 59,055 46,217 105,272 859,574 215,339 241,178
2000 —Jan. .............. 670,598 58,524 44,227 102,751 886,526
Feb. .............. 668,941 58,330 42,055 100,385 880,164 e e
Mar. .............. 668,483 58,111 40,417 98,527 875,849 225,194 247,285
Apr. ... 676,011 59,300 38,993 98,293 882,373
May .............. 688,004 55,338 37,403 92,741 888,619 e e
June ............ .. 687,581 55,300 36,315 91,615 885,580 228,913 251,904
July ..o 682,321 54,271 34,757 89,028 876,947
Aug. ... (671,504) (53,736) (33,385) (87,122) (864,026)
(millions of euros)
2000 —Jan. .............. 346,335 30,225 22,841 53,066 457,852
Feb. .............. 345,479 30,125 21,720 51,844 454,567 e e
Mar. .............. 345,243 30,012 20,873 50,885 452,338 116,303 127,712
Apr. ... 349,131 30,626 20,138 50,764 455,708
May .............. 355,324 28,579 19,317 47,897 458,933 e e
June .............. 355,106 28,560 18,755 47,315 457,364 118,223 130,098
July ... 352,389 28,029 17,951 45,979 452,906
Aug. .............. (346,803) (27,752) (17,242) (44,995) (446,232)
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Supervisory capital and capital adequacy (on a consolidated basis) (1)

(billions of lire)

Table a30

Supplementary capital

Solvency

Capital shortfalls

Core Supervisory : Excess
capital subordinated |  capital ratio capital Number Pefrcemage
liabilities (percentages) of banks Amount | of excess
risk assets (2)

December 1997
Banks in the Centre and North 153,362 34,815 21,169 180,257 11.20 53,470 5 1,912 1.39
Banks in the South ......... 13,107 2,468 1,715 15,191 13.89 6,531 93 0.07

Total ...... 166,469 37,283 22,884 195,448 11.36 60,001 12 2,005 1.46
June 1998
Banks in the Centre and North 156,555 41,530 27,447 191,031 11.43 57,846 4 508 0.36
Banks in the South ......... 12,957 2,340 1,590 14,926 13.98 6,386 2 4

Total ...... 169,512 43,870 29,037 205,957 11.58 64,232 6 512 0.36
December 1998
Banks in the Centre and North 158,681 42,673 29,840 193,056 11.22 55,634 3 222 0.15
Banks in the South ......... 12,536 2,150 1,607 14,334 13.29 5,718 4 11 0.01

Total ...... 171,217 44,823 31,447 207,390 11.34 61,352 7 233 0.16
June 1999
Banks in the Centre and North 165,800 45,131 32,891 201,853 10.82 52,738 165 0.11
Banks in the South ......... 10,374 1,720 1,237 11,879 14.13 5,160 5

Total ...... 176,174 47,151 34,128 213,732 10.96 57,898 8 170 0.11
December 1999
Banks in the Centre and North 161,946 47,554 39,675 200,891 10.39 48,857 8 2,578 1.60
Banks in the South ......... 11,225 1,600 1,318 12,593 15.12 5,932 2 4

Total ...... 173,171 49,154 40,993 213,484 10.59 54,789 10 2,582 1.60

(1) For banks not belonging to a banking group, the data are obtained from the reports they submit on a solo basis. — (2) Capital shortfalls multiplied by 12.5 and divided by the risk-

weighted assets of the banking system.
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Italian investment funds:. securities portfolios and net assets

(end-of-period balance sheet value)

Tablea3l

Residents
Government securities
Bonds Shares Total
BOTs CTZs BTPs CCTs
(billions of lire)
1996 ........... 124,800 25,764 20,126 41,897 34,932 3,834 20,652 149,284
1997 ........... 197,079 15,511 62,975 72,322 41,905 5,691 39,409 242,179
1998 ........... 374,283 29,846 67,942 193,648 76,601 8,063 76,326 458,671
1999 ........... 312,830 14,086 42,515 177,955 73,801 15,513 86,439 414,784
1998 —-3rd qtr. .. 335,740 24,881 73,085 159,018 72,236 7,313 59,924 402,975
4th 374,283 29,846 67,942 193,648 76,601 8,063 76,326 458,671
1999 —1st qtr. .. 365,758 24,502 57,836 201,115 77,693 8,667 74,523 448,947
2nd " 375,245 21,378 53,815 205,758 89,324 12,104 64,426 451,774
3rd 356,955 15,626 52,721 198,892 85,109 13,728 63,132 433,817
4th 312,830 14,086 42,515 177,955 73,801 15,513 86,439 414,784
2000 —1st qtr. .. 270,576 16,681 31,004 149,842 68,505 15,829 90,799 377,205
2nd 263,722 15,527 26,480 159,522 57,954 16,818 90,532 371,073
1999 —Sept. . ... 356,955 15,626 52,721 198,892 85,109 13,728 63,132 433,817
Oct. ..... 339,585 15,928 47,669 190,111 81,331 13,964 61,500 415,051
Nov. ..... 326,147 15,628 45,756 183,855 76,301 15,237 69,880 411,264
Dec...... 312,830 14,086 42,515 177,955 73,801 15,513 86,439 414,784
2000 -Jan. ..... 292,323 16,178 37,316 161,973 72,484 15,219 82,816 390,356
Feb. ..... 274,027 15,920 36,586 146,285 70,786 15,403 105,474 394,906
Mar. ..... 270,576 16,681 31,004 149,842 68,505 15,829 90,799 377,205
Apr. ..... 271,022 15,047 28,930 156,788 66,205 16,088 86,638 373,749
May ..... 263,447 17,026 25,663 154,021 62,540 16,179 86,917 366,542
June 263,722 15,527 26,480 159,522 57,954 16,818 90,532 371,073
July ..... 257,532 14,416 23,688 160,492 54,463 16,834 90,968 365,333
Aug. ..... 257,369 13,718 24,068 160,714 54,330 16,547 93,183 367,099
(millions of euros)
2000 —1st qgtr. .. 139,741 8,615 16,012 77,387 35,380 8,175 46,894 194,810
2nd " ... 136,201 8,019 13,676 82,386 29,931 8,686 46,756 191,643
2000 —-Jan. ..... 150,972 8,355 19,272 83,652 37,435 7,860 42,771 201,602
Feb. ..... 141,523 8,222 18,895 75,550 36,558 7,955 54,473 203,952
Mar. ..... 139,741 8,615 16,012 77,387 35,380 8,175 46,894 194,810
Apr. ..... 139,971 7,771 14,941 80,974 34,192 8,309 44,745 193,025
May ..... 136,059 8,793 13,254 79,545 32,299 8,356 44,889 189,303
June 136,201 8,019 13,676 82,386 29,931 8,686 46,756 191,643
July ..... 133,004 7,445 12,234 82,887 28,128 8,694 46,981 188,679
Aug. ..... 132,920 7,085 12,430 83,002 28,059 8,546 48,125 189,591




Table a3l

Non-residents h Memorandum items:
Other
) ; Total
shares flgsa:gsl portfolio Net assets gross net
sales sales

(billions of lire)

29,985 15,707 980 180,251 197,544 123,936 58,226  .......iii... 1996
88,629 38,973 161 330,969 368,432 287,470 143,377 i, 1997
208,230 84,069 215 667,117 720,823 631,523 313,085  ..iiiiiiiii... 1998
452,353 241,921 519 867,654 920,311 702,725 118,646 ..., 1999
179,409 65,508 186 582,569 647,924 139,350 63,570 ....3rd qtr. —1998
208,230 84,069 215 667,117 720,823 116,255 38,525 ....4th

290,439 102,700 558 739,944 814,372 182,643 80,266 ....1st qtr. —1999
345,620 132,090 542 797,939 873,893 196,365 51,982 ....2nd "
375,458 154,685 536 809,810 880,013 159,330 15,008 ....3rd ”

452,353 241,921 519 867,654 920,311 164,387 28,609 ....4th ”

501,773 297,227 521 879,498 945,273 255,501 5741 ....1st qtr. — 2000
486,207 281,373 362 857,640 918,429 160,050 2,872 ....2nd

375,458 154,685 536 809,810 880,013 43,487 3,245  ....... Sept. — 1999
393,458 175,955 536 809,045 870,814 47,096 ~17,899  ....... Oct.
419,032 204,941 525 830,821 886,361 50,368 9,707  ....... Nov.
452,353 241,921 519 867,654 920,311 66,921 1,005  ....... Dec.
453,149 250,817 511 844,018 904,542 79,089 7462 ... Jan. - 2000
483,980 284,868 511 879,398 942,553 92,649 1,179 ....... Feb.
501,773 297,227 521 879,498 945,273 83,763 2,901 ... Mar.
495,883 295,297 515 870,144 939,267 52,738 1,541  ....... Apr.
474,096 272,015 401 841,038 917,194 54,070 964  ....... May
486,207 281,373 362 857,640 918,429 53,242 3,449  ....... June
495,480 284,957 360 861,172 917,116 37,906 2,023 ....... July
521,296 310,392 240 888,636 938,462 34,200 383 ....... Aug.

(millions of euros)

259,144 153,505 269 454,223 488,193 131,955 -2,965 ....1st gtr. —2000
251,105 145,317 187 442,934 474,329 82,659 -1,483 ....2nd "

234,032 129,536 264 435,899 467,157 40,846 -3,854 ....... Jan. —2000
249,955 147,122 264 454,171 486,788 47,849 -609 ....... Feb.

259,144 153,505 269 454,223 488,193 43,260 1,498 ....... Mar.

256,102 152,508 266 449,392 485,091 27,237 79 ....... Apr.

244,850 140,484 207 434,360 473,691 27,925 498 ....... May

251,105 145,317 187 442,934 474,329 27,497 -1,781 ....... June
255,894 147,168 186 444,758 473,651 19,577 -1,045 ....... July

269,227 160,304 124 458,942 484,675 17,663 198 ....... Aug.
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Table a32
[talian investment funds: net purchases of securities

Residents
Government securities
BOTs CTZs BTPs CCTs
(billions of lire)
1996 . ... 66,966 15,893 18,507 21,287 10,493
1997 ...l 69,733 -10,928 42,201 29,429 7,563
1998 ... 174,057 13,558 2,101 122,413 34,888
1999 ..., -35,571 -8,992 -23,326 -3,065 908
1998 -3rd qtr. ...... 31,093 -3,013 1,007 22,201 11,416
ah " L. 40,298 4,721 —6,394 38,205 4,200
1999 —1st gtr. ...... -1,123 —2,403 -9,232 8,616 2,951
2nd 7 ... 16,236 -556 -3,818 7,987 12,305
3rd " ..., -11,397 -4,672 -1,232 -1,652 -3,714
4th " ... -39,289 -1,361 —9,046 -18,017 -10,634
2000 -1st gtr. ...... 37,477 2,571 -9,414 -26,025 -4,486
2nd 7 ... -3,667 —-836 -4,475 11,618 -9,726
1999 —Sept. ........ -5,360 —902 —2,968 -1,931 381
Oct. ......... -14,712 101 —4,446 —7,035 -3,245
Nov. ......... -12,927 -66 -1,592 —6,268 -4,976
Dec.......... -11,651 -1,396 -3,007 —4,715 -2,413
2000-Jan. ......... -17,091 2,095 -4,409 -13,674 -986
Feb.......... -16,863 —236 —76 -15,043 -1,485
Mar. ......... -3,622 711 —4,930 2,693 -2,014
Apr. ......... 1,272 -1,592 —2,085 7,716 -2,202
May ......... -5,669 2,134 -3,174 -1,458 -3,398
June ........ 730 -1,377 784 5,360 -4,126
July ......... -6,123 -1,168 -2,827 1,088 -3,394
Aug.......... 1,354 -503 343 1,063 486
(millions of euros)
2000 —-1st gtr. ...... -19,355 1,328 —4,862 —13,441 2,317
2nd " ..., -1,894 —-432 —-2,311 6,000 -5,023
2000-Jan. ......... -8,827 1,082 2,277 —7,062 -509
Feb.......... -8,709 -122 -39 —7,769 -767
Mar. ......... -1,819 367 —2,546 1,391 -1,040
Apr. ......... 657 -822 -1,077 3,985 -1,137
May ......... —-2,928 1,102 -1,639 —753 -1,755
June ........ 377 711 405 2,768 -2,131
July ......... -3,162 —603 -1,460 562 -1,753
Aug.......... 699 —260 177 549 251
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Tablea32

Non-residents

Other
financial To;all_
Bonds Shares Total shares assets portfolio
(billions of lire)
1,115 128 68,209 4,107 —-401 2,440 74,756 ... 1996
1,690 6,363 77,786 53,524 19,992 -1,559 129,751 ... 1997
2,116 17,649 193,823 119,253 41,734 20 313,095 ...l 1998
5,602 -10,305 -40,274 161,950 79,364 8 121,683 ... 1999
21 -1,609 29,462 20,722 6,984 60 50,244 ...... 3th gtr. — 1998
623 1,326 42,247 12,340 4,233 -83 54,504  ...... 4th ”
571 -5,518 -7,213 65,461 6,864 21 58,270  ...... 1st gtr. — 1999
3,090 -8,653 10,673 42,751 17,930 -4 53,420  ...... 2nd "
1,493 864 -9,040 34,725 23,406 -2 25,683  ...... 3rd "
1,592 3,003 —34,694 19,010 31,164 -8 -15,692  ...... 4th ”
327 -7,643 —44,792 26,521 35,411 6 -18,265  ...... 1st gtr. — 2000
1,050 2,827 209 14,416 10,746 3 14,628  ...... 2nd "
1,216 203 —3,940 7,596 6,514 15 3,671 ...... Sept. —1999
273 -505 —14,944 5,946 9,449 0 -8,998  ...... Oct.
1,115 2,558 -9,253 3,470 9,244 -10 -5,794  ...... Nov.
203 951 -10,497 9,594 12,472 2 -900  ...... Dec.
—244 -2,014 -19,349 6,163 13,397 0 -13,186  ...... Jan —2000
105 -1,280 -18,038 10,400 14,325 0 -7,639  ...... Feb.
465 -4,349 —7,406 9,958 7,689 6 2558 ..., Mar.
236 —796 713 —-881 4,670 -3 =171 ... Apr.
151 960 —4,558 4,006 -815 92 -460  ...... May
660 2,662 4,053 11,290 6,891 -20 15,323 ...... June
95 153 -5,875 8,421 4,777 -2 2,544 ..., July
—422 -937 ) 4,603 5,968 —-65 4597 ..., Aug.
(millions of euros)
169 -3,947 —23,133 13,697 18,288 3 -9,433 ... 1st gtr. — 2000
542 1,460 108 7,445 5,550 2 7555 ... 2nd
-126 -1,040 -9,993 3,183 6,919 0 -6,810  ...... Jan. —2000
54 -661 -9,316 5,371 7,398 0 -3,945 ... Feb.
240 -2,246 -3,825 5,143 3,971 3 1,322 ..., Mar.
122 -411 368 —-455 2,412 -2 -89 ... Apr.
78 496 -2,354 2,069 —-421 48 =237 ... May
341 1,375 2,093 5,831 3,559 -10 7914 ..., June
49 79 -3,034 4,349 2,467 -1 1,314 ... July
-218 -484 -3 2,377 3,082 -34 2,374 ..., Aug.
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Tablea33
Portfolio management services (1)
(end-of-period market values)

Government securities Bonds Shares

BOTs BTPs CCTs Italian Foreign Italian Foreign

(billions of lire)

1999 - 3rd qtr.

Banks ................. 133,388 4,231 67,860 42,721 12,833 24,933 17,019 4,743
Securities firms  ........ 53,087 3,049 33,727 12,037 8,218 17,791 7,954 9,404
Asset management cos . . 29,307 935 21,139 4,761 4,343 3,484 4,967 712
Total ... 215,782 8,215 122,726 59,519 25,394 46,208 29,940 14,859
1999 - 4th qtr.
Banks ................. 129,763 4,818 64,070 44,172 12,267 25,499 20,575 8,875
Securities firms  ........ 21,077 2,350 9,988 6,616 2,994 5,372 6,103 4,908
Asset management cos . . 60,997 1,114 43,487 11,465 13,216 9,757 13,673 5,430
Total ... 211,837 8,282 117,545 62,253 28,477 40,628 40,351 19,213
2000 - 1st qtr. (2)
Banks ................. 104,638 4,248 50,370 37,451 9,713 26,022 18,892 8,801
Securities firms ......... 25,152 1,807 14,198 6,575 2,511 6,098 5,584 5,788
Asset management cos .. 63,972 1,233 43,471 15,317 19,142 9,048 14,230 7,502
Total ... 193,762 7,288 108,039 59,343 31,366 41,168 38,706 22,001
2000 - 2nd qtr. (2)
Banks ................. 97,219 3,478 47,692 34,483 10,350 24,100 18,339 9,156
Securities firms  ........ 20,688 1,195 11,350 6,095 2,057 5,560 5,319 4,075
Asset management cos .. 73,620 1,597 49,248 18,317 23,087 9,825 15,933 6,637
Total ... 191,527 6,270 108,290 58,895 35,494 39,485 39,591 19,868

(millions of euros)

1999 - 3rd qtr.

Banks ................. 68,889 2,185 35,047 22,064 6,628 12,877 8,790 2,450
Securities frms  ........ 27,417 1,575 17,419 6,217 4,244 9,188 4,108 4,857
Asset management cos .. 15,136 483 10,917 2,459 2,243 1,799 2,565 368
Total ... 111,442 4,243 63,383 30,739 13,115 23,864 15,463 7,674
1999 - 1st qtr.
Banks ................. 67,017 2,488 33,089 22,813 6,335 13,169 10,626 4,584
Securities firms ......... 10,885 1,214 5,158 3,417 1,546 2,774 3,152 2,535
Asset management cos .. 31,502 575 22,459 5,921 6,825 5,039 7,062 2,804
Total ... 109,405 4,277 60,707 32,151 14,707 20,983 20,840 9,923
2000 - 2nd qtr. (2)
Banks ................. 54,041 2,194 26,014 19,342 5,016 13,439 9,757 4,545
Securities firms  ........ 12,990 933 7,333 3,396 1,297 3,149 2,884 2,989
Asset management cos .. 33,039 637 22,451 7,911 9,886 4,673 7,349 3,874
Total ... 100,070 3,764 55,797 30,648 16,199 21,261 19,990 11,409
2000 - 3rd qtr. (2)
Banks ................. 50,209 1,796 24,631 17,809 5,345 12,447 9,471 4,729
Securities firms  ........ 10,684 617 5,862 3,148 1,062 2,872 2,747 2,105
Asset management cos . . 38,022 825 25,434 9,460 11,923 5,074 8,229 3,428
Total ... 98,915 3,238 55,927 30,417 18,331 20,392 20,447 10,261

(1) See the notes to the statistical tables. — (2) Provisional.
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Table a33

Investment fund units Other Total Total Memorandum items:
financial otal managed
i . portfolio . .
Italian Foreign assets funds gross inflow net inflow
(billions of lire)
1999 - 3rd qtr.
183,700 18,412 5,256 400,284 420,894 44,000 1578 ... Banks
40,193 28,108 417 165,172 171,247 21,223 9,075  ......... Securities firms
26,353 69 7 69,242 71,012 8,746 5,710 . Asset management cos
250,246 46,589 5,680 634,698 663,153 73,969 16,363 . Total
1999 - 4th qtr.
192,359 23,280 2,003 414,621 429,867 46,366 -7,160 ...l Banks
32,084 17,717 380 90,635 94,485 -27,309 -84,380 ......... Securities firms
62,778 1,426 2,331 169,608 174,388 123,822 112,779 . Asset management cos
287,221 42,423 4,714 674,864 698,740 142,879 21,239 . Total
2000 - 1st gtr. (2)
225,945 26,981 380 421,372 439,114 66,555 -3,950 ... Banks
35,620 22,990 647 104,390 108,110 24,576 10,024  ......... Securities firms
75,556 2,611 2,358 194,419 201,205 39,386 24,397 . Asset management cos
337,121 52,582 3,385 720,181 748,429 130,517 30,471 . Total
2000 - 2nd qtr. (2)
224,272 32,664 2,508 418,608 435,189 35,383 282 Banks
31,936 22,810 570 93,015 95,236 8,708 -11,236 ......... Securities firms
88,205 3,532 2,391 223,230 229,581 46,970 31,032 . Asset management cos
344,413 59,006 5,469 734,853 760,006 91,061 20,078 . Total
(millions of euros)
1999 - 3rd qtr.
94,873 9,509 2,714 206,729 217,374 22,724 815 ... Banks
20,758 14,517 215 85,304 88,442 10,961 4,687  ......... Securities firms
13,610 36 4 35,761 36,675 4,517 2,949 . Asset management cos
129,241 24,061 2,933 327,794 342,490 38,202 8,451 . Total
1999 - 1st qtr.
99,345 12,023 1,034 214,134 222,008 23,946 -3,698 ... Banks
16,570 9,150 196 46,809 48,798 -14,104 -43,579  ......... Securities firms
32,422 736 1,204 87,595 90,064 63,949 58,246 . Asset management cos
148,337 21,910 2,435 348,538 360,870 73,791 10,969 . Total
2000 - 2nd qtr. (2)
116,691 13,935 196 217,620 226,784 34,373 2,040 ... Banks
18,396 11,873 334 53,913 55,834 12,692 5177 ... Securities firms
39,021 1,348 1,218 100,409 103,914 20,341 12,600 . Asset management cos
174,108 27,156 1,748 371,942 386,532 67,406 15,737 . Total
2000 - 3rd qtr. (2)
115,827 16,870 1,295 216,193 224,756 18,274 146 ... Banks
16,494 11,780 294 48,038 49,185 4,497 -5803 ......... Securities firms
45,554 1,824 1,235 115,289 118,569 24,258 16,027 . Asset management cos
177,874 30,474 2,825 379,520 392,510 47,029 10,370 ... Total
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Table a34

Italian components of euro-area monetary aggregates. residents of Italy and therest of theeuro area

(end-of-period stocks)

Currency Current account Deposits Wit.h reDng(rfrf;sle
in circulation deposits Total agreed maturity at notice Total
up to 2 years up to 3 months
(billions of lire)
1998 ........... 124,968 685,856 810,824 165,213 233,773 1,209,810
1999 — Sept. ... 124,911 693,632 818,543 129,588 233,548 1,181,679
Oct. .... 126,574 707,128 833,702 127,781 235,715 1,197,199
Nov. .... 126,566 690,034 816,600 126,324 235,244 1,178,167
Dec. .... 139,335 754,904 894,240 127,301 249,508 1,271,048
2000 - Jan. .... 130,054 755,895 885,949 123,298 248,528 1,257,775
Feb. .... 128,993 743,965 872,958 124,554 246,226 1,243,737
Mar. . ... 130,461 751,606 882,067 123,552 244,849 1,250,467
Apr. .... 134,295 772,180 906,475 121,236 243,719 1,271,430
May .... 132,506 768,059 900,565 121,276 244,591 1,266,432
June .. .. 134,434 762,299 896,734 120,467 242,807 1,260,008
July ... 136,781 760,041 896,821 121,029 242,702 1,260,552
Aug. . ... 133,039 744,304 877,343 116,994 243,032 1,237,368
Sept. ... (134,161) (751,862) (886,023) (116,843) (240,911) (1,243,776)
(millions of euros)
1999 — Sept. ... 64,511 358,231 422,742 66,927 120,618 610,286
Oct. .... 65,370 365,201 430,571 65,993 121,737 618,301
Nov. .... 65,366 356,373 421,739 65,241 121,493 608,473
Dec. .... 71,961 389,875 461,836 65,745 128,860 656,442
2000 - Jan. .... 67,167 390,387 457,554 63,678 128,354 649,587
Feb. .... 66,619 384,226 450,845 64,327 127,165 642,337
Mar. .... 67,377 388,172 455,550 63,809 126,454 645,813
Apr. .... 69,357 398,798 468,155 62,613 125,870 656,639
May .... 68,433 396,670 465,103 62,634 126,321 654,058
June .. .. 69,430 393,695 463,124 62,216 125,400 650,740
July ... 70,641 392,528 463,170 62,506 125,345 651,021
Aug. .... 68,709 384,401 453,110 60,422 125,516 639,047
Sept. ... (69,288) (388,304) (457,593) (60,344) (124,420) (642,357)
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Table a34

Money market

Contribution to euro-area money

Repos fund shares/units Debt securities Total
and money up to 2 years monetary liabilities
market paper M1 M2 M3
(billions of lire)
117,130 9,240 32,486 1,368,666 799,373 1,198,359 1,356,893
107,040 14,230 23,816 1,326,765 809,676 1,172,813 1,315,937
106,911 15,161 21,821 1,341,091 825,171 1,188,667 1,330,505
110,396 15,192 22,090 1,325,846 806,777 1,168,345 1,313,548
98,274 25,297 21,636 1,416,256 882,912 1,259,721 1,403,421
105,587 25,479 21,030 1,409,872 876,515 1,248,341 1,399,057
113,127 24,844 21,020 1,402,728 863,925 1,234,705 1,391,911
111,225 23,915 20,352 1,405,960 873,220 1,241,620 1,394,895
114,258 24,747 19,811 1,430,246 896,279 1,261,234 1,417,616
123,942 20,087 19,530 1,429,990 891,144 1,257,012 1,417,624
123,266 19,165 19,691 1,422,130 887,514 1,250,788 1,410,524
131,184 18,395 19,460 1,429,592 886,116 1,249,847 1,416,796
132,139 18,164 19,525 1,407,197 867,710 1,227,736 1,395,371
(126,575) (17,717) (19,255) (1,407,324) (876,904) (1,234,657) (1,396,583)
(millions of euros)

55,282 7,349 12,300 685,217 418,163 605,707 679,625
55,215 7,830 11,270 692,616 426,165 613,895 687,148
57,015 7,846 11,409 684,742 416,666 603,400 678,391
50,754 13,065 11,174 731,435 455,986 650,591 724,806
54,531 13,159 10,861 728,138 452,682 644,715 722,553
58,425 12,831 10,856 724,449 446,180 637,672 718,862
57,443 12,351 10,511 726,118 450,981 641,243 720,403
59,010 12,781 10,232 738,661 462,890 651,373 732,137
64,010 10,374 10,086 738,528 460,238 649,192 732,142
63,662 9,898 10,169 734,469 458,363 645,978 728,475
67,751 9,500 10,050 738,322 457,641 645,492 731,714
68,244 9,381 10,084 726,756 448,135 634,073 720,649
65,371 (9,150) (9,945) (726,822) (452,883) (637,647) (721,275)
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Financial assets: residents of Italy
(end-of-period stocks)

Tablea3b

Medium and long-term securities
BOTs
mn;rr?(te?;ry dgggg{ts Government securities Other debt securities
assets
held by held by held by
non-money- non-money- non-money-
market funds market funds market funds
(billions of lire)

1998.......... 1,349,536 113,359 (124,591) 26,879 (821,107) 320,019 (416,139) 7,595
1999 — June ... 1,338,896 105,494 (88,612) 18,496 (833,877) 338,399 (437,314) 10,071
July .. .. 1,334,242 105,110 (77,970) 17,350 (836,203) 332,173 (439,505) 11,796

Aug. 1,308,076 104,655 (72,244) 15,539 (830,918) 334,872 (440,746) 11,976

Sept 1,317,770 104,390 (67,847) 14,705 (835,498) 329,615 (437,801) 13,195

Oct. .... 1,333,131 103,813 (68,246) 15,208 (827,087) 313,158 (444,352) 13,427

Nov. 1,315,844 102,921 (69,167) 14,245 (805,034) 300,218 (448,659) 14,678

Dec. 1,405,064 102,079 (69,033) 11,610 (778,367) 284,024 (454,629) 14,900

2000 —Jan..... 1,399,234 (100,927) (59,662) 10,473 (745,899) 262,629 (451,809) 14,630
Feb. 1,390,266 (99,686) (56,607) 9,994 (738,921) 245,308 (459,133) 15,054

Mar. 1,393,916 (99,711) (57,174) 10,535 (747,585) 240,114 (463,946) 15,468

Apr. ... 1,422,062 (98,610) (53,062) 9,376 (758,240) 243,084 (471,636) 15,725

May . 1,419,656 (98,263) (55,246) 11,411 (758,611) 236,554 (474,932) 15,932

June 1,411,916 (97,925) (56,374) 10,329 (752,967) 238,437 (476,220) 16,459

(millions of euros)

1999 — June ... 691,482 54,483 (45,764) 9,553 (430,662) 174,768 (225,854) 5,201
July 689,079 54,285 (40,268) 8,961 (431,863) 171,553 (226,986) 6,092

Aug. 675,565 54,050 (37,311) 8,025 (429,133) 172,947 (227,626) 6,185

Sept 680,571 53,913 (35,040) 7,595 (431,499) 170,232 (226,105) 6,814

Oct. .... 688,505 53,615 (35,246) 7,854 (427,155) 161,733 (229,489) 6,935

Nov. 679,577 53,154 (35,722) 7,357 (415,765) 155,050 (231,713) 7,581

Dec. 725,655 52,719 (35,653) 5,996 (401,993) 146,686 (234,796) 7,695

2000 - Jan..... 722,644 (52,124) (30,813) 5,409 (385,225) 135,637 (233,340) 7,556
Feb. 718,013 (51,483) (29,235) 5,162 (381,621) 126,691 (237,123) 7,775

Mar. 719,897 (51,496) (29,528) 5,441 (386,095) 124,008 (239,608) 7,988

Apr. .... 734,434 (50,928) (27,404) 4,842 (391,598) 125,543 (243,580) 8,121

May . 733,191 (50,748) (28,532) 5,893 (391,790) 122,170 (245,282) 8,228

June 729,194 (50,574) (29,115) 5,334 (388,875) 123,142 (245,947) 8,500
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Table a35

Other domestic

External financial assets

Memorandum item:
shares/units of investment funds

Other Total Total
aﬁzﬁt_smgig;y financial _ dor_nestic financial
market funds assets financial assets held by assets nogq'glﬁgfy'
ronmeney
(billions of lire)
76,325 (1,706) (2,902,763) (601,425) 213,991 (3,504,188) 720,823 711,583
64,008 (1,745) (2,869,947) (819,535) 345,136 (3,689,481) 873,893 863,272
60,200 1,722) (2,854,952) (839,717) 351,345 (3,694,669) 871,506 860,045
62,220 (1,725) (2,820,584) (866,281) 369,187 (3,686,865) 885,040 872,619
62,781 (1,721) (2,827,808) (876,365) 374,184 (3,704,173) 880,014 865,784
61,116 (1,723) (2,839,469) (909,514) 392,076 (3,748,983) 870,814 855,653
69,460 (1,719) (2,812,805) (953,174) 417,565 (3,765,979) 886,361 871,169
86,440 (1,752) (2,897,365) (988,702) 448,669 (3,886,067) 920,311 895,014
82,816 (1,766) (2,842,113) (1,004,268) 449,733 (3,846,375) 904,542 879,063
104,810 (1,767) (2,851,190) (1,042,364) 480,416 (3,893,554) 942,553 917,709
90,752 1,773) (2,854,857) (1,075,371) 498,303 (3,930,227) 945,274 921,359
86,639 (1,775) (2,892,023) (1,092,686) 492,047 (3,984,709) 939,267 914,520
86,916 (1,762) (2,895,385) (1,063,697) 471,573 (3,959,082) 917,194 897,108
90,532 (1,760) (2,887,694) (1,076,124) 483,414 (3,963,817) 918,429 899,264
(millions of euros)
33,057 (901) (1,482,204) (423,254) 178,248 (1,905,458) 451,328 445,843
31,091 (889) (1,474,460) (433,678) 181,454 (1,908,137) 450,095 444,176
32,134 (891) (1,456,710) (447,397) 190,669 (1,904,107) 457,085 450,670
32,423 (889) (1,460,441) (452,605) 193,250 (1,913,046) 454,489 447,140
31,564 (890) (1,466,463) (469,725) 202,490 (1,936,188) 449,738 441,908
35,873 (888) (1,452,693) (492,273) 215,654 (1,944,966) 457,767 449,921
44,642 (905) (1,496,364) (510,622) 231,718 (2,006,986) 475,301 462,236
42,771 (912) (1,467,829) (518,658) 232,268 (1,986,487) 467,157 453,998
54,130 (912) (1,472,517) (538,336) 248,114 (2,010,853) 486,788 473,957
46,869 (916) (1,474,411) (555,383) 257,352 (2,029,793) 488,193 475,842
44,745 (917) (1,493,605) (564,325) 254,121 (2,057,931) 485,091 472,310
44,889 (910) (1,495,342) (549,353) 243,547 (2,044,695) 473,691 463,317
46,756 (909) (1,491,369) (555,771) 249,662 (2,047,141) 474,329 464,431
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Credit: residents of Italy
(end-of-period stocks)

Table a36

Finance to “other residents”
Bank credit Bonds placed domesticall Total External fi Total
ank credi onas place: omestically domestic finance Xternal Tinance otal
A B held by Italian MFls C=A+B D E=C+D
(billions of lire)
1998.......... 1,337,337 (23,464) 5,586 (1,360,800) (154,422) (1,515,223)
1999 — June ... 1,401,684 (18,506) 5,944 (1,420,190) (202,697) (1,622,887)
July .. .. 1,412,513 (20,104) 6,809 (1,432,617) (202,999) (1,635,616)
Aug. ... 1,400,962 (19,129) 7,142 (1,420,091) (206,203) (1,626,295)
Sept 1,402,966 (20,999) 9,553 (1,423,965) (206,212) (1,630,177)
Oct. .... 1,408,515 (22,914) 10,119 (1,431,429) (212,532) (1,643,961)
Nov. 1,459,661 (21,156) 10,269 (1,480,816) (227,512) (1,708,328)
Dec. 1,474,178 (24,521) 10,553 (1,498,699) (223,906) (1,722,605)
2000 -Jan..... 1,484,157 (21,248) 11,230 (1,505,404) (223,915) (1,729,319)
Feb. 1,499,058 (22,139) 12,382 (1,521,198) (223,586) (1,744,783)
Mar. 1,513,850 (23,263) 12,232 (1,537,113) (225,137) (1,762,250)
Apr. ... 1,529,540 (25,761) 13,773 (1,555,301) (226,913) (1,782,215)
May . 1,535,179 (24,569) 13,994 (1,559,748) (226,019) (1,785,767)
June 1,571,390 (24,729) 12,135 (1,596,119) (232,715) (1,828,834)
(millions of euros)
1999 — June ... 723,909 (9,558) 3,070 (733,467) (104,684) (838,151)
July 729,502 (10,383) 3,516 (739,885) (104,840) (844,725)
Aug. 723,537 (9,880) 3,689 (733,416) (106,495) (839,911)
Sept 724,571 (10,845) 4,934 (735,417) (106,499) (841,916)
Oct. .... 727,437 (11,834) 5,226 (739,271) (109,764) (849,035)
Nov. 753,852 (10,926) 5,303 (764,778) (117,500) (882,278)
Dec. 761,349 (12,664) 5,450 (774,013) (115,638) (889,651)
2000 - Jan. .... 766,503 (10,973) 5,800 (777,476) (115,642) (893,119)
Feb. 774,199 (11,434) 6,395 (785,633) (115,472) (901,105)
Mar. 781,838 (12,014) 6,317 (793,853) (116,274) (910,126)
Apr. ... 789,942 (13,305) 7,113 (803,246) (117,191) (920,437)
May . 792,854 (12,689) 7,227 (805,542) (116,729) (922,272)
June 811,555 (12,771) 6,267 (824,327) (120,187) (944,514)




Table a36

General government debt Credit
held domestically Total domestic Total Memorandum item:
shares placed
domestically, held
by Italian MFIs
F G held by Italian MFls H=G+C I=E+F
(billions of lire)

2,403,528 2,273,232 606,539 (3,634,033) (3,918,751) 35,717

2,487,898 2,350,308 607,462 (3,770,498) (4,110,785) 45,416

2,482,364 2,352,034 596,748 (3,784,651) (4,117,981) 45,317

2,479,687 2,345,597 593,899 (3,765,688) (4,105,982) 41,251

2,491,768 2,358,087 600,819 (3,782,052) (4,121,945) 42,479

2,489,631 2,355,186 605,609 (3,786,614) (4,133,592) 42,422

2,482,718 2,346,073 589,728 (3,826,890) (4,191,046) 47,080

2,449,772 2,312,895 581,126 (3,811,593) (4,172,377) 55,299
(2,442,466) (2,305,028) 572,034 (3,810,433) (4,171,785) 55,675
(2,458,264) (2,312,895) 571,073 (3,835,984) (4,203,048) 61,032
(2,479,203) (2,330,988) 566,198 (3,868,101) (4,241,453) 64,288
(2,497,626) (2,347,796) 569,214 (3,903,097) (4,279,840) 66,006
(2,500,044) (2,340,872) 559,402 (3,900,619) (4,285,811) 66,750
(2,516,497) (2,353,289) 558,652 (3,949,408) (4,345,331) 69,992

(millions of euros)

1,284,892 1,213,833 313,728 (1,947,300) (2,123,043) 23,456

1,282,034 1,214,724 308,194 (1,954,609) (2,126,760) 23,404

1,280,651 1,211,400 306,723 (1,944,816) (2,120,563) 21,304

1,286,891 1,217,850 310,297 (1,953,267) (2,128,807) 21,938

1,285,787 1,216,352 312,771 (1,955,623) (2,134,822) 21,909

1,282,217 1,211,646 304,569 (1,976,424) (2,164,495) 24,315

1,265,202 1,194,510 300,126 (1,968,524) (2,154,853) 28,559
(1,261,428) (1,190,448) 295,431 (1,967,924) (2,154,547) 28,754
(1,269,588) (1,195,487) 294,934 (1,981,120) (2,170,693) 31,520
(1,280,401) (1,203,855) 292,417 (1,997,707) (2,190,528) 33,202
(1,289,916) (1,212,535) 293,975 (2,015,781) (2,210,353) 34,089
(1,291,165) (1,208,959) 288,907 (2,014,502) (2,213,437) 34,474
(1,299,662) (1,215,372) 288,520 (2,039,699) (2,244,176) 36,148
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Notesto the statistical tables

Tableal

Sources: IMF, OECD, Istat and national statistics.
For India, GDP at factor cost (fiscal year: April-March).

Table a2

Sources: IMF, Eurostat, Istat and national statistics.
For Italy, see the notes to Table al0.

For China, industrial value added. For Hong Kong,
Indonesia and Thailand, manufacturing.

Table a3

Sources: IMF, Eurostat, Istat and national statistics.
For the euro area, Germany, France and Italy,

harmonized consumer prices. For the United Kingdom,
consumer prices excluding mortgage interest.

Table a4

Sources; IMF, ECB and national statistics.

Theannual datafor the current account balance may not
coincide with the sum of the seasonally adjusted quarterly
data.

Table a5

Sources: ECB and national statistics.

Official reference rates. For the United States, federal
fundstarget rate; for Japan, discount rate; for the euro area,
rate for main refinancing operations; for the United
Kingdom, base rate; for Canada, official bank rate.

Money market rates. For the United States, rate
on 3-month CDs; for Japan, 3-month cal rate (un-
collateralized); for the euro area, 3-month Euribor (until
December 1998, based on national statistics); for the
United Kingdom, 3-month interbank rate; for Canada, rate
on 3-month prime corporate paper.
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Table a6

Source: National statistics.

Bond yields (secondary market, gross). For the United
States, 10-year Treasury notes and bonds; for Germany,
9-10year public sector bonds; for Japan, France, the United
Kingdom and Canada, 10-year public sector bonds; for
Italy, yield on 10-year benchmark BTPs listed on the
screen-based market.

Share indices (1994=100). For the United States,
Standard and Poor’scompositeindex; for Japan, Topix; for
Germany, FAZ Aktien; for France, CAC40; for Italy, MIB;
for the United Kingdom, FTSE All-Share; for Canada,
composite index of the Toronto stock exchange (closing
prices).

Table a7

Source: IMF for the gold price.

Period averages except for gold prices, which are
end-of-period values.

Table a8

Sources: Based on IMF and OECD data and national
statistics.

Thetable showsrea effectiveexchangeratescal culated
on the basis of the producer prices of manufactures of 25
countries. For the methodology, see the Article “Nuovi
indicatori di tasso di cambio effettivo nominale e reale”,
in the Bank’s Bollettino Economico, no. 30, February
1998.

Table a9

Source: | stat.

Based on the European system of national accounts
ESA95. The item “Other domestic uses’ includes
consumption of general government and non-profit
institutionsserving households, changesininventoriesand
valuables, and statistical discrepancies.
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TablealO

Sources: Based on Istat and | SAE data.

The indices of industrial production are adjusted for
variations in the number of working days. The seasonal
adjustment of the general index of production and that of
the indices of production by economic use are carried out
separately using the TRAMO-SEATS procedure; the
aggregate index may therefore differ from the weighted
mean of the disaggregated indices. For the period up to
January 1995, the seasonal adjustment procedureisapplied
to series obtained by shifting directly from indices with
base 1990=100 to indices with base 1995=100. Raw data
are shown for the level of foreign orders and for stocks of
finished goods.

Tableal2

Source: |stat.

As of February 1992 the consumer price index for
worker and employee households excludes tobacco
products (Law 81/1992). Since then the percentage
changes between the indices including and excluding
tobacco products have been calculated using Istat
reconciliation coefficients (1.0034 for food products and
1.0009 for the overall index).

Tableal5

Source: | stat.

The table reflects the introduction of the new base
(1995=100), which replaces that previously used by Istat
(1990=100).

Table a20

Thetable shows the state sector borrowing requirement
onthebasisof thedefinition of thesector that comprisesthe
budget and Treasury operations, the Deposits and Loans
Fund, the Southern Italy Development Agency (sup-
pressedin April 1993), the National Road Agency (ANAS)
and the former State Forests.

The budget deficit excludes accounting items that are
offset under Treasury operations, |oan 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, it includes VAT refunds channeled through
taxpayers tax accounts. As of May 1998, following the

introduction of the single tax payment form (Legidative
Decree 241/1997) and the single mandate procedure
(Ministerial Decree 183/1998), the main taxes are paid
without distinctioninto asingleaccount at the Treasury and
subsequently allocated among the different budget items.
Thereceiptsshownin thistable are based on datacollected
at the time they are booked in the budget accounts;
accordingly, they do not include any balances at the
Treasury deriving from delays in the booking of receipts.
Furthermore, owing to the new method of paying taxesthe
monthly figures of the “Receipts’ and “Payments’ series
are affected by the leads and lags with which tax refunds
and collection chargesareenteredintheaccounts. Theitem
“Treasury operations’ includes transactions vis-a-vis the
Treasury Ministry (net of accounting items vis-avis the
budget) and minor items vis-avis the Bank of Italy and
the UIC. The flows shown in the subitem “Collection
accounts’” show the changes in receipts pending the
allocation of central government taxes, the share of Irap
duetotheregionsandthesocial security contributionspaid
using the single mandate procedure but due to INPS. A
negative flow indicates that the amounts booked in the
month exceeded the revenue received and vice versa. The
interest on postal savings certificates is determined on a
cash basis. The additional borrowing of “ANAS, Forests
and other bodies’ includesthenet fundsthey 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
objectivesfor fiscal policy. Thefiguresfor thelast year are
provisional.

Table a2l

Thetableshowsthefinancing of thegeneral government
borrowing requirement. “Foreign loans’ comprise only
those raised abroad directly; they do not include loans
contracted indirectly viabanks, which are included under
“Lending by banks’, or BOTs and other government
securitiesacquired by non-residents, which areincludedin
the respective categories of domestic debt. The item also
includes CTEs stamped as being for circulation abroad.
Theitem“Central bank financing” includesthe Treasury’s
overdraft with the Bank of Italy, a suspense account and
the Treasury payments account (see Law 483/1993)
and the sinking fund for the redemption of government
securities (see Laws 432/1993 and 110/1997). Postal
savingscertificatesareincluded at their facevalue at issue.
“Medium and long-term securities’, “Foreign loans’ and
“Other” include the corresponding financial instruments
related to operations entered into by the State Railways
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with the cost borne by the government. Thefiguresfor the
last year are provisional.

Table a22

The table shows general government debt and its
composition (the figure for the state sector is shown as a
memorandum item). The debt (end-of-period data) is
stated at face value and that denominated in foreign
currency is trandlated at year-end exchange rates. The
items"“Medium and long-term securities excluding central
bank”, “BOTs and BTEs excluding central bank” and
“Borrowing from central bank” include only securities
acquired outright. CTEs that are not stamped as being for
circulation abroad and BTEsareincluded in domestic debt.
Medium and long-term securities include bonds issued
by Crediop on behalf of the Treasury and the former
autonomous government agencies; the amount of these
bonds is deducted from the lending of banks to these
bodies. Medium and long-term securities aso include
the BTPs issued in connection with the closure of the
Treasury’s current account with the Bank of Italy. Medium
and long-term securities and Treasury bills do not include
those held by social security institutions and other bodies
included in general government. PO deposits comprise
current accounts, net of “service” accounts and Treasury
payments to municipalities and provinces that are held
withthe PO. Postal savingscertificatesareincluded at their
face value at issue. The stocks of lending by banks are
based on automated prudential returns. “Debt issued
abroad” includes only loans raised directly abroad and
CTEs that are stamped as being for circulation abroad.
Foreign loans are trandated into lire on the basis of the
currency in which the debt was originally contracted,
regardless of subsequent swap transactions. In the same
way asfor the state sector borrowing requirement, the debt
figures for “Medium and long-term securities’, “Lending
by banks’ and “Debt issued abroad” include the cor-
responding financial instruments related to operations
entered into by the State Railways with the cost borne
by the government. From December 1998 the item
“Borrowing from central bank” refers exclusively to the
accounts of the Bank of Italy (and not to the consolidated
accountsof the Bank of Italy and the UI C) sincethat month
saw the completion of the transfer of the reserves held by
theUICtothe Bank of Italy in conformity with Legislative
Decrees 43/1998 and 319/1998 and the UIC's securities
portfolio is included under “Medium and long-term
securities excluding central bank”. Thefiguresfor the last
year are provisional.

Table a23

The interest rates on the “deposit facility” and the
“marginal lending facility” are set by the Governing
Council of the ECB and represent respectively the lower
limit and the upper limit of the corridor of official interest
rates.

On 8 Junethe Governing Council of the ECB announced
that, starting from the operation to be settled on 28 June
2000, the main refinancing operations of the Eurosystem
would be conducted as variable rate tenders, applying the
multiple rate auction procedures. It also decided to set a
minimum bid rate for these operations.

Under Legislative Decree 213/1998, as of 1 January
1999, for aperiod of not morethan5years, theBank of Italy
periodically determines“thereferenceratefor instruments
linked to the former discount rate”, which replaces the
latter. The referencerate is modified by an order issued by
the Governor taking account of the changes involving
the monetary instrument used by the ECB that the Bank
of Italy considersto bethe closest equivalent to the official
discount rate.

Tables a24 and a25

The annual datarefer to the month of December.

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 indication “lire/leuros’ means that as of January
1999 the figures include amounts in euros and other
euro-area currencies.

Table a26

Thistablereferstothestatistical returnssubmittedtothe
European Central Bank by Italian banksand money market
funds. Since the start of the third phase of Economic and
Monetary Union, intermediaries subject to statistical
reporting requirements in the euro area have been known
as Monetary Financial Institutions (MFIs). The category
comprises central banks, credit institutions and all other
resident financial institutions whose business consists in
receiving deposits and/or close substitutes for deposits
from ingtitutions other than MFIs and in granting credit
and/or making investments in securities for their own
account. For further details, see the Methodological
Appendix and the notes to the tables of the “Monetary
Financia Ingtitutions: Banks and Money Market Funds’
Supplement to the Statistical Bulletin.

For the period from December 1995 to May 1998, the
time series are estimated drawing on supervisory returns;
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as of June 1998 data are reported by banks in accordance
with the new harmonized definitions adopted by the
ESCB for the euro area as awhole. “Loans’ include repo
assets and bad debts. “Deposits’ include current account
deposits, deposits with agreed maturities and redeemable
at notice, and repo liabilities. “Debt securities” include
subordinated liahilities. Theitem “ Capital and reserves’ is
made up of share capital, reserves, provisions for genera
banking risks and the balance of prior-year profits and
| osses.

Table a27

The annual datarefer to the month of December.

“Securities’ are stated at book vaue. “Capital and
reserves’ compriseown funds, loanloss provisionsandthe
subordinated liabilities of domestic and foreign branches;
asof 1997 datafor “ Supervisory capital” areavailableonly
on a quarterly basis. “Interbank accounts’ include the
liquid balances on correspondent accounts. “Interest-
bearing external assets’ and “Interest-bearing externa
liabilities’ refer to aggregates that do not coincide exactly
with those included in the foreign exchange statistics.

For further information, see the section “Note
metodologiche” in the Appendix to the Relazione annuale
per il 1998.

Table a28

The annual datarefer 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 bondsissued by residents.

The indication “lireleuros” means that as of January
1999 the figures include amounts in euros and other
euro-area currencies.

Table a29

The annual datarefer to the month of December.

The subitem “ Short-term certificates of deposit” refers
to lira-denominated CDs with a maturity at issue of less
than 18 months.

The indication “lirelfeuros” means that as of January
1999 the figures include amounts in euros and other
euro-area currencies.

Table a30

Source: Supervisory returns.

Thedatarefer to supervisory capital and to the solvency
ratio calculated on a solo basis.

Supervisory capital is determined as the algebraic sum
of aseriesof positive and negative items, whose inclusion
in core or supplementary capital is admitted, with or
without restrictions, according to the item.

Paid-in capital, reserves, provisionsfor general banking
risks and innovative capital instruments — net of any own
shares or capital parts, intangible assets and loss for the
year —aretheelements of core capital, whichisincludedin
the calculation of supervisory capital without restriction.
Revaluation reserves, provisions for losses, hybrid capital
instruments and subordinated liabilities — net of any
revaluation losses on securities held as financia fixed
assetsand other negative items— constitute supplementary
capital, whichisincluded in the cal culation of supervisory
capital up to the amount of core capital.

The regulations governing the solvency ratio require
banking groups and banks not belonging to a group to
satisfy a minimum capital requirement — defined as the
ratio of their supervisory capital to thetotal of their on- and
off-balance-sheet assets, weighted according to their
potential riskiness — of 8 per cent.

Thesolvency ratiofigurestakeaccount of the prudential
requirements for market risks.

Table a3l

SICAVs are included. “Other financial assets’ include
CDs, banker’s acceptances and commercial paper. The
difference between “Net assets’ and “Tota portfolio”
consists of other net assets (mainly current accounts and
repos). Rounding may cause discrepanciesin totals.

Tablea32

“Other financia assets’ include CDs, banker's
acceptances and commercial paper. Rounding may cause
discrepanciesin totals.

Table a33

The amounts shown for “Banks’ refer to the portfolio
management services they provide directly. “Other
financial assets’ include CDs, banker’s acceptances and
commercial paper. “Net inflow” iscal culated asthe sum of
monthly flows.
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Table a34

All the items refer to the liabilities included in M3 of
Italian MFIs and the Post Office towards the “money
holding sector” of the entire euro area. This sector,
adopted by the ESCB in the harmonization of national
statistics, comprises all the residents of the euro area apart
from MFIs and central governments. Accordingly, it
includes “other general government” (local authorities
and social security funds) and “other residents’
(non-money-market investment funds, other financia
ingtitutions, non-financial  corporations, insurance
corporations, households, and non-profit institutions
serving households).

“Currency in circulation” comprises Bank of ltaly
banknotes and Treasury coins. “ Current account deposits’
comprise current accounts held with resident MFIsand the
Post Office; bank CDs redeemable within 24 months are
included under “Deposits with agreed maturities up to 2
years’; freely avaible PO deposit book accounts and
ordinary PO savings certificates are included under
“Deposits redeemable at notice up to 3 months’. Money
market paper includes atypical securities and banker’s
acceptancesliabilities. Money market fundsare defined as
collective investment funds whose shares/units are close
substitutes for deposits in terms of liquidity and/or which
investintradable debt securitieswith aresidual maturity of
up to one year.

The contributions to the euro-area monetary aggregates
are obtained by summing the relevant items and deducting
Italian MFIs holdings of: banknotes and coin in lire
and the other euro-area currencies, for M1, and bonds
issued by MFIs resident in the rest of the euro area,
for M3. For further details on the methods used to
compile these dtatistics, see “Note metodologiche e
informazioni statistiche — Aggregati monetari e creditizi
dell’area dell’ euro: le componenti italiane” in the series
Supplements to the Satistical Bulletin, Volume X, no. 33,
12 June 2000.

Table a3

All the items refer to the financia assets of the Italian
“money holding sector” (see the note to Table a34); the
share of each item held by non-money-market funds is
shown separately.
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“Total monetary assets” comprise currency in
circulation, current account deposits, deposits with agreed
maturity up to 2 years, deposits redeemable at notice up to
3 months, repos, money market fund shares/units and
money market paper, and debt securities up to 2 years.

“Other deposits’ comprise deposits with agreed
maturity over 2 years, deposits redeemable at notice over
3 months and forward PO savings certificates, which are
measured on the basis of the price at issue.

“Government securities” comprise CCTs, BTPs, CTZs,
CTEs and other medium and long-term government
securities at face value. The item refers to securities
acquired outright; it excludesthe securitiesacquired by the
money holding sector under repos but includes those sold.

“Other financial assets’ include enterprises surety
deposits;, “Other financial assets held by non-money-
market funds’ include sharesissued by residentsin Italy.

Table a36

The items refer to “other residents’ and “general
government”, which have replaced respectively the
“non-state sector” and the “state sector” in the statistics
compiled until December 1998 (see “ Note M etodologiche
einformazioni statistiche— Aggregati monetari e creditizi
dell’area dell’ euro: le componenti italiane” in the series
Supplementsto the Satistical Bulletin, Volume X, no. 33,
12 June 2000).

“Bonds placed domestically” arethoseissued by “other
residents’ after deducting the amounts held by residents
of the rest of the euro area and the rest of the world.

“External finance” comprises the loans disbursed to
“other residents” and the debt securities thereof bought at
issue by residents of therest of the euro areaand therest of
the world.

“General government debt” isstated at facevalueandis
calculated, in accordance with the EU definition, gross of
the Treasury’s claimson the Bank of Italy (balanceson the
Treasury payments account, the sinking fund for the
redemption of government securities and other smaller
accounts) since December 1998, and of claimsonthe Bank
of Italy and the UIC for the preceding period.
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ABI

Bl
BOT
BTP
CCT
CIP
CIPE
Confindustria
Consob
CTE
CTO
CT1Z
ICl
Iciap
Ilor
INAIL
INPS
Irap

I rpef
Irpeg
ISAE
Isco

| stat
MIF
MTS
SACE
uic

List of abbreviations

Associazione bancaria italiana

Italian Bankers' Association

Banca d' Italia

Bank of Italy

Buoni ordinari del Tesoro

Treasury bills

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 programmaz one 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-coupon

Zero coupon Treasury certificates

Imposta comunale sugli immobili

Municipal property tax

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 |’ assicurazione contro gli infortuni sul lavoro
National Industrial Accidents Insurance Institute
Istituto nazionale per la previdenza sociale
Nationa Social Security Institute

Imposta regional e sulle attivita produttive
Regional tax on productive activities

Imposta sul reddito delle persone fisiche

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 Stato

Screen-based 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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