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    →Video of the press conference by President Mario Draghi and Vice-President Vítor Constâncio


    →Transcript of the press conference including questions and answers


    The monthly press conference serves to explain the monetary policy decision taken the same day by the Governing Council of the ECB.
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    →Transparencyof the ECB


    →Independenceandaccountabilityof the ECB


    →List of members of the ECB’s Governing Council


    →Meeting schedule of the Governing Council


    Update on economic and monetary developments


    Summary


    Global economic activity remained moderate in the third quarter of 2015, with substantial divergence across major economies. Growth momentum in the UnitedStates and the United Kingdom appeared to slow, following a strengthening in activity in the second quarter, while momentum in Japan remained relatively subdued. In China, data for the third quarter remain consistent with a gradual slowdown in the economy. In emerging market economies, the past fall in commodity prices has led to a divergence in growth between commodity-importing and commodity-exporting countries. Global trade remains weak, while global headline inflation has stabilised at low levels in recent months.


    Euro area financial markets have continued to show some volatility. Government bond yields have declined significantly across all euro area countries, with the ten-year GDP-weighted euro area sovereign bond yield falling by around 30 basis points from the beginning of September to 1.16% on 21 October. Stock market prices in the euro area were around 2% higher at the end of this period, despite recording significant price movements and temporarily falling by around 6%. The effective exchange rate of the euro remained broadly stable.


    In spite of a less supportive external environment, the euro area economic recovery is proceeding, increasingly supported by domestic factors, in particular private consumption. Real GDP rose by 0.4% quarter on quarter in the second quarter of 2015, following a rise of 0.5% in the previous quarter. The most recent indicators point to a broadly similar pace of growth in the third quarter. Looking ahead, the economic recovery is expected to continue, albeit dampened by weaker than expected foreign demand. Domestic demand should be further supported by the ECB’s monetary policy measures and their favourable impact on financial conditions, as well as by the progress made with fiscal consolidation and structural reforms. Moreover, the decline in oil prices should bolster households’ real disposable income and corporate profitability, thus supporting private consumption and investment. However, the risks to the euro area growth outlook remain on the downside, reflecting in particular the heightened uncertainties regarding developments in emerging market economies, which have the potential to further weigh on global growth and foreign demand for euro area exports. The increased uncertainty that has recently manifested itself in financial market developments may also have negative repercussions for euro area domestic demand.


    Reflecting declining energy prices, headline inflation dipped back into negative territory in September, standing at -0.1%, while HICP inflation excluding energy remained stable at 0.9%. On the basis of the available information and current oil futures prices, annual HICP inflation is expected to remain very low in the near term, but rise at the turn of the year, mainly on account of base effects linked to the fall in oil prices in late 2014. Inflation rates are foreseen to pick up further during 2016 and 2017, supported by the expected economic recovery, the pass-through of past declines in the euro exchange rate and the assumption embedded in oil futures markets of somewhat higher oil prices in the years ahead. However, there are risks stemming from the economic outlook and from financial and commodity market developments which could further slow down the gradual increase in inflation rates towards levels closer to 2%.


    Despite some moderation, broad money growth remained robust in August and continued to be driven by its most liquid components. Domestic sources of money creation were again of increasing importance, partly as a result of the ECB’s non-standard monetary policy measures. Ongoing shifts away from longer-term financial liabilities and increased credit flows were visible, with the latter reflecting the impact of the expanded asset purchase programme (APP). Meanwhile, loan dynamics remained on a path of gradual recovery, despite being hampered in some countries. Bank lending rates for non-financial corporations declined further in August, with the ECB’s non-standard measures making a notable contribution to this improvement. Moreover, the October 2015 euro area bank lending survey suggests that changes in credit standards and loan demand are continuing to support a recovery in loan growth.


    At its meeting on 22 October 2015, based on its regular economic and monetary analyses and in line with its forward guidance, the Governing Council decided to keep the key ECB interest rates unchanged. As regards non-standard monetary policy measures, the asset purchases are proceeding smoothly and continue to have a favourable impact on the cost and availability of credit for firms and households. The Governing Council stressed that the strength and persistence of the factors that are currently slowing the return of inflation to levels below, but close to, 2%inthe medium term require thorough analysis. The risks to inflation outlook are being closely monitored by the Governing Council. In this context, the degree of monetary policy accommodation will be re-examined at the December monetary policy meeting, when the new Eurosystem staff macroeconomic projections will be available. The Governing Council emphasised that it is willing and able to act by using all the instruments available within its mandate if warranted in order to maintain an appropriate degree of monetary accommodation. In particular, it recalled that the APP provides sufficient flexibility in terms of adjusting its size, composition and duration, and said that, in the meantime, the monthly asset purchases of €60 billion will continue to be fully implemented. These purchases are intended to run until the end of September 2016, or beyond, if necessary, and, in any case, until the Governing Council sees a sustained adjustment in the path of inflation that is consistent with the ECB’s aim of achieving inflation rates below, but close to, 2% over the medium term.

  


  
    1 External environment


    Global indicators suggest that world real GDP growth remained moderate in the third quarter of 2015, with substantial divergence across major economies. The global composite output Purchasing Managers’ Index (PMI) excluding the euro area fell slightly in the third quarter and remained below its long-term average (seeChart1), pointing to continued moderate GDP growth. Developments diverged somewhat across advanced economies, although quarterly composite output PMIs in the United States, United Kingdom and Japan remained close to or above their long-term averages. Meanwhile, PMIs in the emerging market economies (EMEs) continued to weigh on the global index, with notable weakness in the quarterly output PMI in Brazil in the third quarter.


    [image: 60212.jpg]


    Global trade remains weak. For the first time since 2009 global trade growth turned negative in the first half of 2015. In the third quarter the volume of world merchandise imports stabilised in July 2015, with flat growth on a three-month-on-three-month basis, up from -0.5% in June. The global trade outlook remains weak, however, as suggested by the further decline in the global PMI for new export orders in September, with the index remaining below the threshold of 50 for the third consecutive month.


    Global headline inflation has stabilised at a low level in recent months. Annual inflation in OECD countries has remained unchanged at 0.6% since May 2015. Excluding food and energy, annual inflation in OECD countries also remained stable at 1.7% in August. Among major non-OECD economies, inflation fell in China and Brazil, while it increased marginally in Russia. In Russia and Brazil, inflation is still high, reflecting the upward impact of currency depreciation on import prices.


    Growth in US activity appears to have softened in the third quarter of 2015, following a strong rebound in the second quarter. Real GDP was robust in the second quarter, growing by 1.0% quarter on quarter (up from 0.2% in the previous quarter). Consumption expenditure continued to be the main engine of growth and is expected to remain strong, supported by rising real incomes, reduced debt service burdens, low interest rates and declining gasoline prices. Meanwhile, weakness in the manufacturing sector appears to have intensified recently, as indicated by the decline in the Institute of Supply Management manufacturing index over the past three months. In addition, recent trade data suggest that net exports could act as a drag on activity in the third quarter, against the background of a strong US dollar and relatively weak foreign demand. The labour market continued to improve, but at a slower pace than earlier this year. Inflation remained at low levels, with annual headline CPI inflation flat in September. Excluding food and energy, inflation edged up slightly to 1.9%, reflecting an increase in services inflation.


    In Japan, momentum in the economy remained relatively subdued, following a decline in economic activity in the second quarter of this year. Real GDP fell in the second quarter (-0.3% quarter on quarter), partly because of temporary factors such as adverse weather conditions, but also as a result of substantial weakness in private consumption and foreign demand. Available monthly indicators for the third quarter paint a mixed picture. Although the increase in the synthetic consumption index in August suggests a rebound in consumer spending, consumer sentiment remains fragile. Meanwhile, private sector core machinery orders – a leading indicator for business investment spending – fell considerably in July and August. Annual headline CPI inflation remained low in August, but annual inflation excluding food and energy continued its gradual upward trend.


    The UK economy is heading towards a moderate slowdown in the second half of the year. In the second quarter of 2015 real GDP growth rebounded, growing by 0.7% quarter on quarter. Domestic demand continued to support growth, as low energy prices provided a temporary lift to real disposable income and consumption, while net exports made a significant positive contribution to growth in the second quarter of 2015. Short-term indicators, in particular the PMI survey data for services, are trending downwards, suggesting a slowdown in economic growth. The unemployment rate edged down to 5.4% in the three months to August 2015, while earnings growth stabilised at around 3%. Annual headline CPI inflation continues to remain close to zero on the back of low energy and food prices, while inflation excluding food and energy averaged around 1% in the third quarter of 2015.


    In China, recent data overall remain consistent with a gradual slowdown of the economy. Real GDP grew by 1.8% quarter on quarter in the third quarter of 2015, unchanged from the previous quarter. While some indicators – particularly those associated with heavy industries and construction – have clearly retreated in recent quarters, the structural changes underway in the economy – away from heavy industries and towards services and consumption – together with the greater resilience of the other sectors, suggest that, overall, available data remain consistent with an economy undergoing a gradual slowdown. Activity is supported by past monetary and fiscal stimulus working its way through the economy, thus buffering the Chinese economy from a sharper slowdown. Meanwhile price pressures remain subdued. Box 1 reviews the role of China in global trade and the trade linkages with the euro area.


    Growth momentum remains weak and heterogeneous across other EMEs. EMEs are suffering from a constellation of shocks, including the sharp fall in commodity prices, tightening external financing conditions and the slowdown in China. The past fall in commodity prices has led to a divergence in growth between commodity-importing and commodity-exporting economies (seeChart2). Activity has remained resilient in commodity-importing countries (including India, Turkey and non-euro area central and eastern European countries), while it continued to slide in commodity-exporting countries. This slowdown was particularly sharp in two large commodity-exporting countries – Russia and Brazil – where recessions intensified in the second quarter of 2015.
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    Following a renewed decline over the summer, oil prices broadly stabilised during September and October, reflecting early signs of a moderation in the supply overhang. On the supply side, OPEC maintained its production near record rates, led by Saudi Arabia and Iraq, although the deceleration in production growth continued. At the same time, lower prices and reduced investment seem to have triggered a gradual fall in US shale oil production. On the demand side, global oil demand growth stayed above trend – stimulated by low oil prices – although generally it remained too weak to keep up with the pace of oil supply growth. Box2 looks at the drivers of the recent increase in oil price volatility. Non-oil commodity prices have remained broadly unchanged over the past two months.


    2 Financial developments


    Over the review period from 2 September to 21 October 2015 government bond yields declined significantly across the euro area. The GDP-weighted ten-year euro area sovereign bond yield declined by around 30 basis points and stood at 1.16% at the end of the review period (seeChart3). A large part of the decline occurred immediately after the meeting of the Federal Open Market Committee (FOMC) in mid-September at which it was decided not to increase policy rates in the United States. Sovereign yields declined in all euro area countries, with lower-rated countries recording sharper declines than higher-rated countries. This led to a further reduction in the sovereign yield spreads relative to Germany.
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    EONIA forward rates declined in line with the developments in sovereign bond markets. The entire EONIA forward curve – except for the very short end where the ECB deposit facility anchors the level close to -20 basis points – shifted downward by around 20 basis points during the review period (seeChart4). The daily EONIA fixings remained stable in a tight corridor between -12 basis points and -15 basis points during the review period.


    Euro area stock markets increased slightly overall during the review period after declining temporarily by around 6%. The Euro Stoxx 50 equity price index increased by around 2% from early September to 21October. There were significant price movements during the period, with the euro area stock market declining by around 6% in late September, in part owing to downward pressure on the stock market following the meeting of the FOMC and the disclosure of issues in Volkswagen. The US stock market, as measured by the Standard & Poor’s 500 equity price index, outperformed the euro area stock market and ended the period with an increase of around 4%.


    [image: 60155.jpg]


    Volatility declined somewhat, but remained slightly above the low levels observed in the first half of the year. After the large increase in market volatility associated with the devaluation of the Chinese renminbi and the ensuing large stock market movements, recent developments have been relatively subdued, leading to a gradual decline in volatility. At the end of the review period measures of implied stock market volatility in the euro area and the United States were only slightly higher than the low levels observed in the first half of the year.


    The effective exchange rate of the euro remained broadly stable. In bilateral terms, the euro appreciated by 0.9% against the US dollar, reflecting changes in market expectations about future monetary policy in the United States. The euro also appreciated against the Japanese yen, the currencies of most emerging market economies and the currencies of several central and eastern European countries. Bycontrast, it depreciated against the pound sterling, the Swedish krona, the Russian rouble and the currencies of commodity-exporting countries.


    3 Economic activity


    Despite a less supportive external environment, the economic recovery in the euro area is continuing, increasingly supported by domestic factors, in particular private consumption. Output rose by 0.4%, quarter on quarter, in the second quarter of 2015, following a rise of 0.5% in the previous quarter (seeChart5).1 The most recent indicators point to a broadly similar pace of GDP growth in the third quarter. Looking at the course of the recovery so far, output has now been rising for almost two and a half years, and euro area real GDP stood, in the second quarter of 2015, 2.7% above the trough it reached in the first quarter of 2013, although it remains 0.8% below the pre-crisis peak recorded in the first quarter of 2008.
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    Private consumption remains the main driver of the ongoing recovery. The consumption trend has strengthened as a result of rising income, lower oil prices and gradually less constrained household balance sheets (see also Box 3). The bulk of the increases in aggregate real disposable income since early 2013 have been linked to improvements in the labour market, suggesting that the recovery in private consumption is primarily the result of an improving domestic economic recovery. Since the second half of 2014 the fall in oil prices has also provided support to real income and thus private consumption. As for the near-term outlook, recent data on retail trade and new passenger car registrations as well as survey data on consumer confidence are in line with a continuing robust increase in private consumption.


    By contrast, investment has been weak since the onset of the crisis and remained moderate in the first half of 2015. Investment currently stands 15% below its pre-crisis level in 2008, which is largely explained by the sharp downturn in foreign and domestic demand, firms’ low profitability, a long period of adverse financing conditions and elevated overall uncertainty as well as lower public investment and housing market adjustments in several countries. Recently, investment has been somewhat volatile, showing a strong rise in the first quarter of 2015 before falling back in the second quarter. This profile largely reflects developments in residential investment, which was boosted in the first quarter by favourable weather conditions in parts of the euro area. Recent developments in capital goods production point to a further rise in euro area non-construction investment in the third quarter, while construction production points to ongoing weak developments in the construction sector. In addition, the most recent euro area bank lending survey shows that credit conditions remain favourable and firms’ demand for loans to finance investment is increasing. Looking ahead, a cyclical recovery in investment is expected, supported by favourable financing conditions, improving profit margins and diminishing spare capacity. The need for further deleveraging in the corporate sector in some countries and investors’ reduced long-term growth expectations could, however, weigh on the speed of recovery.


    Euro area export growth is likely to have slowed in the third quarter, reflecting weak global trade. Trade data for July and August point to slowing export growth in the third quarter of 2015, likely driven by weak growth momentum in emerging market economies and the gradual slowdown in China. More timely indicators such as surveys signal a further weakening of foreign demand and export growth in the near term. In addition, the recent appreciation of the euro could weigh on exports looking ahead.


    Overall, the latest indicators are consistent with continued economic expansion in the latter half of this year. Hard data as well as survey results are in line with continued growth at around the same rate as in the second quarter. Industrial production excluding construction stood on average in July and August 0.3% above its average level in the second quarter, when it declined by 0.1% on a quarterly basis. The Economic Sentiment Indicator improved between the second and third quarter of this year, while the composite output Purchasing Managers’ Index remained unchanged (seeChart5).


    The labour market situation is continuing to gradually improve. Employment increased further by 0.3% quarter on quarter in the second quarter of 2015 (seeChart6), which was the fastest annual increase since the second quarter of 2008. As a result, employment stood 0.9% above the level recorded one year earlier. The unemployment rate for the euro area, which started to decline in mid-2013, fell further in the second quarter of 2015, before broadly stabilising in July and August at 11.0%. More timely information gained from survey results points to further gradual labour market improvements in the period ahead.
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    Looking ahead, the economic recovery is expected to continue, albeit dampened, in particular, by weaker foreign demand. Domestic demand should be further supported by the monetary policy measures and their favourable impact on financial conditions, as well as by the progress made with fiscal consolidation and structural reforms. Moreover, the decline in oil prices should provide support for households’ real disposable income and corporate profitability and, therefore, private consumption and investment. However, the recovery in domestic demand in the euro area continues to be hampered by the necessary balance sheet adjustments in a number of sectors and the sluggish pace of implementation of structural reforms. The risks to the euro area growth outlook remain on the downside, reflecting in particular the heightened uncertainties regarding developments in emerging market economies. The results of the latest round of the ECB’s Survey of Professional Forecasters, conducted in early October, show that private sector GDP growth forecasts remain broadly unchanged compared with the previous round conducted in early July (http://www.ecb.europa.eu/stats/prices/indic/forecast/html/index.en.html).


    4 Prices and costs


    Headline inflation dipped back into negative territory in September. This was a reflection of lower energy prices. According to Eurostat, euro area annual HICP inflation was -0.1% in September 2015, down from 0.1% in August (seeChart7). The decline in energy inflation more than offset the small increase in food price inflation, which has increased for two consecutive months. This was mainly a result of larger price increases for the vegetables component of unprocessedfood compared with the previous year.
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    Underlying inflation has stabilised following the earlier pick-up. HICP inflation excluding energy and food remained unchanged at 0.9% in September. While non-energy industrial inflation, which was the main driver of the recent increase in HICP inflation excluding energy and food, declined in September (down to 0.3% from 0.4%), services inflation remained stable at 1.2%. Other underlying inflation indicators for the euro area, such as a diffusion index and a measure based on a dynamic factor model2, have not moved up further recently either, although in September 2015 all indicators continued to record higher levels than early this year. The effects of the lower euro exchange rate compared with early this year continue to pass through, but some of the loss of momentum in the pick-up in underlying inflation can be attributed to a recent strengthening in the euro exchange rate and the indirect effects of recent further declines in oil prices (see Box 1 on oil price volatility).


    While growth in import prices remains strong, indicators of domestic pipeline pressures for underlying inflation signal continued weakness ahead. Despite some downward pressure from the recent appreciation of the euro, import price inflation for non-energy consumer goods continues to record solid annual growth rates. On the domestic side, indicators of pipeline pressures for non-energy consumer goods still point to weak dynamics along the price chain. The annual rate of producer price inflation for domestic sales of non-food consumer goods industries remained subdued in August at 0.1% for the second consecutive month. Similarly, survey data for input and output prices up to September point to a continuation of the subdued domestic price pressures at the producer level. Further weakening is likely to be evident in the September data on import and producer prices as the effects of the recent appreciation of the euro and the decline in oil prices continue to filterthrough.


    Profit margins contributed to a marginal strengthening of domestic price pressures, while labour cost pressures remained moderate. Euro area annual wage growth remained unchanged in the second quarter of 2015 in terms of compensation per employee, whereas it was somewhat weaker in terms of hours worked. Growth in compensation per employee was similar to growth in negotiated wages, implying that there has been little impact from wage drift elements such as bonuses. As productivity grew at a stronger rate than compensation per employee, growth in unit labour costs weakened further in the second quarter of 2015. At the same time, profit growth (measured in terms of gross operating surplus) strengthened, which may have been facilitated by lower input costs and moderate wage costs. As a result of labour cost and profit margin developments, the growth in the GDP deflator, a broad indicator of domestic inflationary pressures, strengthened further in the second quarter of 2015 and continued the upward trend observed since the third quarter of 2014.


    Survey-based measures of long-term inflation expectations have remained stable, while those for the short-to-medium term have declined somewhat (seeChart8). The results of the ECB Survey of Professional Forecasters (SPF) for the fourth quarter of 2015 (i.e. the most recent SPF) indicate that forecasters have revised their inflation expectations downwards to 0.1%, 1.0% and 1.5% for 2015, 2016 and 2017 respectively, largely reflecting the impact of lower oil prices (see http://www.ecb.europa.eu/stats/prices/indic/forecast/html/index.en.html). However, longer-term inflation expectations for five years ahead remained unchanged, standing at 1.9%.
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    The latest market-based measures of long-term inflation expectations were roughly the same as in early September. After declining in the course of September, market-based measures of inflation expectations subsequently increased again from the beginning of October onwards to end the review period roughly unchanged. More specifically, the five-year forward inflation-linked swap rate five years ahead declined from 1.69% to 1.57% during September. It subsequently increased from the beginning of October onwards to stand at 1.68%. Market-based measures of long-term inflation expectations remain somewhat lower than the local peak level reached in early July. Compared with the more stable survey-based measures of inflation expectations, recent movements in market-based inflation expectations may be attributable to changes in the inflation risk premium reflecting the dynamics in macroeconomic uncertainty.


    On the basis of current oil futures prices, annual HICP inflation is expected to remain negative or low until November 2015 and to rise only at the turn of the year, mainly on account of base effects associated with the fall in oil prices in late 2014. Inflation rates are forecast to pick up further in 2016 and 2017, supported by the expected economic recovery, the pass-through of past declines in the euro exchange rate and the assumption of somewhat higher oil prices in the years ahead that is currently reflected in oil futures markets. However, there are risks stemming from the economic outlook and from financial and commodity market developments which could further slow down the gradual increase in inflation rates towards levels closer to 2%.


    5 Money and credit


    Broad money growth remained robust. The annual growth rate of M3, however, showed a decline in August (seeChart9). M3 growth continues to be driven by solid M1 dynamics (the annual growth rate of which decreased somewhat in August). The robust growth of overnight deposits plays an important role here and can be explained by the low opportunity costs of holding the most liquid instruments as well as the impact of the ECB’s expanded asset purchase programme (APP). Overall, recent developments in narrow money are still consistent with a continuation of the economic recovery in the euro area.
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    Overnight deposits made a sizeable contribution to M3 growth. By contrast, short-term deposits other than overnight deposits are contracting, particularly those with an agreed maturity of up to two years. The growth rate of marketable instruments (i.e. M3 minus M2), which has a small weight in M3, remained positive; reflecting inter alia the recovery in money market fund shares/units observed since mid-2014. In addition, growth of monetary financial institution (MFI) debt securities in the money-holding sector with a maturity of up to two years has been strong since the start of 2015.


    Domestic sources of money creation continued to be of increasing importance in August. This development is partly explained by the ECB’s non-standard monetary policy measures. From a counterpart perspective, M3 dynamics appear to be mainly driven by shifts away from longer-term financial liabilities and by the increased contribution of credit from MFIs. The latter reflects positive developments regarding the provision of credit to the private sector (the main drag on money growth in previous years) and the impact of the APP. The annual contraction in the longer-term financial liabilities of MFIs (excluding capital and reserves) held by the money-holding sector continued unabated in August. Its strong contribution to M3 growth reflects in particular the relatively flat yield curve and also (in part) the substitution by MFIs of longer-term debt securities with funds from targeted longer-term refinancing operations (TLTROs). The contribution to annual M3 growth made by net external assets remained negative. Compared with its peak in mid-2014, the support from the MFI sector’s net external asset position decreased further in August, despite a sizeable surplus in the current account. The recent decline in net external assets mainly reflects growing net portfolio outflows from the euro area in the context of the APP, which has favoured portfolio rebalancing towards non-euro area investment instruments.


    Loan dynamics remained on a path of gradual recovery.3 The annual growth rate of MFI loans to the private sector increased slightly in August (seeChart9). The gradual improvement in credit dynamics was noticeable for both firms and households. The annual growth of loans to non-financial corporations (NFCs) (adjusted for sales and securitisation) grew again in August and was significantly above the trough observed in February 2014. The annual growth of loans to households also increased in August, thus significantly exceeding the average rate of 0.1% observed since summer 2012. Despite these positive developments, the consolidation of bank balance sheets and further deleveraging needs in some economic sectors and banking jurisdictions continue to hamper credit dynamics.


    Bank lending rates for NFCs declined further in August, notably owing to the ECB’s non-standard measures (seeChart10). The ECB’s accommodative monetary policy stance, a strengthened balance sheet situation and receding fragmentation in financial markets in general have supported a decrease in banks’ composite funding costs, which have stabilised at close to historically low levels. Since the announcement of the credit easing package in June 2014, banks have been progressively passing on the decline in their funding costs in the form of lower lending rates. Consequently, rates on loans to NFCs were more favourable in August (the composite bank lending rates for euro area NFCs fell to 2.16%). Indeed, since May 2014, these rates have declined by around 80 basis points. In addition, rates on loans to households for house purchase increased somewhat in August, continuing the trend observed in the previous month (the composite bank lending rates for households for house purchase stood at 2.26%). The cumulative decrease in mortgage rates since May 2014 remains sizeable though, amounting to around 60 basis points.
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    The October 2015 euro area bank lending survey suggests that changes in credit standards and loan demand are continuing to support a recovery in loan growth (see survey at: https://www.ecb.europa.eu/stats/money/surveys/lend/html/index.en.html). In the third quarter of 2015, banks further eased (in net terms) credit standards for loans to non-financial corporations. This was mainly because of increased competition in the banking sector. For households, credit standards tightened on loans for house purchase (mostly reflecting developments in the Netherlands), but continued to ease in respect of consumer credit. Banks again reported that the additional liquidity from the APP is being used for granting loans. In this context, the APP had a net easing impact on credit standards and particularly on credit terms and conditions. Furthermore, the survey points to a pick-up in demand for loans in all categories, with the low general level of interest rates, increased financing needs for fixed investment and housing market prospects being important drivers here.


    In addition, monthly data show that the net issuance of debt securities by NFCs moderated again in August and September, after the temporary rebound of July. This development was most likely a result of recent increases in the cost of market-based debt financing. A further strengthening of retained earnings may have also played a role, by reducing NFCs’ need to tap external sources of finance. The weakening in debt securities issuance follows the strong use of this funding tool by NFCs and their conduits in the wake of the public sector purchase programme (PSPP), which generated very favourable market conditions.


    The overall nominal cost of external financing for euro area NFCs increased further in the third quarter of 2015, following the historically low levels reached in February. This rise was driven by the decline in financial asset prices, which implied an increase in both the cost of equity and market-based debt financing for NFCs. In the third quarter of 2015, such costs were up by some 30 basis points on the second quarter and even 50 basis points higher than in February. However, during October, the cost of equity financing fell after a rise in share prices, while the cost of market-based debt financing continued to increase.


    
      
        1 Eurostat’s second release of the euro area national accounts revised up growth for both the first and second quarter of 2015 by 0.1 percentage point.

      


      
        2 See the Box entitled “Has underlying inflation reached a turning point?”, Economic Bulletin, Issue 5, ECB, July 2015.

      


      
        3 On 21 September 2015 the ECB published new data on loans adjusted for sales and securitisation, based on an enhanced adjustment method. The new method enables a more comprehensive view of developments in loans originated by euro area MFIs by taking into account, on an ongoing basis, stocks and repayments of loans that are no longer recorded on MFIs’ balance sheets (i.e. derecognised loans). For more details, see the box entitled “New data on loans to the private sector adjusted for sales and securitisation” in this issue of the Economic Bulletin.

      

    

  


  
    Articles


    The transmission of the ECB’s recent non-standard monetary policy measures


    This article evaluates the transmission through bank intermediation, bank lending and money of the ECB’s non-standard measures announced since June 2014, namely the credit easing package, focusing on the targeted longer-term refinancing operations (TLTROs), and the expanded asset purchase programme (APP), focusing on the public sector purchase programme (PSPP). The results presented suggest that these measures have significantly lowered yields in a broad set of financial market segments, with the effects generally increasing with maturity and riskiness. Both programmes have contributed to a reduction in banks’ funding costs, which has incentivised them to pass on the cost relief to final borrowers by granting more credit at better conditions. Overall, the improved credit conditions in the euro area have helped push the monetary policy accommodation through the intermediation chain to reach households and firms.


    1 Introduction


    Since the onset of the financial crisis, the ECB and all other major central banks have complemented their operating frameworks with an array of non-standard monetary policy measures. In “normal” times, the ECB pursues its price stability mandate by setting the price for central bank reserves, thereby steering short-term money market interest rates so as to reflect its intended monetary policy stance. This monetary policy signal is then propagated through the financial system, influencing broader financing conditions and, ultimately, macroeconomic developments. During the financial crisis, this standard operating framework proved insufficient for two main reasons. First, dislocations in some financial market segments were impairing the mechanism through which the monetary policy stance is transmitted from the price of central bank reserves – which is controlled by the central bank – to broader financing conditions that affect investment and consumption decisions of firms and households. Second, the duration and severity of the global financial crisis led to the scope for providing monetary stimulus to the economy by reducing nominal short-term money market rates being exhausted, as these rates reached their effective lower bound.


    The aim of the non-standard measures introduced by the ECB before June 2014 was to remedy impairments in various stages of the transmission mechanism. These measures ranged from the flexible provision of liquidity to the banking system according to demand, with extended maturities and also in currencies other than the euro, to conducting outright purchases of assets in malfunctioning market segments.1 What they have in common is that they were not intended to alter the ECB’s monetary policy stance, but rather to ensure that it is duly transmitted to the economy by addressing impairments in the transmission mechanism.2


    Starting in June 2014 a series of new measures was gradually introduced, which constitute a package of credit easing policies. The aim of these measures was to enhance the transmission of monetary policy but also to reinforce the accommodative monetary policy stance in view of the persistently weak inflation outlook, slowing growth momentum and subdued monetary and credit dynamics at the time. Since the original way that non-standard measures had been conducted – by providing a backstop for banks’ liquidity needs – had become less suitable as banks entered a new phase of active deleveraging, new incentives for banks to resume their lending activities were required. In June 2014 the ECB announced the introduction of the TLTROs. These allow banks to borrow from the Eurosystem at fixed interest rates for a period of up to four years in a series of eight operations conducted at quarterly intervals starting in September 2014. Importantly, the amounts that banks can borrow are linked, for the first two TLTROs, to their stock of eligible loans (loans to euro area non-financial corporations (NFCs) and households, excluding loans to households for house purchase) as at 30 April 2014, and, for the remaining six operations, the evolution of eligible lending since May 2014.3 In addition, in the context of a broader reduction in the key ECB interest rates, the Governing Council decided in June 2014 for the first time to introduce a negative rate on the deposit facility and on reserves in excess of the minimum reserve requirements. The rate was further lowered in September 2014 to its current level of -0.20%. In September 2014 the ECB also announced the launch of two asset purchase programmes, the asset-backed securities purchase programme (ABSPP) and the third covered bond purchase programme (CBPP3).


    Finally, in January 2015 the ECB announced the introduction of the expanded APP in order to further ease the monetary policy stance. This measure was deemed necessary as policy rates were constrained by the lower bound – the rate on the ECB’s main refinancing operations (MROs) had been set to 0.05% since September 2014 – and the inflation outlook had deteriorated further since the introduction of the credit easing package. The expanded APP encompasses the two previously launched purchase programmes (the ABSPP and CBPP3) as well as purchases of public sector securities. The purchases under the programme, which amount to €60 billion per month, are intended to be carried out until the end of September 2016, or beyond, if necessary, and, in any case, until a sustained adjustment is seen in the path of inflation consistent with the aim of achieving inflation rates below, but close to, 2% over the medium term.4


    This article discusses the impact on bank intermediation, bank lending and money of the non-standard measures introduced by the ECB since June 2014.5 A discussion of their impact on non-bank financial intermediaries as well as of the ultimate impact on economic activity and inflation is beyond the scope of this article. Section 2 analyses the impact of these measures on banks’ balance sheet developments, funding conditions and risk-bearing capacity with a view to establishing how they affect banks’ ability to act as financial intermediaries and thus be an effective conduit for the transmission of the monetary policy signal. Section 3 focuses more specifically on the effect of the measures on the outcome of the intermediation process, namely bank lending. Section 4 analyses the impact of the APP on broad money in view of the exogenous increase in the amount of central bank liquidity brought about by this measure. Section 5 concludes. The two boxes provide a stylised overview of the main transmission channels for these measures (Box 1) and their impact on various financial market prices (Box 2).


    2 The impact on bank intermediation


    The ECB’s non-standard measures interact in intricate and often far-reaching ways with banks’ intermediation processes and capacities by influencing their balance sheet developments, funding conditions and risk-bearing capacity. This section discusses some of the main aspects of this interaction in the case of the TLTROs and the APP in order to ascertain how these measures affect banks’ ability to act as effective conduits for the transmission of the monetary policy signal.


    2.1 Banks’ use of the TLTROs


    The TLTROs are intended to impact on the balance sheets of the borrowing banks in two main complementary ways. First, the TLTROs provide an incentive for asset expansion, particularly in terms of lending to firms and households, in line with the targeted nature of the measure. Given that the amounts that banks can borrow from the TLTROs are a multiple of their eligible lending, they also allow banks to fund other asset expansion strategies, involving asset classes beyond eligible loans. Second, as an attractive source of long-term funding the TLTROs are intended to allow banks to replace more costly sources of funding and extend the maturity of their liabilities in order to better match that of the lending targeted by the measure.


    Bank asset expansion has indeed taken place over the period during which TLTROs have been conducted although it has been centred on countries that are currently considered less vulnerable.6 It is important that the asset expansion that may have been encouraged by the TLTROs be assessed against a counterfactual path for an increase in bank balance sheets that would have materialised in the absence of this measure. While such a path is elusive, it should be recalled that when the operations were launched some banks in the euro area, and entire banking systems in certain vulnerable countries, were facing the need to deleverage, which in some cases was even formalised in restructuring plans. Chart 1 shows the changes in the main balance sheet items of banks that borrowed in the TLTROs between end-August 2014 (before the first TLTRO was conducted) and end-July 2015. Clearly, the movements on these banks’ balance sheets are also affected by numerous other factors and considerations not related to the TLTROs, which cannot be parsed out in this simple illustration. These developments should therefore be interpreted with caution and in conjunction with complementary evidence. Chart 1 shows that TLTRO borrowers expanded their credit to the private sector over this period. It should be noted, however, that this outcome is entirely driven by banks in countries that are currently considered less vulnerable. In vulnerable countries, by contrast, credit provided to the private sector by TLTRO borrowers continued to decline, reflecting the ongoing deleveraging process in these countries. Across vulnerable and less vulnerable countries, TLTRO borrowers acquired external assets in net terms, while the overall change in their provision of credit to euro area sovereigns was muted.7 There is no evidence that TLTRO borrowers, in aggregate, distributed the liquidity they obtained to other banks, as credit to monetary financial institutions (MFIs) contracted. While Chart 1 documents some “parking” of funds in Eurosystem deposits by TLTRO borrowers, it should be recalled that the expanded APP was launched in the last part of the period covered, which resulted in a large, steady increase in central bank reserves in the system.
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    The funding substitution that has taken place as a result of the TLTROs has resulted in a significant extension of the maturity of bank funding. TLTRO borrowers have sharply reduced their recourse to other Eurosystem borrowing (see Chart 1). This reflects the fact that the three-year long-term refinancing operations that were conducted in December 2011 and February 2012 matured in, respectively, January and February 2015, as well as the fact that banks switched borrowing from other operations (three-month longer-term refinancing operations and MROs) to the TLTROs. Overall, this has resulted in a substantial extension of the weighted average maturity of bank borrowing from the Eurosystem, from 130 days before the first TLTRO was conducted to 804 days after the settlement of the fourth TLTRO in June 2015.8 This extension of maturity provides banks with funding certainty over a longer period and allows them to better match the maturity of their liabilities with that of assets such as loans to households and firms. TLTRO borrowers have also reduced their recourse to wholesale funding, i.e. issuance of debt securities and interbank borrowing. Indeed, there is evidence that the reduced recourse to the issuance of debt securities is, in aggregate terms, more pronounced in the case of TLTRO borrowers than for other banks. While the reduction of debt securities, particularly of the unsecured type, would be the most cost-effective type of funding substitution, the reduction of outstanding debt securities is constrained by the roll-off rate implied by their maturity structure as well as by business considerations supporting a continued issuing presence in the market. In this context, other policy measures taken by the ECB over this period, and the CBPP3 in particular, have supported banks’ continued issuance activity in the covered bond market.


    Looking ahead, banks have signalled that they expect to mobilise more of the TLTRO funds borrowed in order to extend loans. In their responses to the July 2015 euro area bank lending survey (BLS) banks indicated that in future TLTROs they expect that more of the funds drawn will be deployed to grant loans and less to acquire other assets (see the left-hand panel of Chart 2). As regards funding substitution, banks expect that the replacement of funding from other Eurosystem operations will become less important (see the right-hand panel of Chart 2), which is unsurprising given the extent to which TLTROs have replaced other Eurosystem operations thus far.
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    2.2 The impact of the ECB’s non-standard measures on banks’ access to market financing


    The ECB’s non-standard measures have also improved broader market financing conditions for banks, regardless of their participation in Eurosystem borrowing operations. The replacement of more costly and shorter-dated funding sources with TLTROs is only one part of the easing effect of the TLTROs on bank funding conditions and, ultimately, the cost of funding for firms and households. The TLTROs, along with the other standard and non-standard measures introduced by the ECB since June 2014, and the APP in particular, have precipitated a substantial compression of medium and long-term yields on a number of financial assets, including bank funding instruments (see Box 2). As a result, the composite cost of debt financing for banks has decreased markedly across euro area countries (see Chart 3). Moreover, the cross-country dispersion of this cost has continued to decline. The improvements have resulted in a broader easing of financing conditions, which applies to banks regardless of the volume of their recourse to the Eurosystem’s lending operations. The role of the ECB’s non-standard measures as a driver of these developments is confirmed by banks’ responses to the BLS (see Chart 4). Around one-quarter of respondents in the July 2015 survey indicated that the TLTROs have contributed to easing the conditions they face when accessing market financing. As expected, the positive impact is more widespread in the case of the APP: almost half of the banks participating in the April 2015 survey identified a positive effect on market financing conditions in the six months to March.9 In terms of specific instruments, the positive impact was reported to be more widespread in the case of funding via covered and unsecured bank bonds.
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    2.3 The accommodation of the reserves created by the APP on bank balance sheets


    Asset purchases by the Eurosystem in the context of the APP are also having profound effects on banks’ balance sheets. The Eurosystem pays for the assets it purchases by supplying reserves, i.e. deposits with the Eurosystem. Since credit institutions are the entities that typically hold deposit accounts with the central bank,10 purchases are always settled through them, regardless of who the ultimate seller is. The accommodation of these reserves on banks’ balance sheets is associated with movements in other balance sheet items. It is expected that this will eventually trigger portfolio rebalancing by banks, whereby they exchange the reserves they receive for other assets.


    The increase in reserves following the introduction of the expanded APP is matched on banks’ balance sheets by increases in deposits and, to a somewhat lesser extent, by sales of government bonds from banks’ own portfolios. The largest counterpart to the increase in holdings of reserves in the period during which the expanded APP has been active is an increase in deposits by euro area residents (see Chart 5), part of which reflects banks’ intermediation of bond sales to the Eurosystem by euro area non-banks. Their intermediation of sales by non-euro area residents is reflected in a decline in net external assets, which is also very sizeable. A somewhat smaller but still material part of the increase in holdings of reserves is matched by a decline in bank credit to governments, which, at least partly, reflects sales of securities to the Eurosystem from banks’ own portfolios. Chart 5 also shows an expansion of credit to the private sector, part of which will have also contributed to the increase in deposits discussed above.
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    The final uses of the liquidity generated by the APP are likely to be different to the initial uses. The banking system as a whole cannot reduce the total amount of reserves it holds by engaging in portfolio rebalancing.11 Looking at aggregate data can therefore provide only limited insights into the use of the liquidity generated by the APP, as the liquidity being used by one bank will be matched by a movement on the balance sheet of the bank receiving the liquidity. However, survey evidence can shed some light on banks’ intentions. A large number of respondents to the April 2015 BLS said they expected to use the increased liquidity they receive to grant loans (see Chart 6). This response should be qualified, however, as the expansion of loans is a process that requires time to materialise, not only owing to operational considerations but also because the reaction of loan demand to improved supply conditions is unlikely to be instantaneous. It is therefore probable that the first stage of rebalancing will affect mainly the liabilities side of banks’ balance sheets, as banks use the increased liquidity at their disposal to pay down their more costly liabilities. This initial stage is also likely to involve the acquisition of some liquid assets, which can be done swiftly and with low transaction costs. Nevertheless, both of these types of immediate transaction contribute to activating portfolio rebalancing effects and are therefore congruent with the APP’s intended objectives.
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    The APP is expected to improve the attractiveness of loans compared with securities as regards banks’ portfolio allocation decisions. It is expected to impact on banks’ portfolio decisions by tilting the risk-adjusted return on assets in favour of loans. In recent years the returns that banks, particularly in vulnerable euro area countries, have earned (in ex-post risk-adjusted terms) by investing in securities have been much higher than those on investing in loans (see Chart 7). However, the portfolio rebalancing effects triggered by the APP will reduce the yields on securities. While these effects will also place downward pressure on loan rates, for banks’ bottom line profitability this will be counteracted by the lower credit risk of the loans, owing to the improving macroeconomic outlook. Overall, therefore, the APP is expected to make loans more attractive than securities.
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    2.4 The impact of the APP on bank profitability and capital


    The APP also has implications for banks’ capacity to bear risk. Banks’ capital positions are of central relevance for their ability to intermediate and thus transmit the monetary policy accommodation engineered by the ECB’s non-standard measures. The accumulation of profits is one of the main methods that banks can use to boost their capital buffers and thereby increase their capacity to lend and take on the associated risks. The APP has several, partly competing effects on banks’ capital and profitability. The reduction in longer-term yields brought about by the APP in an environment where short-term rates are at or close to their effective lower bound implies a flattening of the yield curve. Given banks’ traditional business model of performing maturity transformation, i.e. funding the acquisition of long-term assets by issuing short-term liabilities, this yield constellation can exert downward pressure on their intermediation margins. At the same time, this adverse effect on bank profitability and capital is counteracted by the boosting effect of the APP on economic activity, which, as previously mentioned, moderates the credit risk of loans, thereby reducing the associated provisioning costs. Moreover, the general increase in asset prices expected to be triggered by the APP will lift the valuations of these assets on bank balance sheets, thus, under certain conditions, giving rise to capital gains.


    Evidence from the BLS points to a positive overall effect of the APP on bank capital, but the impact on profitability is reported to vary across countries. Since some of the effects of the APP have opposing impacts on bank profitability and capital, the overall effect is ex ante unclear. According to the April 2015 BLS, banks expect a slight overall improvement in their capital ratios resulting from the APP (see Chart 8). This reflects a broad-based expectation of capital gains associated with the programme. However, as part of these capital gains are not reflected in banks’ accounting profits,12 the negative effect of the APP on banks’ net interest margins dominates here, resulting in an adverse overall effect on bank profitability. While the impact on net interest margins is negative overall at the euro area level, the responses at the country level are more diverse. In particular, in vulnerable euro area countries where loans are often extended at floating rates and banks are most burdened by costs associated with credit quality, the impact is reported to be positive.
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    3 The impact on bank lending


    From a monetary policy transmission perspective, banks’ intermediation capacity is relevant primarily because it affects the supply of bank loans to firms and households. This section therefore focuses more specifically on the effect of the ECB’s recent non-standard monetary policy measures on the eventual outcome of the intermediation process, namely on the availability, conditions, rates and volumes of bank lending.


    Evidence from lending rates applied by banks to NFCs points to an improvement in the pass-through of monetary policy measures. Data on individual MFI lending rates suggest that successive cuts in the MRO rate have been passed through to lending rates applied to NFCs to a different extent across countries (see Charts 9 and 10). Looking at the distributions of lending rates charged by MFIs to firms in September 2011 (i.e. shortly before the first of a series of cuts in the MRO rate starting in November 2011) and June 2014, it appears that the 125 basis point reduction in the MRO rate over this period was incompletely and unevenly reflected in the decline in the median lending rate: in the group of less vulnerable countries it declined by 92 basis points, whereas in the group of vulnerable countries it declined by only 28 basis points. Before, therefore, the launch of the credit easing package, and especially in vulnerable countries, the bulk of the reduction in the key ECB interest rates had not been transmitted to the borrowing costs faced by households and firms. In the period after the announcement of the credit easing package in June 2014, however, the reduction in borrowing costs was larger in vulnerable countries (113 basis points) than in less vulnerable countries (50 basis points), suggesting that both the TLTROs and the APP have supported credit flows to the private sector and aligned the price of such credit with the intended stance of monetary policy.
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    A simplified accounting model of how banks price their loans can be used to analyse the main factors that influence lending rates. Using such a model, it is possible to break down lending rates into four main components:13


    Lending rate = bank funding cost + capital charge + intermediation margin + other factors


    This simplified model assumes that when pricing a loan, the base used by banks is a market reference rate which mainly reflects the rate at which they can raise funds in the interbank money market. In addition to this rate, banks pass on to the final borrower a number of spreads to recover the costs they incur in making the loan, including the cost of funding through deposits and market debt (bank funding cost). Moreover, banks need to recoup their cost of equity (capital charge). When a new loan is created, the regulatory risk weight is positive, so the bank has to set aside some capital to back the loan.14 Banks also charge a margin for intermediation services (intermediation margin). This margin has to compensate the bank for a number of factors related to the riskiness of the borrower and it generates net earnings from borrowing activity. Finally, there are other factors not considered separately in this simple formula (other factors), which may influence, sometimes substantially, the pricing of banks’ retail products. These include changes in demand for loans, banking sector competition and the opportunity costs of lending (most notably taking into account incentives for holding sovereign debt). 15


    Lending rates were exceptionally sticky and sluggish between 2011 and 2014, especially in vulnerable countries. This occurred despite the fact that after the announcement of Outright Monetary Transactions in August 2012, monetary policy was successful in compressing funding costs and even the cost of capital for banks (see Chart 11).
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    The costs of borrowing from capital markets (i.e. bank bond spreads) have been higher in vulnerable than in less vulnerable euro area countries, especially during the period 2011-12. This difference reflects the higher opportunity cost of investing in securities issued by banks operating in vulnerable countries, where sovereign yields are higher. Additionally, the deterioration in sovereign creditworthiness as a result of the sovereign debt crisis has had a significant effect on the credit risk of banks operating in vulnerable countries, where high exposure to domestic sovereign bonds has adversely influenced their funding costs.16


    Against the background of additional monetary policy measures and especially after the announcement of the credit easing package, there has been a steep decline in lending rates. This decline has been influenced by different factors, including the further reduction in money market rates, which have entered into negative territory. Another part of the decline in lending rates is due to the shrinking of the residual component linked to “margins and other factors”, especially in vulnerable countries. These dynamics are in line with the main objective of the TLTROs, which is to stimulate the supply of bank loans, thereby exerting downward pressure on lending rates in order to attract more demand, expand operations and contribute to a more robust recovery. A better business environment will ultimately be reflected in an improvement in banks’ profitability.


    Analysing the bidding of banks in TLTROs suggests that there is a close relationship between participation in these operations and lending behaviour, especially in vulnerable countries. Banks located in vulnerable countries which have participated in at least one of the first four TLTROs have lowered their lending rates by more than non-participants (see Chart 12). Lending volumes also provide evidence of more forthcoming lending behaviour by these banks. The lending behaviour of banks located in less vulnerable countries does not appear to be significantly linked to TLTRO participation.
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    Euro area banks’ answers to ad hoc questions in the April 2015 BLS provide information on the potential ability of the APP to affect banks’ lending behaviour.17 The majority of banks in the euro area indicated a positive impact of the APP on all loan categories, especially as regards their credit terms and conditions and, to a lesser extent, credit standards. A net percentage of around 5% of the banks reported a likely easing impact on the credit standards applied to loans to enterprises and to households for house purchase over the coming six months (see Chart 13). The positive impact on consumer credit and other loans was seen as more muted. Considerable net percentages of the banks indicated a favourable impact of the APP on their credit terms and conditions for loans to enterprises (-19%), housing loans (-15%), and consumer credit and other lending to households (-8%). This favourable impact was expected to increase over time for loans to enterprises (-33%), housing loans (-23%), and consumer credit and other lending to households (-14%).
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    4 The impact on money


    The APP is unique among the ECB’s non-standard measures in that it entails an exogenous increase in the amount of monetary liquidity in the economy. The ECB’s non-standard measures discussed in this article are intended to contribute to achieving its primary mandate of maintaining price stability over the medium term, mainly by easing financing conditions for firms and households. Part of the expected reaction by these economic agents to the more forthcoming financing conditions is that they will increase their borrowing from the banking system in order to finance expenditure. The associated credit expansion results in an increase in broad money, as loan drawdowns are typically carried out by crediting the borrower’s deposit account (and ultimately that of the recipient of the borrower’s expenditure). The upshot is that all these non-standard measures ultimately have an impact on broad money creation. Indeed, measures of broad money growth have been moving upwards over the period during which the recent wave of non-standard measures has been active (see Chart 14). In most cases this impact is indirect and reflects the endogenous reaction of banks, firms and households to the easier financing conditions engineered by the central bank. The APP, however, is distinctly different in this respect. As explained in Section 2, when the Eurosystem acquires securities, this always leads to an increase of the reserves which euro area MFIs hold with the Eurosystem. When the ultimate sellers of the securities are non-MFIs, the increase in central bank reserves is matched by an increase in the deposits of the seller with the credit institution which intermediated the sale. In view of the uniqueness of the APP in this respect, this section focuses on the impact of the APP on monetary aggregates.
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    4.1 Conceptual delineation of the impact


    Two effects of the APP purchases on broad money (M3) can be distinguished: the direct, mechanical effect of the purchases, and the indirect effect resulting from the uses of the liquidity from the purchases. As regards the direct effect, the impact on M3 depends on the sector to which the ultimate sellers of the securities acquired by the Eurosystem belong.


    Direct effects of the APP on M3 arise when purchases are made from the euro area money-holding sector. For sellers in the euro area money-holding sector – euro area households, NFCs, insurance corporations and pension funds, other financial intermediaries and general government entities other than central government – the purchases result, in the first instance, in a one-for-one direct increase in M3.18 In the case of sellers which are not resident in the euro area, the deposits they receive are not part of M3, and there will therefore be no impact on euro area broad money. If the sellers are euro area credit institutions or money market funds (i.e. they belong to the euro area money-issuing sector), they will receive either reserves or deposits with another MFI, both of which are consolidated within the euro area MFI sector and do not affect euro area M3.19


    The indirect effects of the APP on M3 result from the portfolio rebalancing that the programme is intended to bring about. Some of the portfolio rebalancing transactions may shift funds outside the money-holding sector or towards instruments that are not included in M3, thereby “destroying” money. By contrast, portfolio rebalancing by entities outside the money-holding sector may shift deposits towards the money-holding sector, thereby “creating” money. Some stylised examples of such indirect effects on money are provided below.


    Money is destroyed when euro area money-holders acquire assets from non-euro area residents. As euro area residents seek to diversify their portfolios and pursue higher returns in the context of low yields in the euro area, they may invest in assets held outside the euro area. The settlement of these transactions will shift deposits which are held by euro area money-holders and included in M3 to deposits held by non-residents, thereby destroying money.


    The acquisition by euro area money-holders of non-M3 liabilities of euro area MFIs also destroys money. While the deposits received in the settlement of the sale of assets to the Eurosystem will almost certainly be highly liquid and therefore included in M3, sellers may then chose to acquire assets from banks which are not included in M3 (such as long-term bank bonds or bank equity) in order to earn higher returns by increasing their exposure to duration or other types of risk. While aggregate bank liabilities may not change, the shift in their composition destroys money. A similar effect materialises if euro area money-holders acquire assets held by euro area banks, such as government and corporate bonds, or repay loans to banks.


    Money is created through the acquisition by euro area MFIs or non-euro area residents of assets from euro area money-holders. Euro area money-holders are not the only economic agents engaged in portfolio rebalancing. Both non-residents and euro area MFIs will seek to re-optimise their portfolios. In doing so they may acquire assets from other non-residents or euro area MFIs, in which case there will be no effect on euro area M3. Some of the rebalancing is likely, however, to involve the acquisition of assets from euro area money-holders (especially as the money-holding sector will be encouraged to issue new assets given the lower funding costs), for example in the form of corporate bonds or equity.20 Eventually banks are also expected to use some of the reserves they obtain to extend loans to euro area households and firms. All these transactions give rise to deposits held by euro area money-holders, thereby creating money.


    4.2 The information content of the increase in M3


    The increase in M3 associated with the APP results mainly from an exogenous shift in the supply of money and is therefore highly informative for future spending and inflation. Movements in broad money are generally informative for current and future spending in the economy and contain important signals for future developments in inflation. Indeed, in recognition of this, the ECB’s monetary policy strategy contains a distinct pillar devoted to the analysis of monetary developments in order to identify risks to price stability in the medium to longer term. Movements in broad money that can be traced back to a higher demand for monetary assets have lesser implications for future inflation, as the higher money holdings in fact reflect portfolio decisions and will not therefore trigger portfolio rebalancing or increased spending. In the case of the APP, however, most of the associated increase in M3 reflects an exogenous augmentation of bank deposits engineered by the central bank.


    As the APP compresses yields, part of the increase in broad money it generates will be absorbed by higher demand to hold money for investment reasons, but a substantial part will remain macroeconomically active and be informative for future developments in spending and inflation. When assessing the implications of the APP-induced increase in M3 for future inflation developments, it should be borne in mind that the APP is primarily intended to compress the yields on other assets. This, in turn, reduces the opportunity cost of holding money, which increases demand on the part of agents in the economy to hold money. In an environment where yields are already low, a further decline may cause a disproportionate increase in agents’ willingness to hold money. This is because in order to invest in more sophisticated, non-monetary assets savers must incur fixed costs related to the acquisition of information and expertise in managing such investments. The hurdle that these costs pose is too high when the extra remuneration which can be earned is low. The upshot is that part of the money exogenously injected into the economy by the central bank via the APP will be met by increased demand for monetary instruments by the receiving agents, thereby eliminating part of the reinvestment and spending processes that would give rise to macroeconomic effects. In other words, in the current yield environment, the increase in M3 engineered by the APP is expected to have more muted macroeconomic effects than an increase of the same size in a more typical interest rate environment. Nevertheless, the overall effect is still clearly sizeable, particularly when taking into account that the propensity to spend “windfall” increases in money balances is likely to be higher in the present yield environment.


    5 Conclusions


    This article has analysed the impact on money and credit of the most recent non-standard measures announced by the ECB. The empirical evidence suggests that these policies have successfully improved the credit conditions in the euro area and supported the ongoing recovery in lending activity.


    The TLTROs and APP have significantly lowered yields in a broad set of financial market segments. The long-term bank funding provided by the TLTROs and the acquisition of longer-term private and public sector securities through the APP have had effects on a range of asset prices which generally increase with maturity and riskiness.


    Reductions in bank bond yields, i.e. less expensive market-based financing for banks, have improved their funding costs, enabling a more forthcoming bank attitude towards lending. In practice, the elimination of illiquidity and abnormally high spreads and mark-ups in malfunctioning credit markets has incentivised banks and other lenders to pass the funding cost relief on to final borrowers in terms of higher credit flows and better lending conditions.


    Overall, the non-standard measures have helped push the intended monetary policy accommodation through the intermediation chain to reach final borrowers, i.e. household and firms. This contributes to the recovery in lending and economic activity, which is expected to produce a sustained adjustment of inflation rates towards levels below, but close to, 2% over the medium term.
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    The short-term fiscal implications of structural reforms


    The economic and sovereign debt crisis revealed significant gaps in the economic resilience of several euro area countries, pointing to a strong need for structural reforms. Despite the long-term benefits of structural reforms, their implementation prior to the crisis was suboptimal. Typically, the main resistance to the adoption and implementation of structural reforms stems from the vested interests of affected groups in society. Besides this, the possible short-term economic and fiscal costs of structural reforms are also sometimes mentioned as a reason for postponing their adoption, suggesting a short-term trade-off between fiscal consolidation and reforms. The European Commission’s Communication on making the best use of the flexibility within the existing rules of the Stability and Growth Pact (SGP)1 follows this logic and foresees an allowance for the direct short-term fiscal costs of reforms, enabling European Union (EU) Member States implementing structural reforms to delay fiscal adjustment compared with the SGP benchmark requirement. This article reviews the evidence of the short-term effects of structural reforms, given the prominence that the latter may gain in the application of the SGP. Their quantification is surrounded by uncertainty and is conditional on a large number of assumptions. That said, only a small set of structural reforms appear to have direct short-term fiscal costs, with “systemic” pension reforms being the most prominent example. This suggests that the structural reform clause should be carefully applied. In particular, it is important that the assumptions underlying the decision to apply such a clause are spelled out in a clear and transparent way, which will also ensure a consistent application over time and across countries.


    1 Introduction


    The economic and sovereign debt crisis made it more pressing for structural reforms to be carried out in several euro area countries. Large fiscal imbalances, weak external competitiveness, a leveraged financial sector, indebted households and poor productivity weighed negatively on the euro area’s capacity to adjust to the economic downturn caused by the financial crisis. The crisis revealed the deep-rooted nature of fiscal imbalances and, in some countries, masked more fundamental public sector inefficiencies. The weak resilience of several euro area economies was also to some extent due to insufficient reform efforts in the pre-crisis period.2


    Both economic and political factors are often cited as holding back the adoption and implementation of structural reforms. Typically, the main resistance to the implementation of structural reforms stems from the vested interests of affected groups in society. The possible transitional (economic and fiscal) costs of structural reforms are also sometimes seen as factors that generate political resistance to reforms. This is compounded by the fact that governments have temporal horizons that are usually too short to capitalise politically on the long-run benefits of reforms and might not therefore be willing to tolerate the possible short-run costs of reforms.


    The European Commission’s Communication on making the best use of the flexibility within the existing rules of the SGP gave more prominence to the possible short-term fiscal costs of structural reforms. The SGP’s structural reform clause was first introduced in2005, although in its first ten years it was invoked only for “systemic” pension reforms by some Member States. In order to spur the adoption and implementation of structural reforms, the Communication gave more prominence to the clause that allows Member States implementing structural reforms to delay fiscal adjustment compared with the benchmark prescribed by the SGP, thus compensating for the potential short-term economic and fiscal costs of reforms.


    Since only a small set of structural reforms might have short-term fiscal costs, flexibility under the SGP should be used carefully to avoid the risk of it being misused. This article reviews the channels through which structural reforms affect the economy and public finances, and discusses the main issues related to the assessment of their effects. Structural reforms encompass policy actions that increase the efficiency and competitiveness of the economy, with beneficial effects for long-term fiscal sustainability. Labour and product market reforms, as well as systemic pension reforms that benefit long-term fiscal sustainability, are typical examples of structural reforms. Structural reforms in the fiscal domain generally produce both short-term and long-terms gains, whereas short-term fiscal costs are limited to a few examples (see Box1). This article finds that, with the notable exception of systemic pension reforms, no significant short-term fiscal costs are generally associated with structural reforms. When such costs exist, their quantification is often uncertain and largely a matter of judgement. This is in line with earlier studies which found that, although some reforms may have short-term budgetary costs, these appear to be rather low and the evidence is not always statistically significant.3 This suggests that the structural reform clause of the SGP should be carefully applied. In particular, it is important that the assumptions underlying the decision to apply such a clause are spelled out in a clear and transparent way, which will also ensure a consistent application over time and across countries. In general, however, the focus of the policy debate should be on better ways to incentivise the adoption and implementation of structural reforms. Section2summarises the structural reform provisions under the SGP, including the recent Communication from the European Commission. Section3provides a qualitative description of the main channels via which such reforms may affect public finances in the short term either directly or indirectly via their impact on the macroeconomic aggregates. Section4discusses the difficulties of quantifying precisely and reliably such effects for use in the context of the EU fiscal surveillance framework. Section5concludes.


    2 Structural reforms under the Stability and Growth Pact


    The2005reform of the SGP aimed to enhance its growth-oriented nature and to better account for country-specific economic circumstances.4 The structural reform clause introduced under the preventive arm of the SGP in2005gives special consideration to the implementation of structural reforms in the application of the framework. In particular, Member States may temporarily deviate from their medium-term budgetary objective (MTO) or the adjustment path towards it when implementing “major structural reforms with direct long-term positive budgetary effects, including by raising potential sustainable growth, and therefore a verifiable impact on the long-term sustainability of public finances” (Article5of Regulation (EC) No1466/97).5 The aim is to avoid the implementation of structural reforms with significant short-term fiscal costs, but sizable long-term benefits for fiscal sustainability being held back by the risk of violating the framework. With the exception of so-called systemic pension reforms (see below), no direct connection is established in the Regulation between the scale of the short-term costs of reforms and the allowed deviation from the MTO.


    Systemic pension reforms have received particular attention in the provisions laid down in the SGP governing structural reforms. Systemic pension reforms introduce a multi-pillar system including a fully-funded private pillar. These reforms have a direct and immediate negative impact on the general government deficit, as part of the social security contributions to the public pension pillar are diverted to a fully-funded private pension fund that is classified outside the general government sector. Over time positive budgetary effects materialise, since part of pensions and other social benefits will, following the reform, be paid by the fully-funded pension scheme with a corresponding reduction in pension-related government spending. The allowed deviation from the MTO shall only reflect the direct net cost of the reform, but should remain temporary, and an appropriate safety margin with respect to the3% of GDP deficit reference value is to be preserved. The2005reform also introduced changes to the corrective arm of the SGP as it provided that due consideration shall be given to the implementation of systemic pension reforms when assessing compliance with the deficit and debt criterion and in subsequent steps of the excessive deficit procedure (EDP) (Article2of Regulation (EC) No1467/97).6 Specifically, when launching and abrogating EDPs based on the deficit criterion, the related assessment of deficit figures shall consider the net costs of systemic pension reforms, which need to be verified by Eurostat. This implies an allowance to deviate from the deficit reference value as long as the excess is fully explained by the reform costs and the deficit remains close to the reference value.7


    The structural reform clause was applied in only a few cases and with reference solely to systemic pension reforms. Under the corrective arm, the EDP for Lithuania was abrogated in2013taking into account the net cost of the2012systemic pension reform, which explained why in2012the general government deficit exceeded by0.2% of GDP the reference value of3% of GDP set in the Treaty on the Functioning of the European Union (TFEU). Likewise, the EDP for Poland was abrogated in early2015, based on validated data for2014, one year ahead of the deadline set in the2013Council Recommendation8, because the remaining excess in the general government deficit over the reference value set in the TFEU was explained by the net cost of a previous pension reform. Under the preventive arm, Latvia benefited from the pension reform clause in2013and was granted a three-year allowance to deviate from the MTO.


    In January2015the scope of the structural reform clause was broadened by the European Commission’s Communication on making the best use of the flexibility within the existing rules of the SGP. To further promote Member States’ reform efforts within the existing framework, countries under the preventive arm are granted a temporary deviation from the MTO or the adjustment path towards it of up to0.5% of GDP – irrespective of the actual cost of the reform – in case of implementation of a wider range of major structural reforms or reform packages, provided that a safety margin with respect to the deficit reference value is preserved. The European Commission’s Communication also confirms that the implementation of structural reforms will be considered a relevant factor under the EDP. In the absence of a sound methodological framework to estimate the budgetary effects of structural reforms, the European Commission assesses eligibility for the structural reform clause on the basis of a dedicated reform plan – submitted by the Member State in spring in the context of the annual update of the Stability and Convergence Programmes. The programme needs to include detailed and verifiable information, as well as a credible timeline for adoption and delivery of the envisaged reform(s). However, contrary to the Code of Conduct of the SGP9, the Commission’s Communication provides that “ex-ante” reform plans (as opposed to implemented reforms) can also be taken into account when granting the temporary deviation from the MTO or the adjustment towards it.10


    A number of countries are benefitting from the increased flexibility under the SGP. In March2015the commitment to implement structural reforms was considered a relevant factor in granting France a two-year extension of its EDP deadline, rather than the one-year extension foreseen as a rule.11 At the same time, in deciding whether to open an excessive deficit procedure on account of the debt criterion for Italy and Belgium, pursuant to Article126(3) of the Treaty on the Functioning of the European Union, the European Commission took into account in its reports that implementation of structural reforms was one of the relevant factors justifying the decision not to open an EDP. In addition, under the preventive arm, Italy was granted a generic allowance of0.4% of GDP to deviate from the MTO adjustment path in2016, on account of the structural reform plan presented by the Italian authorities which included a quantitative assessment of the short-term fiscal costs of structural reforms amounting to 0.2% of GDP.12


    This flexibility must be used carefully in order to preserve fiscal sustainability and the credible application of the SGP provisions. The possibility to apply the flexibility provisions also to ex-ante reform plans (as opposed to effectively implemented reforms) risks being counterproductive. Ensuring that ex-ante plans are effectively implemented requires continuous monitoring of reform implementation (see also Section4) and timely follow-up in case of lack of progress,13 otherwise countries may have an incentive to delay or even backtrack on their plans once the fiscal flexibility has been granted. The possibility to postpone the adjustment towards the MTO, without any compensation for the initial deviation, would further delay achievement of the MTO and contribute to making it a “moving target” instead of an anchor for budgetary planning.14 Finally, and this is the main focus of this article, a proper application of the structural reform provisions requires a clear and transparent assessment of the short-term fiscal costs of structural reforms. This is important, since its application has recently been broadened to a wide set of reforms. So far, no common shared methodology has been developed and a qualitative approach to assessing the impact of structural reforms has been used.


    3 The effects of structural reforms – a review of the main channels


    Structural reforms have positive long-term effects on output growth, employment and the sustainability of public finances. These beneficial effects are well documented in the literature and provide the foundation for the specific recommendations regularly addressed by the European Commission and the Organisation for Economic Co-operation and Development (OECD) to their member countries. For example, reforms that liberalise product markets and improve the business environment stimulate employment and investment, and ultimately benefit total factor productivity, while indirectly benefiting long-term fiscal sustainability. Increasing labour market flexibility reduces structural unemployment by inter alia enhancing labour mobility within and across countries.15 Systemic pension reforms which diversify the source of pension income and reduce the burden on public finances are beneficial for long-term fiscal sustainability in ageing societies.


    The short-term fiscal implications of structural reforms have been less extensively explored,16 but have become relevant in the application of the SGP structural reform provisions. Structural reforms can affect the economy via multiple channels. As concerns public finances, the effects of structural reforms can be either direct (for example, higher spending associated with active labour market policies) or indirect via induced changes in the underlying macroeconomic conditions (for example, revenue shortfalls reflecting temporary contractions in nominal wages). This section provides a qualitative review of the main channels through which the structural reforms considered in this article affect public finances and the economy in the short run. For each subsection, a table summarises the main reform actions and their short-term budgetary implications, both direct and indirect. The assessment is purely qualitative and is based on the assumption that, where there is a change in one instrument, all others are held unchanged.


    3.1 Product and labour market reforms


    Different labour market reforms may vary in terms of their short-term direct budgetary effects, although in many cases the net effects are hard to pin down. Labour market reforms are largely motivated by the need to stimulate employment, increase private consumption and growth, thus resulting in higher government revenues and lower unemployment related spending. Some measures, such as higher spending on active labour market policies or on reforms that may temporarily lead to higher unemployment, may cause a short-run deterioration in the budget balance. These costs are compensated for by the positive effect of active labour market policies on employment and labour productivity, which also benefit government revenues in the medium to longer term.


    Reforms of the wage-setting mechanisms have unclear short-term effects on the budget balance. Reforms that decentralise the wage bargaining system or decrease minimum wages usually have wage moderating effects, which might reduce labour tax revenues. At the same time, reductions in minimum wages also affect public sector employees, as they imply lower spending for the government as an employer, so that the net effect of this type of measure on the budget balance is unclear a priori. Similar effects can be expected from loosening employment protection legislation. Moreover, softening employment protection might temporarily increase unemployment as a result of easier firing conditions during downturns, and therefore lower purchasing power of households. Nonetheless, looser employment protection legislation and more decentralised wage bargaining arrangements may support labour market adjustment and the creation of new vacancies.


    The reform of unemployment benefits has positive short-term direct effects on public finances, whereas indirect effects depend on the evolution of employment. For example, measures that reduce the generosity of benefits have positive effects, as they reduce unemployment-related government spending. In addition, by reducing the workers’ reservation wage, lower unemployment benefits may increase the propensity of the unemployed to find new jobs. Similarly, measures that reduce the coverage of unemployment benefits lead to a decrease in public spending. If the search and matching process is efficient, job vacancies will be filled faster, thus stimulating employment, consumption and government net revenues. In this connection, Box2assesses the German labour market reforms and their effects.


    Product market reforms increase investment and, in some cases, have positive impacts on the budget balance. Reforms that increase access to finance enable an efficient allocation of resources, while safeguarding financial stability. As such, they do not necessarily have direct budgetary implications in the short term, but should increase growth and budget revenues in the longer run. Reforms that enhance firms’ efficiency and productivity (such as reforms improving the business environment) and that reduce regulatory barriers to competition usually have no direct budgetary effects. While lowering regulatory barriers to competition stimulates the reallocation of resources and might force some less productive firms to close down their businesses, leading to lower employment, it will spur the creation of new and more competitive firms. In the medium to long run, all these measures stimulate investment and increase total factor productivity and growth, thereby increasing government revenues. Reforms that reduce red tape are immediately beneficial to private sector activity and may consequently have positive budgetary effects.
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    3.2 Pension systems and healthcare reforms


    Pension reforms, with the exception of systemic pension reforms introducing a private pillar, may generate short-run budgetary savings and some may foster employment. Reforms that reduce the long-term budgetary pressure of the ageing population have been at the top of the reform agenda of several EU countries over the past decade.17 As some reforms entail a reduction in future pension payments to workers entering the labour force, pension reforms imply a delicate trade-off between fiscal sustainability considerations and pension adequacy, especially for low earners. For this reason, most countries tend to protect the lowest earners from benefit cuts.18 Focusing on reforms that increase the long-term financial sustainability and affordability of pension benefits, Table2summarises the key reform actions and provides a qualitative assessment of their short-term effects.
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    Raising the effective retirement age and removing options for early retirement have positive effects on employment and reduce pension spending. This type of reform would increase the labour force participation rate at older ages.19 However, if these reforms are phased in over time (i.e. grandfathering clauses), as is usually the case, the positive budgetary effects in terms of a lower number of pension beneficiaries would materialise only over the medium and long run. Similarly, the impact on consumption and investment in the short term would be negligible. Measures that reduce the generosity of pension benefits (for example, the suppression or reduction of indexation mechanisms and/or changes to the reference wage used to calculate pension benefits) produce more immediate positive budgetary effects. To counter the effects of the lengthening of life expectancy on pension expenditures, linking pension contributions or the retirement age to an index of life expectancy is also foreseen. In these cases, negative effects on consumption would materialise only to the extent that agents anticipate changes in lifetime income.


    Shifting from a defined benefit to a defined contribution mechanism has been at the core of several reforms over the past few years. In a defined contribution system, future pension benefits are linked to the amount of contributions paid by an individual and to the investment returns on such contributions. This increases the long-term sustainability of the pension system, whereas the short-run positive budgetary effects depend on how quickly the reform is phased in. In addition, many OECD countries have introduced a second private pension pillar – either voluntary or mandatory – (these are referred to as systemic pension reforms in the context of the structural reform clause of the SGP) in order to diversify the source of pension benefits and reduce pressure on public finances. This leads to lower public revenues not only in the short term, as part of the contributions are diverted to the second pillar, but possibly also over the medium to long term, as in many countries retirement savings through private pension plans enjoy a favourable tax treatment (for example, full or partial deductibility of contributions and investment returns, and lower tax rate for retirees).


    Healthcare reforms can contribute decisively to reducing long-term age-related costs and generally have positive short-term budgetary effects. The2010joint EPC-EC report on healthcare systems20 concluded that policy efforts need to be stepped up to ensure that budgetary targets are reached and age-related costs contained.21 Healthcare reforms consist mainly of macro-type controls (for example, caps on current and investment spending, wage controls and agreements with pharmaceutical companies to contain spending) and governance reforms (more efficient decision-making processes and cost-effective contracting systems). Reforms at the micro-level are also very important and include, among others, the introduction of incentive-compatible, cost-sharing mechanisms, more cost-effective procurement practices and use of medicines (especially by encouraging the use of generics), together with an intensification of prevention therapies. All these actions can generate substantial budgetary benefits in the short term, when appropriately applied and sequenced.


    4 Difficulties in measuring the impact of structural reforms


    Measuring the quantitative impact of implemented structural reforms is important, not least given its relevance in the application of the provisions of the SGP. As shown in Section2, the short-term effects of structural reforms implemented by governments are taken into account in the application of SGP provisions.


    However, quantifying the impact of implemented structural reforms is subject to a high level of uncertainty. It is necessary to assess the effectiveness of the implementation of a reform or reform package and this depends not only on the adoption of the relevant legislation, but also on the adoption of, sometimes numerous, implementing rules.


    Moreover, in order to quantify the effect of parametric reforms a considerable amount of information is required. For certain reforms, such as pension reforms or specific labour market reforms (for example, changes to unemployment benefits or active labour market policies), it is possible to identify direct and measurable costs and benefits. However, since this requires a large amount of data and other information that is typically available only to governments, it is necessary to rely on official estimates, which are hard to verify. The difficulty of externally verifying government estimates creates a significant incentive problem, as estimates can be biased towards presenting a more favourable budgetary outlook. This is especially important if these estimates come to play an important role in the EU fiscal surveillance framework.


    For non-parametric reforms, quantification often relies to a large extent on judgement, thus increasing the risk of a biased assessment. For product market reforms, which mainly entail changes in laws and regulations, costs and benefits are harder to quantify as they cannot be directly observed. Therefore, translating individual measures into effects on observable variables can require a significant amount of judgement and making a balanced assessment is simply not possible.22


    The assessment of implemented structural reforms based on general equilibrium models needs to be taken with caution. Structural reforms may influence the economy simultaneously via several channels with complementary or offsetting effects, including second-round effects. General equilibrium models (e.g. dynamic stochastic general equilibrium (DSGE) models) can account for country-specific features and allow the effect of reforms on different macroeconomic variables to be simulated under different scenarios. However, the simulation exercise is complex, as it requires knowledge about the degree of implementation of reforms and the quantification of their effects when possible, as discussed above. The assessment can be further complicated by the difficulty of translating actual reform measures into model parameters, either because the necessary information is not available or because existing policies are subsumed under model parameters that do not fully capture the variety and complexity of such policies. As a result, the assessment of implemented reforms is either partial or relies on a significant degree of judgement as regards, for example, the speed and status of reform implementation and the credibility of the announcement.


    It is not surprising, therefore, that most existing studies look at the impact of hypothetical structural reforms. Cacciatore et al. (2012)23 use a DSGE model to simulate the effects of labour and product market reforms when the policy parameters are lowered to the level of a benchmark group of countries. They find that in the long run GDP and consumption increase, and unemployment falls. These effects materialise after two years, and some reforms (for example, job protection reforms) initially entail an increase in unemployment. For a wider range of reform areas (including market competition and regulation, tax structure and unemployment benefit “generosity”) Varga and in’t Veld (2014)24 look at the medium to long-term effects of closing by one-half the gap vis-à-vis the three best-performing EU countries. They show that EU GDP increases by3% after five years and by6% after ten years. Gomes et al. (2011)25 use a large-scale DSGE model to assess the impact of an arbitrary reduction in the price and wage mark-ups (by5, 10and15percentage points) in Germany and Portugal, and find positive long-run effects on GDP and some short-run negative effects in relation to the postponement of consumption in expectation of future lower prices. However, it does not necessarily follow that the benefits of reforms in one country would also materialise in other countries. Similar reforms can have very different effects depending on their interaction with other institutional features of the economy and the national context more generally. Box2illustrates the use of DSGE models for reform evaluation, taking the Hartz reforms in Germany as an example.


    Empirical studies also have limitations in capturing the short-term impact of implemented reform measures. Isolating the impact of reforms on quantitative indicators may be difficult, because indicators can change for factors other than discretionary government action (for example, spending on active labour market policies) or because such reforms materialise over time. For a wide range of reform areas and indicators (such as labour market reforms, product market regulation and taxation) Bouis et al. (2012)26 identify major reform shocks when the change in the policy indicator in a given year exceeds2standard deviations. They find that, in line with evidence from DSGE models, the gains from reforms take time to materialise. However, no type of reform is found on average to involve significant economic losses in the short run, and some of them are found to deliver some benefits in the short run (for example, reductions in unemployment benefits’ replacement rates or reductions in benefits duration).


    The short-term effects of structural reforms can be shaped by their interaction with macroeconomic conditions and other policy areas. Bouis et al. (2012) find that the short-term positive effects of some reforms are stronger during good economic times and weaker during bad times. For example, reforms reducing the unemployment benefit replacement ratio generate employment losses if implemented when the labour market is already depressed and labour demand is weak. Likewise, the effects of product market reforms are smoother if the labour market is already flexible and the matching efficiency is higher, allowing laid-off workers to find a new job more easily (Cacciatori et al., 2012).


    5 Conclusions


    The short-term fiscal effects of structural reforms have recently gained prominence in the implementation of the SGP. The structural reform clause introduced by the2005reform of the SGP allowed for a delay in fiscal adjustment if a Member State implemented a major structural reform with direct long-term positive budgetary effects, including by raising potential sustainable growth. However, the clause did little to spur reform momentum. The recent Communication of the European Commission on making best use of existing flexibility within the existing rules of the SGP attempts to revive the structural reforms clause, partly by relaxing the requirements for its application.


    However, the structural reform clause of the SGP should be carefully applied. Structural reforms can affect the economy, and public finances in particular, via multiple channels. As shown in this article, the reforms with direct short-term costs are systemic pension reforms. In other cases, the net effect is difficult to pin down (for example, labour and product market reforms), as it also depends on how reforms are bundled in practice. Moreover, there are many examples where the short-term effects of structural reforms are actually positive. Therefore, it is important that the assumptions underlying the decision to apply such a clause are spelled out in a clear and transparent way.


    While a quantification of the costs of reforms is necessary for their incorporation in the SGP, this generally has to rely on judgemental assumptions. Model simulations of the effects of reforms are typically surrounded by a large degree of uncertainty. The lack of a shared methodology at the EU level to assess the effects of structural reforms speaks in favour of a cautious application of the SGP provisions on structural reforms.


    Alternative ways to support the adoption and implementation of structural reforms in the euro area should be sought. The Five Presidents’ Report27 published in June2015is a useful reference point in this respect. The Report identifies steps towards a genuine Economic Union and emphasises, among other things, the need to achieve sustainable convergence in the euro area, which requires a renewed impetus to foster structural reforms in Member States. The report encourages further steps towards better coordination and surveillance of policies that are relevant for competitiveness. It recommends the creation by each euro area member country of an independent national body – or “competitiveness authority” – which would be in charge of tracking performance and policies that influence a country’s competitiveness. The report foresees scope for strengthening the Macroeconomic Imbalance Procedure not only as a tool to detect imbalances, but also to encourage structural reform implementation via the European Semester.28 The importance of an institution-based approach for the governance of structural reforms in the euro area has also been reiterated by the ECB’s President in his call for “a move from rules towards institutions”.29 A European institution could help in two respects: first, by making it easier to agree on the aims of structural reforms by aligning to best practice; and, second, by making it easier to implement them, using European law to bypass vested interests.
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    European statistics: cooperation between the European System of Central Banks and the European Statistical System


    The European System of Central Banks (ESCB) and the partnership of the European Statistical System (ESS) cooperate closely on European statistics, in particular economic and financial statistics. While the ESCB and the ESS partnership operate under separate legal frameworks that reflect their respective governance structures, they follow the same statistical principles and apply thorough statistical quality assurance procedures in support of policy analysis and European decision-making, and in order to provide a reliable and timely source of information for the wider public. Together, the ESCB and the ESS partnership are taking a leading role in global statistical projects, such as the Special Data Dissemination Standard Plus (SDDS Plus) of the International Monetary Fund (IMF) and the G20’s Data Gaps Initiative.


    1 Introduction


    European economic and financial statistics are at the forefront of worldwide statistical developments. The success of European statistics is largely due to the robust legal framework underpinning the collaboration between the national and European statistical systems. European statistics are produced by two separate pillars that work in close cooperation. One pillar is the ESCB, a system composed of the ECB and the national central banks (NCBs) of the EU Member States. The other pillar is the ESS, a partnership comprising the European Commission (Eurostat), national statistical institutes (NSIs) and other national authorities that produce statistics at the national level.


    Close cooperation and sharing ideas and approaches between the statistical function of the ESCB and the ESS laid the foundations for the continuous broadening of the available European economic and financial statistics. This article is structured as follows: Section2outlines the legal framework of the two pillars of European statistics. Section3explains the institutional separation between the ESCB and the ESS. Section4describes the close cooperation between both pillars. Section5presents some conclusions.


    2 The ESCB and the ESS: the two pillars of European statistics


    The production of European statistics is organised around two separate pillars, the ESCB and the ESS partnership, with separate legal frameworks and governance structures. The ESCB is a fully fledged system enshrined in the Treaty on the Functioning of the European Union (TFEU).1 It is composed of the ECB and the NCBs; the ECB’s Governing Council is its highest decision-making body.


    According to its statute2, the ECB, assisted by the NCBs, may collect the statistics necessary to undertake the ESCB’s tasks, including for monetary policy and financial stability purposes, either from the competent national authorities or directly from economic agents. The data collected may also be used for banking supervision purposes. The Council of the European Union has defined the natural and legal persons subject to reporting requirements by the ECB, the statistical principles to be followed, the confidentiality regime and the appropriate provisions for enforcement.3 The actual statistics that are collected, compiled and disseminated by the ESCB are determined by the ECB’s Governing Council. They are reflected in the ESCB’s statistical work programme, which is approved by the ECB’s Governing Council and supported by comments from its General Council. These are largely financial but also economic statistics, such as money and banking (including interest rates) statistics, banknotes statistics, payments and payment systems statistics, financial stability statistics, balance of payments statistics and international investment positions statistics.4


    The ECB collects the statistical data, assisted by the NCBs and with the support of the ESCB’s Statistics Committee.5 It then produces the statistics, conducts quality assurance and disseminates them in conformity with the statistical principles of impartiality, objectivity, professional independence, cost-effectiveness, statistical confidentiality, minimisation of the reporting burden and high output reliability.6 These statistical principles are reflected in the ESCB’s public commitment on European statistics.7


    Apart from the European statistics produced by the ESCB, many other European statistics are necessary to support the various policies of the European Union. These include economic statistics, such as the Harmonised Index of Consumer Prices (HICP) or gross domestic product (GDP) and its components, as well as statistics in the areas of population and social conditions, regions, industry, trade and services, transport, agriculture and fishing, and the environment and energy. They are produced by the ESS – a partnership established by secondary legislation.8


    According to the Treaty provisions9, the European Parliament and the Council of the European Union, acting in accordance with the ordinary legislative procedure, may adopt statistical legal acts addressed to Member States, defining statistics to be produced by the ESS partnership. The ESS also conducts quality assurance for its statistics in line with the Treaty provisions10, i.e. professional independence, impartiality, objectivity, reliability, cost-effectiveness and statistical confidentiality. These principles are set out in further operational detail in the ESS Code of Practice.11


    3 Institutional separation between the ESCB and the ESS


    The independence of the ESCB when producing its statistics is guaranteed in its statute as well as in the Treaty provisions.12 This was recently recalled by the European Parliament and the Council of the European Union.13


    It is the sole responsibility of the Governing Council of the ECB, as the ESCB’s decision-making body, to coordinate the statistical activities of the ECB and the NCBs in their capacity as members of the ESCB. In other words, the ECB and the NCBs are not part of the ESS partnership when collecting statistical information and producing European statistics for the ECB. Moreover, although the members of the ESCB do not participate in the production of European statistics by the ESS, data produced by NCBs may be used, directly or indirectly, by NSIs, other national authorities and the European Commission (Eurostat) for the production of European statistics by the ESS. Similarly, NSIs may contribute to ESCB statistics while they are not part of the ESCB.14


    The ECB welcomes the recent Regulation of the European Parliament and of the Council of the European Union reinforcing the role of Eurostat and the NSIs in coordinating the activities of other national authorities that produce statistics.15 This will contribute to strengthening the reliability of European statistics produced by the ESS.


    4 Close cooperation between the ESCB and the ESS


    The members of the ESCB and the ESS partnership need to cooperate closely to maximise synergies, minimise the reporting burden and ensure the production of complete and coherent European statistics.16 To facilitate this cooperation, the quality frameworks of the ESCB and the ESS have been closely aligned. The ESCB public commitment on European statistics and the ESS Code of Practice set out almost identical statistical principles for the development, production and dissemination of European statistics.


    This alignment of the quality frameworks aims to ensure that the same quality standards apply to both sets of European statistics. The quality of statistics produced by the ESS, such as HICP or GDP and its components, can be fully trusted by the ESCB. Equally, the European Parliament and the Council of the European Union can have full confidence in the reliability of the European statistics produced by the ESCB, such as monetary and financial statistics or balance of payments statistics.


    The ESCB also cooperates closely with the ESS when setting up new statistical requirements or enhancing existing statistics. Indeed, within the framework of the cost-benefit analyses17 carried out by the ESCB regarding developing new statistics, the ECB consults the European Commission on its user priorities. Furthermore, the ECB consults the Commission on draft ECB regulations in order to avoid conflicting requests for data from the ECB and the Commission.18 In the same manner, the ECB shall be consulted on any proposed Union act – including delegated and implementing acts – that falls within its fields of competence.19


    The two statistical systems also cooperate closely through the Committee on Monetary, Financial and Balance of Payments Statistics (CMFB)20, as well as through the European Statistical Forum (ESF) (see Chart). The CMFB, composed of senior representatives of NCBs, NSIs, the ECB and the European Commission (Eurostat), was set up by the Council of the European Union in1991and provides a platform to support the operational cooperation between the two statistical pillars, particularly in statistical areas in which they have shared responsibilities, such as the production of national accounts and balance of payments statistics.
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    The CMFB provides opinions to the European Commission (Eurostat) and the ECB on statistical matters in its field of competence.21 These CMFB opinions help to ensure that the statistics produced by the ESCB and the ESS are credible, consistent and comparable across Member States. This applies in particular to advice that spans different European statistics produced by the ESCB and the ESS. For example, the statistical classification of units in financial accounts produced by the ESCB and the non-financial accounts produced by the ESS must be identical, in order to facilitate their integration into a complete set of sector accounts on a quarterly basis. These sector accounts are the basis for coordinated ECB and Eurostat press releases – a unique example of close cooperation between the statistical function of central banks and statistical offices that is rarely encountered in other parts of the world.


    In addition, the CMFB also provides advice to the European Commission (Eurostat) in the context of the excessive deficit procedure for cases that are either complex or of general interest in the view of the Commission or the Member State concerned.22 In such cases, the European Commission (Eurostat) takes a decision only after consulting with the CMFB, and publishes its decision together with the opinion of the CMFB.


    To enhance cooperation between the two pillars at the strategic level, the ESF was established in2013through a memorandum of understanding (MoU) between the ESS and the ESCB.23 The ESF advises the two pillars on the content and consistency of the statistical work programmes, makes proposals to improve the programmes’ coordination, and identifies future challenges for European statistics and areas of priority for cooperation between the ESS and the ESCB. To set out this close cooperation between the two European statistical pillars, Eurostat and the ECB’s Directorate General Statistics signed an MoU in200324 following an earlier MoU between the European Monetary Institute and Eurostat. The aim was to avoid duplication of statistical work, prevent conflicting requests for data from the ECB and the European Commission (Eurostat), and promote high-quality and consistent statistics for use by policy-makers and the general public.


    This close cooperation is also fundamental to keeping European statistics at the forefront of worldwide statistical developments. The ESCB and the ESS have played an influential role in updating key international statistical standards25 and ensuring their implementation in all European statistics. This resulted last year in a significant expansion in the content and detail of European economic and financial statistics, and will contribute to a gradual increase in their quality over the coming years. Likewise, the ECB and the European Commission (Eurostat) have actively contributed to the work of the Inter-Agency Group on Economic and Financial Statistics, which has been leading the response of the statistical community to the request of G20 finance ministers and central bank governors to close the information gaps that were revealed during the crisis (the Data Gaps Initiative).26 In parallel, the IMF developed the SDDS Plus, a new initiative adding more demanding requirements to the existing SDDS.27


    5 Conclusions


    The strong governance of the ESCB as a system under the TFEU has been fundamental to its important contributions to European statistics. Its key features are: (i) full independence when producing European statistics, (ii) the capacity to legislate within the framework set by the Council of the European Union, and (iii) the central role of the ECB’s Governing Council in deciding the ESCB statistical programme.


    The ESS is a partnership established by secondary legislation. The statistics produced by the ESS are based on statistical legal acts adopted by the European Parliament and the Council of the European Union. The reinforced role of Eurostat and the NSIs in coordinating the statistical activities of other national authorities, excluding NCBs, will contribute to strengthening the reliability of European statistics produced by the ESS. While the ESCB and the ESS produce and publish their respective statistics, and perform quality assurance for them, they cooperate closely through the CMFB and the ESF to prevent conflicting statistical requests, minimise the reporting burden and ensure consistency across the different statistical domains.


    This close cooperation between the ESCB and the ESS is at the heart of the leading role that European statistics play in international statistical initiatives, such as the G20’s Data Gaps Initiative and the IMF’s SDDS Plus initiative, and secures the comparability of key economic and financial indicators for the European Union with those of other major economies.
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    Box 1


    Trade links between the euro area andChina


    Over recent decades, China’s role in global trade has grown significantly. With several economic reforms starting in the late 1970s, it has grown rapidly and become an increasingly important player in the global economy. In 1980 Chinese imports accounted for just over 6% of GDP, but by 2014, they had increased to 19% as a result of trade liberalisation, the country’s accession to the World Trade Organization in 2001 and rapid investment growth in the Chinese economy. In addition to traditional trade, China also plays a central role in global supply chains, processing intermediate inputs for subsequent re-export to a third destination. Since 2011, however, the country’s growth prospects have weakened, as the economy is undergoing a rebalancing from investment-driven growth towards a path of more balanced economic growth.


    China accounts for a relatively limited share of euro area exports, although this share has risen over time. Exports to China have rapidly increased across all euro area economies over the past 15 years, rising from 2% of total extra-euro area exports of goods to 6% at the end of 2014. Germany, France and Finland account for the largest shares of exports to China, while other countries’ shares range from close to 6% in Luxembourg to 1% in Lithuania (see ChartA). China’s share of extra-euro area exports is comparable to that of Switzerland and less than half that of the United States or the United Kingdom.
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    The slowing of growth in China since the beginning of 2015 has reduced euro area exports, in particular exports of machinery and transport equipment. This has had adverse repercussions for, in particular, exporters of manufactured goods (see Chart B), which account for almost 90% of goods exports to China. Conversely, exports of food, drink and tobacco and raw materials have been holding up, signalling that consumption and intermediate goods exports are still buoyant. These recent developments are consistent with China’s role in processing intermediate inputs for final consumption and with the rebalancing of the Chinese economy towards consumption and away from investment-driven growth.
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    The fall in euro area goods exports to China has partly been offset by increasing exports to other advanced economies. While exports to China have declined rapidly and provided negative contributions to euro area export growth, demand in other advanced economies, such as the United States and European countries outside the euro area, has increased and provided an impetus to euro area export growth, demonstrating the renewed importance of advanced economies for global trade growth in 2015 amid slowing emerging market economies (see Chart C).
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    Indirect trade spillovers from China to the euro area are likely to be small and mainly concern other Asian countries. While direct trade links between the euro area and China remain limited, there could be adverse trade spillovers whereby important export destinations for the euro area, which are also large trading partners for China, experience slowdowns. The largest export destinations of the euro area, excluding China, are the United States, the United Kingdom and Switzerland. These countries, in turn, have relatively small export exposures to China and are unlikely to be severely impacted by a slowdown in Chinese activity (see Chart D). The countries that are most likely to be affected by a domestic slowdown in China are neighbouring economies in Asia, which, when taken as a whole, account for a relatively large share of euro area export demand (around 21%). Overall, however, available estimates suggest that the direct and indirect trade effects from a 1 percentage point slowdown in Chinese real GDP are relatively muted, and amount to a decline of around 0.1 to 0.15percentage points in euro area activity after two to three years.
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    China’s role in global production chains may limit the transmission of negative developments to the euro area. Exports of intermediate goods to China have become increasingly important over time; their share increased from 53% in 1995 to 59% in 2011. This relatively large share highlights China’s prominent role in global value chains, whereby products are shipped to China for further processing or assembly and then re-exported to another destination for final consumption. In this context, and with the latest available data being from 2011, at least 8% of euro area exports to China are not directly linked to developments there, but rather reflect demand developments elsewhere. Arguably, some exports of final goods could also be involved in global production networks, supporting the production of goods to be sent to a third destination and thereby reflecting final demand elsewhere. Hence, a slowing of Chinese activity is likely to have less of an impact than would be suggested by gross trade flows.


    While trade spillovers from a continued slowdown of economic activity in China are likely to have only a modest impact on euro area GDP, other spillover channels can potentially be important. The size of the Chinese economy means it has had a significant effect on oil prices, although its relevance has waned in recent years as growth has continued to decline. Therefore, the impact of a slowdown in China on oil prices may be limited, although it crucially depends on whether growth in other emerging market economies slows as well. While China would also affect some commodity-producing emerging markets via lower metal imports, major exporters of metals account for a fairly small share of euro area trade. Another possible channel for transmitting negative shocks to the euro area is confidence effects, where, for instance, capital outflows can be triggered by adverse confidence shocks, leading to a tightening of financial conditions in emerging markets and a further slowdown of euro area foreign demand. Moreover, capital outflows from China, if not counterbalanced by other private or official flows, could trigger a depreciation of the Chinese currency and, in its wake, exchange rate depreciations of other emerging market currencies. Finally, a rise in global uncertainty could directly affect the confidence of euro area households and firms, hampering consumption and delaying investment decisions. Therefore, the impact on the euro area of a potential further slowdown in China ultimately hinges on the extent to which this slowdown spills over to other emerging markets more generally, and the degree to which the resulting loss of confidence affects global financial markets as well as global trade.
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    Box 2


    Explaining the drivers of the recent increase in oil price volatility


    After reaching historically high levels during the global financial crisis, oil price volatility decreased gradually in recent years before rising again in2014 and 2015. Although current volatility is not particularly high by historical standards, oil price volatility in itself may weigh on economic prospects.1 Understanding the factors driving changes in oil price volatility is therefore important. This box discusses the general determinants of oil price volatility and focuses on the likely causes of the recentincrease.


    Time-variation in oil price volatility can be driven by a number of factors. Three main possible explanations of higher oil price volatility are (i) large shocks to oil demand and supply, (ii) an increased sensitivity of oil prices to changes in demand and supply and (iii) an increased use of oil as a financial asset. These three potential drivers of time-variation in oil price volatility could all have an impact at any given point in time.


    Higher oil price volatility can simply be caused by large shocks to oil demand or supply. The drop in global oil demand triggered by the 2008 global financial crisis is an example of how large shifts in demand and supply fundamentals can cause higher oil price volatility (see Chart A).
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    Oil prices can become more sensitive to changes in oil demand and supply as a result of lower price elasticity of demand and supply, causing higher oil price volatility. Lower price elasticity of oil demand and supply means that both demand and supply react less to oil price changes induced by shocks. As this implies that the quantity adjustment following shocks is lower, the price response is magnified, thus causing increased price volatility.


    Various factors, such as the level of spare capacity or inventories, can explain why the price elasticity of oil demand and supply might be lower in specific periods. On the one hand, a reduced flexibility to alter oil supply following price changes might be triggered by low levels of spare capacity or limited inventory holdings. In mid-2012, for example, oil prices reacted strongly to news about ongoing and potential supply disruptions in the wake of the Iranian oil embargo as spare capacity among members of the Organisation of the Petroleum Exporting Countries (OPEC) was low and inventory holdings were below historical averages, indicating that supply could not easily increase to compensate for any further decline in production. On the other hand, a reduced price sensitivity of oil demand might, for example, be related to a reduced potential to replace oil with alternative energy sources. The gains in energy conservation following the oil price shocks of the 1970s might have caused higher oil price volatility as demand became less sensitive to price changes.2


    Global uncertainty is another factor that might cause reduced price elasticity of oil demand and supply. Higher uncertainty can change the price elasticity of both oil demand and oil supply.3 In an environment of greater uncertainty, oil producers and consumers have a less marked reaction to oil price changes as they have a so-called “option-value-to-wait”.4 This reduced responsiveness lowers the quantity adjustment following shocks and magnifies the oil price effect, thereby increasing oil price volatility. Previous episodes of elevated global uncertainty, as measured by the Volatility Index (VIX), indeed coincided with higher oil price volatility. This happened, for example, during the European sovereign debt crisis in 2011 (see Chart B).


    [image: 49415.jpg]


    Finally, it is often argued that the increased use of oil as a financial asset causes oil price volatility to be higher, although the empirical evidence on this remains mixed. Since the early 2000s, oil has increasingly been used as a financial asset; a process referred to as the “financialisation” of oil futures markets. The increased use of paper oil for financial investment, hedging and speculation purposes might have intensified the sensitivity of oil prices to investor sentiment. However, the empirical evidence on the significance of this factor is not clear-cut.5


    Focusing on the recent period, a combination of a large oil supply shock and higher global uncertainty are the probable causes of the increase in oil price volatility since the end of 2014. First, the decline in oil prices in the second half of2014 was accompanied by large increases in oil supply; the year-on-year increases in global production were substantially above historical averages. Combined with weak demand and the decision by OPEC not to cut its production, this led at the end of 2014 to a strong decline in oil prices and increased oil price volatility. More recently, the renewed increase in oil price volatility coincided with a spike in global uncertainty at the end of August 2015 (see Chart B) which was mainly linked to concerns over the strength of Chinese growth. In contrast, changes in oil inventory holdings and spare capacity probably did not drive the increase in oil price volatility as inventories are at historic highs and total OPEC spare capacity is not far below past averages.


    Given that global uncertainty is likely to remain elevated in the near-term, oil prices will continue to be sensitive to any new information about oil demand and supply developments.
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    Box 3


    An assessment of recent euro area consumption growth


    Private consumption has been continuously increasing since the first quarter of 2013, becoming the main driver behind the ongoing economic recovery in the euro area. This box examines the main driving factors behind these developments in euro area consumption growth since the first quarter of 2013, which was the latest trough to be experienced in the business cycle.1


    The decline in oil prices has been supporting private consumption growth, particularly since the second half of 2014. The purchasing power of households has increased by around 0.9 percentage point due to the fall in energy prices between the start of the recovery and the second quarter of 2015 (see Chart A).2 Yet,this represented roughly only one-third of the overall improvement in households’ purchasing power observed over this period. The additional improvement in purchasing power is mainly attributable to strong increases in labour income.3
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    Private consumption has been supported by strong growth in real disposable income since the beginning of 2013, following gradual but steady improvements in the labour market. Growth of compensation per employee accelerated, albeit temporarily, in the second half of 2013. The negative contribution of employment growth to gross disposable income stabilised in early 2013 and improved steadily thereafter, turning positive in the first quarter of 2014 for the first time since 2011 (see Chart B). In line with this, the unemployment rate in the euro area stopped rising in 2013 and started to fall in 2014. Nevertheless, the current level of employment remains around 2% below its pre-crisis peak in 2008, while unemployment is still high at a rate of 11% last August.
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    Recent consumption growth has been higher in countries where labour markets have improved to a greater extent. In Spain, Ireland and Portugal the recovery of the labour market, in terms of both employment and wages, has been relatively strong, leading to higher increases in disposable income and real consumption growth (see Chart C). After years of households’ deleveraging in these countries, higher disposable income is also helping to strengthen households’ balance sheets (see ChartD). While consumption is growing, the leverage ratio continues to go down (except for France). This suggests there may now be a virtuous circle effect between a recovery in the labour market, increasing disposable income, and higher consumption growth, while the degree of household leverage continues to fall.
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    A comparison of consumption projections across several vintages of the ECB/Eurosystem staff macroeconomic projections for the euro area suggests that recent consumption developments have been broadly in line with expectations, once the oil price declines have been factored in. In June 2014, prior to the observed sharp declines in oil prices, the Eurosystem staff macroeconomic projections envisaged moderate consumption growth of 0.7% in 2014, followed by a stronger recovery of 1.5% in 2015. Since then, consumption growth accelerated in the second half of 2014, and continued increasing steadily in the first half of 2015. This profile had already been envisaged in the March 2015 ECB staff macroeconomic projections, which was the first ECB staff exercise to account for lower oil prices that had proved more persistent than expected. This robust consumption growth projection remained unchanged in the September 2015 ECB staff macroeconomic projections, with a growth rate of 1.7% for 2015, against an outcome of 1.0% in 2014. This projection was also broadly confirmed by the latest data release for consumption growth in the second quarter of 2015.


    
      
        1 As identified by the Centre for Economic Policy Research.

      


      
        2 Changes in the purchasing power of households due to fluctuations in energy prices are equal to the product of the energy expenditure share and the percentage rate of change in real energy prices.

      


      
        3 Although the price of crude oil in EUR terms has declined by more than 40% since the second half of 2014, the decline in consumer energy prices was much lower. For example, the price of liquid fuels and fuels and lubricants for personal transportation declined by only 12% in the same period in the euro area.
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    Box 4


    New data on loans to the private sector adjusted for sales and securitisation


    Monitoring banks’ financing of the economy is a key element of the ECB’s monetary analysis. Bank lending is the main source of monetary expansion in the euro area and a key channel through which monetary policy conditions are transmitted to the real economy.


    Statistical series on loans adjusted for sales and securitisation aim to provide measures of bank lending which are not affected by loan transfers off and onto banks’ balance sheets. Banks’ balance sheets are the basic source of the bank lending figures published by the ECB.1 This implies that when a bank sells part of its loan portfolio to a non-bank and removes those loans from its balance sheet (forinstance in the context of securitisation activities), a reduction in bank lending is reported, while the actual amount of financing received by the real economy remains unchanged. With the aim of providing a measure of bank lending which is not affected by this type of operation, the ECB has been publishing loan series adjusted for sales and securitisation since December 2008.


    In September 2015 the ECB released new data on loans adjusted for sales and securitisation based on a refined method offering a more comprehensive view of all lending to the real economy originated by banks as well as better comparability across countries. The former method adjusted loan transactions for the one-off impact of the net transfer of loans off (or onto) balance sheets in the period in question. The new method continues to do so, but also takes into account the ongoing repayments of those loans that are no longer recorded on banks’ balance sheets (derecognised loans), insofar as data are available.2 It also considers the outstanding amounts of derecognised loans in the calculation of the adjusted growth rates. Therefore, to the extent that data on repayments of derecognised loans are available, the new method offers a comprehensive view of developments in loans granted by euro area banks, independently of whether or not the loans are recorded on banks’ balance sheets at the time of the statistical reporting. In doing so, the method also improves the comparability of bank lending figures across countries, regardless of the accounting practices applicable to loan transfers.


    The new method of adjustment generally results in lower growth rates than the former method, but the trends remain basically unchanged (see Chart A). This difference is explained by flow and stock effects. First, the inclusion of repayments of derecognised loans results in somewhat lower adjusted flows of loans compared with the former method. Second, the inclusion of the stocks of derecognised loans increases the base on which the growth rates are computed, thereby reducing the growth rates in absolute value terms. In other words, the stock effect contributes to making positive growth rates lower, and negative growth rates less negative, under the new method than under the former method.3
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    The lower growth rates observed under the new adjustment method mainly result from the repayments of derecognised loans (flow effect). The stock of derecognised loans is small relative to the total outstanding amount of loans (derecognised loans to the euro area private sector amounted to €0.4trillion in July 2015, compared with total loans on MFI balance sheets of €10.8 trillion). Therefore, the inclusion of the derecognised stocks typically has a small (upward or downward) impact on growth rates. However, the repayments of derecognised loans have a significant downward impact. Charts B and C show the impact of the new adjustment method on the annual growth rates for loans to households (Chart B) and loans to non-financial corporations (NFCs) (Chart C) due to flow and stock effects, as well as the four largest contributions by country.
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    For loans to households, the difference in growth rates comes from countries with a relatively large share of derecognised loans, which leads to larger loan repayments being included under the new method. This includes Belgium and France, which have 15% and 25% of euro area derecognised loans to households respectively and are thus the main national contributors to the overall impact of the new method (see Chart B). Ireland and the Netherlands, along with several other countries, have contributed to a lesser degree.


    For loans to NFCs, the high rate of repayments of derecognised loans explains the difference in growth rates between the new and former methods. NFC loans tend to have shorter maturities, which results in repayments that are large relative to the outstanding amounts. Indeed, the main contribution comes from France (see Chart C), where repayments have recently increased owing to a rise in securitisations of short-term loans. Belgium and Germany have also consistently contributed to the lower NFC annual growth rates, while other countries have made a limited contribution.


    Overall, the new method of adjustment enhances the analysis of loan growth rates at the euro area and the national level. The recent widening of the difference between the annual growth rates under the new and former methods also highlights the relevance of the adjustment method for interpreting trends in these series. The ECB and national central banks continue to carry out work on historical data with the aim of further supplementing the analysis of loans to euro area households and NFCs adjusted for sales and securitisation.


    
      
        1 Details on the calculation of transactions and growth rates for monetary financial institution (MFI) loan series are provided in the Technical Notes to the ECB’s Statistics Bulletin (Sections 2.1 to 2.6), at http://sdw.ecb.europa.eu/reports.do?node=10000022

      


      
        2 Under Regulation ECB/2013/33 of 24 September 2013 concerning the balance sheet of the MFI sector, as of December 2014 MFIs report data on derecognised loans which have been securitised and continue to be serviced by MFIs. In addition, some national central banks also provide data, where available, on securitised loans not serviced by MFIs and loans transferred in a transaction other than a securitisation. Backdata on a comparable basis have also been compiled in order to provide greater consistency in statistical series on loans adjusted for sales and securisation over time (i.e. adjusted annual growth rates for loans to the private sector starting from September 1998, and for loans to households and non-financial corporations from January2010).

      


      
        3 Further details on the differences between the new and former adjustment methods are provided in an explanatory note on the ECB’s website, at http://www.ecb.europa.eu/press/pr/date/2015/html/pr150921_explanatory_note_adjusted_loans.pdf
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    Box 5


    The creation of a European Fiscal Board


    On 21 October 2015 the European Commission adopted its Communication1 on steps towards completing Economic and Monetary Union (EMU), following up on the short-term reform proposals made in the Five Presidents’ Report2. The Communication includes a variety of measures aimed at improving the functioning of EMU. These merit a discussion in their own right, but this box focuses on one particular element, namely the Commission’s Decision3 establishing an independent advisory European Fiscal Board. In line with the roadmap presented in the Five Presidents’ Report, the European Fiscal Board was established on 1 November 2015 and is expected to become operational by mid-2016.


    Steps towards improving fiscal governance


    An independent assessment of the European Commission and the Council’s application of the rules laid down in the Stability and Growth Pact (SGP) should help increase the transparency and consistency of fiscal surveillance at the European level. Recent reforms of the EU’s fiscal governance framework, notably the “six-pack” and “two-pack” regulations, aimed to ensure a more effective implementation of the SGP rules. The reinforced framework has grown in complexity, rendering it difficult for the public and elected representatives to hold the Commission and the Council accountable for their actions without additional information provided by a well-informed, independent body. In this vein, as early as 2010 the Governing Council of the ECB called for the creation of an independent fiscal agency at the euro area level. The special nature of the euro area also warrants an independent assessment of its aggregate fiscal policy stance, which should be carried out on the basis of the SGP rules and should carefully take into account sustainability considerations for individual countries. For such a body to be effective, it needs to have the right to carry out and publish its assessments in real time. Those assessments could then support an informed debate on decisions taken by the Council and Commission, both in the public arena and in the European Parliament.


    Most EU Member States have already established independent fiscal councils to strengthen national budgetary frameworks. The recent reforms of the EU fiscal governance framework broadened the role and tasks of independent public institutions at the Member State level in order to foster budgetary discipline and increase national ownership of EU fiscal rules.4 While the mandates of the fiscal councils in EU Member States differ considerably across countries, the councils are typically in charge of monitoring compliance with national fiscal rules, including the functioning of the automatic correction mechanism required by the fiscal compact as part of the Treaty on Stability, Coordination and Governance in the Economic and Monetary Union. The “two-pack” also lays down specific standards for the institutional set-up of independent fiscal institutions at the national level. These include not only the capacity to communicate publicly in a timely manner, but also, for example, a far-reaching organisational independence based on a statutory regime grounded in laws, regulations or binding administrative provisions.5


    The Five Presidents’ Report published on 22 June 2015 recommends the establishment of an advisory European Fiscal Board to complement national fiscal councils and to improve the transparency of the application of the SGP. The main task envisaged for the European Fiscal Board is “to provide a public and independent assessment, at European level, of how budgets – and their execution – perform against the economic objectives and recommendations set out in the EU fiscal governance framework”. The report specifies that the European Fiscal Board “should be able to issue opinions when it considers it necessary, including in particular in connection with the assessment of Stability Programmes and presentation of the annual Draft Budgetary Plans and the execution of national budgets”. While the European Commission – in line with its prerogatives under the EU Treaties– should have the right to deviate from the views of the European Fiscal Board on the implementation of the fiscal rules, it would need to justify such deviations (the “comply or explain” principle). This means that the European Fiscal Board needs to carry out and publish its analyses in real time. Furthermore, it should provide an ex post evaluation of how the governance framework was implemented, as well as form an economic judgement on the appropriate fiscal stance at the national and euro area levels on the basis of the SGP. The Board’s advice should feed into the decisions taken by the Commission in the context of the European Semester, which was introduced under the “six-pack” regulation to improve the coordination of Member States’ fiscal and economic policies. Lastly, the new advisory entity should also coordinate and complement the national fiscal councils that have been set up under the EU Directive on budgetary frameworks6. In this context, it should conform to the same standard of institutional independence as the national fiscal councils.


    Composition, role and mandate of the European Fiscal Board


    The European Fiscal Board will be composed of five renowned experts, i.e. one Chair and four members, with credible competence and experience in macroeconomics and practical budgetary policy-making. While the Chair and one member will be appointed by the European Commission upon a proposal of the President, after having consulted the Vice-President for the Euro and Social Dialogue and the Commissioner for Economic and Financial Affairs, Taxation and Customs, the other three members will be appointed by the Commission upon a proposal of the President, after having consulted the national fiscal councils, the European Central Bank and the Eurogroup Working Group. The Board will be supported by a secretariat – consisting of a Head of Secretariat and dedicated supporting staff members– which will be attached to the Secretariat General of the European Commission for administrative purposes, but which will report solely to the Board. The Chief Economist Analyst (CEA) will exercise the function of Head of Secretariat. The post of CEA, who acts as an adviser within the Commission, was set up in late 2011 in response to calls for more independent monitoring in order to support a uniform application of the rules.


    The role of the European Fiscal Board will be to contribute, in an advisory capacity, to multilateral fiscal surveillance in the euro area. First, it will provide the European Commission with an assessment of the implementation of the EU fiscal framework, particularly with regard to the horizontal consistency of decisions and the implementation of budgetary surveillance in cases where there is a risk of serious non-compliance with the rules. The European Fiscal Board may also make suggestions for the future evolution of the EU fiscal framework. Second, the Board will advise the Commission on the appropriateness of the prospective fiscal stance at the euro area and the national levels, based on an economic judgement. Third, it will cooperate with the national fiscal councils, notably with a view to exchanging best practices and facilitating common understandings.


    The European Fiscal Board will need a strong public voice for it to operate effectively. This is envisaged in the Five Presidents’ Report and will be an essential aspect of increasing the transparency and consistency of the implementation of the SGP rules. The Commission Decision does not explicitly provide for the European Fiscal Board’s assessments to be published in real time and makes no mention of the possibility for it to issue public opinions. The same is true for the “comply or explain” principle spelled out in the Five Presidents’ Report. The Commission Decision implies that the Board will mainly provide its advice and evaluations only directly to the Commission, although it does not specify how these would feed into the internal decision-making process. While it is unclear whether or not the European Fiscal Board will communicate publicly in real time, there is a reference to the publication of an annual report.


    It will be important that the set-up of the European Fiscal Board follows the principles established in the context of the creation of independent bodies (like fiscal councils) at the national level. The Five Presidents’ Report states that the same standard of independence that applies to the national fiscal councils should apply to the European Fiscal Board. The Commission Decision grants independence to the five members of the Board, although they will all be appointed and remunerated by the Commission. In addition, the creation of the European Fiscal Board on the basis of a Commission decision within its organisational structure is not in line with the standards established for its counterparts at the national level.


    Overall, the establishment of the European Fiscal Board is a step in the right direction. Its mandate and institutional independence could be clarified and strengthened further to ensure that it can play an important role in increasing transparency and improving compliance with the fiscal rules. First, since having a public voice is essential for the European Fiscal Board to be effective, it will be important that its right to publish is not limited to an annual report. In particular, the Board should be able to provide and publish assessments of the European Commission’s SGP-related decisions in real time. Second, it should now be clarified how the advice of the Board will feed into the fiscal surveillance framework at the European level, for example by giving the Chair of the European Fiscal Board the right to make submissions in the European Parliament and at the relevant Council/Eurogroup meetings. In this context, the Commission– in the event that it deviates from the Board’s advice on a particular matter – could commit to giving justifiable reasons for doing so. Third, it will be important to spell out the mandate of the European Fiscal Board, in particular with regard to the interplay between its assessment of the application of the SGP and its assessment of the prospective fiscal stance. While the former can build on well-established methodological foundations, this is not the case for the assessment of the appropriateness of the fiscal stance, notably at the euro area level. In this context, it will be important to ensure that SGP compliance in all Member States and debt sustainability risks form key elements of the assessment of the fiscal stance. Lastly, the institutional set-up of the European Fiscal Board could be revised over time, notably with a view to removing the Board from the institutional structures of the Commission so that it can operate as an independent institution with its own legal personality.


    
      
        1 http://www.ec.europa.eu/priorities/economic-monetary-union/docs/single-market-strategy/communication-emu-steps_en.pdf

      


      
        2 The report, “Completing Europe’s Economic and Monetary Union”, is available at http://ec.europa.eu/priorities/economic-monetary-union/docs/5-presidents-report_en.pdf

      


      
        3 http://www.ec.europa.eu/priorities/economic-monetary-union/docs/single-market-strategy/decision-efb_en.pdf

      


      
        4 See the box entitled “Fiscal councils in EU countries”, Monthly Bulletin, ECB, June 2014.

      


      
        5 See Article 2 of Regulation (EU) No 473/2013 of the European Parliament and of the Council of 21May2013 on common provisions for monitoring and assessing draft budgetary plans and ensuring the correction of excessive deficit of the Member States in the euro area.

      


      
        6 See Council Directive 2011/85/EU of 8 November 2011 on requirements for budgetary frameworks of the Member States.

      

    


    

  


  
    Box1


    
      
        	
          Transmission channels for non-standard measures

        
      

    


    While the non-standard measures introduced by the ECB since June2014are relatively diverse in nature, the broad transmission channels through which they are expected to affect the economy are similar, albeit activated to varying degrees by the different measures. A large body of literature, focusing primarily on asset purchase programmes, has identified a number of possible channels through which non-standard measures might influence inflation and output. Borrowing from this literature, this box focuses on three main channels of transmission, namely the direct pass-through, portfolio rebalancing and signalling channels.


    First, via the direct pass-through channel, the non-standard measures are expected to ease borrowing conditions in the private non-financial sector by easing banks’ refinancing conditions, thereby encouraging borrowing and expenditure for investment and consumption. This channel is perhaps most prominent in the case of the TLTROs, which are designed to reduce banks’ marginal cost of funding for the targeted lending activity. The targeting features of the TLTROs incentivise banks to increase their supply of specific types of net lending to the real economy, which ensures that at least part of the funding cost benefit is passed on to borrowers. Moreover, as TLTROs allow banks to replace market-based bank funding with borrowing from the central bank, they can result in a reduction in the supply of bank bonds in the economy. The scarcity of bank bond issuance should translate into lower yields on bank bonds, including those issued by intermediaries not participating in the TLTROs. Asset purchases, particularly of the type included in the credit easing package, can also affect the credit conditions faced by the private sector. Central bank purchases increase the price of the targeted covered bonds and asset-backed securities: this encourages banks to increase their supply of loans that can be securitised, which tends to lower bank lending rates.


    Second, via the portfolio rebalancing channel, yields on a broad range of assets are lowered. Asset purchases by the central bank result in an increase in the liquidity holdings of the sellers of these assets. If the liquidity received is not considered a perfect substitute for the assets sold, the asset swap can lead to a rebalancing of portfolios towards other assets. Through a chain of such portfolio rebalancing attempts, asset prices rise until a new equilibrium is reached, implying lower yields and costs of external financing. The theoretical underpinnings of this channel date back at least to the1960s.1 Portfolio rebalancing may support the expansion of bank lending, as the compression of yields on securities renders lending a relatively more attractive proposition. The increased supply of bank lending lowers its cost. Portfolio rebalancing could in part entail increased holdings of external assets by euro area residents or repatriation of funds by non-residents, thereby exerting downward pressure on the foreign exchange value of the euro. Portfolio rebalancing effects can also be activated by the TLTROs, as the amounts that banks can borrow are a multiple of their eligible lending, which allows them to also finance purchases of assets such as government and private sector securities. Moreover, the repayment – rather than roll-over – of maturing bank bonds by banks participating in the TLTROs is likely to trigger portfolio rebalancing by the holders of these bonds. The empirical importance of this channel has been tested in works focusing mainly on the financial market impact of quantitative easing policies. Most of the studies have found evidence supporting the relevance of this channel.2


    Third, via the signalling channel, the deployment of non-standard measures, particularly those that have a sizeable effect on the central bank’s balance sheet, serves to underscore the monetary authority’s commitment to its mandate.3 This can have two effects. First, it can trigger a downward revision of market expectations for future short-term interest rates. In the case of the ECB’s asset purchase programmes, this is because of the long period of ample liquidity implied by the maturity profile of the assets purchased. In the case of the TLTROs, this is related to the fixed rate of the operations and their long maturity, which was four years for the initial operations. Second, it may anchor or, as the case may be, increase inflation expectations. The result is that real long-term rates will be lower, thereby supporting investment and consumption. Past studies have found that the contribution of the signalling channel is highly uncertain. It has been found to be muted in the United Kingdom, moderate in the euro area and highly uncertain in the United States, for which estimates have ranged from10% to50% of the total decline in Treasury yields.4


    
      
        1 See Tobin, J., “Money, Capital, and Other Stores of Value”, American Economic Review, Papers and Proceedings of the Seventy-Third Annual Meeting of the American Economic Association, Vol. 51, No 2, 1961, pp. 26-37; Friedman, M. and Schwartz, A.J., “Money and Business Cycles”, Review of Economics and Statistics, Vol. 45, No 1, 1963, pp. 32-64; Brunner, K. and Meltzer, A.H., “Mr Hicks and the ‘Monetarists’”, Economica, Vol. 40, No 157, 1973, pp. 44-59; and Vayanos, D. and Vila, J.-L., “A Preferred-Habitat Model of the Term Structure of Interest Rates”, NBER Working Paper Series No15487, 2009.

      


      
        2 For evidence in relation to the euro area, see Altavilla C., Carboni G. and Motto, R., “Asset purchase programmes and financial markets: lessons from the euro area”, Working Paper Series, ECB, forthcoming. For the United Kingdom, see Joyce, M., Lasaosa, A., Stevens, I. and Tong, M., “The Financial Market Impact of Quantitative Easing in the United Kingdom”, International Journal of Central Banking, Vol. 7, No 3, 2011, pp. 113-61. For the United States, see Gagnon, J., Raskin, M., Remache,J. and Sack, B., “The Financial Market Effects of the Federal Reserve’s Large-Scale Asset Purchases”, International Journal of Central Banking, Vol. 7, No 1, 2011, pp. 3-43. See also D’Amico,S., English, W., López-Salido, J.D. and Nelson, E., “The Federal Reserve’s Large-Scale Asset Purchase Programs: Rationale and Effects”, Economic Journal, Vol. 122, 2012, pp. 415-46.

      


      
        3 For a discussion on the implications of the measures for the balance sheet of the Eurosystem, seethe article entitled “The role of the central bank balance sheet in monetary policy”, Economic Bulletin, Issue4, ECB, 2015.

      


      
        4 See Krishnamurthy, A. and Vissing-Jorgensen, A., “The Ins and Outs of LSAPs”, Proceedings - Economic Policy Symposium - Jackson Hole, Federal Reserve Bank of Kansas City, 2013; Bauer, M.D. and Rudebusch, G.D., “The Signaling Channel for Federal Reserve Bond Purchases”, International Journal of Central Banking, Vol. 10, No 3, 2014, pp. 233-289; and Christensen, J.H.E. and Rudebusch, G.D., “The Response of Interest Rates to US and UK Quantitative Easing”, The Economic Journal, Vol. 122, No 564, 2012, pp. F385-F414.
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    Box 2


    
      
        	
          The impact of non-standard measures on financial markets

        
      

    


    This box quantifies the effects of the ECB’s recent non-standard measures on financial asset prices. The main challenge in doing this is that the ECB’s announcements of both the TLTROs (June2014) and the expanded APP (January2015) were largely expected by financial markets, following a number of official ECB communications which indicated the possibility of further non-standard measures being introduced. According to theory, efficient markets should price in the impact of a policy measure in anticipation of its actual implementation. This reasoning implies that asset prices should react to TLTRO and APP-related news in anticipation of the official announcement itself, as market participants revise the likelihood of the programmes being introduced and their expected size.


    This box employs an event study methodology that extends the set of events to include official ECB announcements from May2014onwards which might have affected market expectations regarding the programmes. For the TLTROs, policy-related events include the Governing Council meetings of May and June2014.1 For the APP a larger set of events has been identified, following the approach of Altavilla et al.2 For each event, changes up to a two-day window in length are considered, so as to allow for possible slow reactions of asset prices in light of the novelty of the programmes. For this reason, this regression analysis explicitly controls for macroeconomic releases. Specifically, the estimates in the “controlled event study” columns (see Table) are obtained by regressing the daily changes in yields on the selected event dummies and the surprise component of a wide set of macroeconomic releases. The analysis considers macroeconomic news for the euro area, the four largest euro area economies and the United States over the sample period, i.e. from the beginning of January2014to the end of March2015. The “standard event study” columns contain estimates obtained without controlling for macroeconomicnews.


    [image: 63932.jpg]


    The results suggest that the combined effects of the non-standard measures implemented since June2014have significantly lowered yields in a broad set of financial market segments. The effects generally increase with maturity and riskiness. For instance, a sizeable impact is estimated for long-term sovereign bonds, with ten-year yields declining by about70basis points for the euro area, and roughly100basis points for Italy and Spain. The spillovers to yields of untargeted assets are significant in the case of euro area financial and non-financial corporate bonds.


    There is also easing pressure on other financial market prices, such as the exchange rate and equity prices. As shown in the table, the APP announcements are estimated to have led to a depreciation of the euro by12% against the US dollar. It is also estimated that there was a positive impact on the euro stock market index of3% in the case of the TLTROs and1% in the case of the APP.


    The results suggest that the APP has contributed to an increase in long-term inflation expectations. Inflation swap rates for maturities between one and five years are a measure of the private sector’s inflation expectations over the respective horizons. The estimated change in inflation swap rates due to the APP is around30basis points for the one-year maturity and around20basis points for the five-year maturity. For the credit easing and asset purchase programmes to provide stimulus to the real economy, the response of inflation expectations is crucial: a decline in inflation expectations matching the decline in nominal yields would leave real interest rates unchanged. Moreover, the response of inflation expectations is a metric for gauging the credibility as perceived by financial markets of the asset purchase programme’s ability to address deflation risks.


    
      
        1 The analysis associates the Governing Council meeting held on 8 May 2014 with the TLTROs in part because the President of the ECB explicitly stated during the press conference that the Governing Council was willing to act in the following month. As a result, the official announcement of the TLTROs in June 2014 was already partially priced in after this press conference.

      


      
        2 See the first Working Paper cited in footnote 7.
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    Box1


    
      
        	
          The treatment of fiscal structural reforms

        
      

    


    The lack of a precise definition of structural reforms in European Union legislation has led some observers to argue that fiscal structural reforms should also fall under the structural reform clause of the Stability and Growth Pact (SGP). This box first explains that fiscal structural reforms should be distinguished from discretionary policies that have an impact on the fiscal balance. It then recalls why fiscal structural reforms can have very positive effects on growth and fiscal performance in the long run. For most such reforms, the short-term effects are also positive. Overall, it does not therefore appear warranted to include fiscal structural reforms under the reform clause of the SGP.


    Fiscal structural reforms need to be distinguished from the discretionary use of fiscal policy as a countercyclical tool or to achieve other short-term government objectives. Fiscal structural reforms aim first and foremost to improve the way the government works and to limit the perimeter of government action to those functions for which there is a clear economic rationale. As such, they have to be separated from fiscal policy actions dealing with the level of government’s taxes and expenditures and rather consist of broad-based policy measures in the areas of both taxation and public financial management. Therefore, tax cuts adopted without compensating measures, or spending measures that are not accompanied by broader efforts to rationalise public spending, do not qualify as structural reform measures.


    If properly designed and implemented, most fiscal structural reforms can yield positive gains in both the short and long run. In general, fiscal structural reforms do not have adverse budgetary impacts. They should thus not be subsumed under the structural reform clause of the SGP. In a few cases, however, reforms may generate short-term budgetary costs, which are expected to be outweighed by medium to long-term budgetary savings. In these cases, and in line with the Regulation and the Code of Conduct, application of the structural reform clause must be limited only to major reforms for which the benefits for long-term fiscal sustainability can be clearly quantified.1 The following explains why fiscal structural reforms are important for growth and should rather improve the fiscal performance in the long run.


    A revenue-neutral shift of the tax burden towards less distortionary taxes is a prominent example of structural tax reforms that are aimed at making the tax system more growth-friendly.2 Direct income taxation is distortionary as it discourages investment by reducing the after-tax returns (in the case of corporate income taxes), as well as reducing labour supply and labour demand (hence reducing the long-run level of output) by creating a wedge between the costs firms pay to hire a worker and the net take-home pay (in the case of labour taxes).3 Moreover, higher social security contributions paid by employers, achieved by increasing firms’ labour costs, would reduce labour demand. On the other hand, consumption taxes and property taxes are more neutral vis-á-vis agents’ economic decisions. Consumption taxes are neutral to individuals’ savings decisions, as they do not influence the rate of return on savings,4 although they may have negative distributional effects (for example, on low income households, especially if reduced rates for certain goods are suppressed) that reduce the political incentives to adopt them. Recurrent property taxes support land development and land use patterns and help to limit housing booms and short-run volatility in prices around an upward trend.5 The assessment value of the tax should be linked to the market value of property, although often the former lags behind market values, and moving to a fully market-based assessment is politically challenging. The Eurogroup supports Member States’ efforts towards reducing taxes on labour in a budget-neutral way. In particular, given the limited fiscal space in many countries, reductions in the tax burden on labour should be accompanied by either a compensatory reduction in (non-productive) expenditure, or by shifting labour taxes towards taxes that are less detrimental to growth with a view to respecting fiscal targets in line with the SGP.6 Reducing the tax burden on labour income and compensating for it via an increase in indirect taxes, notably VAT or property taxes, has been advocated as a tool to regain competitiveness domestically in the absence of the possibility of devaluing the nominal exchange rate (i.e. in a currency union). This policy is also known as fiscal devaluation.7 Reforms of the tax structures can also involve changes in the structure of tax brackets in order to reduce the distortions associated with rate changes and/or make them more progressive.


    Reforms that improve tax administration effectiveness generate higher revenues and, by fostering tax compliance, support the redistributive function of the tax system. Independence of the revenue administration from political interference (for example, regarding internal organisation and definition of performance standards) and the creation of an oversight board strengthen the transparent enforcement of the tax rules and enhance the accountability of the administration. Simpler procedures for the identification and registration of taxpayers via, for example, the issue of a unique taxpayer identification number, can help the correct filing of tax returns, and strengthen tax collection and assessment activities.8 Audit and tax verification activities are at the core of the fight against tax evasion and collection of tax arrears and need to be supported by the use of new communication technology.


    Improving the quality of fiscal institutions and budgetary frameworks supports the effective implementation of fiscal policies with positive effects on public finances. The adoption of medium-term budgetary frameworks, by lengthening the time horizon of fiscal planning, helps to overcome short-term biases and supports the formulation and implementation of policies, especially if they span several years. A timely monitoring and control of the use of resources is critical for the definition of the main policy objectives.


    Public financial management reforms are necessary to correct or prevent fiscal imbalances. They encompass all levels of government and include budget formulation, approval and execution, but also public debt management and the management of off-budget entities and implicit liabilities (for example, government guarantees and public private partnerships). These reforms are crucial to maintain a sustainable fiscal position, guarantee the effective allocation of resources and the efficient delivery of public goods and services. Given the degree of institutional change they often require, the efficiency-enhancing effects of public financial management reforms may take time to materialise.


    Only a few public financial management reforms may entail short-term budgetary costs. Reforms that rationalise the structure of the public administration may entail short-term costs when it comes to the payment of possible redundancy benefits. Reforms that rationalise the use of buildings may lead to the payment of termination fees of rental contracts for unused buildings. However, these costs are short-lived and of limited size when compared with the long-term benefits in terms of the improved productivity of the public sector. It should therefore be feasible to cater for them in the normal budgetary process, i.e. their treatment does not require a specific deviation from the SGP framework.


    
      
        1 Article 5.1 of Regulation 1997/1466 states that structural reforms can be accounted for if they “have direct long-term positive impacts, including by raising potential sustainable growth, and therefore a verifiable impact on the long-term sustainability of public finances”.

      


      
        2 These recommendations have featured regularly in the country-specific recommendations addressed to EU Member States in the context of the European Semester since 2011. In 2011 eleven countries received a country-specific recommendation; in 2015 this number fell to nine.

      


      
        3 Higher labour taxes affect labour supply via both an income effect (higher labour supply, as lower disposable income reduces demand for leisure) and a substitution effect (i.e. lower labour supply owing to lower return on hours worked) so that the net effect is unclear a priori. Empirical evidence suggests that labour supply elasticity is low for male workers, whereas it is positive and higher for female workers.

      


      
        4 Consumption taxes exclude current savings from the tax base. As such, the present value of a consumption tax is the same whether the household consumes now or later. By contrast, an income tax (with no deductions for new saving) places a greater burden on savers, because savings enter the tax base. See Garner C.A., “Consumption Taxes: Macroeconomic Effects and Policy Issues”, Federal Reserve Bank of Kansas City, 2004.

      


      
        5 See Crowe C., Dell’Ariccia, G., Igan, D. and Rabanal, P., “How to Deal with Real Estate Booms: Lessons from Country Experiences”, Working Paper Series, No 11/91, IMF, April 2011.

      


      
        6 In September 2014 the Eurogroup set out common principles for the design of reforms to reduce the tax burden on labour. In addition to the budget-neutrality principle, the other principles are as follows: 1)the design of reforms should be targeted at the country-specific challenges and aimed at the relevant components of the tax burden and at specific groups facing the greatest employment challenges; 2)the impact of reducing the tax burden on labour can be significantly enhanced when they are part of a broader package of labour market reforms; 3) labour tax reforms with offsetting tax or expenditure measures can affect income distribution; it is therefore important to ensure broad societal and political support. This may be achieved inter alia through sharing impact assessments and consulting all the relevant stakeholders, as well as a gradual phasing in of the reforms.

      


      
        7 For an analysis on the use of fiscal devaluation as a tool to regain competitiveness, see the box entitled “Fiscal devaluation – a tool for economic adjustment”, Monthly Bulletin, ECB, Frankfurt am Main, December 2011.

      


      
        8 Some revenue agencies operate registration systems that issue unique taxpayer identification numbers or use a citizen or business identification number that is used generally across government agencies. See Araki, S. and Claus, I., “A comparative analysis of tax administration in Asia and the Pacific”, Asian Development Bank, 2014.

      

    


    Return to text

  


  
    Box2


    
      
        	
          Measurement of the costs and benefits of the German labour market reforms of the early2000s

        
      

    


    Between2003and2005Germany adopted fundamental labour market reforms commonly known as the Hartz reforms. These reforms were introduced in response to the comparatively high (long-term) unemployment and low GDP growth which had persisted over several years and were attributed to a fairly inflexible and rigid labour market structure (see ChartsAandB).
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    The Hartz reforms aimed to improve labour market performance. The main objective was to improve the labour market matching efficiency (Hartz I), promote self-employment and introduce more flexible arrangements for low-paid, part-time work (Hartz II); restructure the Federal Labour Agency to further promote the matching process between firms and workers (Hartz III) and increase incentives to work by decreasing unemployment benefits (Hartz IV). The Hartz IV reform entailed a fundamental overhaul of the unemployment benefit system and significantly reduced the level of unemployment benefits for the long-term unemployed. As of January2005the means-tested unemployment and social assistance benefits were merged into unemployment benefits II, whereas as of2006, the duration of the unemployment benefits (renamed as unemployment benefits I) was shortened from36to12months (18months for workers aged55and over). 1


    The Hartz reforms entailed limited short-term economic costs. Following the Hartz IV reform, the unemployment rate initially spiked. This was largely a statistical artefact of the change in the official measurement of unemployment following the reform. Then, unemployment started to decline in the course of2005on the back, inter alia, of a pick-up in economic growth (see ChartsAandB). As a consequence, government spending on unemployment benefits increased initially, but started to decline thereafter. Between2005and2014labour market-related unemployment spending declined from4% of GDP to2.5% of GDP.2


    The positive impact of the Hartz reforms on long-term unemployment and growth is undisputed in the literature. Among the studies assessing the long-run implications of the Hartz reforms there is a consensus that such reforms contributed to a significant reduction in long-run unemployment (mainly via wage moderation) and to boosting Germany’s GDP growth rate.3 Some studies find that during the Great Recession those reforms helped, along with short-time working policies, to mitigate the employment losses, as witnessed by the fact that, although Germany experienced a deeper contraction in GDP than the United States, the employment losses were more limited.4 Finally, others attribute to these reforms Germany’s increased international competitiveness.5


    Model-based simulations of the Hartz reforms allow for an understanding of the main transmission channels of their effects. The Hartz reforms are simulated using FiMod,6 a New Keynesian dynamic stochastic general equilibrium (DSGE) model. The model contains a complex labour market structure that draws a distinction between unemployed workers receiving unemployment benefits and those receiving unemployment assistance (unemployment benefits I and II respectively). Labour market participation decisions of households are determined endogenously and wages are determined on the basis of a bargaining process between workers and firms. The model also features a sophisticated public sector with multiple types of public revenue and expenditure and feedbacks to the private sector. The simulations of the effects of the labour market reforms considered in this box assume an increase in the efficiency of the job search process (matching efficiency) and a reduction in both the level and the duration of unemployment benefits.


    The model simulations presented in this box are subject to some caveats. The model does not capture the increase in the unemployment rate that was recorded after the Hartz IV reform, as it cannot account for the change in the official unemployment classification method following the reform. Firing decisions in the model are exogenous. As such, the positive employment effects of lower wages materialise immediately and do not account for the possibility that, in response to a lower equilibrium wage, firms react initially by laying off the relatively more expensive labour force and later hire new (cheaper) workers.


    Improving the matching efficiency of the labour market fostered employment. Following the restructuring of the Federal Labour Agency, unemployed workers were obliged to register with the Agency and were assigned a “personal” tutor to help them in the job search process. This led to an increase in the matching efficiency which, following Krebs and Scheffel (2013), is assumed to have increased by10% in the model simulations. The increase in employment led to higher gross wages and salaries, thus augmenting private consumption and investment demand. The lower search costs also enabled firms to reduce prices through the marginal cost channel, which fostered international competitiveness and increased exports (see ChartC).
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    The merging of unemployment and social assistance further decreased firms’ unit labour costs by reducing the workers’ reservation wage. The decline in unemployment assistance following the merger of the unemployment and social assistance led to a decrease in the workers’ reservation wage and induced workers to accept lower wages. This allowed firms to further decrease prices and employ more workers. The reduction in the duration of unemployment benefits I had similar effects.


    Overall, the Hartz reforms did not entail large short-term economic and fiscal costs. The model simulations contained in this box show that labour market reforms that reduce reservation wages and make the labour market more flexible would have positive effects on employment. This is supported by other studies (Cacciatore et al., 2012)7 which find that labour market reforms aimed at reducing the workers’ (reservation) wage tend to generate relatively little costs in terms of aggregate macroeconomic outcome.


    
      
        1 Before the reform, the unemployment benefit was 60-67% of the last net wage earnings (depending on the number of dependent children) for a maximum of three years (based on age and years of contributions paid). Afterwards, a means-tested unemployment assistance equal to 53-57% of the former net wage was paid for an unlimited amount of time. Means-tested social assistance, amounting to about 45% of the average net wage covered the social welfare net and was granted to people for whom no other welfare benefits were available (for example, people unable to work). In 2008 the maximum duration of unemployment benefit I was extended to 24 months for workers aged 58 and above.

      


      
        2 See Deutsche Bundesbank, “The Evolution of Labour Market-Related Expenditure in Germany”, Monthly Report, 2015, April, pp. 13-33.

      


      
        3 See Krebs, T. and Scheffel, M., “Macroeconomic Evaluation of Labor Market Reforms in Germany”, IMF Economic Review, Vol. 61(4), 2013, pp. 664-701; Krause, M. and Uhlig, H., “Transitions in German Labor Market: Structure and Crisis”, Journal of Monetary Economics, Vol. 59, 2012, pp. 64-79.

      


      
        4 Burda, M. and Hunt, J., “What Explains the German Labor Market Miracle in the Great Recession?”, Brooking Papers on Economic Activity, Spring, 2011, pp. 273-319 and Dustman, C., Fitzenberger, B., Schönberg, U. and Spitz-Oener, A., “From Sick Man of Europe to Economic Superstar: Germany’s Resurgent Economy”, Journal of Economic Perspectives, Vol. 28, 2014, pp. 167-188.

      


      
        5 Kollman, R., Ratto, M., Roeger, W., in’t Veld, J. and Vogel, L., “What Drives the German Current Account? And How Does It Affect Other EU Member States?”, Economic Policy, Vol. 30, 2015, pp. 47-93.

      


      
        6 FiMod is a two-region model of a monetary union. For the simulation at hand, it is calibrated to Germany and the rest of the European Monetary Union. For a full description of the base model, see Stähler, N. and Thomas, C., “FiMod – A DSGE Model for Fiscal Policy Simulations”, Economic Modelling, Vol. 29, 2012, pp. 239-261.

      


      
        7 Op. cit. footnote 31.
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2.4 MFl interest rates on loans to and deposits from households (new business) 1).2)
(Percentages per annum; period average, unless otherwise indicated)
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at| maturity of: unincor- borrowing
notice Fioating| Over porated| Floating| Over 1] Over 5] Over] indicator
of up[ Upto] Over] rateand| 1 partner- rate and| and up| and up| 10
w03 2| 2| upto| year ships| upto| to5| to10|years
months | years| years| 1 year 1year| years| years
1 2l 3 4 5 6 71 8 9 10 1l qo] 13| 1] 18] 16
2014Sep. 021 095 117 170 737 1706 535 667 699 294 249 269 261 282 288 266
Oct. 020 094 109 165 720 1696 538 659 698 289 242 263 254 278 281 260
Nov. 020 091 101 166 718 1712 558 666 698 292 241 250 251 272 276 253
Dec. 020 089 096 158 714 1710 507 621 653 275 242 252 253 268 276 249
2015Jan. 019 086 101 194 718 1712 525 642 673 276 230 255 243 244 268 240
Feb. 018 084 097 151 713 1705 518 647 682 279 207 247 232 249 258 237
Mar. 017 082 089 137 713 1705 516 616 649 272 211 245 229 241 255 230
Apr. 016 079 087 115 703 1701 489 613 642 266 201 238 217 236 249 224
May 016 082 083 108 698 1708 504 629 660 267 205 233 209 229 245 217
June 015 078 077 118 697 1702 488 614 645 259 202 225 212 231 248 218
Juy 015 074 067 114 683 1708 510 620 650 261 205 225 221 236 256 222
Aug.® 014 067 067 100 683 1703 529 630 662 260 211 228 230 235 260 226
Source: ECB
1) Data refer to the changing compositio of the euro area.
2) Including non-profi nstitutions serving households.
3) Annual percentage rate of charge (APRC).
2.5 MFl interest rates on loans to and deposits from non-financial corporations (new business) 1.2
(Percentages per annum; period average, unless otherwise indicated)
Deposits Revolving Other loans by size and initial period of rate fixation Composite
loans and costof-
Gver-|With an agreed| overdrafts| up to EUR 0.25 milion | over EUR 0.25 and up to 1 million| _over EUR 1 milion borrowing
night| maturity of indicator
Floating] __Over| Over|  Floaing Over| Over| Floating] _ Over| _Over
Upto| Over| rate| 3 months| 1 year| rate| 3 months| 1year| rate |3 months| 1 year|
12 years|2 years and up to| and up o andupto| andupto and up toland up to|
3months| 1 year| 3months| 1 year, 3months| 1 year
1 2l 3 4 5 6 7 8 ol 10 1 12| 13 14
2014Sep. 026 051 146 372 401 403 353 246 301 277 183 238 242 268
Oct. 025 050 187 364 400 394 353 243 290 271 175 225 246 260
Nov. 025 044 116 357 382 386 342 238 284 263 174 217 227 251
Dec. 024 043 126 349 368 375 326 234 278 250 172 216 213 246
2015Jan. 023 044 119 349 378 385 298 231 282 205 166 203 220 246
Feb. 022 035 104 343 357 372 312 224 271 239 151 199 214 237
Mar. 021 032 107 339 345 365 313 216 267 233 161 211 202 236
Apr. 019 030 089 334 346 358 295 218 264 226 161 193 203 233
May 018 030 091 328 337 351 296 215 246 223 157 185 204 227
June 018 031 110 325 319 348 291 209 233 223 159 191 204 226
Juy 017 032 086 319 327 360 287 207 236 220 150 173 204 219
Aug.® 017 024 092 316 324 357 291 207 232 222 139 153 203 216
Source: ECB.

1) Data refer to the changing composition of the euro area.
2) In accordance with the ESA 2010, in December 2014 holding companies of non-financial groups were reclassified from the non-financial corporations sector to the financial

corporations sector.
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M3 and loans to the private sector

(annual rate of growth and annualised six-month growth rate)

M3 (annual growth rate)

M3 (annualised six-month growth rate)

loans to the private sector (annual growth rate)

loans to the private sector (annualised six-month growth rate)

16

14

2008 2009 2010 2011 2012 2013 2014 2015

Source: ECB.
Note: The latest observation is for August 2015,





OEBPS/Images/1286.jpg
3.4 Labour force, unemployment and job vacancies
(seasonally adjusted, unless otherwise indicated)

Labour|  Under-| Unemployment Job
force,| employ-| vacancy
millions % ment, Total Tong-term| Byage By gender rated
% of unemploy-|
labour| Wilions| %of|  ment, Adult Youth Vale Female
force labour % of
force|  labour| Wilions| % of| Willions| % of| Millons| % of| Milions| % of|% of fotal
force Iabour Iabour labour labour|  posts
force| force force| force|
) 2 3| 4 5 6| i 8 9 10| 11 12 13| 14
% of total 100.0 813 187 536 464
in2013
2012 159111 40 18188 114 52 14632 101 8556 236 9758 113 8430 115 16
2013 159.334 46 19231 120 59 15638 108 8593 243 10307 119 8924 121 15
2014 160.308 46 18625 116 61 15213 104 3412 237 9919 115 8706 118 17
201403 160.455 44 18541 116 59 15144 104 3397 236 9816 113 8725 118 16
Q4 160.956 46 18403 115 61 15082 103 3321 232 9755 113 8648 117 18
2015Q1 160.089 47 17990 112 59 14750 101 8240 227 9570 111 8419 114 17
Q2 160.446 46 17789 111 57 14592 100 3198 225 9454 109 833 112 17
2015 Mar. = - 17922 112 - 14689 100 3233 227 9535 110 8387 113 -
Apr. = - 17804 111 - 14585 100 3220 225 9452 109 8352 113 -
May = - 17768 111 - 14583 100 3183 225 9470 110 8296 112 -
June = - 17797 111 - 14607 100 3190 226 9440 109 835 113 -
July’ = - 17604 110 - 14488 99 3116 222 9337 108 8267 112 -
Aug = - 17602 110 - 14471 99 3131 223 9306 108 8206 112 -

‘Sources: Eurostat and ECB calculations.
1) Not seasonally adjusted
2) The job vacancy rate is equal to the number of job vacancies divided by the sum of the number of occupied posts and the number of job vacancies, expressed as a percentage.

3.5 Short-term business statistics
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Sources: Eurostat, ECB calculations, ECB experimental statistics (col. 8) and Europsan Automobile Manufacturers Association (col. 13)
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Chart 11
Breakdown of the composite cost of borrowing for NFCs in vulnerable countries
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‘Sources: ECB, Moody's and Merril Lynch Global Index.
Notes: "Market rate” i the two-year ovemight index swap (OIS) rate. “Deposit spreads” are computed i relation to an average of ovemight deposits, deposits with agreed maturity
and deposits redeemable at notice, weighted by their corresponding new business volumes. The spreads are calculated vis-2-vis the EURIBOR of the closest maturity. Yields for
“bank bond spreads” are taken from the Merrill Lynch Global Index and aggregated on the basis of their corresponding outstanding amounts. The spreads are then calculated
Vis-3-vis the swap rate of the closest maturity. “Capital charges” are the cost of the capital required by Basel Il egulations. “Expected losses” = LGD*PD, where PD (probabilty of
defautt) is the expected defauttfrequency computed by Moody's, and LGD (loss given default)is fixed at 0.45. “Margin and other factors” is constructed as the residual between
lending rates and all o the other components.
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Chart1
Changes in the balance sheets of banks participating in the TLTROs
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individual balance sheet information is available. “Wholesale funding” refers to the issuance of debt securities and borrowing from MFIs.
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4.4 Price-related opinion surveys
(seasonally adjusted)

European Commission Business and Consumer Surveys Purchasing Managers’ Surveys
(percentage balances) (diffusion indices)
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over past]
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2014 08 A4 12 76 143 4956 535 497 482
201404 21 44 28 157 79 487 526 490 474
2015Q1 55 07 14 7.0 24 458 525 488 476
Q2 11 33 30 154 08 547 544 504 490
Q3 18 11 24 131 0.1 495 536 499 499
2015 Apr. 27 28 23 77 20 524 536 501 489
May 06 24 26 137 06 560 554 500 493
June 00 47 42 149 01 557 541 510 489
July’ 01 0. 21 140 09 544 543 504 495
Aug 20 30 22 130 03 496 531 505 499
Sep. 33 06 29 122 14 4456 535 487 504

‘Sources: European Commission (Directorate-General for Economic and Financial Affars) and Markit

4.5 Labour cost indices
(annual percentage changes, unless otherwise indicated)

Total Total By component For selected economic activities Memo item:
(index indicator of
2012=100) Wages and| _ Employers’ social] Business economy|  Mainly non-business|  negotiated
salaries contributions economy| wages
1 2 3 4 5 6 7

% of total 100.0 100.0 746 254 693 307

in2012

2012 100.0 21 21 21 24 13 22
2013 101.3 13 14 12 12 17 18
2014 1026 14 13 13 13 14 17
201403 1005 15 15 16 14 19 17
Q4 108.0 13 11 15 11 15 17
2015Q1 975 19 20 14 19 19 14
Q2 108.0 16 19 04 16 14 15

‘Sources: Eurostat and ECB calculations.
1) Experimental data based on non-harmonised sources (see hitp:/iwww.ecb.europa eu/stats/intro/himi/experiment en himi for further details)
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Table 1
Short-term budgetary effects of labour and product market reforms

Direct effect on Indirect effect on public finances via impact on:

Main types of reform action public finances Employment | Investment Consumption

LABOUR MARKET REFORM

Decentralise the collective wage bargaining arrangement and decrease
in minimum wages ?

Decrease employment protection legislation ?

Reform unemployment benefits (e.g. reduce generosity, reduce benefit
coverage, stronger conditionality) + 2

Increase spending on active labour market policies E + +

PRODUCT MARKET REFORM

Introduce reforms that enhance efficiency and productivity
(including R&D)

Reduce regulatory barriers to competiion 2
Decrease the administrative burden (public sector) +
Increase access to finance.

PR

Notes: Table 1 shows the direct and/or indirect short-term effects of structural reforms on the budget balance drawing on the findings of the literature. Indirect budgetary effects
work via the impact of reforms on the main macroeconomic aggregates. The "+ points to a positive short-term effect on the budget balance that s either direct (second column) or
indirect (iast three columns). The ™" sign points to negaive effects. Whenever the sign or significance of such effects is uncertain, the symbol " is used. Blank cells indicate that
the reform s not expected to produce any short-tem impact on that variable.
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ChartC
Extra-euro area exports of goods and country contributions
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1.1 Main trading partners, GDP and CPI

GDP cPI
(period-on-period percentage changes) (annual percentage changes)
G20] United] _United| Japan| China| Memo tem: OECD countries United| _United| Japan| China| _Memo tem
States| Kingdom euro area| States| Kingdom euro area®
Total] _ excluding food. (HICP) (HICP)
and energy|
1 2 3 4 5 6 7 8 9 10 1] 12 13
2012 30 22 12 17 78 08 23 18 21 28 00 26 25
2013 31 15 22 16 77 03 16 16 15 26 04 26 14
2014 33 24 29 01 74 09 17 18 16 15 27 20 04
2014Q4 08 05 08 03 17 04 14 18 12 09 25 15 02
2015Q1 07 02 04 11 13 05 06 17 01 01 23 12 03
Q2 07 10 07 03 18 04 05 16 00 00 05 14 02
a3 18 o1 00 17 01
2015 Apr. - = . : ; - 04 16 02 01 06 15 00
May - - . . < - 06 16 00 01 05 12 03
June - = . : . - 08 16 01 00 04 14 02
July’ - = . : : - 08 17 02 01 03 16 02
Aug : : . . . - 06 17 02 00 02 20 3]
Sep. : : - . . : 00 0.1 16 01
Sources: Eurostat (col. 3, 6, 10, 13); BIS (col. 2, 4, 9, 11, 12); OECD (col. 1, 5,7, 8).
1) Quarterly data seasonally adjusted; annual data unadjusted.
2) Data efer o the changing composition of the euro area.
1.2 Main trading partners, Purchasing Managers’ Index and world trade
Purchasing Managers’ Surveys (diffusion indices; s.a.) Merchandise
imports
Composite Purchasing Managers’ Index Global Purchasing Managers' Index”
Global| United| United| Japan| China| Memo flem:| Manufacturing] Services| New export| Global] _Advanced| Emerging
States| Kingdom euro areal orders| economies|  market
economies
1 2 3 4 6] 6| 7 8 9 10} 11 12
2012 526 544 520 499 509 472 502 519 485 37 25 44
2013 533 548 568 526 515 497 523 527 507 32 02 52
2014 542 573 579 509 511 527 534 541 515 35 35 35
2014Q4 533 556 563 509 514 515 524 536 504 15 18 14
2015Q1 539 569 573 504 515 533 528 543 503 26 17 5.0
Q2 534 559 572 513 511 539 509 542 493 05 13 00
Q3 531 554 551 519 490 539 503 540 486
2015 Apr. 541 570 584 507 513 539 510 55.1 491 18 09 33
May 534 560 558 516 512 536 512 540 487 A7 03 26
June 527 546 574 515 506 542 505 534 500 05 13 00
July’ 534 557 567 515 50.2 539 509 542 491 00 A5 09
Aug 535 557 552 529 488 543 500 546 488
Sep. 524 550 533 512 480 536 500 532 480

‘Sources: Markit (col. 1-9); CPB Netherlands Bureau for Economic Policy Analysis and ECB calculations (col. 10-12).
1) Global and advanced economies exclude the euro area. Annual and quartrly data are period-on-period percentages; monthly data are 3-month-on-3-month percentages. Al data

are seasonally adjusted.
2) Excluding the euro area.
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Chart7
Contribution of components to euro area HICP inflation

(annual percentage changes; percentage point contributions)

HICP
non-energy industrial goods
services

food

energy

2008 2009 2010 2011 2012 2013 2014 2015

Sources: Eurostat and ECB staff calculations.
Note: The latest observations are for September 2015.
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5.2 Deposits in M3 1)

(EUR billons and annual growth rates; seasonally adjusted; outstanding amounts and growth rates at end of period; transactions during period)

Non-financial corporations Households® Financial| Insurance|  Other
corpor-|  corpor-| general
Total] Overnight]  With an| Redeem-| Repos| Total] Overmight] _ With an| Redeem-| Repos|  afions| ations| govem-
agreed| able! agreed| able! other than and| “ments
maturity|  at notice maturity|  at notice! MFis and|  pension
ofupto| ofupto! ofupto| ofuptol ICPFsa|  funds
2years| 3 months 2years| 3 months
1 2) 3 4 5 6 7 8 9 10 11 12 13
Outstanding amounts
2012 16187 11128 4069 881 108 53086 23604 9773 19603 105 8112 2091 3063
2013 17106 11986 4008 947 165 54140 25426 8757 19912 45 8010 1928 2986
2014 18136 13204 3683 95 195 55569 27534 8107 19899 28 8855 2189 3308
2014Q3 17895 12838 3911 992 154 55319 26869 8451 19951 49 7948 2084 3271
Q4 18136 13204 3683 95 195 55569 27534 8107 19899 28 8855 2189 3308
2015Q1 18470 13926 3404 990 149 55983 28438 7617 19888 39 9528 2250 3390
Q2 18520 14072 3207 1119 122 56494 29115 7347 20003 28 9656 2286 3396
2015Mar. 18470 13926 3404 990 149 55983 28438 7617 19888 39 9528 2250 3390
Apr 18445 13875 3333 1128 109 56115 28592 7567 19919 37 9593 2298 3443
May 18520 14086 3243 1119 122 56244 28781 7458 1997 38 9664 2307 3464
June 18520 14072 3207 1119 122 56494 29115 7347 20003 28 9656 2286 3396
Juy 18896 14405 3233 1130 127 56674 29453 7212 19977 32 9811 2337 3474
Aug.® 18889 14415 3257 1137 81 56747 2956 7144 19995 31 9691 2253 3537
Transactions
2012 722 994 332 100 40 228 994 356 1002 125 165 150 250
2013 979 904 6.0 77 58 1087 1837  -100.1 311 60 474 142 85
2014 686 902 254 14 25 1404 2091 -65.6 44 47 464 63 209
201403 206 336 57 19 02 473 619 160 10 04 83 23 126
Q4 74 163 121 42 40 260 677 330 66 20 564 82 57
2015Q1 206 491 72 25 49 391 814 433 01 11 505 46 86
Q2 88 294 190 10 26 529 716 272 96 -1 16.9 39 07
2015 Mar. 90 39 80 20 09 307 328 99 82 04 430 03 107
Apr. 16 100 63 19 39 149 189 50 13 03 102 51 54
May 52 144 95 09 12 120 183 112 47 02 48 07 20
June 20 50 32 00 01 259 344 111 36 -1 18 19 67
July’ 36 316 04 i1 05 171 331 139 26 04 133 48 60
Aug.® 23 31 30 07 46 84 131 65 19 01 89 82 63
Growth rates
2012 47 98 75 132 252 14 14 38 54 542 21 78 91
2013 61 81 A5 88 546 20 78 103 16 -57.0 22 69 28
2014 40 75 63 15 145 26 82 75 01 872 55 34 70
201403 60 86 21 34 474 22 73 70 01 208 09 23 33
Q4 40 75 63 15 145 26 82 75 01 872 55 34 70
2015Q1 46 95 100 36 57 28 97 112 01 310 146 08 52
Q2 42 101 41 15 233 30 108 -139 02 380 137 43 51
2015 Mar. 46 95 100 36 57 28 97 112 01 310 146 08 52
Apr. 44 99 14 55 378 29 100 -4 01 353 156 15 75
May 44 104 139 45 241 29 102 127 02 253 134 18 85
June 42 101 141 45 233 30 108 -139 02 380 137 13 51
July’ 55 117 142 46 113 31 12 151 01 354 145 16 57
Aug.® 48 108 -130 49 491 29 108 -153 02 369 141 55 57
Source: ECB

1) Data refer to the changing composition of the euro area.
2) In accordance with the ESA 2010, in December 2014 holding companies of non-financial groups were reclassified from the non-financial corporations sector to the financial
corporations sector. These enies are included in MFI balance sheat statistics with financial corporations other than MFIs and insurance corporations and pension funds (ICPFs).

3) Including non-profit institutions serving households.

4) Refers to the general govemment sector excluding ceniral government
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Chart 2
GDP growth in EMEs

(year-on-year percentage changes)

— EME aggregate
—— commodity importing economies
— commodity exporting econormies

15,

10/

10/

2007 2008 2009 2010 2011 2012 2013 2014

‘Sources: National sources and Haver Analytics.

Notes: The latest observation refers to the second quarter of 2015. Lines are
‘GDP-weighted averages of GDP growth in EMEs. Range shows 10-90% percentile

of growth across 23 EMEs. Commodity-importing economies: Hong Kong, India,
Korea, Malaysia, Singapore, Taiwan, Thailand, Turkey, Mexico, Poland, Czech
Republic, Hungary; commodity-exporting countries: Russia, South Africa, Saudi Arabia,
Argentina, Brazil, Chile, Colombia, Indonesia and Venezuels.
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5.4 MFI loans to euro area non-financial corporations and households 1)
(EUR billons and annual growth rates; seasonally adjusted; outstanding amounts and growth rates at end of period; transactions during period)

Non-financial corporations Households®
Total Upto 1 year] Over 1] Over 5 years Total Loans for]  Loans for| Other loans
and up to| consumption house
“Adjusted for| 5years ‘Adjusted for| purchase
Ioan sales| loan sales|
and securi- and securi-
tisation 4| tisation 4|
1 2) 3 4 5| 6 i 8 9 10
Outstanding amounts.
2012 45446 46061 7956 26210 55785 6020 38236 8167
2013 43541 44088 7408 25478 5545.7 5735 38515 7964
2014 42803 43376 7251 24740 55446 5633 3,860.1 7760
2014Q3 4,281 43468 7261 2505.4 55448 567.1 38437 7838
Q4 42803 43376 7251 24740 55446 5633 38601 7760
2015Q1 43101 43657 7389 24813 5569.6 5679 38904 7754
Q@ 42918 43481 7444 24629 55896 5785 39076 7711
2015 Mar. 43101 43657 7389 24813 5,569.6 5679 38904 7754
Apr. 43039 43588 7380 24755 55738 5669 38948 7746
May 43004 43565 7427 24725 55776 5683 39017 7734
June 42918 43481 7444 24629 5589.6 5785 39076 7711
July’ 43004 43585 7448 24698 5597.8 5795 39117 7700
Aug. ® 42940 43537 7433 24645 56026 5816 39158 7697
Transactions
2012 1076 741 514 623 260 86 77 488 51
2013 1328 451 445 437 35 137 181 276 31
2014 -58.3 -61.9 16 -46.2 15.0 68 30 31 89
201403 184 206 68 8.4 82 07 12 104 33
Q4 43 0.4 85 30 51 22 22 93 21
2015Q1 83 36 73 18 201 11 22 179 01
Q2 12 28 115 102 297 27 91 217 EX|
2015 Mar. 30 21 37 49 129 56 29 75 24
Apr. 22 18 07 22 71 96 07 75 03
May 48 18 43 28 69 37 17 64 A1
June 38 28 65 52 157 94 82 78 03
July’ 89 125 05 75 53 95 16 44 07
Aug.® 06 12 05 30 90 79 24 59 07
Growth rates
2012 16 05 60 23 05 02 28 13 06
2013 32 40 56 17 0.1 02 30 07 16
2014 14 13 02 18 03 01 05 0.1 RN
2014Q3 22 14 33 19 05 00 4 02 17
Q4 14 13 02 18 03 01 05 0.1 A4
2015Q1 06 07 21 12 00 03 01 01 07
Q2 03 A4 28 06 12 07 18 15 08
2015 Mar. 06 07 21 12 00 03 01 01 07
Apr. 05 04 14 12 00 05 01 02 07
May 03 04 24 42 10 05 05 14 07
June 03 A4 28 06 12 07 18 15 08
July’ 03 03 32 02 13 09 20 16 07
Aug.® 04 02 32 03 14 10 26 16 05
Source: ECB.

1) Data refer to the changing composition of the euro area.

2) In accordance with the ESA 2010, in December 2014 holding companies of non-financial groups were reclassified from the non-financial corporations sector to the financial
corporations sector. These entities are included in MFI balance sheet statistics with financial corporations other than MFIs and insurance corporations and pension funds (ICPFs).

3) Including non-profit institutions serving households.

4) Adjusted for the derecognition of loans on the MF balance shest on account of their sale or securtisation
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Chart 5
Euro area real GDP, the Economic Sentiment Indicator
and the composite output Purchasing Managers’ Index

(quarter-on-quarter percentage growth; index; difiusion index)
— real GDP (rightand scale)
—— ESI (left-hand scale)
——  composite PMI (left-hand scale)

& 15

2008 2009 2010 2011 2012 2013 2014 2015

Sources: Eurostat, European Commission, Markit and ECB.
Notes: The Economic Sentiment Indicator (ESI) is normalised with the mean and
standard deviation of the Purchasing Managers' Index (PM). The latest observations
are for the second quarter of 2015 for real GDP and for September 2015 for the ESI
and the PMI





OEBPS/Images/49914.jpg
ChartC
MFI loans to euro area non-financial corporations: impact of the new adjustment method on annual growth rates

(difference in annual growth rates between the new and former adjustment methods; basis points; non-seasonally adjusted)

a) Impact on annual growth rates in terms of the flow and stock effects b) Impact on annual growth rates in terms of national contributions
— total impact — total impact — Germany

—— flow effect ~—— Belgium — haly

— stockeffect — France — other euro area countries

2012 2013 2014 2015 2012 2013 2014 2015

Sources: ECB and ECB calculations.
Note: The latest observation is for July 2015
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3.2 Value added by economic activity
(quarterly data seasonally adjusted; annual data unadjusted)

Gross value added (basic prices) Taxes less
subsidies
Total] Agricullure, [Manufacturing] Const.| _ Trade,| Infor| Finance| Real| Professional |  Publicad| Afts, enter- on
forestry and|  energy and| ruction| transport,| mation and| estate| business and| ministration, tainment|  products
fishing utiiies| accom’{and com- | insurance, support|  education;|  and other
modation| munica- services| healthand|  services
andfood|  tion social work
services|
1 2| 3| 4 5 6 7] 8| 9 10 11 12
Current prices (EUR billions)
2012 88547 1487 17336 4667 16748 4107 441310163 9298 17193 3134 994.4
2013 89453 1529 17378 4573 16903 4140 443210350 945.1 17511 3187 10075
2014 9,090.7 1466 17617 4582 17165 4183  45501.055.9 968.1 1.785.4 3249 10362
2014Q3 22780 363 4424 1140 4301 1046 1140 2645 2429 4478 815 2596
Q4 22906 353 4445 1149 4345 1054 1137 266.1 245.1 4492 819 2622
2015Q1 23164 359 4506 1164 4397 1061 1157 267.4 248.1 453.9 825 2595
Q2 23282 363 4539 1158 4431 1067 1155 269.2 250.4 4543 829 2656
as a percentage of value added
2014 100.0 16 194 50 189 46 50 116 106 196 36 -
Chain-linked volumes (prices for the previous year)
‘quarter-on-quarter percentage changes
2014Q3 03 12 02 06 05 08 02 03 06 01 05 00
Q4 03 20 01 05 06 05 02 03 05 02 02 12
2015Q1 06 12 08 08 07 07 06 02 1.0 01 02 01
Q@ 03 00 04 05 04 05 03 03 05 03 00 09
annual percentage changes
2012 06 42 09 61 02 25 03 00 06 01 07 26
2013 02 35 04 32 1.0 14 12 12 o1 03 01 12
2014 09 34 05 09 13 20 04 13 15 06 06 08
201403 08 45 06 20 11 22 05 13 14 05 05 05
Q4 08 00 02 14 14 20 02 12 20 05 07 19
2015Q1 12 04 09 08 18 27 06 12 24 06 07 20
Q@ 15 04 14 o1 23 25 13 11 26 07 09 20
contributions to quarter-on-quarter percentage changes in value added; percentage points
201403 03 00 00 00 01 00 00 00 01 00 00 -
Q4 03 00 00 00 o1 00 00 00 o1 00 00 -
2015Q1 06 00 02 00 01 00 00 00 01 00 00 :
Q@ 03 00 01 00 o1 00 00 00 o1 o1 00 B
contributions to annual percentage changes in value added; percentage points
2012 06 01 02 03 00 o1 00 00 01 00 00 -
2013 02 01 01 02 02 o1 01 01 00 o1 00 -
2014 09 01 01 00 02 o1 00 01 02 o1 00 -
2014Q3 08 01 01 01 02 01 00 02 01 01 00 -
Q4 08 00 00 01 03 o1 00 01 02 o1 00 -
2015Q1 12 00 02 00 03 o1 00 01 03 01 00 -
Q@ 15 00 03 00 04 o1 01 o1 03 o1 00 -

‘Sources: Eurostat and ECB calculations.
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6.1 Deficit/surplus
(as a percentage of GDP flows during one-year period)

Deficit (-/surplus (+) Memo item:
Primary
Total Cenral State] Tocal Socual deficit (-/
government government government security| surplus (+)
funds
1 2) 3 4 5 6
2011 42 33 07 02 00 12
2012 37 34 03 00 00 06
2013 30 26 02 00 01 02
2014 26 22 02 00 01 01
2014Q2 26 01
Q3 24 03
Q4 24 02
2015Q1 24 02
‘Sources: ECB for annual data; Eurostat for quarterly data
6.2 Revenue and expenditure
(as a percentage of GDP: flows during one-year period)
Revenue Expenditure
Total Current revenue Capital| Total Current expenditure Capital
revenue expenditure
Direct| Indirect] Net social Compen-| Intermediate| Interest] Social]
taxes| taxes| contributions| sation of | consumption| benefits
employees
1 2 3 4 5 6 7 8 9 10 11 12 13
2011 449 445 116 126 15.1 04 491 448 104 53 30 222 43
2012 460 456 122 129 153 04 497 452 104 54 30 226 45
2013 466 461 125 129 155 05 496 455 104 54 28 229 41
2014 468 463 125 131 155 05 494 454 103 53 27 231 39
2014Q2 467 462 125 130 155 05 493 454 103 53 27 230 39
Q3 466 462 125 131 155 05 491 453 103 53 27 230 37
Q4 467 462 125 131 155 05 491 454 103 53 26 231 37
2015Q1 466 462 125 131 155 05 490 453 103 53 25 231 37
‘Sources: ECB for annual data; Eurostat for quarterly data
6.3 Government debt-to-GDP ratio
(as a percentage of GDP; outstanding amounts at end of period)
Total|  Financial instrument Holder Original maturity Residual maturity Currency
Currency| Loans| _ Debi| Resident creditors [Non-resident| _ Upto| _Over| Upto| Over 1] Over| Euroor|  Other
and| securities creditors| 1year| 1year| 1year|anduptols years| participating| curren-
deposits TS| 5years currencies cies
1 2] 3 4 5 6 7 8 o 10 1l 12 13 14
2011 859 29 155 675 428 244 431 122 738 204 299 356 842 18
2012 893 30 174 689 455 262 438 114 779 197 317 379 871 22
2013 911 27 172 712 460 261 451 104 806 194 322 394 891 20
2014 921 27 170 724 453 259 468 101 820 190 321 410 901 20
201402 927 27 167 734
Q3 921 26 167 728
Q4 920 27 169 724
201501 929 27 167 735

‘Sources: ECB for annual data; Eurostat for quarterly data.
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Chart 2
Use of funds from the TLTROs as reported in the
July 2015 bank lending survey (BLS)

(percentages of respondents)
— purchasing assets —— other Eurosystem
——  granting loans operations
— refinancing —— interbank lending
—  maturing debt
—— deposit shortfalls
120 120
100
80
60
40
2
0
future past future
TLTROs TLTROs TLTROs
TR e offnds substitution of funding sources
Source: ECB.

Notes: Past TLTROS" refers to all TLTROs which took place up to June 2015 and
“future TLTROS" refers to operations beyond this point Values displayed in the chart
are the sum of the percentages of banks responding "has contributed or will contribute:
considerably” and “has contrbuted or will contribute Somewhat' to the corresponding
question inthe BLS. The restults shown are calculated as a percentage of the number
of banks that did not reply "not applicable”. Respondents may indicate that the TLTROs
have contributed or will contribute to more than one use.
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2.6 Debt securities issued by euro area residents, by sector of the issuer and initial maturity
(EUR bilions; transactions during the month and end-of-period outstanding amounts; nominal values)

Outstanding amounts Gross issues
Total] _ WFis|  Non-MFi corporations | General government| Total] _ MIFis|  Non-MFI corporations | General government
(including (including
Euro-| Financial Non-| Central] _ Ofher Euro-|_ Financial Non-| Central] _ Ofher
system) | corporations financial| gover-|  general system) | corporations financial|  govem-| general
other than|FVCs|corporations| ~ ment|  govern- other than|FVCs|corporations| ~ ment| govem-
MFis ment| MFis| ment
1 2) 3| 4 5 6 71 8 9 10l 11 12| 13 14
Short-term
2012 1426 581 146 - 75 558 66 703 491 7 - 52 103 21
2013 1247 477 122 - 67 52 53 508 314 0 - 44 99 21
2014 1311 545 19 - 59 538 50 410 219 3 - 39 93 25
2015 Mar. 1,415 604 122 - 71 543 66 373 162 45 - 35 89 42
Apr. 1408 600 132 - 80 533 62 350 158 38 - 38 8 35
May 1,393 591 132 - 80 532 59 306 140 3% - 36 80 33
June 1325 560 18 - 75 517 56 298 126 30 - 3 77 3
July 1328 560 13 - 81 520 54 340 145 34 - 39 91 31
Aug. 1329 558 17 - 79 515 59 206 139 27 - 22 79 29
Long-term
2012 15205 4814 3166 - 842 5758 624 255 98 45 - 16 84 12
2013 15109 41405 3087 - 921 6069 627 222 70 39 - 16 89 9
2014 15134 4048 3164 - 993 6286 643 221 66 8 - 16 85 10
2015 Mar. 15,366 4,026 3263 - 1033 6399 644 282 81 62 - 17 112 10
Apr.15202 4000 3229 - 1033 6389 641 225 70 38 - 21 87 10
May 15372 3,982 3252 - 1036 6462 640 189 50 4 - 6 85 4
June15357 3938 3268 - 1031 6485 634 207 69 3 - 13 87 5
July 15319 3917 3289 - 1040 6437 636 224 79 2 - 10 83 10
Aug.15265 3895 3249 - 1040 6444 637 113 42 20 - 4 a4 4
Source: ECB
1) For the purpose of comparison, annual data efer o the average monthly figure over the year.
2.7 Growth rates and outstanding amounts of debt securities and listed shares
(EUR billons; percentage changes)
Debt securities Listed shares
Total MFis| Non-MF1 corporations General government Total MFIs| _ Financial Non-
(including corporations| financial
Eurosystem)| _ Financial Non- Cenfral Oher] other than  corporations
corporations financial| govemment| general MFis
other than|  FVCs| corporations| govemment
MFis|
1 2) 3 4 5 6 7 8 9 10 11
Oustanding amount
2012 16,6315 53058 33121 9170 63162 6904 46005 4047 6179 35779
2013 16:355.9 48817 32087 9879 65978 6798 56491 5691 7510 43290
2014 16,4446 45932 32826 10520 68237 6930 59617 5911 7902 45804
2015Mar. 16,7812 46304 33949 11042 69416 7101 70675 68838 9356 54431
Apr. 16.700.0 46002 33612 11130 69218 7036 69712 6839 9092 53781
May 167655 45722 33839 11157 6.994.0 6997 69941 6755 9024 54163
June 16,6822 44983 33861 11059 7.001.4 6905 68131 6643 8805 52683
Juy  16,646.6 44766 34019 11212 69569 6900 71137 6950 9147 55040
Aug.  16,594.0 44527 33667 11187 69598 6961 65759 6306 8498 50955
Growth rate
2012 13 18 144 25 61 09 19 20 04
2013 14 -89 81 45 1 09 72 02 03
2014 06 77 49 31 12 15 72 16 08
2015 Mar. 01 70 53 26 18 15 68 14 08
Apr. 02 67 67 21 19 15 68 11 08
May 07 71 58 21 14 13 58 12 07
June 10 76 16 16 08 10 41 06 07
July’ 12 74 44 15 06 10 33 03 09
Aug 09 72 45 18 02 10 33 05 08

Source: ECB.
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Chart1
Global composite output PMI

(diffusion index; deviations from long-term average)
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— Q22015
— Q32015
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Sources: Markit and ECB calculations.
Notes: Long-term averages refer to the period from 1999 or fthe data start later, from
the firt avalable observation onwards. The data s available from September 2007 for
Japan, November 2005 for China, December 2005 for India, October 2001 for Russia
‘and March 2007 for Brazil
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Table 2
Short-term fiscal impact of pension systems and healthcare reforms

Direct effect on Indirect effect on public finances via impact on:
Main types of reform action finances Employment Investment Consumption
Increase work incentives

Increase retirement age andor discourage early retiement + +

Equalise refirement age for men and women + +

Increase financial sustainability

Index contributions or refirement age to ife expectancy + E
Increase private contributions to funded pension schemes + E
Lower pension benefts (e.g. mits to pension indexation,

lower the pension replacement ratio) + E
Increase diversification of income sources

Introduce second pillar pension system (systemic pension reform) =

‘Shift from defined benefits to defined contribution financing +

Improve the quality and efficiency of healthcare services

Gap healthcare-related spending (e.g. pharmaceuticals, salaries) +

Implement governance reforms (decision-making, management,

contracting systems) +

More effective service provision (cost-effective use of medicines, enhance

hospitals’ efficiency, cost-sharing mechanism) g

Notes: Table 2 shows the direct and/or indirect shortterm effects of structural reforms on the budget balance drawing on the findings of the literature. Indirect budgetary effects
work via the impact of reforms on the main macroeconomic aggregates. The "+ points to a positive short-term effect on the budget balance that s either direct (second column) or
indirect (iast three columns). The ™" sign points to negaive effects. Whenever the sign or significance of such effects is uncertain, the symbol " is used. Blank cells indicate that
the reform s not expected to produce any short-tem impact on that variable.
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Chart 5
Balance sheet movements of MFls other than the Eurosystem that correspond to the change in reserve holdings
between end-February and end-July 2015

(EUR billions, not seasonally adjusted)
600
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N
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outstanding  borrowing flom _ wholesale deposit captaland  credttothe  creditto  netextemal other outstanding
amount  Eurosystem  funding (net)  funding reserves  private sector  govemment assets amount
of ciaims of ciaims

on the Eurosystem on the Eurosystem
(February 2015) (July 2018)

Sources: ECB and ECB calculations.
Notes: Increases in net asset positions reduce claims on the Eurosystem. Increases in net iabilty positions increase claims on the Eurosystem. “Wholesale funding (net)’ refers
to issuance of debt securities net of holdings of MFI debt securities and borrowing from MFIs other than the Eurosystem net of deposits with MFIs other than the Eurosystem.
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Chart 14
Annual growth rates of M1 and M3

(annual percentage changes)

—_ M
— M3

14
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Source: ECB.
Notes: The verticallines denote the announcement of the TLTROs (marking the
initation of the credit easing package) and the APP, respectively.
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Chart 6
Euro area employment, PMI employment expectations
and unemployment

(quarter-on-quarter percentage growth; difusion index; percentage of the labour force)

—— employment (lefthand scale)
—— PMI employment expectations (left-hand scale)
—— unemployment rate (ight-hand scale)
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Sources: Eurostat, Markit and ECB.
Notes: The Purchasing Managers' Index (PMI)is expressed as a deviation from
50 divided by 10. The latest observations are for the second quarter of 2015 for
‘employment, September 2015 for the PMI and August 2015 for unemployment.
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3.6 Opinion surveys
(seasonally adjusted)

European Commission Business and Consumer Surveys Purchasing Managers’ Surveys
(percentage balances, unless otherwise indicated) (diffusion indices)

Economic| Manufacturing industry | Consumer| Construction] Retall|  Service industies | Purchasing] _Manu-| Business|Composite
sentiment| confidence| confidence| trade Managers’| facturing| ~activity|  output

indicator| Tndustial] Capacity| indicator|  indicator| confid-| Services] Capacity|Index (PMI)|  output for

(long-term| confidence| utiisation ence| confidence|  utlisation| for manu- services

average|  indicator| (%) indicator|  indicator, ()| facturing
=100)

1 2 3 4 5 6 8 9 10 11 12
1999-13 100.2 6.1 809 128 138 87 - 510 524 529 527
2012 905 16 789 220 277 150 865 462 463 476 472
2013 938 91 787 187 292 122 871 4956 506 493 497
2014 101.6 39 804 0.1 274 32 876 518 533 525 527
201404 1008 45 808 113 243 51 879 504 512 517 515
2015Q1 1026 40 81.1 63 249 16 882 514 526 536 533
Q@ 1037 32 811 53 249 02 883 523 534 541 539
Q3 1046 29 71 283 29 523 536 540 539
2015Apr. 1038 32 812 46 255 08 885 520 534 541 539
May 1038 30 > 56 250 15 - 522 533 538 536
June 1035 34 . 56 242 13 - 525 536 544 542
Juy 1040 29 811 72 288 11 88.1 504 536 540 539
Aug. 1041 37 . 69 27 35 - 523 539 544 543
Sep. 1056 22 . 71 283 41 - 520 534 537 536

Sources: European Commission (Directorate-General for Economic and Financial Affars) (col. 1-8) and Markit (col. 9-12).

3.7 Summary accounts for households and non-financial corporations
(current prices, unless otherwise indicated; not seasonally adjusted)

Households Non-financial corporations
Saving| Debi| Real gross| _Financial] Nonfinancial] Netl Hous-| _ Profit] Saving Debt| _Financial] Non-financial| _Finan-
ratio| ratio| disposable| investment|  investment | worth| ing|  share® ratio} ratio| investment| investment cing
(gross)" income (gross)| | wealth (net) (gross)
Percentage of Percentage of net | Percent.
gross disposable Annual percentage changes value added ageof|  Annual percentage changes

income (adjusted) GDP
2 3 7] 56 7 8] 9 10 il 12] 13
2012 125 97.4 18 17 51 06 23 206 11 1344 16 67 12
2013 128 96.0 04 15 41 04 22 221 31 1325 25 10 13
2014 127 951 07 17 10 23 07 326 40 1340 18 35 09
2014Q3 128 950 13 17 09 27 04 221 34 1327 21 30 10
Q4 127 951 09 17 10 23 07 326 40 1343 18 21 09
2015Q1 127 947 19 19 03 38 13 27 42 1362 26 21 15
Q2 127 20 17 02 333 49 1362 32 60 16

Sources: ECB and Eurostat

1) Based on four-quarter cumulated sums of both saving and gross disposable income (adjusted for the change in the net equity of households in pension fund ressrves)

2) Financial assets (et of financial iabiltes) and non-financial assets. Non-financial assats consist mainly of housing wealth (residental structures and land). They also include
non-financial assets of unincorporated enterprises classified within the housshold sector

3) The profit share uses net entrepreneurial income, which s broadly equivalent to current profits in business accounting

4) Based on the outstanding amount of loans, debt securities, trade credits and pension scheme liabilies.
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Chart 8
Survey-based measures of inflation expectations

(annual percentage changes)
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‘Sources: Survey of Professional Forecasters (SPF), Consensus Economics and ECB
calculations
Note: Realised HICP data are included up to Q3 2015.
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Chart 10
Composite lending rates for NFCs: distribution of
individual MFls in less vulnerable countries

(percentages per annum)

— July 2015 (median = 1.79)
—— June 2014 (median = 2.2)
——  September 2011 (median = 321)
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Source: ECB.
Note: The chart shows the density approximation of the lending rate distribution
obtained from a sample of 105 MFls in selected less vulnerable countres (Belgium,
Germany, France, the Netheriands and Austria) in three different periods

(September 2011, June 2014 and July 2015). The chart also shows that f the reduction
in the MRO rate since September 2011 (i. 145 basis points) had been fully passed

on to the median lending rate of that period (i.e. 3.21%), the lending rate in July 2015
‘would have been 1.76%.
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Chart D
Household leverage across selected euro area countries

(as a percentage of disposable income)
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‘Sources: Eurostat and ECB staff calculations.
Note: The leverage ratio is computed as the ratio of household debt over the
four-quarter moving sum of disposable income.
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ChartA
Energy and non-energy-related developments in real
disposable income

(index: Q3 2011 =100)

— realincome
—— realincome adjusted
—— private consumption

101

increase in
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due tolower
energy prices
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purchasing power
due to other
factors

%
Sep Mar Sep. Mar Sep. Mar Sep Mar
2011 012 2013 2014 215

‘Sources: Eurostat and ECB staff calculations.
Note: Real income adjusted is calculated assuming constant real energy prices from
the first quarter of 2013 onwards in order to approximate the “counterfactual” real

disposable income that could have prevailed had oil prices not declined as observed.
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Chart B
Oil price volatility and global uncertainty

(index points)

—  global uncertainty (as measured by VIX)
—— il price volatty
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Source: Datastream.
Notes: Daly data, latest observation is 5 October 2015. The Volatiity Index (VIX) is
based on the implied volatiity of S&P 500 index options.
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2.10 Euro area balance of payments, financial account

(EUR billions, unless otherwise indicated; outstanding amounts at end of period; transactions during period)

Total Direct Portfolio Net| Otherinvestment | Reserve| ~Memo:

investment investment financial assets Gross

derivatives external

‘Assets| Liabilites Net|  Assels| Liabiliies|  Assets| Liabiliies Assets| Liabiliies| debt

1 2) 3 4 5 6| 7| 8 9| 10 1 12

Outstanding amounts (intenational investment position)

2014Q3 191333 202920 11588 77401 59257 62345 95658 548 46164 48005 5970 11,8491

Q4 198717 209894 11177 82494 64105 64673 98236 431 45857 47553 6123 120387

2015Q1 218403 228339 9936 89528 66235 7.2251 11,0549 693 50413 51555 6904 12,9950

Q@ 213789 222718 8929 88049 66737 71023 10,627.9 223 48355 49702 6585 126494

Outstanding amounts as a percentage of GDP.
2015Q2 2084 2171 87 858 65.1 692 1036 02 471 485 64 1233
Transactions

201403 2109 1031 1078 754 663 980 164 178 211 532 a4 -

Q4 820 220 60.0 678 787 1035 123 100 1021 690 29 -

2015Q1 5489 5114 376 1957 882 1371 2507 226 1878 1725 57 -

Q2 330 87 243 845 1250 1229 33 38 757 1129 25 -

2015 Mar. 1438 346 1093 1113 199 50.1 69.4 84 262 547 03 g

Apr. 1013 157.1 558 17.2 321 262 19 51 567 1232 39 g

May 16 191 207 395 453 644 192 29 1034 836 18 g

June 699 -1292 59.4 279 477 23 244 43 1290 1525 32 :

July 58.1 123 458 230 72 32 661 105 3438 856 7.0 g

Aug. 61 101 39 03 32 92 206 72 92 137 14 g

12-month cumulated transactions
2015 Aug 7892 5358 2535 3998 3015 4278 1451 582 901 892 15 .
12-month cumulated transactions as a percentage of GDP.

2015 Aug 77 52 25 39 29 42 14 05 09 09 00 -

Source: ECB.

1) Net financial derivatives are included in total assats
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4.1 Harmonised Index of Consumer Prices 1)
(annual percentage changes, unless otherwise indicated)

Total Total (s.a.; percentage change vis-&-vis previous period) Memo item:
Administered prices
Tndex Total Goods| Services| Total] Processed| Unpro-| Non-energy|  Energy| Services|
2005| food| cessed| industrial|  (ns.a) “Total HICP| Adminis-
=100) Total food| goods excluding|  tered
excluding administered|  prices
food and prices
energy
1 2 3 4 5 6 7 8 9 10/ 11 12 13
% of total 100.0 100.0 697 565 435 1000 122 75 263 106 435 871 129
in2015
2012 1156 25 15 30 18 - - - - - - 23 38
2013 172 14 1113 14 - - - - - - 12 21
2014 177 04 08 02 12 - - - - - . 02 19
201404 178 02 07 06 12 02 01 04 00 30 02 0.1 17
2015Q1 1168 03 07 14 11 03 02 05 01 42 02 05 12
Q2 1184 02 08 05 1105 03 07 02 24 04 01 09
a3 1178 01 09 08 12 00 01 05 01 25 04 00 08
2015 Apr. 1182 00 06 07 10 01 02 04 01 01 00 0.1 09
May 1185 03 09 04 13 03 01 03 04 09 03 03 10
June 1185 02 08 04 1100 01 01 00 0.1 00 01 09
July’ 177 02 10 05 12 00 00 06 01 07 02 01 09
Aug 1177 01 09 07 12 01 01 12 01 22 01 00 09
Sep. 1180 01 09 A1 12 01 00 06 01 47 00 02 07
Goods Senvices
Food (including alconolic Tndustrial goods Fousing Transport] Communi-] Recreation| Miscel-
beverages and tobacco) cation and| laneous
personal|
Total| Processed|  Unpro-|  Total] Non-energy|  Energy] Rents|
food|  cessed industrial
food goods
14 15 16 171 18 19 20 21 2 23] 24] 2
% of total 19.7 12.2 75 369 263 106 107 64 73 31 148 75
in2015
2012 31 31 30 30 12 76 18 15 29 32 22 20
2013 27 22 35 06 06 06 17 15 24 42 22 07
2014 05 12 08 05 01 19 17 14 17 28 15 13
201404 03 07 03 1 0.1 36 16 14 16 26 14 14
2015Q1 03 05 01 23 01 77 13 13 14 19 13 12
Q2 11 07 18 14 02 53 12 12 12 09 14 12
a3 12 06 21 18 04 72 12 11 14 04 16 10
2015 Apr. 10 07 13 16 01 58 12 13 07 12 12 12
May 12 06 21 42 02 48 12 12 16 08 18 13
June 11 07 19 13 03 5.4 12 12 12 08 13 11
July’ 09 06 14 13 04 56 12 11 15 07 16 10
Aug 13 06 24 A8 04 72 12 11 12 04 1710
Sep. 14 06 27 24 03 -89 13 14 14 0.1 16 11

Sources: Eurostat and ECB calculations.
1) Data refer to the changing composition of the euro area.
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Chart 14
Annual growth rates of M1 and M3

(annual percentage changes)
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Source: ECB.
Notes: The verticallines denote the announcement of the TLTROs (marking the
initation of the credit easing package) and the APP, respectively.
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Chart D
Trade exposure to China

(percentages)

—— China's share of national exports
~— national share of euro area exports
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Source: ECB calculations.
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Chart B
Gross nominal disposable income growth
and contributions

(annual percentage changes: percentage points)
gross disposable income
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‘Sources: Eurostat and ECB staff calculations.
Note: Non-labour income constitutes operating surplus, property income, net social
benefits and contributions, and direct taxes (inverted).
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ChartA
Unemployment rate

(percentage of the labour force, monthly seasonally adjusted)
i
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‘Sources: Deutsche Bundesbank/Haver Analyfics.
Note: The vertical ine marks the year in which the Hartz IV reform was
‘adopted.
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5.1 Monetary aggregates 1)

(EUR billons and annual growth rates; seasonally adjusted; outstanding amounts and growth rates at end of period; transactions during period)

M3
M2 M3M2
Ll
Currency| Overnigh] Deposits Repos|  Money Debt
in|  deposits| with an market| ~securities,
circulation agreed fund with
maturity shares| amaturity
of upto ofupto
2 years 2 years|
1 2) 3| 4 6| 7 8| 9 10 11 12
Outstanding amounts
2012 8634 42440 51075 18033 20815 38848 89923 1250 4831 1806 7887 97810
2013 9088 44826 53914 16912 21232 38144 92058 1200 4178 865 6243 9.830.0
2014 967.3 49491 59164 16050 21206 37345 96509 1222 4273 1044 6539 103048
2014Q3 9482 47452 56934 16475 21366 37841 94775 1224 4190 688 6102 100877
Q4 9673 49491 59164 16050 21206 37345 96509 1222 4273 1044 6539 103048
2015Q1 9937 51737 61674 15292 21335 36627 98301 1257 4365 969 6591 104892
Q2 10150 53032 63182 14788 21621 36409 99590 911 4380 971 6261 105852
2015 Mar. 9937 51737 61674 15292 21335 36627 98301 1257 4365 969 6501 10489.2
Apr. 10033 51899 61932 15189 21511 36700 98632 1295 4517 1035 6847 105479
May 10067 52649 62716 14861 21572 36433 99149 1117 4429 927 6473 105622
June 10150 53032 63182 14788 21621 36409 9.959.0 911 4380 971 6261 105852
July 10211 53809 64020 14698 21629 36327 100347 1056 4562 853 6471 10,6818
Aug.® 10256 53814 64071 14607  2167.1 36278 100348 1024 4397 822 6242 10,659.0
Transactions
2012 200 2895 3095 360 789 3885 169 202 185 556 3328
2013 453 2458 2911 4111 672 2239 120 488 628 1236 1003
2014 580 3702 4281 919 883 3398 08 107 125 240 3637
2014Q3 167 1091 1257 271 20 1038 81 100 34 53 1091
Q4 191 1259 1451 409 500 95.1 05 12 184 291 1242
2015Q1 252 1887 2139 633 585 1554 23 49 87 16 1539
Q2 213 1516 1728 491 341 1387 343 15 19 809 1079
2015 Mar. 13 59.8 61.1 89 15 626 7.0 6.6 132 268 358
Apr. 96 377 474 85 45 4238 41 153 75 269 697
May 34 709 743 341 281 462 180 88 A1 379 83
June 82 430 512 65 15 497 204 49 54 199 298
July 61 737 798 141 132 66.6 143 183 15 210 876
Aug. ¥ 45 6.0 105 75 32 73 29 44 39 A1 39
Growth rates
2012 24 73 64 19 21 45 116 39 99 66 35
2013 52 58 57 6.2 17 25 95 104 378 162 10
2014 64 82 79 54 23 37 07 26 183 39 37
2014Q3 60 62 62 39 15 30 97 11 268 41 25
Q4 64 82 79 54 23 37 07 26 183 39 37
2015Q1 73 105 10.0 77 32 46 51 53 1.0 55 47
Q2 88 123 17 108 43 52 309 638 252 05 49
2015 Mar. 73 105 100 77 32 46 51 53 1.0 55 47
Apr. 82 110 105 80 33 49 62 92 400 16 53
May 83 18 12 103 41 50 95 77 15.1 47 50
June 88 123 17 108 43 52 309 68 252 05 49
July 89 128 122 115 46 54 192 79 185 27 53
Aug. @ 86 119 14 113 45 51 213 80 64 11 48
Source: ECB.

1) Data refer to the changing composition of the euro area.
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Chart 8
Expected impact of the APP on banks’ profitability
and capital ratios, as reported in the April 2015 BLS

(net percentages of respondents)

—— netinterest margin

~— capital gainsflosses
+  profitabilty
®  capital ratio
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: .
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euro area less vulnerable vulnerable countries.
countries
Source: ECB.

Notes: Expected impact over the next six months. The net percentages are defined as
the difference between the sum of the percentages of banks responding ‘increased/
improved considerably” and ‘increased/improved somewhat” and the sum of the
percentages for “decreaseddeteriorated somewhat” and ‘decreased/deteriorated
considerably” to the corresponding question in the April 2015 BLS. The resutts shown
are calculated as a percentage of the number of banks which did not reply “not

applicable’.
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Chart B
Real GDP growth rate

(annual percentages)
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‘Source: AMECO.
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ChartA
MFI loans to the euro area private sector adjusted
for sales and securitisation

(annual growth rates; seasonally adjusted)

— private sector
~—— households
——  noninancial corporations

June  Dec. Juie Dec. Juie Dec. Juie Dec. June
2011 2011 2012 2012 2013 2013 2014 2014 2015

Source: ECB.
Note: The sold fines represent the new method and the dotted lines represent the
former method. The latest observation is for July 2015,
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Chart 12
Changes in lending rates for NFCs

(percentage points)
—  median
—— interquartle range
025
000 1 t
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75 + +
non-bidders bidders non-bidders bidders
inTLTROs  inanyTLTRO  inTLTROs inany TLTRO
vulnerable countries less vulnerable countries.
Source ECB.

Notes: The chart covers the period from June 2014 to July 2015. In “vuinerable”
countres the “non-bidders in TLTROS” group comprises ten banks and the “bidders
in any TLTRO" group comprises 49 banks. In “less vulnerable” countries the

“non-bidders in TLTROS" group comprises 71 banks and the "bidders in any TLTRO"

‘group comprises 43 banks.
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3.3 Employment 1)

(quarterly data seasonally adjusted; annual data unadjusted)

Total| By employment By economic activity
status
Employ | Self-| Agricul| Manufac-| Con| _ Trade,| infor|Finance| Real] Professional,| Public adminis| A,
ees employed ture,|  turing,| struc-| transport,| mation and| estate| business and; tration, edu-| entertainment
forestry|  energy| tion| accom:|  and| insur- support|  cation, health| and other
and and modation| com-| ance services| and services
fishing|  utiities| and food | munica- social work
services tion|
1 2 3| 4 5| 6l 7 8 ol 10 11 12 13
Persons employed
s a percentage of total persons employed

2012 1000 849 151 34 154 64 248 27 27 10 127 238 7.0
2013 1000 850 150 34 153 62 248 27 27 10 129 240 71
2014 1000 851 149 34 152 60 248 27 27 10 130 240 71

annual percentage changes
2012 04 05 01 12 07 45 06 12 04 03 08 00 04
2013 07 06 07 13 A4 44 06 02 A1 10 03 00 04
2014 06 08 04 08 00 17 08 09 11 07 20 07 09
2014Q3 08 10 06 03 02 12 11 12 09 07 22 08 09
Q4 08 11 05 05 04 15 09 07 10 12 25 06 20
2015Q1 08 10 02 02 03 01 12 04 07 14 26 05 06
Q@ 09 10 02 03 03 10 08 07 00 21 24 05 11

Hours worked
‘as a percentage of total hours worked

2012 1000 800 200 44 157 72 258 28 28 10 125 216 63
2013 1000 800 200 44 157 68 258 28 28 10 126 217 64
2014 1000 802 198 44 156 67 258 29 27 10 127 218 63

annual percentage changes
2012 18 18 16 22 23 71 21 06 11 08 04 06 06
2013 43 43 43 16 16 56 12 03 15 19 04 05 07
2014 06 09 05 04 04 16 07 10 14 o1 19 09 03
2014Q3 05 10 11 00 03 18 08 11 12 03 20 06 02
Q10 13 o1 14 10 10 09 13 14 10 27 08 15
2015Q1 07 09 02 10 05 01 07 06 10 19 22 03 08
Q@ 10 11 03 11 07 15 05 13 01 27 27 05 10

Hours worked per person employed

‘annual percentage changes
2012 13 13 14 10 16 27 15 06 07 11 12 05 1.0
2013 06 07 05 03 02 13 06 05 05 09 07 05 A1
2014 00 o1 00 04 04 02 01 01 03 06 01 02 05
2014Q3 02 00 05 04 01 06 02 00 03 -0 01 01 07
Q4 01 02 05 09 06 05 01 06 05 02 02 02 06
2015Q1 01 01 00 13 02 02 04 03 03 04 04 02 02
Q@ 01 02 01 08 05 06 03 05 01 06 03 00 01

Sources: Eurostat and ECB calculations.

1) Data for employment are based on the ESA 2010.
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6.4 Annual change in the government debt-to-GDP ratio and underlying factors 1)
(as a percentage of GDP flows during one-year period)

Changein|  Primary Deficit-debt adjustment Interest-| Memo item
debt-to-|  deficit (+)/ growth|  Borrowing
GDP ratioa|  surplus (-} Total Transactions in main financial assets Revaluation| Other| differential| requirement
effects|
Total[ Currency| Loans| Debi| Equiyand| and other|
and| securities| investment| changes in
deposits| fund shares|  volume
1 2) 3 5 6 8 ol 10 1 12
2011 21 12 01 02 02 01 04 02 08 39
2012 34 06 00 03 03 05 43 03 27 50
2013 18 02 3 05 04 03 01 04 19 27
2014 10 01 00 03 02 00 00 o1 11 26
2014Q2 09 01 .2 00 00 01 02 01 13 26
Q3 1.0 03 00 00 00 02 03 03 12 27
Q4 11 02 02 02 00 01 01 01 11 27
2015Q1 0. 02 01 04 01 01 02 01 10 27
‘Sources: ECB for annual data; Eurostat for quarterly data
1) Intergovernmentallending in the Context of the financial criss is consoldated except i quarterly data on the deficit-debt adjustment
2) Calculated as the diference between the govermment debt-to-GDP rafios at the end of the reference period and a year earfier
6.5 Government debt securities 1)
(debt service as a percentage of GDP; flows during debt service period; average nominal yields in percentages per annum)
Debt service due within 1 year Average Average nominal yields s
residual
Total Principal Interest maturity| ‘Outstanding amounts Transactions
inyearsa)
Maturfies Maturfies Total] Floating| _Zero|  Fixed rate Tssuance| Redemption
ofupto3 ofupto3 rate| coupon|
months| months| Maturities
ofupto
year|
1 2 3 4 5| 6 7 8 9 10 1 12| 13
2012 162 141 49 21 05 63 38 1711 40 31 16 22
2013 165 144 50 21 05 63 35 17 13 37 28 12 18
2014 159 139 51 20 05 64 31 i5 05 35 27 08 16
2014Q2 165 144 54 21 05 64 33 16 07 36 27 14 16
Q3 173 152 57 21 05 64 32 15 05 35 28 09 16
Q4 159 139 51 20 05 64 31 15 05 35 27 08 16
2015Q1 154 134 46 20 05 65 31 13 03 35 29 06 17
2015Apr 159 139 48 20 05 66 31 13 02 34 29 06 17
May 159 139 50 20 05 66 30 13 02 34 29 05 16
June 154 134 19 20 05 66 30 13 02 34 29 05 15
Juy 153 133 43 20 05 66 29 i3 01 34 29 04 16
Aug. 153 133 44 20 05 66 29 12 01 34 29 04 15
Sep. 157 137 46 20 05 66 29 12 01 33 29 04 14
Source: ECB.

1) Atface value and not consolidated within the general govemment sector

2) Excludes future payments on debt securities not yet outstanding and early redemptions
3) Residual maturiy at the end of the period
4) Outstanding amounts at the end of the period; transactions as 12-month average
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Table

Changes in yields of selected financial assets around policy event dates

TLTRO APP
Standard Controlled Standard Controlled

event study event study event study event study

Three-month EURIBOR (basis points) 4 4 5 3

10-year government bond (basis points)

Euro area 2 3 48 “7

Germany 9 -10 3 18

France -7 -18 3 2

ttaly 3t 3 2 60

Spain 29 31 69 65

Bonds issued by financial corporations (basis points)

A R Rl 13 7

m 13 13 15 -

A 15 4 -18 R

BBB 23 2 32 27

Bonds issued by non-financial corporations (basis points)

A -10 9 E -

m -10 -10 2 12

A 12 12 -19 15

B8BB -15 -15 -19 2

Bonds issued by banks (basis points)

Euro area -16 -16 2

Germany 12 12 13

France 13 13 -7

ttaly 2 2 56

Spain -18 -18 -15

Exchange rate (percentages)

USDIEUR exchange rate A A 12 12

Nominal effective exchange rate -1 -1 Kl Kl

Stock prices (percentages)

Dow Janes EURO STOXX (broad) index 2 3 5 1

Inflation swap rates (basis points)

One-year A 1 5 3

Three-year 2 3 1 27

Five-year 2 3 " 2

Source: Reuters, Bloomberg and ECB calculations.
Notes: The ten-year govemment bond yield for the euro area refers to an indicator constructed by the ECB using the Nelson-Siegel-Svensson model, which
includes all issuers and all ratings. The nominal effective exchange rate of the euro sed in the estimation is that against the currencies of the EER-19 group

of trading partners (Australia, Buigaria, Canada, China, Croaia, the Czech Republic, Denmark, Hong Kong, Hungary, Japan, Norway, Poland, Romana,
Singapore, South Korea, Sweden, Switzeriand, the United Kingdom and the United States). Bank bond yields are investment grade. For the TLTROS, the
events are 8 May and 5 June 2015 For the AP, the exercise is based on 17 event dates. For 2014 the selected events are: 4, 12, 24 and 25 September. 2, 10
‘and 24 October. 6, 17, 21 and 27 November and 4 December. For 2015 the events are 2, 8, 14 and 22 January and 5 March.
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Chart 7

Difference between the ex-post risk-adjusted returns
on loans and those on securities in selected euro area
countries

(percentage points)

Htaly and Spain
- other large euro area countries.
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Sources: Bankscope and EGB calculations.
Notes: Risk-adjusted retum on loans (interest received from loans net of impairment
and capital charges, over amount of net loans) and the corresponding figure for
securities. Weighted averages for an unbalanced panel of 186 banks. Yearly data
“Other large euro area countries” comprises Germany, France and the Netheriands.
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3.1 GDP and expenditure components
(quarterly data seasonally adjusted; annual data unadjusted)

GDP
Total Domestic demand Exiernal balance
Total Private| Government] Gross fixed capital formation Changes in| Total] Exporis| Imports
consumption | consumption inventories

Total] Total Tntellectual

construction |machinery|  property products
1 2 3| 4 5 6 7] 8 of 10 11 12

Current prices (EUR billions)
2012 98491 95818 55402 20668 19848 10335 5850 3615 100 2674 42044 4,027.0
2013 99528 956106 55662 20963 19431 10041 5716 3623 50 3422 43698 4.027.7
2014 101269 97389 56430 211305 19766 10071 5925 377 11 3880 45113 41233
2014Q3 25376 24392 14138 5349  496.0 2517 1493 937 55 984 11390 10406
Q4 25528 24464 14226 5349 500.7 2534 1519 941 118 1064 11493 1.0429
2015Q1 25759 24624 14248 5395 507.7 2562 1549 953 97 1135 11596 1,046.0
Q2 25939 24730  1.437.4 5414 5064 2537 156.0 953 121 1209 11881 1.067.2
as a percentage of GDP
2014 1000 962 557 210 196 100 59 37 02 38 - -
Chain-linked volumes (prices for the previous year)
‘quarter-on-quarter percentage changes
2014Q3 03 03 05 02 03 01 1.0 06 - - 15 17
Q4 04 04 06 02 06 06 08 02 - - 09 09
2015Q1 05 07 05 06 14 10 23 08 -« . 10 15
Q@ 04 00 04 03 05 A1 04 02 z « 16 10
annual percentage changes
2012 08 23 12 01 36 44 47 19 - - 27 08
2013 03 07 06 02 26 36 19 08 - - 21 13
2014 09 09 09 08 12 04 39 20 - - 39 42
2014Q3 08 05 1.0 08 07 18 39 25 - : 43 40
Q4 09 10 14 10 08 04 20 23 - : 43 48
2015Q1 12 14 17 12 18 00 49 21 - - 48 55
Q2 15 14 19 13 19 05 44 15 - - 52 52
contributions to quarter-on-quarter percentage changes in GDP; percentage points

2014Q3 03 03 03 01 o1 00 01 00 01 00 - -
Q4 04 04 03 00 o1 o1 00 00 01 00 - -
2015Q1 05 07 03 01 03 o1 01 00 00 02 . :
Q@ 04 00 02 o1 01 01 00 00 01 03 - B

contributions to annual percentage changes in GDP; percentage points
2012 08 23 07 00 07 19 12 03 09 15 . -
2013 03 06 04 00 05 15 04 01 02 04 . -
2014 09 038 05 02 02 02 09 03 01 00 = -
2014Q3 08 05 05 02 o1 02 02 01 03 02 = -
Q4 09 10 08 02 02 00 01 o1 02 01 = -
2015Q1 12 14 10 02 04 00 03 o1 02 01 - -
Q2 15 13 11 03 04 00 03 o1 03 02 - -

‘Sources: Eurostat and ECB calculations.
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3.8 Euro area balance of payments, current and capital accounts

(EUR billions; seasonally adjusted unless otherwise indicated; transactions)

Current account Capital
account
Total Goods Services Primary income | Secondary income
Credt|  Deb] Net| Credi] Debit| Cred| Deb| Credt| Debi| Credd| Debt| Credi]  Debit
1 2 3 4 5 6 7 8 9 10 11 12 13
2014Q3 8543 7880 663 4942 4324 1771 1582 1500 1424 240 550 67 30
Q4 8643 7944 698 5086 4341 1792 1645 1522 1367 242 591 127 60
2015Q1 8756 7944 811 5120 4360 1842 1690 1538 1300 256 594 87 75
Q2 8911 8121 790 5250 4426 1868 1710 1527 1382 267 603 96 372
2015 Mar. 2971 2728 243 1724 1512 621 579 541 440 86 198 36 24
Apr. 282 2714 272 1749 1477 617 570 531 460 84 203 28 12
May 2976 2726 249 1747 1481 630 569 504 464 94 212 36 15
June 2953 2684 269 1753 1468 620 571 491 458 89 187 33 344
July’ 2956  270.0 256 1743 1460 619 581 510 465 83 194 32 16
Aug 2859 2681 177 1643 1431 623 580 500 463 92 207 32 11
12-month cumulated transactions
2015 Aug 35034 32007 3027 20550 17468 7331 6735 6130 5436 1022 2369 393 544
12.month cumulated transactions as a percentage of GDP
2015 Aug 341 312 30 200 170 74 66 60 53 10 23 04 05
1) The captal account is not seasonally adjusted.
3.9 Euro area external trade in goods 1), values and volumes by product group 2
(seasonally adjusted, unless otherwise indicated)
Total (n.s.a) Exports (fob.) Imports (c.if)
Total Wemo ftem: Total Wemo ftems:
Exports| Imports Tntermediate] Capital] Consump- Manu- Tntermediate| Capital] Consump-| Mani-|  Of
goods|  goods| tion| facturing| goods| goods tion|  facturing
goods goods
1 2) 3 4 5 6 7 8 9 10 11 12 13
Values (EUR billions; annual percentage changes for columns 1 and 2)
2014Q3 30 06 4866 2361 973 1396 3081 4406 2702 622 101.7 2883 738
Q4 46 02 4988 2375 1028 1452 4097 4364 2605 637 1032 2939 661
2015Q1 51 18 5040 2407 1042 1486 4203 4451 2590 702 109.1 3140 581
Q2 80 38 5173 2433 1055 1542 4306 4530 2650  69.4 111 3157 569
2015Mar. 111 95 1716 817 349 513 1433 1542 899 244 377 1089 201
Apr. 88 49 1735 818 356 514 1441 1518 891 238 365 1055 192
May 27 00 1707 807 345 510 1413 1497 868 226 369 1033 188
June 125 66 1731 808 355 519 1452 1514 80 230 77 1069 189
Juiy 66 06 1717 793 350 525 1429 1493 87 230 375 1054 179
Aug. 55 30 1695 1398 1497 1038
Volume indices (2000 = 100; annual percentage changes for columns 1 and 2)
201403 11 25 1146 1127 1148 1164 1147 1019 1014 1017 1037 1051 894
Q4 31 21 1174 1137 1199 1211 1170 1023 1020 992 1028 1043 973
2015Q1 26 51 1172 147 1191 1221 1178 1055 1058 1046 105.4 1080 1106
Q2 31 22 1174 138 1187 1217 1181 1035 1037 1001 105.0 1062 938
2015Feb. 16 49 1176 1152 1208 1221 1188 1051 1057 1057 1043 1081 1083
Mar. 71 107 1183 1158 1183 1243 1193 1072 1076 1049 108.3 1106 1065
Apr 34 29 1184 1147 1200 1226 1187 1041 1047 1028 1035 1061 981
May 25 24 1160 1129 1167 1202 1161 1022 1011 988 104.3 1044 902
June 82 60 1179 1138 1195 1222 1194 1041 1053 987 107.1 1082 931
diy 81 15 175 1122 1180 1249 1179 1047 1035 1024 107.3 107.7 941

Sources: ECB and Eurostat
1) Differences between ECB's b.o.p. goods (Table 3.8) and Eurostat's trade in goods (Table 3.9) are mainly due to different definitions.
2) Product groups as classified in the Broad Economic Categories.
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6.6 Fiscal developments in euro area countries
(as a percentage of GDP:; flows during one-year period and outstanding amounts at end of period)

| Belgium| Germany| Estonia| Ireland| Greece| Spain France| Italy| Cyprus
i 2 3 4 5 6l 7 8 9

Government deficit (-/surplus (+)
2011 4.1 1.0 125 102 95 5.1 35 57
2012 41 01 80 88 104 48 30 58
2013 29 0.1 57 124 69 41 29 49
2014 31 03 39 36 59 39 30 89
2014Q2 33 03 5.1 30 62 39 29 119
Q3 31 05 46 23 57 40 28 102
Q4 32 06 40 35 58 40 30 88
201501 35 07 39 46 58 -39 29 02

Government debt

2011 102.2 784 59 109.3 1720 695 852 1164 658
2012 1041 797 95 120.2 159.4 854 896 1232 793
2013 1051 774 99 120.0 177.0 937 923 1288 1025
2014 106.7 749 10.4 107.5 1786 993 %6 1323 108.2
2014Q2 1089 7538 105 1145 177.4 9.4 %5 134.1 109.8
Q3 1083 753 105 1126 1758 %638 957 1320 104.7
Q4 106.6 749 106 1076 1771 977 %6 132.1 1075
2015Q1 111 744 105 1048 168.8 980 975 135.1 106.8
‘ Latvia Lithuania| Luxembourg Malta| Netherlands| Ausma‘ Portugal Slovenia Slovzkla‘ Finland
10| 1 12| 13| 14] 15| 16| 17| 18| 19

Government deficit (-/surplus (+)
2011 34 89 05 26 43 26 74 66 41 10
2012 08 31 02 36 39 22 57 44 42 21
2013 09 26 07 26 24 13 48 150 26 25
2014 A5 07 14 21 24 27 72 5.0 28 33
2014Q2 03 13 13 34 30 12 46 128 26 27
Q3 00 07 07 28 28 04 44 128 28 28
Q4 14 07 06 21 24 24 45 49 29 31
201501 19 08 03 25 20 19 44 46 28 30

Government debt

2011 18 372 192 698 617 822 1114 464 433 485
2012 414 398 221 676 664 816 126.2 537 519 529
2013 391 388 234 696 679 808 129.0 708 546 556
2014 4206 4207 230 683 682 842 130.2 808 535 593
2014Q2 410 386 24 748 68.6 822 1308 782 557 585
Q3 404 381 221 722 68.0 807 132.2 777 554 578
Q4 400 408 221 685 679 844 130.2 809 536 593
2015Q1 350 381 216 703 689 847 1206 819 540 603

Source: Eurostat.
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Chart 13
Impact of the expanded APP on bank len:
conditions as reported in the April 2015 BLS
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forhouse  credit forhouse _ credit
purchase  and other purchase  and other
lending lending
impact on credit standards impact on terms and conditions
Source: ECB.

Notes: Net percentages are defined as the difference between the sum of the
percentages of banks responding “tightened considerably” and “tightened somewhat”
o the corresponding question in the April 2015 BLS and the sum of the percentages
responding “eased somewhat” and “eased considerably". The resutts are calculated

s a percentage of banks which did not reply “not applicable” A positve value indicates
net tightening and a negative value indicates net easing.
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4.6 Unit labour costs, compensation per labour input and labour productivity
(annual percentage changes, unless otherwise indicated; quarterly data seasonally adjusted; annual data unadjusted)

Total| Total By economic activity

(index
2010) Agriculiure,|_ Manu-| _Con- Trade,| information] Finance| Real] Professional,| _ Public ad-] Ars, enter-
=100), forestry| facturing, | struction| transport,| and commu- and| estate| business and| ministration,|  tainment
and fishing |energy and accom.|  nication| insurance; support|  education,| and other
utiities modation and services|  heafthand|  services

food services social work
il 2 3 4 5 6 7 8 o 10 11 12
Unit labour costs
2012 1025 19 32 21 41 13 03 09 14 36 07 29
2013 1037 12 09 17 03 12 05 21 22 12 16 16
2014 1050 12 37 16 07 08 12 12 08 25 13 12
201403 1052 13 5.0 16 14 12 10 14 12 28 13 12
Q4 1053 13 08 23 11 06 14 12 12 23 14 14
2015Q1 1055 09 03 12 16 05 03 01 31 21 13 05
Q2 1056 08 12 08 15 0.0 10 01 23 15 12 09
Compensation per employee
2012 1036 15 01 19 24 17 16 10 11 21 18
2013 1053 16 39 27 15 09 07 19 01 10 11
2014 1068 14 12 22 16 13 23 20 14 19 10
201403 1071 13 1.0 19 06 12 20 19 18 21 08
Q4 1075 13 43 21 12 11 26 24 12 17 01
2015Q1 1081 14 09 18 06 11 21 14 29 20 06
Q2 1082 14 13 19 07 14 28 12 13 17 07
Labour productivity per person employed
2012 1011 04 30 02 A7 04 13 01 03 15 ER]
2013 1015 04 18 1.0 12 04 12 01 21 02 05
2014 1018 03 26 06 09 05 11 07 05 05 02
201403 1018 00 42 04 08 00 10 05 07 07 04
Q4 1021 01 06 02 01 05 13 12 00 06 13
2015Q1 1024 04 06 06 09 06 23 13 02 02 01
Q@ 1025 07 01 12 08 14 18 13 10 02 01
Compensation per hour worked
2012 1048 29 21 36 53 35 20 15 17 32 27
2013 1072 22 39 29 29 16 11 25 11 20 21
2014 1086 14 05 18 14 13 20 22 16 18 14
201403 1088 14 04 18 07 13 17 19 17 17 15
Q4 1090 12 12 15 09 10 17 28 13 15 07
2015Q1 1098 14 05 17 05 14 11 19 29 21 02
Q2 1099 13 06 16 01 1 18 14 03 13 09
Hourly labour productivity

2012 1024 10 20 14 11 19 18 08 08 03 01
2013 1034 10 51 12 25 02 17 03 31 06 06
2014 1037 03 30 01 07 06 10 1112 0.4 03
201403 1037 02 46 03 02 02 11 07 17 06 03
Q4 1037 01 14 09 04 06 06 17 02 08 07
2015Q1 1042 05 07 04 07 11 21 17 07 02 01
Q2 1043 06 07 07 14 17 12 14 16 0.1 00

‘Sources: Eurostat and ECB calculations.
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5.5 Counterparts to M3 other than credit to euro area residents 1)
(EUR billons and annual growth rates; seasonally adjusted; outstanding amounts and growth rates at end of period; transactions during period)

MF liabilties MFI assets
Ceniral|  Longerterm financial liabiliies vis-a-vis olher euro area residents | Net external Gther
government assets
holdings Total]  Deposits| _ Deposits Deb] Capital Total

with an| redeemable|  securities | and reserves
agreed|  atnotice, with a| Repos|  Reverse
maturity ofover|  maturity with central|  repos to
ofover| 3 months of over| counter- central
2 years| 2 years partiess|  counter-
parties®
1 2) 3| 4 5 6| 7 8| 9 10

Outstanding amounts
2012 3054 75781 23959 1060 26808 23954 10208 1544 260.8 2012
2013 2602 73110 23733 915 25063 23400 11539 1306 1838 1221
2014 2620 71755 22535 %2 23751 24546 13888 1812 1853 1398
2014Q3 2497 73361 22786 924 24570 25079 14193 1835 1636 1217
Q4 2620 71755 22535 %2 23751 24546 13888 1812 1853 1398
2015Q1 2876 73134 22598 905 23948 25682 15115 2303 2348 159.1
Q2 265.1 71543 22199 85 23315 25164 1.457.7 2382 2246 1437
2015 Mar. 2876 73134 22598 905 23948 25682 15115 2303 2348 159.1
Apr. 2603 72270 22382 887 2353 25448 1.4506 2282 2093 1321
May 2759 72193 22327 874 23432 25560 1.467.0 2325 2229 1407
June 265.1 71543 22199 865 23315 25164 1.457.7 2332 2246 1437
July 2482 71487 22290 858 23162 25178 1.387.4 2492 2024 137.4
Aug. 2738 71217 22244 841 22052 25180 13457 2330 207.0 1284
Transactions
2012 49 1128 1563 102 106.4 160.1 995 313 94 415
2013 460 908 186 143 1376 797 3592 666 22 439
2014 69 -162.4 1201 21 -154.9 1106 246.0 185 15 17.7
2014Q3 209 18 284 23 285 527 384 264 77 26
Q4 45 041 255 12 774 75 378 527 217 18.1
2015Q1 224 514 311 28 472 297 36 481 494 193
Q2 225 817 393 40 483 29 75 350 102 154
2015 Mar. 246 152 6.0 13 227 147 287 249 8.4 146
Apr. 273 383 192 18 189 16 303 29 254 270
May 156 181 69 13 239 140 43 84 136 86
June 108 254 132 09 55 57 186 237 16 31
July 170 49 127 07 213 43 597 153 222 64
Aug. ¥ 256 57 29 16 76 178 201 219 46 90
Growth rates

2012 15 5 61 88 38 71 = B 25 261
2013 51 12 08 135 51 34 = . 103 235
2014 27 22 51 23 6.1 46 . « 08 145
2014Q3 15 11 47 12 27 42 . - 175 32
Q4 27 22 51 23 61 46 - - 08 145
2015Q1 57 29 59 03 6.8 39 - . 25 363
Q2 60 31 54 37 81 41 - - 310 207
2015 Mar. 57 29 59 03 68 39 @ : 25 363
Apr. 56 31 55 23 73 33 : : 286 330
May 25 32 53 38 84 41 : : 514 514
June 6.0 31 54 37 81 41 : : 310 207
July 127 31 44 51 85 35 : : 192 136
Aug. @ 15 31 43 81 86 38 e : 203 98

Source: ECB
1) Data refer to the changing composition of the euro area.

2) Comprises central goverment holdings of deposits with the MFI sector and of securities issued by the MFI sector.
3) Not adjusted for seasonal effects.
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Chart 10
Composite bank lending rates for NFCs
and households

(percentages per annum)

—  nonfinancial corporations
~——  households for house purchase

7

2008 2009 2010 2011 2012 2013 2014 2015

Source: ECB.
Notes: The indicator for the composite bank lending rates is calculated by aggregating
short and long-term rates using a 24-month moving average of new business volumes.
‘The latest observation is for August 2015.
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Chart 3
Ten-year sovereign bond yields in selected euro area
countries

(percentages per annum)
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‘Sources: Thomson Reuters and ECB calculations.
Notes: The item "euro area” denotes the GDP-weighted average of ten-year sovereign
bond yields. The latest observation is for 21 October.
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Chart 3
Composite cost of bank deposit and bond financing

(percentages per annum)

— Gemany — haly
—— Spain — euoarea
— France
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‘Sources: ECB, Merll Lynch Global Index and ECB calculations.
Notes: Average of deposit rates on new business and cost of market debt funding
weighted with their corresponding outstanding amounts. Vertical lines denoe the
‘announcement dates of the respective measures. The latest observation is for July 2015.
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Chart B
Euro area exports of goods to China by product category

(annual percentage change; percentage point contributions)

— total — raw materials
— food, drinks andtobacco  — manufactured products
— energy — other

45

15

15
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Sources: Eurostat and ECB calculations.
Note: The product categories are defined according to the Standard International Trade Classifications.
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ChartC
Impact of Hartz reforms on selected macroeconomic aggregates in Germany

(deviations in percentage points from the pre-reform long-run equilibrium level: quarters)

a) Real GDP b) Unemployment rate.
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Two pillars for European economic and financial statistics
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4.2 Industry, construction and property prices
(annual percentage changes, unless otherwise indicated)

Industrial producer prices excluding construction Con-|  Residential| ~Experimental
struction property| indicator of
Total Total Tndustry excluding construction and energy Energy prices’|  commercial
(index property
2010=100) Wanu-| Total| intermediate| Capital]  Consumer goods prices
facturing goods|  goods
Total Food, [ Non-
beverages| food
and tobacco

1 2 3| 4 5| 6l 7 8 9 10| 11 12 13

% of total 100.0 100.0 780 721 203 200 227 138 89 279

in2010

2012 1087 28 20 14 07 10 25 35 09 66 15 01
2013 1085 02 01 04 06 06 17 26 03 -6 03 A4
2014 1069 -15 09 03 41 04 01 02 03 44 03 11
201403 1068 1.4 06 01 06 05 01 05 03 45 04 17
Q4 1060 -19 16 03 07 06 -06 42 02 58 02 24
2015Q1 1045 29 26 06 45 07 07 13 02 85 03 25
Q2 1049 21 16 03 07 07 -08 44 00 65 04 32
2015 Mar. 1049 23 19 05 42 07 06 41 03 68 E : -
Apr. 1048 21 17 04 08 08 -08 44 01 64 - = .
May 1049 20 15 03 06 07 -09 43 01 62 g : -
June 1049 21 A7 04 06 07 -08 44 00 68 g : -
July’ 1047 21 20 04 07 07 -08 44 01 65 g : -
Aug 1038 26 27 05 41 06 07 42 01 82 E : -

‘Sources: Eurostat, ECB calculations, and ECB calculations based on MSCI data and national sources (col
1) Experimental data based on non-harmonised sources (see hitp:/iwww.ecb.europa eu/stats/himi/experiment en himi for further details)

4.3 Commodity prices and GDP deflators

(annual percentage changes, unless otherwise indicated)

13).

GDP deflators Oil prices| Non-energy commadity prices (EUR)
(EUR per,
Total] Total Domestic demand Exports | Importsn|  barrel)|  Importweighted® Use-weighted =
(sa;
index Total] _Privatle] Govern-|  Gross Total] Food| Non-food| Total] Food|Non-food
2010) consump-|  ment| fixed
=100) tion| consump-|  capital
tion| formation|
i o 3 4 5| 6 7 8 of 10 12| 13| 14 15
% of total 100.0 350 650 1000 450 550
2012 1024 13 15 19 08 12 19 25 866 72 02 31 58 91
2013 1037 13 10 11 12 05 03 13 817 90 134 83 101 69
2014 1046 09 05 05 08 05 07 47 745 88 -16 46 07 87
201404 1050 09 03 03 08 06 04 19 615 55 62 13 93 47
2015Q1 1054 10 00 02 07 06 02 26 490 04 87 56 116 07
Q@ 1057 12 04 03 07 09 09 ER| 574 05 21 40 56 26
a3 461 65 65 33 58 106
2015 Apr. 5 e = = - - = 566 14 34 49 78 24
May = e = = - - = 589 02 03 38 33 42
June = e = = - - = 567 01 31 33 59 11
July’ = e = = - - = 517 36 111 0 05 98 71
Aug s o ow . = B = = 430 81 44 144 -44 52 121
Sep. = e o E = E - = 433 79 39 138 60 24 126

‘Sources: Eurostat, ECB calculations and Thomson Reuters (col. 9).
1) Deflators for exports and imports refer to goods and services and include cross-border trade within the euro area.
2) Import-weighted: weighted according to 2004-06 average import structure; use-weighted: weighted according to 2004-06 average domestic demand structure.
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Chart 9
Composite lending rates for NFCs: distribution of
individual MFls in vulnerable countries

(percentages per annum)
— July 2015 (median = 2.48)
—— June 2014 (median = 361)
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Source: ECB.
Note: The chart shows the density approximation of the lending rate distribution
obtained from a sample of 55 MFIs in selected vulnerable countries (Ireland,
‘Spain, Italy and Portugal) in three different periods (September 2011, June 2014
and July 2015). The chart also shows that i the reduction in the MRO rate since
‘September 2011 (i. 145 basis points) had been fully passed on to the median
lending rate of that period (i.e. 3.89%), the lending rate in July 2015 would have
been 2.44%.
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5.3 Credit to euro area residents 1)
(EUR billons and annual growth rates; seasonally adjusted; outstanding amounts and growth rates at end of period; transactions during period)

Credit to general government Credit to other euro area residents
Toal]  Loans| _ Debi|  Total Toans Debi| Equity and
securities securities| non-money
Total o non-| To house-| To financial| To insurance| market fund
financial|  holds |corporations | corporations| investment
Adjusted for|  corpor- other than| and pension fund shares
loan sales| ations> MFIs and funds|
and securi- ICPFs®)
tisation |
1 2| 3 4 5| 6 7] 8 9 10 11 12
Outstanding amounts.
2012 34108 1,169.3 22415 130695 108600 112654 45446 52423 984.3 80 14359 7736
2013 34075 10963 23112 127094 105464 109320 43541 52214 8726 983 13639 799.1
2014 36097 11317 24780 125626 105122 109215 42803 5.199.3 9046 1281 12765 7738
2014Q3 35089 11022 24067 125618 104448 108614 42881 51946 858.8 1033 1307.0 810.1
Q4 36097 11317 24780 125626 105122 109215 42803 51993 904.6 1281 12765 7738
2015Q1 36721 11534 25187 126763 106139 11,0075 43101 52337 9355 1346 12751 787.3
Q2 36764 11376 25388 126323 105004 109841 42918 52572 905.0 1365 12515 7903
2015Mar. 36721 11534 25187 126763 106139 11,0075 43101 52337 9355 1346 12751 787.3
Apr. 36983 11516 25467 126581 106104 110035 43039 52363 933.1 1371 12660 7817
May 36922 11440 25482 126656 106112 110054 43004 52434 9232 1442 12633 7910
June 36764 11376 25388 126323 105004 109841 42918 52572 905.0 1365 12515 7903
July 37260 11315 25045 127162 106100 110099 43004 52613 916.8 1315 12997 806.5
Aug.® 37650 11319 26330 127109 106049 110064 42940 52672 915.1 1286 13104 7955
Transactions
2012 1850 40 1890 1006  69.1 530 1076 260 145 20 699 385
2013 244 736 492 3045 2474 2675 -1328 35 1207 96 717 146
2014 736 163 573 1065 507 320 583 150 110 16 900 342
2014Q3 404 A4 418 187 103 474 184 82 44 42 41 57
Q4 475 128 347 20 228 143 43 51 68 66 367 159
2015Q1 365 215 150 365 458 274 83 201 15 60 21 72
Q2 534 154 688 73 40 10 12 297 289 20 184 71
2015 Mar. 253 54 199 160 215 108 30 129 142 26 09 64
Apr. 372 15 387 01 125 134 22 71 06 27 6.8 56
May 68 78 146 33 17 14 48 69 109 7.0 28 78
June 95 60 155 107 68 138 38 157 187 77 88 49
July 311 50 361 791 213 298 89 53 121 50 469 109
Aug.® 481 04 477 213 69 88 06 9.0 13 29 147 03
Growth rates
2012 58 03 95 08 06 05 23 05 15 22 46 52
2013 07 63 22 23 23 24 29 01 122 108 5.0 19
2014 21 15 24 08 05 03 13 03 11 18 6.6 43
2014Q3 05 07 04 19 12 10 20 05 25 85 85 18
Q4 21 15 24 08 05 03 13 03 11 18 6.6 43
2015Q1 28 20 31 02 01 02 06 00 23 144 49 29
Q2 51 16 67 01 06 02 01 12 19 178 54 26
2015 Mar. 28 20 31 02 01 02 06 00 23 14.1 49 29
Apr. 38 24 45 00 01 02 04 00 03 172 22 27
May 39 09 53 02 06 03 02 10 09 270 49 37
June 51 16 67 01 06 02 01 12 19 178 54 26
July 55 08 77 07 09 07 04 13 04 101 21 30
Aug. @ 63 10 87 10 10 08 04 14 03 125 04 30

Source: ECB

1) Data refer to the changing composition of the euro area

2) Adjusted for the derecognition of loans on the MF balance shest on account of their sale or securitisation.

3) In accordance with the ESA 2010, in December 2014 holding companies of non-financial groups were reclassified from the non-financial corporations sector to the financial
corporations sector. These entities are included in MFI balance sheet statistics with financial corporations other than MFIs and insurance corporations and pension funds (ICPFs).

4) Including non-profit institutions serving households.
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Chart B
MFI loans to euro area households: impact of the new adjustment method on annual growth rates

(difference in annual growth rates between the new and former adjustment methods; basis points; non-seasonally adjusted)

a) Impact on annual growth rates in terms of the flow and stock effects b) Impact on annual growth rates in terms of national contri
— total impact — total impact — France
—— flow effect —— Belgum — Netheriands
— stockeffect — lreland — other euro area countries
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Sources: ECB and ECB calculations.
Note: The latest observation is for July 2015,
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2.1 Money market interest rates
(percentages per annum; period averages)

Euro area” United States| Japan
Gvemight] T-month) Fmonth S-month T2-month, Tmonth Tmonth
deposits deposits| deposits deposits deposits deposits| deposits
(EONIA) (EURIBOR) (EURIBOR) (EURIBOR) (EURIBOR) (LIBOR), (LIBOR)
1 2 3 4 5 6 7
2012 023 033 057 083 1.11 043 019
2013 013 022 034 054 027 015
2014 013 021 031 048 023 013
2015 Mar. -0.01 003 010 021 027 010
Apr. -0.03 000 007 018 028 010
May -0.05 -0.01 006 017 028 010
June 0.06 -0.01 005 016 028 010
July’ 007 0,02 005 017 029 010
Aug -0.09 -0.03 004 016 032 009
Sep. 0.1 -0.04 004 015 033 0.08
Source: ECB.
1) Data refer to the changing composition of the euro area, see the General Notes.
2.2 Yield curves
(End of period; rates in percentages per annum; spreads in percentage points)
Spot rates Spreads Instantaneous forward rates
Euro area ™ [Euro area ] United States [United Kingdomn| Euro area s
Smonths| 1year| 2years| 5years| 10years|  10years T0years T0years|  Tyear| Zyears| 5 years| 10years
-1 year -1 year] -1 year]
1 2 3 4 5 6 ] 8 9 10 11 12
2012 006 004  -001 058 172 176 161 148 009 017 184 350
2013 008 009 025 107 224 215 291 266 018 067 253 388
2014 002 009 012 007 065 074 195 145 015 011 058 177
2015Mar. 021 025 022 008 026 051 1.69 119 020 020 029 081
Apr. 028 026 021 003 042 068 181 139 022 008 046 105
May 024 025 023 006 061 085 187 132 025 014 068 146
Jine 027 026 023 019 095 121 209 152 025 010 108 209
Juy 027 029 026 008 073 102 187 135 029 018 076 184
Aug. 025 027 022 014 082 1.09 184 146 025 007 086 197
Sep. 036 -027 024 004 070 097 173 124 022 017 073 176
Source: ECB.
1) Data refer to the changing composition of the euro area, see the General Notes.
2) ECB calculations based on undeflying data provided by EuroMTS and ratings provided by Fitch Ratings.
2.3 Stock market indices
(index levels in points; period averages)
Dow Jones EURO STOXX indices United|  Japan
States
Benchmark Main industry indices
Broad 50| Basic| Consumer| Consumer| Off and|Financials [industrials T echnology | Utities | Telecoms Health care | Standard|  Nikker
index| materials| services|  goods|  gas &Poors| 225
500,
1 2) 3 4 5 6 7 8 ol 10 11 12| 13 14
2012 2397 24119 5037 1519 3857 3072 1221 3302 2192 2359 2685 5233 13794 9,1026
2013 2819 27940 5863 1950 4682 3128 1515 4027 2741 2306 2534 6294 16438 135779
2014 3187 31453 6443 2166 5106 3355 1800 4529 3108 2792 3067 6681 1.931.4 154604
2015Mar. 3739 36553 7872 2689 6669 3135 1989 5241 3862 2929 3892 8246 2080.4 19,1976
Apr 3833 37338 7982 2757 6786 3310 2049 5357 3942 2995 3950 8614 20949 19.767.9
May 3734 36179 7650 2689 6621 3265 1993 5224 3895 2940 3892 8276 21119 199742
June 3640 35218 7432 2655 6474 3103 1945 5047 3850 2830 3807 8204 2099.3 20,4038
Juy 3663 35451 7440 2660 6452 3021 1980 5055 8781 2813 3951 8648 20941 20,3726
Aug. 3567 34444 7119 2619 6150 2877 1939 5046 3599 2749 3900 8569 20399 19.9191
Sep. 3309 31655 6496 2509 5664 2672 1785 4697 3395 250.8 3626 8174 19444 179442

Source: EC8.
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ChartC
Labour income and private consumption across
selected euro area countries

(percentage changes)
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‘Sources: Eurostat and ECB staff calculations.
Note: Figures refer to average annual percentage changes between the second quarter
of 2014 and the second quarter of 2015.





OEBPS/Images/49427.jpg
ChartA
Oil prices and oil price volatility

(USD per barrel)

— ol price (lefthand scale)
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Source: Datastream.

Notes: Day data, latest observation is 5 October 2015. Oil pices are nominal,
Brent crude ol prices. Ol price volatiity is measured by the Chicago Board Options
Exchange (CBOE) Crude Oil Exchange-Traded Fund (ETF) Volatity Index (OVX).
‘The OVX is strongly correlated with realised oil price volatilty.
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Chart 6
Intended use of additional liquidity arising from the APP,
as reported in the April 2015 BLS

(percentages of respondents)

—— nextsix months.
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of marketable assets customer deposits

Source: ECB.

Notes: The percentages are defined as the sum of the percentages responding “will
contribute considerably to this purpose” and “will contribute somewhat to this purpose™
o the corresponding question in the April 2015 BLS. The restts shown are calculated
s a percentage of the number of banks which did not reply “not applicable” and refer
to banks’ assessments for the forthcoming six months.
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2.8 Effective exchange rates )

(period averages; index: 1999 Q1=100)

EER-19 EER-38
Nominal Real CPI Real PPI|  Real GDP|  Real ULCM3| Real ULCT Nominal]  Real CPI
deflator
1 2) 3 4 5 6 7 8
2012 976 9.0 933 882 100.3 98 107.0 925
2013 1012 982 967 914 102.9 989 1119 96
2014 1018 979 %67 916 1033 100.4 147 9.1
201404 9.0 949 %3 892 100.5 977 1123 95
2015Q1 930 892 894 840 9.0 9.2 106.4 883
Q2 912 875 882 824 921 901 104.4 863
a3 %27 887 898 107.6 886
2015 Apr. 897 861 869 - . - 1024 848
May 916 879 886 - . - 1047 866
June 93 885 891 - . - 106.0 876
July’ 913 875 882 - . - 105.1 867
Aug 930 890 902 - . - 108.1 890
Sep. 938 896 912 - . - 109.6 902
Percentage change versus previous month
2015 Sep. 08 07 10 - . - 15 13
Percentage change versus previous year
2015 Sep. 6.1 65 41 - s - 23 40
Source: ECB.
1) For a definiion of the trading partner groups and ofher information see the General Notes to the Statistics Bulltin
2) ULCM-deflated series are available only for the EER-19 trading partner group.
2.9 Bilateral exchange rates
(period averages; units of national currency per euro)
Chinese| Croatian| ~ Czech|  Danish|Hungarian| Japanese| ~ Polish|  Pound|Romanian| Swedish| ~ Swiss| us
renminbi|  kuna| koruna|  krone| forint yen zloty|  sterling, leu|  kiona|  franc|  Dollar
1 2) 3 4 5| 6 7 8 9 10} 11 12
2012 8105 7522 25149 7444 289249 102492 4185 0811 44593 8704 1205 1285
2013 8165 7579 25980 7458 296873 120663 4197 0849 44190 8652 1231 1328
2014 8186 7634 2753 7455 308706 140306 4184 0806 44437 9099 1215 1329
201404 7682 7665 27630 7442 308527 142754 4211 0789 4433 9272 1205  1.250
2015Q1 7023 7681 27624 7450 308889 134121 4193 0743 44516 9380 1072 1126
Q2 6857 7574 27379 7462 306100 134289 4088 0721 44442 9300 1041 1105
a3 7008 7578 27075 7462 312095 135863 4188 0717 44200 9429 1072 1112
2015 Apr. 6686 7500 27439 7466 299429 128935 4018 0721 44155 9325 1038 1078
May 6916 7559 27.397 7461 306327 134748 4081 0721 44477 9304 1039 1115
June 6959 7572 27307 7460 311960 138740 4159 0721 44671 9272 1045 1121
July’ 6827 7586 27094 7462 311531 135681 4152 0707 44391 9386 1049 1100
Aug 7063 7558 27041 7463 311614 137124 4195 0714 44235 9515 1078 1114
Sep. 7146 7589 27089 7461 313145 134851 4218 0731 44236 9392 1091 1122
Percentage change versus previous month
2015 Sep. 12 04 02 00 05 17 05 24 00 13 13 07
Percentage change versus previous year
2015 Sep. 98 05 18 02 00 26 07 76 03 22 96 130

Source: ECB.
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Chart 4

Improvement in market financing conditions for banks
resulting from the TLTROs and the APP, as reported
in the BLS

(percentages of respondents; net percentages of respondents)
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Source: ECB.

Notes: Past TLTROS" refers to all TLTROs which took place up to June 2015 and
“future TLTROS" refers to operations beyond this point. Values displayed in the
left-hand panel of the chart are the sum of the percentages of banks responding "has
improved or will improve considerably" and *has improved or il improve somewhat”

o the corresponding question in the July 2015 BLS. Values displayed in the right-

hand panel of the chart are the difference between the sum of the percentages for
“increased/improved considerably” and “increased/improved somewhat” and the sum
of the percentages for “decreased/deteriorated somewhat' and “decreaseddeteriorated
considerably’, as reported in the April 2015 BLS. The resuts shown are calculated

a5 a percentage of the number of banks that did not reply “not applicable”





