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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.


    Read more:


    → Monthly Bulletin: see all issues and next release dates


    → Transparency of the ECB


    → Independence and accountability of 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 growth remains modest and uneven. While activity continues to expand at a solid pace in advanced economies, developments in emerging market economies remain weak overall and more diverse. After a very weak first half of the year in 2015, global trade is recovering, albeit at a slow pace. Global headline inflation has remained low and recent additional declines in oil and other commodity prices will further dampen inflationary pressures.


    Increased uncertainty related to developments in China and renewed oil price declines have led to a sharp correction in global equity markets and renewed downward pressures on euro area sovereign bond yields. Corporate and sovereign bond yield spreads have widened slightly. The increase in global uncertainty has been accompanied by an appreciation of the effective exchange rate of the euro.


    The economic recovery in the euro area is continuing, largely on the back of dynamic private consumption. More recently, however, the recovery has been partly held back by a slowdown in export growth. The latest indicators are consistent with a broadly unchanged pace of economic growth in the fourth quarter of 2015. Looking ahead, 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 earlier progress made with fiscal consolidation and structural reforms. Moreover, the renewed fall in the price of oil should provide additional support for households’ real disposable income and corporate profitability and, therefore, private consumption and investment. In addition, the fiscal stance in the euro area is becoming slightly expansionary, reflecting inter alia measures in support of refugees. However, the recovery in the euro area is dampened by subdued growth prospects in emerging markets, volatile financial markets, 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 and relate in particular to the heightened uncertainties regarding developments in the global economy as well as to broader geopolitical risks.


    Euro area annual HICP inflation was 0.2% in December 2015, compared with 0.1% in November. The December outcome was lower than expected, mainly reflecting the renewed sharp decline in oil prices, as well as lower food and services price inflation. Most measures of underlying inflation continued to be broadly stable, following a pick-up in the first half of 2015. Non-energy import prices were still the main source of upward price momentum as domestic price pressures remained moderate. On the basis of current oil futures prices, which are well below the level observed a few weeks ago, the expected path of annual HICP inflation in 2016 is now significantly lower compared with the outlook in early December 2015. Inflation rates are currently expected to remain very low or to turn negative in the coming months and to pick up only later in 2016. Thereafter, supported by the ECB’s monetary policy measures and the economic recovery, inflation rates should continue to recover, although risks of second-round effects from the renewed fall in energy price inflation will be monitored closely.


    Broad money growth remained robust in November, driven mainly by the low opportunity cost of holding the most liquid monetary assets and the impact of the ECB’s expanded asset purchase programme. In addition, lending to the euro area private sector continued on a path of gradual recovery, supported by easing credit standards and increasing loan demand. Nevertheless, the annual growth rate of loans to non-financial corporations remains low, as developments in loans to enterprises continue to reflect the lagged relationship with the business cycle, credit risk and the ongoing adjustment of financial and non-financial sector balance sheets.


    At its meeting on 21 January 2016, based on its regular economic and monetary analyses, and after the recalibration of the ECB’s monetary policy measures in December 2015, the Governing Council decided to keep the key ECB interest rates unchanged. These rates are expected to remain at present or lower levels for an extended period of time. With regard to 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. More generally, and taking stock of the evidence available at the beginning of 2016, it is clear that the monetary policy measures adopted by the Governing Council since mid-2014 are working. As a result, developments in the real economy, credit provision and financing conditions have improved and have strengthened the euro area’s resilience to recent global economic shocks. The decisions taken in early December to extend the monthly net asset purchases of €60 billion to at least the end of March 2017, and to reinvest the principal payments on maturing securities for as long as necessary, will result in a significant addition of liquidity to the banking system and will strengthen the forward guidance on interest rates.


    However, at the start of the new year, the Governing Council assessed that downside risks have increased again amid heightened uncertainty about emerging market economies’ growth prospects, volatility in financial and commodity markets, and geopolitical risks. In this environment, euro area inflation dynamics also continue to be weaker than expected. Therefore, it will be necessary for the Governing Council to review and possibly reconsider the ECB’s monetary policy stance in early March, when the new staff macroeconomic projections – also covering the year 2018 – will become available. In the meantime, work will be carried out to ensure that all the technical conditions are in place to make the full range of policy options available for implementation, if needed.

  


  
    1 External environment


    Survey indicators suggest that global growth remained modest and uneven at the turn of the year. The global composite output Purchasing Managers’ Index (PMI) decreased from 53.6 to 52.9 in December 2015 against the backdrop of a slowdown in both the services and manufacturing sectors (see Chart 1). In quarterly terms the global output PMI declined slightly in the fourth quarter relative to the previous quarter. Data point to a sustained growth momentum in advanced economies, with PMIs increasing in the United Kingdom and Japan, although momentum slowed somewhat in the United States. Developments across emerging market economies (EMEs) remain weak overall and more diverse, with the latest PMI data suggesting some strengthening in China, a deceleration in growth in India and Russia, and continued weakness in Brazil in the fourth quarter.
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    Global trade has continued to recover, albeit at a slow pace. Although global trade in the first half of 2015 was very weak, it has since improved. The growth in the volume of global goods imports weakened slightly in October to 1.8% (three-month on three-month), down from 2.3% in September. Import growth momentum strengthened in advanced economies, but the contribution from EMEs decreased, driven principally by lower trade in Latin America. However, early monthly data at the country level confirm that global import growth may have moderated again towards the end of last year. The global PMI for new export orders dipped slightly in December (to 50.6), but remained in positive territory, suggesting continued modest trade growth around the turn of the year.


    Global headline inflation has remained low. A less negative contribution from energy prices pushed up slightly annual consumer price inflation in the OECD area to 0.7% in November from 0.6% in the previous month. Inflation excluding food and energy remained unchanged at 1.8%. However, the overall low global CPI inflation masks considerable differences across countries. While headline inflation is low in most advanced economies and also in China, it is considerably higher in some large economies, including Russia, Brazil and Turkey.


    Recent additional declines in oil and other commodity prices will further dampen inflationary pressures. Against the background of an oversupplied oil market and weakening oil demand, Brent crude oil prices have undergone a renewed downturn since mid-October 2015, falling to USD 29 per barrel on 20January 2016. On the supply side, OPEC’s December decision to maintain current production levels at record rates has fuelled the downward dynamics, while non-OPEC output has been more resilient than previously expected, with declining US shale production compensated for by oil supply from Canada, Norway and Russia. Looking ahead uncertainty remains about the impact of the lifting of sanctions against Iran on global oil supply. On the demand side, preliminary estimates showed a steeper than previously expected decline in global oil demand growth in the fourth quarter of 2015 owing to the exceptionally mild winter (in Europe, the United States and Japan) and weaker economic sentiment in emerging markets (China, Brazil and Russia). Oil market participants continue to expect only a very gradual increase in oil prices in the coming years. Non-oil commodity prices have also fallen slightly by 3% since the end of November, driven mostly by decreasing food prices (down by 4%).


    US activity growth appears to have softened in the fourth quarter, although underlying fundamentals remain solid. Following a solid expansion of real GDP by an annualised rate of 2.0% in the third quarter of 2015, economic activity showed signs of deceleration in the fourth quarter. Retail sales and vehicle purchases have slowed, and indicators also suggest some weakness in the industrial sectors, with a decline in the Institute of Supply Management manufacturing index. In addition, external headwinds, namely modest global growth and the stronger US dollar, continue to weigh on exports. However, continued strong improvements in the labour market suggest that the underlying strength of the economy persists and that weakness in domestic demand should prove largely temporary. Non-farm payrolls rose sharply in December 2015, with the unemployment rate at 5.0%. Headline inflation remains low. Annual headline CPI inflation rose to 0.5% in November from 0.2% in October on account of a smaller negative contribution from energy prices. Excluding food and energy, inflation edged up slightly to 2.0%, supported by rising services prices.


    In Japan, momentum in the economy has been relatively subdued. The second preliminary release revised real GDP in the third quarter of 2015 higher by 0.5percentage point to 0.3% quarter on quarter. However, short-term indicators point to relatively modest growth in the final quarter of 2015. Although real exports of goods continued to recover in November, declines in retail sales and industrial production in November point to weaker domestic momentum. Annual CPI inflation remained unchanged at 0.3% in November, but annual CPI inflation excluding food and energy rose to 0.9%.


    In the United Kingdom, GDP continued to grow at a moderate pace. In the third quarter of 2015 real GDP increased by 0.4% quarter on quarter, less than previously estimated. Economic growth was driven by robust household consumption, in turn supported by the increase in real disposable income, which was driven by low energy prices. Investment growth remained positive, albeit decelerating compared with the previous quarter, while net exports exerted a drag on growth. Short-term indicators, in particular industrial production data and PMI surveys, point towards a steady pace of GDP growth in the last quarter of 2015. The unemployment rate trended downwards, declining to 5.1% in the three months to November 2015, while earnings growth fell to 2.0%, compared with 3.0% in the third quarter of the year. In December 2015 annual headline CPI inflation was close to zero (0.2%) on the back of low energy and food prices, while inflation excluding food and energy edged up to1.4%.


    In China, financial market volatility has led to renewed uncertainty about the outlook, although macroeconomic data remain consistent with a gradual slowdown in activity growth. The Chinese stock market dropped sharply in the first weeks of January, ahead of the expected expiry of a six-month ban on share sales by large shareholders. However, macroeconomic data have been more resilient. China reported quarter-on-quarter growth of 1.6% in the fourth quarter of 2015. Annual real GDP growth in 2015 was 6.9%, close to the government target. Short-term indicators remain consistent with a gradual slowdown in the economy amidst some rebalancing towards services and consumption in the face of subdued industrial output.


    Growth momentum remains weak and heterogeneous across other EMEs. While activity has remained more resilient in commodity-importing countries (including India, Turkey and non-euro area central and eastern European countries), growth remains very weak in commodity-exporting countries. In particular, latest short-term indicators suggest that the downturn in Brazil has intensified. As Box 1 discusses, weak domestic fundamentals and limited support from external factors imply that Brazil will remain in recession this year. The Russian economy showed tentative signs of improvement in the third quarter of 2015 (seeChart2) but, given the strong dependence on oil, the renewed oil price decline is likely to weigh on the short-term outlook.
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    2 Financial developments


    Global equity prices declined significantly amid increasing uncertainty related to developments in China and a sharp reduction in the oil price. The broad EURO STOXX equity price index declined by around 16% over the review period from 2December2015 to 20 January 2016 (seeChart3). Somewhat smaller declines were observed in the United States, where equity prices, as measured by the S&P 500 index, declined by around 12%. Financial sector equities in the euro area and the United States declined by 18% and 13% respectively, thereby slightly underperforming non-financial sector equities. Measures of equity market volatility – an indicator of financial market uncertainty – increased significantly.
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    The developments in oil and global equity markets led to renewed downward pressure on euro area sovereign bond yields following the increase at the beginning of the review period. Sovereign yields increased after the meeting of the Governing Council of the ECB in December 2015 and fell back somewhat again as global uncertainty increased. Over the review period the GDP-weighted ten-year euro area sovereign bond yield increased by around 15 basis points, to stand at 1.16% on 20 January. The lower-rated countries recorded the strongest increases in general, resulting in a widening of their sovereign yield spread against Germany, which was partly related to financial and political developments.


    The increase in global uncertainty led to an appreciation of the effective exchange rate of the euro. The euro appreciated markedly in effective terms in the first half of December 2015 as a result of the increase in yields following the December Governing Council meeting. The effective exchange rate of the euro was broadly stable in the period up to mid-January, but started to appreciate again thereafter amid the increase in global uncertainty. Overall, the euro strengthened by 5.3% in trade-weighted terms over the review period (see Chart 4). In bilateral terms, the euro appreciated against the US dollar, the pound sterling, the Chinese renminbi, the Russian rouble and the currencies of emerging market economies – particularly the Argentine peso following the decision by the new Argentine government to lift currency controls. The euro also appreciated against the currencies of commodity-exporting countries and the currencies of central and eastern European countries. By contrast, it depreciated against the Japanese yen, which was supported by the decline in risk appetite.
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    The increase in global uncertainty also led to higher corporate bond spreads. Spreads increased the most on lower-rated high-yield bonds. However, spreads for both investment-grade and high-yield bonds are significantly lower in the euro area than in the United States. This can mostly be explained by the very high spread levels observed in the energy sector in the United States owing to the low oil prices.


    The EONIA declined over the review period following the Governing Council’s decision to cut the deposit facility rate by 0.10% to -0.30% and the continued increase in excess liquidity. The EONIA has remained in a range between -22and -25 basis points through most of the review period. At the end of the year it temporarily rose to about -13 basis points owing to increased demand for liquidity. During the review period, excess liquidity rose by €62.5 billion to €639.9 billion, supported by ongoing Eurosystem purchases within the expanded asset purchase programme, as well as an allotment of €18.3 billion in the sixth targeted longer-term refinancing operation on 11 December 2015.


    3 Economic activity


    The economic recovery in the euro area is continuing, largely on the back of developments in private consumption. Real GDP rose by 0.3%, quarter on quarter, in the third quarter of 2015, following a rise of 0.4% in the previous quarter (see Chart 5).1 The most recent economic indicators point to a continuation of this growth trend in the fourth quarter of 2015. Although output has now been rising for two and a half years, euro area real GDP still remains slightly below the pre-crisis peak recorded in the first quarter of 2008.
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    Private consumption continues to be the main driver of the ongoing recovery. Consumer spending has benefited from rising real disposable income among households, which in turn primarily reflects lower oil prices and rising employment. In 2015, oil prices fell by slightly more than 35% in euro terms compared with the previous year, while euro area employment rose by 1% (based on data up to the third quarter). In addition to lower oil prices, a broad range of factors, indicative of a strengthened domestic economy, are supporting private consumption. Households’ balance sheets have gradually become less constrained and consumer confidence has remained strong. As for the near-term outlook, recent data on retail trade and new passenger car registrations signal some weakening in consumer spending. This slowdown is assessed to be temporary, however, as it may reflect the dampening impact on retail trade from the mild weather conditions, as well as a negative contribution from French retail sales following the terrorist attacks of November 2015 in Paris. Indeed, survey data on consumer confidence and households’ financial situations suggest continued positive developments in private consumption.


    By contrast, investment growth has been weak in 2015, although there are signs of improving conditions for non-construction investment. Investment conditions improved in the last quarter of 2015. According to the European Commission, confidence rose in the capital goods sector and low demand became less of a constraining factor for production. Furthermore, available country data and data on capital goods and construction production point to modest growth during the final quarter of 2015. Looking further ahead, a cyclical recovery in investment is expected, supported by strengthening demand, improving profit margins and diminishing spare capacity. Financing conditions are also improving. Firms’ recourse to external financing has picked up and the most recent survey on the access to finance of enterprises (SAFE) and euro area bank lending survey (BLS) show that financial conditions should act as less of a drag on investment. Nevertheless, the need for further corporate deleveraging in some countries and investors’ reduced long-term growth expectations could serve to moderate the recovery in investment.


    Growth in euro area exports continues to remain subdued overall. According to monthly trade data for October and November, exports started to recover towards the end of 2015, standing in these two months 0.4% above the average level in the third quarter. Export growth was likely driven by strengthened growth momentum in advanced economies, with still negative contributions from some emerging market economies. More timely indicators, such as surveys, signal slight improvements in foreign demand and increases in export orders outside the euro area in the near term. Moreover, the depreciation in the euro effective exchange rate in the first half of 2015 continues to support exports.


    Overall, the latest indicators are consistent with economic growth in the final quarter of 2015, at around the same rate as in the third quarter. While declining by 0.7%, month on month, in November (following a rise of 0.8% in October), industrial production (excluding construction) still stood 0.1% above its average level in the third quarter of 2015, when it rose by 0.2%, quarter on quarter (Box 2 takes a closer look at differences between industrial production and value added in industry). In addition, both the European Commission’s Economic Sentiment Indicator (ESI) and the composite output Purchasing Managers’ Index (PMI) improved between the third and fourth quarter of last year (see Chart 5). Both indicators rose in December, thus remaining at levels above their respective long-term averages.


    The labour market situation is continuing to improve gradually. Employment increased further by 0.3%, quarter on quarter, in the third quarter of 2015, having now risen for nine consecutive quarters (seeChart 6). As a result, employment stood 1.1% above the level recorded one year earlier, the highest annual rise observed since the second quarter of 2008. The unemployment rate for the euro area, which started to decline in mid-2013, fell further in November to stand at 10.5%. 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. Domestic demand should be further supported by the monetary policy measures and their favourable impact on financial conditions, as well as by previous progress made with fiscal consolidation and structural reforms. Moreover, the renewed fall in oil prices should provide additional support for households’ real disposable income and corporate profitability, and thus for private consumption and investment. In addition, the fiscal stance in the euro area is becoming slightly expansionary, reflecting, inter alia, measures in support of refugees. However, the economic recovery in the euro area continues to be hampered by subdued growth prospects in emerging markets, volatile financial markets, 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 and relate, in particular, to the heightened uncertainties regarding developments in the global economy, as well as to broader geopolitical risks. The results of the latest round of the ECB’s Survey of Professional Forecasters, conducted in early January, show that private sector GDP growth forecasts remain broadly unchanged compared with the previous round conducted in early October (http://www.ecb.europa.eu/stats/prices/indic/forecast/html/index.en.html).


    4 Prices and costs


    Headline inflation came under renewed downward pressure due to further oil price declines. Positive base effects, due to falling energy prices at the end of 2014, were anticipated to have a strong impact on headline inflation.2 These were almost offset by the effect of further recent declines in the oil price and by lower food price inflation, with the mild weather contributing to weaker prices for unprocessed food. As a result, headline inflation increased only slightly from 0.1% in November to 0.2% in December.


    Most measures of underlying inflation are perceptibly higher than at the turn of 2014/15, but have not picked up further since the summer of 2015. For example, HICP inflation excluding food and energy was unchanged at 0.9% in December, after continuing to move within the range of 0.9% and 1.1% since August. The profiles of most other measures of underlying inflation have been broadly similar. Services inflation decreased in December for the second consecutive month, partly due to the indirect effects of oil price declines on prices for transport-related services. Non-energy industrial goods inflation was unchanged at 0.5%, after recording a broad-based increase in November to its highest level since mid-2013. This stability masked the continued increase in durable goods inflation to 0.9% in December, consistent with the impact of the weaker euro exchange rate and the rise in consumption of durable goods. This increase was offset by a decline in the annual rate of change in prices for semi-durables, in particular clothing, possibly due to the mild weather.
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    Import prices remain the main source of upward pipeline pressure. The annual rate of growth in import prices for non-food consumer goods rebounded to 3.9% in November, from 3.1% in October. However, domestic price pressures remained weak, reflecting declining commodity input costs and continued moderate wage increases. The annual rate of change in producer prices for domestic sales of non-food consumer goods was unchanged at 0.2% in November, and has remained within the range of 0.0% and 0.2% since April. Earlier in the pricing chain, the annual rate of change in producer prices for intermediate goods continued its decline to -2.0% in November, which was the lowest seen since December 2009. Survey data on input and output prices up to December also point to continued weak domestic pipeline pressures.


    Wage growth has remained moderate, while profit margin growth has strengthened. The annual growth in compensation per employee declined to 1.1% in the third quarter of 2015, from 1.3% in the second quarter. Given that the decline in productivity was more modest, the result was a slight decrease in the growth rate of unit labour costs. Wage growth is likely being held back by a range of factors, including continued elevated levels of slack in the labour market, relatively weak productivity growth, and ongoing effects from labour market reforms implemented in past years in a number of euro area countries. The GDP deflator, which provides a broad summary measure of domestic price pressures, remained broadly stable in annual terms in the third quarter due to the fact that the decline in the annual rate of change in unit labour costs was compensated for by a noticeable increase in the annual growth rate of profit margins. Looking through individual quarterly outturns, the annual rate of growth in the GDP deflator has gradually increased since mid-2014.


    Looking ahead, on the basis of current oil futures prices, the expected path of annual HICP inflation in 2016 is now significantly lower than that forecast in the December 2015 Eurosystem staff macroeconomic projections for the euro area. Annual HICP inflation is expected to remain at very low or negative levels in the coming months and to pick up only later in 2016, supported by the impact of monetary policy measures and the expected economic recovery.


    Indicators of inflation expectations have fallen since the beginning of December against the backdrop of declining oil prices. Following the Governing Council meeting in December, market-based indicators of inflation expectations declined markedly as markets reversed the strong gains made in the days leading up to the meeting. The renewed sharp decline in oil prices in January led to further falls, with most measures returning to the levels observed at the beginning of October. More specifically, the five-year inflation-linked swap rate five years ahead declined from 1.79% to 1.57% between 2 December 2015 and 20 January 2016. Despite low realised inflation and declining market-based inflation indicators, the deflation risk observed in the market continues to be very limited and significantly below the levels seen at the end of 2014 and the beginning of 2015. According to the latest ECB Survey of Professional Forecasters (SPF), the expected five-year ahead inflation rate edged downwards from 1.9% to 1.8% (see Chart 8). The decline in expectations has been more evident over shorter horizons, reflecting the impact of the renewed decline in oil prices.
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    Turning to house price developments, annual growth in the ECB’s residential property price indicator for the euro area has increased further. In the third quarter of 2015 the annual rate of change was 1.5%, up from 1.1% in the previous two quarters, suggesting that the recovery is gaining some momentum. It appears to be relatively broad-based across euro area countries but there remains considerable heterogeneity in the magnitudes of growth. The pick-up in house price growth in the euro area as a whole is consistent with improving household income and employment conditions, favourable financing conditions and the correction of previous overvaluations of house prices.


    5 Money and credit


    Broad money growth remained robust. The annual growth rate of M3 stayed solid at 5.1% in November, with base effects mainly accounting for the slight decrease from the 5.3% registered for October (seeChart 9). Money growth was once again concentrated in the most liquid components of the narrow monetary aggregate M1, the annual growth rate of which decreased in November while remaining at high levels. Overall, recent developments in narrow money are consistent with a continuation of the economic recovery in the euroarea.
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    Overnight deposits continued to contribute strongly to M3 growth: the main factors behind this growth were the low opportunity costs of holding the most liquid components of money and the impact of the ECB’s expanded asset purchase programme (APP). By contrast, short-term deposits other than overnight deposits continued to contract, albeit to a lesser extent than in previous months. The growth rate of marketable instruments (i.e. M3 minus M2), which has a small weight in M3, remained positive, reflecting the recovery in money market fund shares/units observed since mid-2014 and the robust growth of monetary financial institution (MFI) debt securities in the money-holding sector with a maturity of up to two years. The said recovery in money market fund shares/units confirms market resilience to the negative interest rate environment.


    Broad money growth was again mainly driven by domestic sources. From a counterpart perspective, the largest source of money creation in November was the bond purchases made by the Eurosystem in the context of the public sector purchase programme (PSPP). In addition, money creation continued to be supported by credit from MFIs to the euro area private sector and the reduction in the MFI longer-term financial liabilities (excluding capital and reserves) of the money-holding sector. This reflects the flatness of the yield curve, linked to the ECB’s non-standard monetary policy measures, which has reduced incentives to hold longer-term assets. It also highlights the Eurosystem’s purchases of covered bonds under the third covered bond purchase programme (CBPP3), which reduce the availability of such securities for the money-holding sector. Furthermore, the Eurosystem’s targeted longer-term refinancing operations (TLTROs), an alternative source of longer-term funding, have been curbing banks’ issuance activities. The contribution to annual M3 growth made by the MFI sector’s net external asset position remained negative. This reflects capital outflows from the euro area and is consistent with an ongoing portfolio rebalancing in favour of non-euro area instruments (there has been a lower appetite for euro area assets on the part of foreign investors). Euro area government bonds sold by non-residents under the PSPP account for the portfolio rebalancing.


    Lending to the euro area private sector continued on a path of gradual recovery.3 The annual growth rate of MFI loans to the private sector (adjusted for sales and securitisation) increased further in November (see Chart 9), with both loans to non-financial corporations (NFCs) and households accounting for the progress. Although the annual growth rate of loans to NFCs remained weak, it has recovered substantially from the trough of the first quarter of 2014. The ECB’s monetary policy measures and further easing of bank credit standards have supported this development. Despite these positive signs, the ongoing consolidation of bank balance sheets and persistently high levels of non-performing loans in some jurisdictions continue to hamper loan growth.


    Bank lending rates for NFCs and households remained broadly stable in November (seeChart10). Despite recent signs of stabilisation, composite lending rates for NFCs and households have declined by significantly more than market reference rates since the ECB’s credit easing package was announced in June 2014. This development is related to receding fragmentation in euro area financial markets and the improvement in the pass-through of monetary policy measures to bank lending rates. Furthermore, the decline in composite lending rates has been supported by a decrease in banks’ composite funding costs, which stand at historically low levels. Between May2014 and November 2015, the composite lending rate on loans to euro area NFCs fell by more than 80basis points to 2.12%. And, over the same period, the composite lending rate on loans to households for house purchase decreased by more than 60 basis points, reaching 2.27% in November. Moreover, the spread between interest rates charged on very small loans (loans of up to €0.25 million) and those charged on large loans (loans of above €1 million) in the euro area decreased further in November. This indicates that small and medium-sized enterprises have benefited to a larger extent than large firms from the recent lending rate developments.


    
      [image: ]

    


    The January 2016 euro area bank lending survey (BLS) suggests that changes in credit standards and loan demand continue to support the recovery in loan growth (see survey at: https://www.ecb.europa.eu/stats/money/surveys/lend/html/index.en.html). In the fourth quarter of 2015, banks further eased (in net terms) credit standards for loans to NFCs. There was also a net easing of credit standards for loans to households for house purchase, marking a reversal from previous tightening. Increased competition remained the main factor driving less stringent credit standards. Net loan demand by NFCs and households rose considerably on the back of the low general level of interest rates. Financing needs related to working capital and fixed investment, consumer confidence and housing market prospects were additional factors behind stronger loan demand.


    NFCs’ net issuance of debt securities rose modestly in November 2015. The turnaround in net issuance was supported by the observed temporary decline in the cost of market-based debt financing during November. By contrast, the ongoing strong growth of retained earnings has most likely been a dampening factor in recent months. Note that, in the third quarter of 2015, retained earnings still featured a double-digit annual growth rate.


    The overall nominal cost of external financing for NFCs is estimated to have increased moderately in December 2015 and in the first half of January 2016. This rise is mainly explained by the higher cost of equity financing (there was a visible decrease in share prices), with the cost of debt financing remaining almost unchanged. In December 2015 and mid-January 2016 the cost of equity and market-based debt financing was, on average, around 40 and 20 basis points higher, respectively, than in November 2015. (See Box 3)

    


    
      
        1 In Eurostat’s second release of the euro area national accounts, growth was revised upwards by 0.1 percentage point for both the first and second quarters of 2015.

      


      
        2 See the box entitled “The role of base effects in the projected path of HICP inflation”, Economic Bulletin, Issue 8, ECB, 2015.

      


      
        3 On 21 September 2015, the ECB published new data on loans adjusted for sales and securitisation, based on an enhanced adjustment method. For more details, see the box entitled “New data on loans to the private sector adjusted for sales and securitisation” in Issue 7 / 2015 of the Economic Bulletin.
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    Recent developments in the composition and cost of bank funding in the euro area


    Changes in the composition and cost of bank funding have important implications for the provision of credit and, consequently, for economic output and inflation. Banks’ funding costs are affected by monetary policy, but the transmission of policy depends on many factors, including the strength of banks’ balance sheets and the macroeconomic environment. Therefore, developments in bank funding can be different across euro area banks and countries. This article gives an overview of recent developments in the composition and cost of bank funding, including capital, and shows that they varied across the euro area over the period of the financial crisis, which had an impact on the transmission of monetary policy. The interaction between monetary policy measures (both standard and non-standard) and banks’ funding conditions is also discussed.


    1 Introduction


    During the financial crisis, a large degree of heterogeneity in the cost of bank credit was linked to a divergence in funding conditions across euro area banks. Understanding banks’ funding conditions is vital for the analysis of credit provision to the real economy and, consequently, of output and inflation, particularly in the light of the fact that funding cost dynamics diverged from monetary policy rates during the crisis.1 In general, banks seek funding from retail and wholesale sources. Retail funding, i.e. deposits from the private sector, is generally the dominant source of funding, and deposits from the non-financial private sector tend to be less volatile than wholesale funding sources, particularly when protected by deposit guarantee schemes. However, the importance of such sources for a bank’s overall funding depends on institutional features such as the bank’s size or business model. For small euro area banks, in particular, retail deposits account for a considerably larger share of overall funding than wholesale sources.2 Wholesale funding includes interbank liabilities, which are used for short-term liquidity management, and the issuance of debt securities. Finally, banks also have access to central bank liquidity and raise capital, normally in the form of equity.


    A well-functioning banking sector is essential for the effective transmission of monetary policy. This applies in particular to the euro area, where banks play a dominant role in providing external financing to the non-financial private sector. The outbreak of the financial and sovereign debt crisis in 2010 affected all segments of the financial system, especially the banking sector, which hampered the transmission of the ECB’s monetary policy measures to bank funding and, ultimately, to bank lending conditions. Moreover, bank funding conditions were heterogeneous across euro area countries in an environment of sluggish economic activity, high sovereign debt and concerns about weak banks. While differences in funding costs are to be expected, high levels of uncertainty led to excessive risk premia in some jurisdictions and there were periods when banks’ access to wholesale and, to a lesser extent, retail funding was severely hampered. At the same time, the ECB’s non-standard monetary policy measures (such as the policy of full allotment of the liquidity demanded by banks at a fixed rate and the two three-year longer-term refinancing operations (LTROs) in late 2011 and early 2012) acted as a strong backstop and prevented a disorderly and forced deleveraging that would have had a considerable negative impact on the overall economy. Since then, steps towards banking union, the ECB’s credit easing package announced in mid-2014, and the expanded asset purchase programme (APP) announced in early 2015 have led to a significant improvement in bank funding conditions, which have become more homogeneous across countries. This has helped to weaken the bank-sovereign nexus, thereby considerably reducing impairments in the transmission mechanism.


    The funding and capital structures of banks are of interest for a number of reasons. The determinants of banks’ funding and capital structures are distinct from those of non-financial corporations.3 Banks are subject to capital regulation because of the significant effect they can have on financial stability and economic growth: given that they are largely funded by deposits, a significant share of which are covered by guarantee schemes, banks are required to hold minimum amounts of capital to absorb losses and mitigate moral hazard concerns.4 While this implies that the relative cost of equity and debt funding is not the main determinant of banks’ capital structures, it does not mean that their cost is irrelevant. In fact, the cost of capital is an important factor in banks’ portfolio allocation decisions, including lending activity. Recent developments in the European supervisory, regulatory and resolution framework – including macroprudential capital buffers, total loss-absorbing capacity (TLAC) requirements and the Bank Recovery and Resolution Directive (BRRD) – help to rectify incentives that are misaligned because of the expectation of public support (the too-big-to-fail problem). The effect of these measures on banks’ cost of funding is a priori unclear, as the direct effect of a reduction in implicit public sector support is at least partially offset by decreased risk-taking by banks. While the transition to the revised regulatory framework may constrain lending in the short term, it is expected to increase economic welfare in the medium to long term, as the negative externalities associated with systemic crises are contained.5


    This article is structured as follows: Section 2 presents the main developments in the composition of banks’ funding and capital structures and discusses the monetary policy measures that have had an impact on funding quantities, Section 3 discusses developments in the cost of funding and capital and the impact of certain monetary policy measures on these costs, and Section 4 concludes.


    2 The composition of funding and the impact of monetary policy


    The structure of banks’ funding and capital is integral to the overall stability and cost of funding. During the crisis, there were changes not only in banks’ overall funding levels, but also in the structure of their funding. This section discusses some of the main changes in euro area banks’ funding over the past decade and compares developments in vulnerable and less vulnerable countries.6 Banks are defined here as credit institutions and other monetary financial institutions (MFIs) that are resident in the euro area. The impact of monetary policy measures on funding quantities and composition is also discussed.


    The composition of euro area banks’ funding has fluctuated over the past decade, reflecting changes in economic conditions, uncertainty and the monetary policy response to the crisis. Banks’ overall funding grew in line with the expansion in their assets until the escalation of the financial crisis following the collapse of Lehman Brothers and the resulting increase in uncertainty in interbank markets. Chart 1 shows annual flows in the main liabilities of MFIs, including capital. Funding flows increased steadily from 2005 until the end of 2007, particularly via wholesale funding sources, which include external (non-euro area) liabilities, interbank funding and shorter-term debt securities and tend to be more volatile than retail deposit funding. While growth in these wholesale funding sources facilitated the fast expansion of banks’ balance sheets in the years leading up to the crisis, the outflows and swift withdrawals observed at the start of the crisis made a significant contribution to bank funding pressures and a reduction in liquidity. Increased reliance on these funding sources is likely to have introduced a pro-cyclical bias in financial intermediation.7
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    Deposits from resident non-MFIs, and deposits from the non-financial private sector in particular, are the most stable and single largest component of funding for euro area banks. While the composition of these deposits varies across countries and bank types, they are the predominant source of funding for banks in both vulnerable and less vulnerable countries.8 Retail deposits tend to be a more stable source of funding than wholesale sources:9 since the liquidity services banks provide to depositors can incur transaction and switching costs, retail deposits are less susceptible to unanticipated withdrawals.10 Moreover, as withdrawals are based on individual liquidity needs they tend to be more predictable, on the basis of the law of large numbers. In addition, deposits are generally insured up to a limit and are less subject to adverse shocks related to uncertainty.


    As the financial crisis intensified with the collapse of Lehman Brothers, deposit flows fell, but remained robust relative to the other, more volatile sources of funding in both vulnerable and less vulnerable countries. Since changes in deposit levels are associated with changes in income and general economic conditions, the reduction in flows reflected, at least in part, the deterioration in the macroeconomic environment across the euro area.11 As the sovereign debt and financial market stress intensified, deposit outflows became more pronounced in vulnerable countries, driven largely by a repatriation of funds by non-domestic depositors (both from other euro area countries and from outside the euro area). After reaching a peak in mid-2012, deposit outflows from vulnerable countries subsided and fragmentation in funding across the euro area receded. This can be explained largely by the ECB’s announcement of Outright Monetary Transactions (OMTs) and the decision taken at the June 2012 euro area summit by European leaders to deepen European integration in accordance with the long-term objective of creating a banking, fiscal and political union, as well as the decision to launch the Single Supervisory Mechanism (SSM).12 While deposit flows in vulnerable countries recovered following these announcements, they remained weak relative to pre-crisis levels and then began to decline in an environment of low inflation and subdued income growth. Following the introduction by the ECB of further credit easing measures in the middle of 2014 and the announcement of the expanded APP at the beginning of 2015, deposit flows improved in an environment of increased central bank liquidity.


    The sources of wholesale market funding that had increased in the years preceding the collapse of Lehman Brothers decreased rapidly at the start of the crisis, with debt securities issuance and interbank activity in particular slumping (see Chart 1). In vulnerable countries, as interbank funding deteriorated, banks continued to issue securities. A proportion of these were covered by government guarantees, whose aim was to support bank funding over this period.13 However, issuance diminished as uncertainty and fears regarding the solvency of sovereigns increased. While market risks receded in the middle of 2012, there was a second stage of negative net issuance of debt securities by banks at this time, partly reflecting the correction of excessive leverage of the financial and non-financial sectors, as well as a move towards a more comprehensive regulatory and supervisory framework. Moreover, debt securities funding was replaced by Eurosystem liquidity because the cost of the latter was more favourable. Overall deposit flows from MFIs, which include interbank and Eurosystem funding, decreased as the financial crisis intensified (see Chart 1). Crucially, however, the composition of the deposits changed as more volatile interbank liquidity was partially replaced by central bank liquidity (see Chart 2). Interbank liquidity grew in the years before the financial crisis, reflecting increased international interlinkages among banks as cross-border lending increased over time. With the collapse of Lehman Brothers, the use of interbank deposits as a short-term liquidity tool decreased in line with a need to deleverage and amid general uncertainty about the creditworthiness of counterparties.14


    The financial market stress not only resulted in a shift towards Eurosystem liquidity and away from interbank liquidity, particularly in vulnerable countries (see Chart 2), there was also a change in the composition of the Eurosystem liquidity, largely owing to the monetary policy response to the crisis.15 At the start of the crisis the ECB switched to a fixed rate full allotment tender procedure whereby, as long as banks had adequate collateral, their liquidity demands were fully satisfied at a rate determined by the Governing Council, which provided certainty and stability to the banking sector.16 Moreover, the maturity of the liquidity was extended by means of LTROs.17 As the sovereign debt tensions intensified and concerns about bank solvency increased, the ECB announced two three-year LTROs, the first of which took place at the end of 2011 and the second at the start of 2012. The share of outstanding Eurosystem liquidity in banks’ funding increased substantially following these operations, reaching its highest level around the middle of 2012. There is evidence that these operations bolstered the supply of bank credit and, consequently, output and inflation over the crisis.18 As part of a credit easing package introduced in June 2014, the ECB also announced a series of targeted LTROs (TLTROs), providing liquidity with a maturity of up to four years and linked to banks’ lending volumes, in order to enhance the functioning of the monetary policy transmission mechanism by supporting the provision of credit to the real economy.19 The weighted average maturity of bank borrowing from the Eurosystem increased from around 130 days before the first TLTRO was conducted to around 800 days after the settlement of the fifth TLTRO in September 2015.20 In the July 2015 euro area bank lending survey, banks reported that the TLTROs had improved and were likely to further improve their liquidity position, market financing conditions and profitability, and that they had been and would be used as a substitute for other funding sources, mainly other Eurosystem liquidity operations, maturing debt and interbank lending.21 The Eurosystem also changed the collateral framework during the crisis, mainly by expanding the list of assets eligible as collateral in monetary policy operations and by lowering the rating required on assets.22 These changes were essential for the functioning of the banking system, particularly when stress in sovereign markets led to rating downgrades. They ensured that solvent banks could still access liquidity, in order to prevent an escalation of the crisis.23 During the crisis, banks used their highest quality collateral for direct repo transactions in the wholesale markets, while non-marketable collateral was increasingly posted with the Eurosystem (see Chart 3).
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    During the crisis, in addition to the decline in the overall level of interbank liquidity, there was a change in its composition, reflecting perceptions of increased counterparty risk. There was a considerable move from unsecured to secured lending, particularly from 2008 onwards (see Chart 4), as well as a substantial adjustment in activity towards domestic counterparties and away from counterparties from other euro area countries.24 Concerns about counterparty creditworthiness resulted in increased use of central counterparties, which facilitate clearing and settlement in money markets by acting as the direct counterparty for both lender and borrower, thereby assuming the risk of the borrower defaulting.25
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    External liabilities increased substantially in the years preceding the crisis and facilitated the growth in banks’ balance sheets. However, in the wake of the Lehman Brothers collapse there was a swift contraction in external liabilities, partly owing to asymmetric information and a sudden rise in risk aversion among international investors.26 The growth in external liabilities in the lead-up to the crisis stemmed from deposits of non-euro area residents and holdings by non-residents of shorter-term debt securities issued by euro area banks, and largely reflected the expansion of cross-border interbank liquidity (see Chart 1). This facilitated the growth in banks’ balance sheets, as deep and liquid cross-border financial markets eased quantitative constraints on their liquidity management. However, at the outbreak of the crisis, cross-border funding was withdrawn quickly, which increased banks’ exposure to adverse global funding pressures.27 For vulnerable countries, external liability flows have remained broadly negative since the onset of the crisis. For less vulnerable countries, annual flows have increased recently, and have been generally positive since the ECB’s announcement of additional monetary policy easing measures in the middle of 2014.


    The adverse changes in prices and credit losses associated with the crisis led to impairments in banks’ capital positions, which, in conjunction with funding pressures, often necessitated deleveraging and changes in banks’ liabilities, such as increased capital issuance. Chart 5 shows that capital as a percentage of total assets was relatively stable in the pre-crisis period. The subsequent increase in the ratio was particularly pronounced for banks in vulnerable countries, where levels of assets decreased and levels of capital increased in response not only to regulatory requirements but also to pressure from markets to hold larger discretionary buffers against losses. Over this period, in addition to the capital raised in private sector markets, a substantial amount of capital was also obtained through government capital injections.28 The Capital Requirements Directive and Regulation (CRD IV/CRR), which came into force in January 2014, increased both the quality and the amount of capital that banks must hold for prudential purposes. In addition, new European legislation has set the stage for the creation of a banking union and addressed gaps in the capital framework that were highlighted by the crisis.
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    Over the past decade the funding structure of euro area banks has been altered by changes in market risk, the economic environment and monetary policy measures: there is now a greater reliance on more stable funding relative to volatile funding.29 The table shows that MFIs’ increased reliance on deposit funding and decreased reliance on debt securities and external liabilities is common to both vulnerable and less vulnerable countries. The table also shows the breakdown in MFI deposits between interbank and Eurosystem liquidity, illustrating the fact that while the decrease in interbank liquidity has been a general phenomenon across the euro area, it has been greatest in vulnerable countries. Reliance on central bank liquidity grew between January 2005 and September 2015 in vulnerable countries, in contrast to the situation in less vulnerable countries. The nature of interbank liquidity has also changed from unsecured to secured (see Chart 4), and there has been a reduction in the reliance on cross-border activities, including with non-euro area counterparties (reflected in the reduced relevance of external liabilities). Vulnerable countries in particular now have a substantially larger share of capital in total funding. While this measure of capital differs from the regulatory measure, its increase follows a general improvement in solvency and leverage ratios.30 Overall, these changes indicate a move towards a business model with a greater reliance on more stable funding sources.31
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    The structure of banks’ balance sheets and funding will continue to be affected by the economic and policy environment, and in particular by the expanded APP, which will inject further liquidity into the banking system. The expanded APP, which comprises two private sector asset purchase programmes (the asset-backed securities purchase programme (ABSPP) and the third covered bond purchase programme (CBPP3)) and the public sector purchase programme (PSPP), aims to ease financing conditions and bring the path of inflation back in line with price stability.32 The APP has had a substantial impact on banks’ balance sheets: as the Eurosystem pays for the assets it purchases by supplying reserves, purchases are always settled through banks regardless of who the ultimate seller is. In terms of funding, increases in reserves following the introduction of the expanded APP have so far been reflected largely in increases in deposits (see Chart 6), which partly reflect banks’ intermediation of bond sales to the Eurosystem by euro area non-banks. The sizeable decline in net external assets reflects the intermediation of sales by non-euro area residents. Credit to governments has declined, which, at least partly, reflects sales of securities to the Eurosystem from banks’ own portfolios and contributes to the increase in reserves. Chart 6 also shows an increase in credit to the private sector, part of which will have contributed to the above-mentioned increase in deposits.
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    According to the April and October 2015 bank lending surveys, the contribution of the APP to euro area banks’ profitability and solvency positions has been positive overall, even though the effects are varied and differ across countries (see Chart 7). Although the APP has led to capital gains associated with the valuation of securities held by banks, its effect on net interest income is a priori unclear. On the one hand, the compression of yields and the flattening of the yield curve have led to lower interest income. This is likely to translate into lower unit margins, since liabilities tend to have shorter maturities than assets and are less responsive to decreasing interest rates, particularly when they are at very low levels. Furthermore, the APP generates excess liquidity which, if deposited with the Eurosystem, is remunerated at a negative rate. On the other hand, these effects are at least partly offset by the increased intermediation activity and credit quality stemming from the programme’s positive impact on output. The APP has made a modest contribution to bank profitability in the euro area as a whole, but its impact has been positive for vulnerable countries in particular. For the euro area aggregate, the estimated negative effects on net interest income have so far been outweighed by the positive effects from capital gains and improved credit quality against the background of the APP’s positive impact on economic activity. The effect on the capital ratio has also been positive, although the effects have diminished since the initial announcement and implementation of the programme.
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    3 The cost of funding and the effects of monetary policy


    As the financial crisis escalated, stress in financial markets caused the cost of funding for many euro area banks to increase. Uncertainty regarding the health of certain banking markets led not only to outflows, but also to increases in risk premia on the funds available to banks. Wholesale funding sources became either unavailable or prohibitively expensive for many banks in vulnerable countries, leading to an increase in recourse to central bank operations, as outlined in Section 2. The observed market fragmentation reflected high uncertainty and risk aversion and was at times greater than would be expected given the actual underlying risks. Since the degree of dispersion in lending rates and heterogeneity in the transmission of monetary policy were salient features of the crisis, this section uses data at both the country and the bank level to explore movements in the level and dispersion of the different funding elements over time. These data contain detailed information on quantities of deposits held by the non-financial private sector, debt securities issued by banks and capital, as well as prices of deposits and securities and an estimate of the cost of equity.


    The cost of deposits across euro area countries can vary for a number of reasons, such as differences in maturity or market structure and variation in credit risk and in institutional factors, including regulation and taxation.33 Despite these differences, the transmission of monetary policy must be smooth across euro area countries and banks in the long run. Uncertainty and stress in the financial markets during the crisis meant that credit risk concerns fuelled financial market fragmentation and hindered transmission as dispersion in pricing behaviour across banks increased in relation to the perceived interaction with sovereign credit risk in their country of residence.34


    Developments in deposit rates have broadly followed monetary policy rates, albeit with an incomplete pass-through. As the interest rate on the ECB’s main refinancing operations (MROs) was cut from 4.25% at the end of September 2008 to 1.00% in May 2009, deposit rates in the euro area also fell, although to a lesser extent (see Chart 8). In October 2008 they stood at around 2.95%, and reached a trough of around 1.0% at the beginning of 2010. From the middle of 2010, deposit rates started increasing gradually and, following two policy rate increases in the middle of 2011, stood at around 1.45% at the end of 2011. Monetary policy then resumed an easing cycle, whereby the MRO rate was cut incrementally from 1.50% in November 2011 to 0.05% in September 2014. Deposit rates fell over this period, and the average composite rate currently stands at around 0.4%. Moreover, the dispersion of deposit rates has narrowed somewhat, as they are close to the zero lower bound, particularly for shorter maturities. However, the number of banks with negative deposit rates for any segment remains small (see Chart 10).
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    Before the crisis deposit rates were lower overall in vulnerable countries than in less vulnerable countries. This is largely explained by the difference in the maturity of the deposits (see Chart 9). Particularly in vulnerable countries, overnight deposits made up a significant share of bank deposits from the non-financial sector. Since the crisis, the share of overnight deposits has increased in both vulnerable and less vulnerable countries against the background of lower interest rates. However, the increase in the weight of overnight deposits started later in vulnerable countries, against a background of hampered access to wholesale funding markets. The share of long-term deposits has declined somewhat in the euro area as a whole, driven by developments in less vulnerable countries, but it remains considerably higher than in vulnerable countries.
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    Deposit rates in vulnerable countries did not fully follow policy rate declines at the height of the crisis. The median deposit rate for banks in vulnerable countries fell from 2.86% in September 2008, when policy rates were cut, to around 1.15% in mid-2012 (see Chart 10). In less vulnerable countries, the median deposit interest rate fell further (from 3.58% to 0.88%). In vulnerable countries, deposit outflows and banks’ need to attract more stable funding may have stemmed the decrease in rates.35 Since the OMT announcement in the middle of 2012, deposit outflows linked to concerns about the health of sovereigns and banks have receded. Deposit rates have fallen and the dispersion in pricing across banks in vulnerable countries has also declined notably, particularly following the announcement of further credit easing by the ECB in mid-2014 and the expanded APP in early 2015. Deposit rates are increasingly clustered at zero as the effect of monetary easing keeps funding costs low. Nonetheless, banks have proved reluctant to set negative deposit rates. This is likely to reflect commercial policies, since retail depositors are likely to be less averse to an increase in commissions than to a negative deposit rate. It may also reflect the gradual pass-through of past cuts in monetary policy rates to deposit rates and the recent re-pricing in wholesale markets.
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    Banks’ access to market funding deteriorated during the crisis, with funding flows diminishing and the cost of issuing debt securities increasing substantially. Around the time of the turmoil related to the sub-prime mortgage crisis in the United States and the collapse of Lehman Brothers there was a general increase in market funding costs in the euro area (see Chart 11). While this increase was more significant in vulnerable countries, it was driven by a small number of large banks that were particularly affected by the collapse of Lehman Brothers. When the sovereign debt crisis broke out in early 2010, the level and dispersion of market funding costs increased in vulnerable countries, while banks in less vulnerable countries were more insulated from the turmoil. By the middle of 2011, as the sovereign debt crisis intensified, market funding costs for banks in both vulnerable and less vulnerable countries had increased, although the gap between them also widened.36 While the introduction at the end of 2011 and in early 2012 of the LTROs with a three-year maturity acted as a strong backstop to prevent forced deleveraging of banks and helped subdue market funding costs, these remained high overall until the OMT announcement in mid-2012. Bond yields have since fallen across both vulnerable and less vulnerable countries. Market funding costs declined further for most euro area banks as a result of the expanded APP, at least until the re-pricing in financial markets observed in April 2015. Developments in credit default swap (CDS) spreads, which abstract from differences in the type and maturity of the debt securities issued by banks, were broadly in line with bank bond yields. Distributions of five-year CDS spreads show that the sovereign debt crisis led to a significant increase in the dispersion of the perceived credit risk of banks, most notably in vulnerable countries (see Chart 12). The ECB’s monetary policy actions since the second half of 2012 and the strengthening of the European supervisory, regulatory and resolution framework have led to a decline in the stress in financial markets and a decrease in the dispersion of the perceived risk of euro area banks, as well as in their wholesale market funding costs. Nonetheless, renewed tensions in Greece have led to an increase in CDS spreads for some banks since early 2015.
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    The cost of equity for euro area banks rose sharply during the financial crisis (see Chart 13). This was triggered by the sub-prime mortgage crisis in the United States. A gap between the expected return paid by banks in vulnerable and less vulnerable countries started to open up after the outbreak of the euro area sovereign crisis in 2010. Until the summer of 2007 euro area banks had been able to raise equity at an expected rate of return of approximately 7%. Between the beginning of the US subprime crisis and the collapse of Lehman Brothers, their cost of equity rose to almost 10%. It continued to increase until the second half of 2012, when it reached a level well above 10%. Eventually, the introduction of the three-year LTROs and the OMT announcement began to moderate risk aversion in financial markets. At the same time, risk-free rates decreased and banks undertook a steady process of deleveraging that resulted in a reduction of their market risk. As a result, even though the equity premium has remained a few percentage points higher than before the crisis, lower risk-free rates and lower balance sheet risks have brought the cost of bank equity back down to levels close to those prevailing before the crisis (see Box 1 for details of the cost of equity estimation). However, the gap between banks’ equity funding costs in vulnerable and less vulnerable countries has not closed and has reached spreads of approximately 2 percentage points.
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    Overall, Eurosystem support played a major role during the crisis in mitigating distortions related to dysfunctional funding markets by providing abundant liquidity at low interest rates and minimising the pro-cyclical contraction in lending to the non-financial private sector. Chart 14 provides a simple illustration of the direct impact of Eurosystem liquidity on banks’ funding costs. Against the background of the ECB’s forward guidance and fixed rate full allotment policy, banks were able to use liquidity provided by the central bank for refinancing in place of wholesale market debt in a context of adverse market conditions. This effect can be illustrated by assuming that in the absence of Eurosystem liquidity banks would have issued debt securities at the cost implied by the secondary market, leading to a higher weighted average cost of debt funding. This measure shows considerable dispersion across banks and particularly high cost relief for banks located in vulnerable countries. For banks in less vulnerable countries, the cost relief provided by Eurosystem liquidity was smaller, even though it increased for a minority of banks following the collapse of Lehman Brothers, and then more modestly at the peak of the sovereign debt crisis. This indicator is likely to underestimate the actual impact of Eurosystem liquidity, since it abstracts from the relief from quantitative constraints and from the positive effect of the operations on the price of other funding sources due to improved market sentiment. On the other hand, it could also be the case that relatively profitable opportunities emerged, given the access to liquidity at a very low cost, which would mean that if the liquidity had not been available, banks would have simply forgone those opportunities and not issued debt.
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    All three main transmission channels of the APP and the TLTROs – the direct pass-through, portfolio rebalancing and signalling channels – have an impact on bank funding costs and, ultimately, output and inflation.37 There are a number of ways to estimate the direct and indirect impact of the APP and the TLTROs on banks’ funding conditions, one of which is using controlled event studies. Such studies suggest that the combined effects of the non-standard monetary policy measures implemented since June 2014 have significantly lowered yields in a broad set of financial market segments, with the effects generally increasing with maturity and riskiness (see Chart 15).38
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    4 Conclusions


    Changes in the composition and cost of bank funding and capital have important implications for credit provision and, consequently, for output and inflation. Banks’ funding costs are affected by monetary policy, but the transmission of monetary policy depends on many factors, including the strength of banks’ balance sheets and the macroeconomic environment.


    Over the crisis, funding conditions fluctuated greatly, owing to changes in the economic environment, financial and sovereign market tensions and the monetary policy response to these developments. Bank funding structures changed considerably, in part reflecting the need to increase the weight of capital in the overall funding mix and reduce the overreliance on wholesale funding that was observed in the run-up to the crisis. The ECB’s standard and non-standard monetary policy measures provided considerable support to the economy over the different phases of the crisis. The Governing Council decreased the interest rate on refinancing operations and increased the quantity and maturity of liquidity provided to banks, which helped prevent disorderly deleveraging and mitigate the stress in funding markets. Steps towards a banking union and a more comprehensive regulatory environment have also encouraged a move towards a more sustainable and resilient funding structure. More recently, as the banking system has stabilised, policies have been introduced to address below-target inflation. The credit easing package introduced in the middle of 2014 and the APP provide additional liquidity and reduce funding costs, supporting banks’ intermediation capacity and, ultimately, output and inflation.


    While monetary policy measures have helped to reduce the heterogeneity in euro area funding conditions (particularly for deposits and bonds, leading to improved policy transmission), there remain differences across countries, as seen in the cost of equity. The differences in the cost of equity across countries reflect remaining differences in perceived risk, as well as underlying differences in strength of banks’ balance sheets and expected profitability. Many of the problems for banks are related to structural issues that are outside the realm of monetary policy and require action from the private sector or governments to ensure a sustained recovery.


    Current monetary policy measures and a changing regulatory environment will continue to affect the composition and cost of bank funding. Steps towards banking union and important regulatory initiatives at the global and European level will strengthen banks, which will have a considerable impact on their funding structure. While the adjustment to this new environment may carry costs in the short term, the reduction in the risk of further systemic crises will lead to a more stable banking system and robust transmission mechanism.
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    Box 1


    What is driving Brazil’s economic downturn?


    Following rapid economic growth in the years preceding the recent global financial crisis, Brazil was in a strong position to weather the Great Recession. Both the commodity price cycle and abundant capital inflows played a role in this improved economic performance. The improvement was also the result of the profound changes in macroeconomic policy management introduced a decade previously, with the end of fiscal dominance and hyperinflation in 1994. However, Brazil’s economic situation has deteriorated significantly in recent years. The economy entered into recession in 2014 and the situation worsened in 2015, with real GDP likely to have declined by 3%, while inflation has remained close to 10%. This box outlines the main factors underlying the economic slump in Brazil.


    The downturn of the non-energy commodity price cycle revealed the underlying structural weaknesses in the Brazilian economy. In the first decade of the century, Brazil benefitted from strong demand – particularly from China – for some of its key export commodities (e.g. iron ore, soybeans and raw sugar). Supported by positive terms of trade effects, Brazil’s annual GDP growth rate averaged 3.1% over this period. Since the fall in commodity prices in 2011 (see Chart A), these terms of trade effects have reversed. As a result, GDP growth has been consistently lower than predicted, while structural weaknesses underlying the economy have resurfaced. These weaknesses include a burdensome tax system, a sizeable informal sector, poor infrastructure, limited competition, the high costs of starting a business and high tariff rates.
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    Moreover, imbalances rose amid expansionary policies and strong capital inflows. Around the turn of the decade, Brazil continued to receive strong capital inflows, which amounted annually to around 9% of GDP. While these inflows kept sovereign and corporate spreads low, they fuelled a strong appreciation of the Brazilian real that hurt price competitiveness. Many companies, including large oil companies such as state-owned Petrobras, took advantage of the loose financing conditions to borrow on international markets to finance long-term investments. At the same time, monetary and fiscal policy was expansionary. The official interest rate was cut to a historic low of 7.25% in October 2012 (see Chart B), while subsidised public sector lending, coupled with a rise in tax exemptions to revive business confidence, sharply increased fiscal deficits. Given the lack of structural reforms, however, these measures led to only a moderate and temporary pick-up in GDP growth in 2012-13, while also contributing to rising inflation and a widening of the current account deficit (see Chart C).
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    The shift in global financial market sentiment amid the US Federal Reserve’s announcement that it would wind down asset purchases (the “taper tantrum”) in May 2013 had a significant impact on the Brazilian economy. Global market sentiment suddenly turned against vulnerable emerging market economies with high external and fiscal imbalances, such as Brazil. Despite indications of an impending recession, monetary and fiscal policies were tightened in an attempt to restore macroeconomic credibility. In order to limit capital outflows and support the exchange rate, the Banco Central do Brasil raised its official interest rate to 14.25% in July 2015. On the fiscal front, limits on subsidised lending programs were cut and price subsidies were reduced. At the same time, however, the deterioration in global financial market conditions and the rise in interest rates entailed a surge in interest payments on public borrowing (to around 9% of GDP), which, in turn, raised gross public debt to historical highs (63% of GDP). As the country was unable to generate the fiscal surplus needed to stabilise debt with a sufficiently credible fiscal plan, two rating agencies downgraded Brazil from its investment grade rating for the first time in seven years. Notwithstanding the contraction of Brazilian GDP, inflation surged to over 10% in the last two months of 2015, owing to an adjustment of regulated prices and the sharp depreciation of the currency.


    Model estimates suggest that the recent downturn in Brazil is, to a large extent, driven by a combination of domestic factors and lower commodity prices. According to the historical decomposition from a structural Bayesian VAR model1 (see Chart D), the most significant factors in explaining the decline in Brazilian GDP since mid-2014 have been adverse commodity price developments and shocks to domestic factors, including domestic demand, monetary policy and financing costs. External shocks (defined as global uncertainty shocks and shocks to global financing conditions and foreign demand), on the other hand, have been less significant as a cause of the recent slowdown. In particular, the prices of iron ore and raw sugar – which account for 13% and 5% respectively of total exports – have been falling since 2011, while the price of oil – which accounts for 7% of total exports – has fallen since 2014. As Brazil is still a net oil importer, the main channel through which lower oil prices affect GDP is likely to be investment, rather than purely the terms of trade, as is the case for net oil exporting countries. Total investment has declined by 6% on average since early 2014, partly due to developments at Petrobras, the public oil producer, which accounts for 10% of total Brazilian investment and almost 2% of GDP. The company had to cut investment by 33% in both 2014 and 2015 to adjust to lower oil prices and also in response to a widespread corruption case, triggering confidence effects throughout the economy. The direct and indirect effects of the decline in investment by Petrobras have been estimated by Brazil’s Ministry of Finance to have subtracted around 2 percentage points from GDP growth in 2015.
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    Looking ahead, the risks facing Brazil remain on the downside amid uncertainties on fiscal policy and political difficulties which might further reduce confidence.

    


    
      
        1 The model used is a structural Bayesian vector autoregression using quarterly seasonally adjusted GDP data. The model is estimated from the first quarter of 2000 to the second quarter of 2015 and the variables included relate to external conditions, commodity prices, and domestic conditions. In particular, the VIX, three-month treasury bills, foreign demand (trade-weighted imports), the oil price, non-energy commodity prices, the EMBIG – Brazil, real GDP growth and the SELIC target rate are included. Structural shock identification is done by imposing sign restrictions on impulse response functions.
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    Box 2


    A closer look at differences between industrial gross value added and industrial production


    Industrial gross value added and industrial production are both very informative indicators of developments in industrial activity. Although conceptually similar, there are a number of differences between the two.1 Looking at the data available for the latest two quarters, the weakness in euro area industrial production excluding construction in the second quarter of 2015 was not matched by weakness in the corresponding value added (quarterly growth rates were -0.1% versus 0.4%). In the third quarter of 2015, however, industrial production growth provided a more positive picture (growth of 0.2% versus 0.0% for value added). Against this background, this box takes a closer look at the differences between these two indicators for the euro area and explains the methodological differences that give rise to them. Industrial production is a short-term statistic that aims to estimate value added on a monthly basis in order to provide a timely measure of industrial activity. In practice, however, it is difficult to collect value added data on a monthly basis, which means that the monthly change in industrial production is typically derived from other sources, including deflated turnover, physical production data, labour input and intermediate consumption of raw materials and energy. Gross value added2, on the other hand, is a quarterly national accounts indicator and is measured by subtracting intermediate consumption from output. Industrial production therefore only partly describes the development of industrial value added in terms of volume over a longer period, as the link between industrial production and value added may be affected by changes in input ratios and structures of production.


    Movements in euro area industrial value added and production (excluding construction) differ in terms of absolute levels and quarterly growth rates. Chart A plots both indicators of euro area industrial activity in level terms. It shows that for euro area industry excluding construction, the level of value added has, for the most part, been higher than that of industrial production since 2000. This notwithstanding, both indicators tend to show similar cyclical movements in terms of quarter-on-quarter growth (see Chart B), but there have been marked differences of up to 2 percentage points, positive or negative, in some quarters since 2000. The difference between the two growth rates has been 0.1 percentage point on average since 2000. Looking at growth differences in absolute terms, the average as well as standard deviation has been 0.4 percentage point since 2000. This outcome implies that the differences in growth rates seen in the second and third quarter of 2015 were in a range one could expect.
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    Differences in the movements of the two indicators also occur at the euro area country level, but to a varying degree. Among the four largest euro area countries, the difference between the quarter-on-quarter growth in industrial value added and industrial production (excluding construction) since 2000 has been greatest for Spain (0.4 percentage point), France (0.3) and Italy (0.2), but small for Germany (0.03). For five euro area countries this difference in growth over the same period has been negative, most markedly for Ireland and Luxembourg (both -0.6 percentage point). It should be borne in mind, however, that these results are also dependent on the period under investigation. For example, for Germany – where more historical data are available – the slight positive bias in growth rates for the period from 2000 turns slightly negative if the observation period starts in 1991.


    In addition to conceptual factors, a number of other factors contribute to the differences between the two indicators,3 such as seasonal adjustment on an infra-annual basis, as value added is adjusted at a quarterly frequency and industrial production at a monthly frequency. In order to quantify this factor, industrial production data were seasonally adjusted across euro area countries at a quarterly frequency. The outcome, which depends on the parameters applied for the seasonal filters, shows that quarterly growth rates can differ substantially depending on whether the seasonal adjustment is monthly or quarterly (see Chart C). Using data that are seasonally adjusted on a quarterly rather than a monthly basis, the average absolute difference between the growth rates of euro area industrial production is shown to have been 0.5 percentage point since 2000. On average, however, the impact of the other factors remains sizeable.
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    Prices are treated differently in the two indicators. Gross value added is compiled using basic prices and does not include taxes (less subsidies) on products, whereas industrial production is at factor cost. The difference between value added at basic prices and at factor cost is other taxes (less subsidies) on production, figures for which are not available in volume terms at a quarterly frequency. In addition, whereas gross value added volumes are calculated using annual chain-linking, only a few countries so far apply this for industrial production.


    Different economic activities are included in the two indicators. Value added includes water supply, sewerage, waste management and remediation activities (Section E4 ), whereas industrial production does not. The share of this activity in industrial value added excluding construction since 2000 has varied between 4.2% in 2007 and 5.0% in 2009. Chain-linked volume value added series for this sector are only published at an annual frequency and are rather acyclical. Calculations breaking down these annual data into quarterly data indicate that the quarter-on-quarter difference in the growth rate of industrial value added and production remains, on average, at a similar magnitude. Nevertheless, for specific quarters, the impact of Section E is found to be sizeable, i.e. up to 2.2 percentage points during the Great Recession and up to 0.8 percentage point during “normal” times.


    A further source of difference between the two indicators is that industrial production typically covers firms above a certain threshold (in terms of turnover or number of employees), with thresholds varying across countries. National accounts attempt to provide a more complete picture by using data from a variety of alternative sources.


    All in all, despite the close link between value added and industrial production, the differences between the two indicators reflect all of the above-mentioned factors to some degree, although their relative importance is difficult to assess. From an economic perspective, it is useful to monitor both indicators to assess the economic status of industrial activity. Further harmonisation between national accounts and short-term statistics, as well as between national practices for seasonal adjustment, would help to reduce these differences.

    


    
      
        1 For a more detailed description of these differences, see Lucke, D. and Weiß, J.-P., “International comparison of industrial development in the European context – the problems”, Economic Bulletin, Vol. 39, Issue 7, German Institute for Economic Research, 2002, pp. 215-220, and “Overview of Industrial Statistics at the OECD”, available at http://www.oecd.org/sti/ind/overviewofindustrialstatisticsattheoecd.htm.

      


      
        2 Gross value added is one of the main indicators in national accounts and, together with taxes less subsidies on products, it comprises gross domestic product (GDP), which on the income side is equal to the sum of compensation of employees, taxes on production and imports less subsidies, and gross operating surplus.

      


      
        3 See the box entitled “Differences between industrial production and value added data in industry in the first quarter of 2004”, Monthly Bulletin, ECB, August 2004. It examined the difference between industrial production and value added in the first quarter of 2004 (industrial production growth was 0.2 percentage point compared with value added growth of 0.9 percentage point; according to the revised data as of the time of writing, these figures are 0.2 percentage point and 0.8 percentage point respectively). The difference was attributed to seasonal adjustment and geographical coverage. Geographical coverage has improved considerably since 2004. Where country data is missing, estimates are used for the euro area aggregate.

      


      
        4 These activities form Section E of the Statistical Classification of Economic Activities in the European Community (NACE Rev. 2).
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    Box 3


    Eurosystem publishes more detailed criteria for accepting rating agencies


    The Eurosystem has published more detailed criteria that rating agencies must meet to be part of its framework for mitigating financial risk in monetary policy operations. The Eurosystem credit assessment framework or ECAF defines the minimum credit quality requirements that ensure the Eurosystem accepts only assets with high credit standards as collateral. The Eurosystem has a legal obligation to lend money only against adequate collateral.1 The ECAF also forms the basis of minimum credit quality requirements in the context of outright purchases.


    Rating agencies are one source of information in the framework.2 When rating agencies are accepted under the framework as “external credit assessment institutions” or ECAIs, their ratings are used mainly to assess the credit quality of marketable assets (traded debt instruments, in particular bonds). Rating agencies can also be accepted under the framework as providers of rating tools. In addition, the Eurosystem uses information from in-house credit assessment systems and counterparties’ internal ratings-based systems. The last three types of credit assessment system are used mainly to assess non-marketable collateral such as credit claims. To ensure that the information provided by all four sources is consistent, accurate and comparable, the Eurosystem has established acceptance criteria for each credit assessment source as well as a harmonised rating scale, against which it regularly monitors the performance of all accepted systems. These procedures aim to protect the Eurosystem against financial risks as well as to ensure a level playing field among the credit rating providers.


    In December 2015 the Governing Council decided to publish further details on the criteria for accepting a rating agency into the ECAF.3 The published criteria refer to the acceptance of rating agencies as external credit assessment institutions. An agency must, at the time of its application, be providing minimum coverage of assets eligible for use in monetary policy operations in terms of rated assets4, rated issuers and the volume of assets rated. The rating agency’s coverage must be diversified across the eligible asset classes and across euro area countries. For example, it must rate at least three of the four eligible non-public sector asset classes (covered bonds, uncovered bonds, corporate bonds and asset-backed securities) in two-thirds of the countries. In each asset class it must provide ratings for at least 10% of the eligible assets, 10% of the issuers and 20% of the nominal volume. Moreover, in the three years prior to its application the rating agency must have complied with these criteria at a level of at least 80%.


    The requirements are designed to ensure that rating agencies have broad credit risk expertise and a track record over time. For efficiency reasons and in order to ensure that only rating agencies with established and broad credit risk expertise are accepted, the requirements take into account market acceptance of rating agencies’ ratings, the credit risk interlinkages5 among the eligible asset classes, and the geographical concentration of eligible collateral in the euro area. At the same time, the thresholds are not so restrictive as to preclude the acceptance of new rating agencies: a rating agency assessing around 100 issuers, for example, may comply with the requirements, depending on the geographical and asset-class focus of its business.6 Furthermore, the set of coverage criteria as a whole is designed to ensure that the Eurosystem has information to ascertain whether a rating agency has an adequate performance track record and to map its ratings to the harmonised rating scale. In addition, the 80% historical coverage requirement over the three years preceding an application allows new rating agencies to benefit from a gradual increase in their European coverage in order to apply to be accepted into the ECAF once they can demonstrate well-established broad credit risk expertise and proven market acceptance.


    In the acceptance procedure, the Eurosystem investigates all additional information relevant for risk protection and the efficient implementation of the ECAF.7 Compliance with the minimum coverage criteria serves only as a prerequisite for the initiation of an acceptance procedure. In view of the importance of the credit quality information for asset eligibility and valuation haircuts, the Eurosystem forms its decision on whether to accept a rating agency on the basis of a comprehensive due diligence assessment. Rating agencies must meet a number of information, regulatory and operational requirements. To be part of the framework they must, for example, be supervised by the European Securities and Markets Authority (ESMA). Furthermore, information on their credit ratings needed to monitor rating quality must be available to the Eurosystem. For efficiency purposes and in view of the resource-intensive due diligence process for each individual rating agency, the Eurosystem requires the minimum coverage criteria to be met before it considers accepting a new rating agency.


    In addition, the Eurosystem is reinforcing its due diligence to avoid mechanistic reliance on external ratings. It is carrying out additional work to better understand the ratings, rating processes and methodologies of the rating agencies accepted in the ECAF. This is in line with various initiatives by international authorities aimed at reducing over-reliance on external ratings in legal, regulatory and other public frameworks.8 In parallel, the Eurosystem has enhanced its internal credit assessment capabilities, for example by increasing the number of in-house credit assessment systems for non-financial corporations9 and by establishing a due diligence process in the context of the asset-backed securities and covered bond purchase programmes.

    


    
      
        1 See Article 18.1 of the Statute of the European System of Central Banks and of the European Central Bank.

      


      
        2 See, for example, the Box entitled “Eurosystem credit assessment framework for monetary policy operations”, Monthly Bulletin, ECB, April 2014; The financial risk management of the Eurosystem’s monetary policy operations, ECB, July 2015; or the information provided on the ECB’s website at http://www.ecb.europa.eu/mopo/assets/risk/ecaf/html/index.en.html

      


      
        3 See Decisions taken by the Governing Council of the ECB (in addition to decisions setting interest rates), 22 January 2016, on the ECB’s website. The detailed requirements are available on the ECB’s website at https://www.ecb.europa.eu/paym/coll/risk/ecaf/html/index.en.html

      


      
        4 Assets must be rated in accordance with the ECAF priority rules defined in Article 84 of the Guideline of the ECB of 19 December 2014 on the implementation of the Eurosystem monetary policy framework (ECB/2014/60).

      


      
        5 For example, rating structured finance products requires a sound credit risk assessment of the counterparties involved.

      


      
        6 One credit rating agency with a market share of around 1% (according to calculations of the European Securities and Markets Authority) currently complies with the ECAF coverage criteria.

      


      
        7 For the general acceptance criteria for external credit assessment institutions, which have been public since the introduction of the ECAF, see Article 120 of the Guideline ECB/2014/60.

      


      
        8 See, for example, the roadmap for reducing reliance on credit rating agencies’ ratings, as published by the G20’s Financial Stability Board, at http://www.financialstabilityboard.org/wp-content/uploads/r_101027.pdf?page_moved=1

      


      
        9 See, for example, Thematic Review on FSB Principles for Reducing Reliance on CRA Ratings, Financial Stability Board, May 2014, at http://www.fsb.org/2014/05/r_140512/
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    Box 1


    
      
        	
          Estimation of the cost of equity

        
      

    


    This box outlines the approach used to estimate the cost of equity (COE) of euro area banks. Estimates are based on an application of the capital asset pricing model (CAPM). This approach can be applied to a portfolio of the largest listed euro area banks.


    The COE is the rate of return that shareholders expect to earn (in equilibrium) on a stake in the equity of a bank or a portfolio of banks. The value of an investment should amount to the expected sum of all its future cash flows, discounted at a rate that compensates for the investment risk: this discount rate is defined as the COE of that investment.1 As the COE is unobservable, it must be inferred from prices and expected cash flows using a theoretical model.


    There are two methods of estimating banks’ COE: a direct and an indirect one.2 Direct estimates invert the discounted cash flow formula to compute the COE, given the market price of equity and the (survey-based) market expectations of banks’ future cash flows. As the market price must (in equilibrium) coincide with the discounted sum of all expected future cash flows, the valuation formula can be solved for the discount rate that prices the banks’ equity. This is also called the implied equity premium approach. Indirect estimates, on the other hand, first infer an implied COE for the whole stock market and then project it onto banks’ COE with an economic model. As with direct estimates, the first step is calculated using the implied equity premium approach, while the CAPM operationalises the second stage. The difference between the expected return on the stock market and the risk-free rate is known as the market equity premium, a measure of the market price of risk that is used to price all assets under the CAPM.


    The methodology used in this box relies on the indirect method and is based on two elements: an estimate of the market equity premium and its projection onto banks’ COE obtained using the CAPM. The CAPM is a general equilibrium model that imposes tight restrictions on the cross section of expected returns. It predicts that the expected excess return on asset over the risk-free rate (E[Ri ] – Rrf) is linear in βi for any i:


    (E[Ri ] – Rrf) = βi (E[Rm ] – Rrf)


    where (E[Rm ] – Rrf) is the equity premium (market price of risk) and βi = [cov(Ri,Rm)/var(Rm )] measures the contribution of asset i to the risk of the market portfolio (quantity of risk). Given the market price of risk, the quantity of risk βi is sufficient to price asset i.


    The reference market portfolio here is the euro area stock market. This is approximated by the Euro STOXX portfolio, a broad yet liquid subset of the STOXX Europe 600 portfolio. Returns on the portfolio of 33 Euro STOXX banks are aggregated using daily market capitalisation as weights. These banks account for roughly 85% of the total assets and total market capitalisation of all listed euro area banks.3


    The quantity of risk carried by bank shares (i.e. banks’ beta) is estimated using standard linear regression techniques.4 Returns of each portfolio are regressed on the returns of the market index. The reference market index for all securities is the Euro STOXX index because the euro area is a well-integrated financial market with low cross-border transaction costs and a single currency. In order to document the development of the industry’s COE over time, the analysis concentrates on spot estimates of beta, obtained with rolling regressions of daily data over short windows (one year).5 Euro area banks’ beta was fairly stable (between 1.0 and 1.2) until the first half of 2007. Following the outbreak of the financial crisis, it increased constantly until it reached 1.7 in the second half of 2012. After this peak, there was a sharp decline, back to pre-crisis levels.


    The equity premium is estimated using the market price of equity and analysts’ expectations of future dividends. Implied premia are forward-looking measures, calculated using a variant of the discounted cash flow model (DCFM). Assuming a constant dividend pay-out ratio, which implies an equal growth rate of earnings and dividends, the DCFM reduces to the dividend discount model (DDM). In its simplest form, the DDM posits that the value of equity is determined by the flow of dividends that it yields to investors, discounted at a rate that accounts for a term premium and an equity risk premium.6 The basic, constant growth DDM can be represented as follows:


    Pt = Et ∑ k=0


    where Dt+k is the level of dividends in period t + k and pt+k is the discount rate from t to t + k, defined as the sum of the risk-free rate and the equity premium:


    Pt+k = 1 + R + EPt


    Assuming that dividends grow at a constant rate g , the two equations imply that


    EPt = (1 + g) – (Rrf – g)


    The equity premium is estimated using a variation of the DDM known as the H-model. 7 Dividends are expected to grow at an abnormal rate for ga (an average of) H years and gradually decelerate/accelerate to a normal growth rate gss in the long run. The expected growth rate is assumed to decline linearly from an initial rate ga to the long-term (constant) rate gss:


    EPt = (1 + ga) + H * (ga – gss) – (Rrf – gss)


    The long-term expected growth rate gss, is obtained from the forecast survey of Consensus Economics, as the long-term real GDP growth forecast (beyond five years ahead). Long-term real interest rates are yields to maturity on ten-year inflation-linked sovereign bonds. Dividend yields Dt / Pt and abnormal growth rate forecasts ga are obtained from the Institutional Brokers Estimate System (I/B/E/S) database. This database measures a weighted (by market capitalisation) average of the median forecast of the annual growth rate of earnings for individual firms included in the Euro STOXX index over a five-year period.

    


    
      
        1 More generally, the COE can be defined for a single project or a portfolio – a firm (portfolio of projects), a sector (portfolio of firms) or the whole stock market (portfolio of all firms).

      


      
        2 This box does not explicitly consider surveys in which financial sector participants only report their estimated COE and/or historical averages of realised excess returns as a proxy for the COE. The former are excluded as they are crude numbers which do not lend themselves to economic interpretation, and the latter are excluded as they are generated by a naive model.

      


      
        3 For reasons of data quality and availability, the countries defined in this article as vulnerable and less vulnerable are represented in this box by the following countries: Spain and Italy for vulnerable countries and Belgium, Germany, France and Austria for less vulnerable countries.

      


      
        4 As in Fama, E.F. and MacBeth, J.D., “Risk, Return, and Equilibrium: Empirical Tests”, Journal of Political Economy, Vol. 81, No 3, 1973, pp. 607-636.

      


      
        5 For the sake of robustness, the estimates are compared with those obtained from five-year rolling windows of monthly data. The difference is not statistically significant, except for the recent period. The departure of the two measures from one another in the last period is a sign of the ongoing deleveraging of European banks.

      


      
        6 See Gordon, M. J., “Dividends, Earnings, and Stock Prices”, Review of Economics and Statistics, Vol. 41, No 2, 1959, pp. 99-105.

      


      
        7 As in Fuller, R.J. and Hsia, C.-C., “A Simplified Common Stock Valuation Model”, Financial Analysts Journal, Vol. 40, No 5, 1984, pp. 49-56.
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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
201404 1060 1.9 16 03 07 06 06 42 02 58 02 24
2015Q1 1045 29 26 06 15 07 07 43 02 85 02 25
Q2 1049 21 16 03 07 07 08 44 01 65 04 32
Q3 1040 26 26 05 41 06 06 41 02 83 02
2015 June 1049 21 17 03 06 07 -08 14 01 68 E : -
July’ 1047 21 20 03 07 07 -08 43 01 65 g : -
Aug 1038 27 27 05 41 06 07 42 02 82 g : -
Sep. 1035 32 30 06 46 06 -04 06 02 100 g : -
Oct. 1031 32 28 07 49 06 01 02 02 98 g : -
Nov. 1029 32 25 07 20 06 -02 03 02 94 - . =
‘Sources: Eurostat, ECB calculations, and ECB calculations based on MSCI data and national sources (col. 13).
1) Experimental data based on non-harmonised sources (see hifp:/Ww.ecb.europa.eu/stats/mimuexperiment.en.htmi for further details).
4.3 Commodity prices and GDP deflators
(annual percentage changes, unless otherwise indicated)
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
2013 1037 13 10 11 12 05 03 13 817 90 134 69
2014 1046 09 05 05 09 05 07 47 745 88 -16 87
2015 483 41 52 56
2015Q1 1053 10 00 01 05 05 01 25 490 04 87 07
Q2 1057 13 04 04 08 08 09 12 574 05 21 26
Q3 1060 13 04 03 06 06 00 22 461 65 65 106
Q 407 92 39 148
2015 July s oo . = - - : 517 36 111 71
Aug 5 oo . . - - a 430 81 44 121
Sep. 5 oo . . - - a 433 79 39 126
Oct. s : . - - a 439 83 38 133
Nov. 5 oo . . - - a 428 80 61 147
Dec. = e o = = - - = 357 112 19 165

‘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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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 18187 114 52 14631 101 8555 236 9754 112 8433 115 16
2013 159.334 46 19231 120 59 15638 108 3594 243 10309 119 892 121 15
2014 160.307 46 18633 116 61 15221 104 3413 237 9931 115 8702 118 17
201404 160.956 46 18428 115 61 15115 103 3313 232 9799 113 8628 116 18
2015Q1 160.089 47 17962 112 59 14733 101 3230 227 9524 110 8439 114 17
Q2 160.461 46 17717 110 57 14524 99 3198 226 9417 109 8300 112 17
a3 160.554 44 17263 108 53 14121 96 3143 224 9170 106 8093 109 16
2015 June = - 17667 110 - 14473 99 3194 226 9386 109 8281 112 -
July’ = - 17370 108 - 14250 97 3120 223 923 107 8138 110 -
Aug = - 17290 108 - 14136 96 3154 225 9173 106 8116 110 -
Sep. = - 17130 107 - 13976 95 3154 224 9104 105 8026 108 -
Oct. = - 17054 106 - 13870 95 3184 226 9109 105 7945 107 -
Nov. = - 16924 105 - 13757 94 3167 225 9041 104 7883 106 -

‘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

Industial production Con-| ECB indicator Retail sales New
struction|  on industrial passenger
Total Main Industrial Groupings produc-|  new orders| Totall _Food,|Nonfood] Fuel| car regis-
(excluding construction) tion beverages, trations
tobacco|
Wanu-| _inter-| Capital] Consumer| Energy|
facturing| mediate| goods|  goods
goods

1 2 3 4 5 6 7 8 o 10 1l 12 13
% of total 100.0 80 336 292 225 147 1000 100.0 100.0 393 515 91 100.0

in2010

‘annual percentage changes
2013 07 07 10 06 04 08 23 01 08 09 06 09 44
2014 08 17 12 18 26 55 17 33 12 03 22 00 38
2015 89
2015Q1 16 1101 11 24 46 16 11 23 11 34 23 90
Q2 13 17 09 27 09 1 06 55 25 13 35 27 69
Q3 17 20 08 25 26 01 05 21 31 22 38 32 94
Q 104
2015 July 18 16 00 18 30 38 03 32 35 23 42 32 99
Aug 21 28 11 40 31 23 14 33 26 27 27 43 83
Sep. 14 18 13 19 18 18 01 01 32 16 47 22 98
Oct. 20 22 14 34 i1 10 08 06 24 14 33 18 58
Nov. 11 16 21 12 12 28 21 14 08 18 18 109
Dec. 15.1
‘month-on-month percentage changes (s.a.)

2015 duly 08 08 04 17 12 20 04 46 06 05 06 19
Aug 05 01 04 09 02 37 05 47 01 06 -02 05
Sep. 02 03 01 02 16 15 07 19 01 06 00 08
Oct. 08 06 00 13 09 16 06 16 02 05 00 10
Nov. 07 04 07 19 01 43 08 03 01 04 25
Dec. 80

Sources: Eurostat, ECB calculations, ECB experimental statistics (col. 8) and European Automobile Manufacturers Association (col. 13)
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Chart C

The effects of seasonal adjustment on data measuring

growth in euro area industrial production (excluding

construction)

(quarter-on-quarter growth rates; percentage points)

W seasonal adjustment at quarterly frequency
(lefthand scale)

1 seasonal adjustment at monthly frequency
(left-hand scale)

W difference between seasonal adjustment at quarterly and monthly frequency
(ight-hand scale)
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Sources: Eurostat and ECB calculations.
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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
2013 172 14 11 13 14 - - - - - - 12 21
2014 177 04 08 02 12 - - - - - . 02 19
2015 1178 00 08 08 12 - - - - - - 01 09
2015Q1 1168 03 07 14 1103 02 06 01 42 03 05 12
Q2 1184 02 08 05 1105 03 07 02 24 04 01 09
a3 1178 01 09 08 12 00 01 05 02 25 04 00 08
Q4 1180 02 10 06 12 01 02 08 01 30 02 01 06
2015 July 177 02 10 05 1200 00 06 04 07 02 01 09
Aug 1177 01 09 07 12 01 04 12 00 22 01 00 09
Sep. 1180 01 09 -1 12 01 00 06 00 47 00 02 07
Oct. 1182 01 11 08 13 01 00 04 01 05 01 00 06
Nov. 1180 01 09 06 12 00 01 02 00 00 00 01 06
Dec. 1180 02 09 05 11 03 00 09 00 18 00 02 06
Goods Services
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 18 191 20 21 2 2] 24] 2
% of total 19.7 12.2 75 369 263 106 107 64 73 31 148 75
in2015
2013 27 22 35 06 06 06 17 15 24 42 22 07
2014 05 12 08 05 01 19 17 14 17 28 14 13
2015 10 06 16 18 03 68 12 12 13 08 15 12
2015Q1 03 05 01 23 01 77 13 13 14 19 13 12
Q2 11 07 18 13 02 53 12 12 12 09 14 12
a3 12 06 21 18 04 72 12 11 14 04 16 10
Q4 14 07 26 7 05 72 12 10 11 01 15 12
2015 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 11 14 01 15 11
Oct. 16 06 32 21 06 85 12 14 14 01 18 12
Nov. 15 07 27 A7 05 73 12 10 12 02 13 12
Dec. 12 07 20 43 05 58 12 10 07 01 15 12

Sources: Eurostat and ECB calculations.
1) Data refer to the changing composition of the euro area.
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Chart 2
Global industrial production growth

(year-on-year percentage changes)

M China M Russia
W Brazl M OECD countries

2008 2000 2010 2011 2012 2013 2014 2015

‘Sources: OECD and national sources.
Note: The latest observation refers to December 2015 for China, to November 2015 for
Brazil and Russia, and to October 2015 for OECD countris.
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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
2014Q3 26 01
Q4 26 01
2015Q1 25 01
Q2 24 01
‘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 461 456 122 129 153 04 497 452 104 54 30 226 45
2013 466 461 125 129 155 05 496 455 104 54 28 230 41
2014 468 463 125 131 155 05 494 454 103 53 27 231 39
2014Q3 466 462 125 131 155 05 492 453 103 53 27 230 39
Q4 467 462 124 131 155 05 493 453 103 53 26 231 39
2015Q1 466 461 125 131 155 05 491 452 103 53 25 231 39
Q2 465 461 125 131 154 05 489 451 102 53 25 231 38
‘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 86.0 29 155 675 429 244 431 122 738 204 300 356 842 18
2012 893 30 174 689 455 262 438 114 780 197 317 379 872 22
2013 911 27 172 712 460 262 451 104 807 194 322 394 891 20
2014 921 27 170 724 453 260 468 101 820 190 321 410 901 20
201403 921 26 168 727
Q4 919 27 170 722
201501 927 27 168 732
Q2 922 27 162 732

‘Sources: ECB for annual data; Eurostat for quarterly data.
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Chart 5
Capital and reserves of euro area MFls other than the
Eurosystem

(percentages of total assets)

W euoarea
¥ vuinerable countries
M less vuinerable countries

12

10

B

4
2005 2007 2009 20m 2013 2015

Source: ECB.

Note: Total assets, capital and reserves were derived via notional stocks in order to
avoid reclassifications, revaluations and changes in the composition of the euro area
impacting on this measure.
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Chart 15
Estimated impact of the TLTROs and APP on bank
bond yields

(basis points)

W euoarea
B minimumimaximum for the four argest euro area countries

0
TLTROs APP

‘Source: ECB calculations.
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Chart 9
M3 and loans to the private sector

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

W3 (annual growth rate)
B M3 (annualised six-month growth rate)

loans to the private sector (annual growth rate)
* loansto the private sector (annualised six-month growth rate)
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Source: ECB.
Note: The latest observation is for November 2015.
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4.4 Price-related opinion surveys
(seasonally adjusted)

European Commission Business and Consumer Surveys
(percentage balances)

Purchasing Managers’ Surveys
(diffusion indices)

Selling price expectations Consumer TnpUt prices Prices charged
(for next three months) price trends
over past]
Manu-|  Retaltrade]  Services|  Construction 12 months Manu-|  Services| Manu-|  Services
facturing| facturing facturing
1 2 3 4 5 6l 7 8 9
1999-13 48 - - 18 341 577 567 - 499
2013 03 17 12 474 299 485 538 494 478
2014 08 14 12 476 144 4956 535 497 482
2015 26 14 27 136 10 489 535 4956 490
2015Q1 55 07 14 170 24 458 525 488 476
Q2 11 33 30 154 08 547 544 504 490
Q3 18 11 24 130 01 495 536 499 499
Q4 20 19 40 89 08 456 536 492 496
2015 July 01 08 21 140 09 544 543 504 495
Aug 20 30 22 130 03 496 531 505 499
Sep. 33 06 29 121 16 446 535 487 504
Oct. 23 21 48 103 23 443 540 486 499
Nov. 07 24 43 kN 04 4556 533 493 496
Dec. 30 1 28 72 03 470 535 4938 494
‘Sources: European Commission (Directorate-General for Economic and Financial Afairs) and Markit
4.5 Labour cost indices
(annual percentage changes, unless otherwise indicated)
Total By component For selected economic actvities Memo item:
(index Indicator of
2012=100) Wages and| _ Employers' social| _Business economy| _ Mainly non-business|  negotiated
salaries! contributions economy wages
i 3 4 5 6 7
% of total 100.0 746 2.4 693 307
in2012
2012 100.0 23 23 24 26 17 22
2013 1014 15 15 11 12 19 18
2014 102.7 13 13 13 13 13 17
2014Q4 108.0 12 11 15 11 13 17
2015Q1 976 19 21 11 20 15 14
Q2 1082 16 20 03 16 14 15
Q3 1016 11 14 01 12 08 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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ChartA
GDP growth and major export commodity prices

(left-hand scale: index 2000=100; right-hand scale: annual percentage changes)

W real GDP growth (right-hand scale)
W soybeans (left-hand scale)

M sugar (lefthand scale)

W iron ore (lefthand scale)

1,600 0
1400 8
1200 6
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‘Sources: World Bank, CBOT — CME Group and IBGE ~ Instituto Brasileiro de
Geografia e Estatistica.
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Chart 10
Composite bank lending rates for NFCs and
households

(percentages per annum)

W non-financial corporations
1 households for house purchase
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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 November 2015.
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Chart 2
Breakdown of MFI deposits at MFIs other than the Eurosystem

(EUR billions; monthly outstanding amounts)

W interbank
Eurosystem
a) Euro area b) Vulnerable countries ) Less vulnerable countries
7500 2500 5500
5000
5 2300 g
2,100 4500
5500 1,900 4000
4500 1,700 3500
1500 3,000
a5 1,300 2500
2500 1,100 2,000
900 1,500
1,500
700 1,000
500 500 500
2005 2007 2009 2011 2013 2015 2005 2007 2009 2011 2013 2015 2005 2007 2009 2011 2013 2015

Source: ECB.
Note: The series for the Eurosystem comprises its lending to euro area credt institutions related to monetary policy operations denominated in euro and other claims on euro area
credit institutions denominated in euro,
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Chart 12
Distribution of five-year bank CDS spreads

(basis points)

W Sep. 2015 (median = 140)
W June 2012 (median = 500)
M Sep. 2008 (median = 112)
a) Vulnerable countries
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Sources: Datastream and ECB.

Note: The chart shows the density approximation of the distribution of five-year CDS spreads obtained from a sample of MFIs in vulnerable and less vulnerable countries.
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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 7.0
2014 1000 851 149 34 152 60 248 27 27 10 130 241 71

annual percentage changes
2012 04 05 00 1 07 44 06 11 04 02 08 00 04
2013 07 06 10 16 13 42 08 03 10 19 03 02 02
2014 06 07 03 06 01 18 07 08 09 10 19 08 07
201404 08 10 02 02 03 14 09 06 05 16 24 08 18
2015Q1 09 11 01 03 03 01 12 05 03 15 27 06 07
Q@ 10 11 02 03 02 09 10 10 04 25 28 06 10
Q11 13 02 o1 04 03 12 15 00 24 30 08 10

Hours worked
‘as a percentage of total hours worked

2012 1000 800 200 44 157 72 258 28 28 10 124 216 63
2013 1000 801 199 44 157 69 258 29 28 10 125 218 63
2014 1000 803 197 44 157 67 258 29 27 10 127 219 63

annual percentage changes
2012 16 16 15 23 22 68 17 07 10 08 03 05 08
2013 44 14 48 14 15 55 16 01 16 31 08 04 14
2014 06 08 04 o1 04 17 06 12 10 07 20 10 00
201404 10 12 01 07 10 A1 08 14 08 16 29 09 12
2015Q1 08 10 01 08 05 03 07 06 06 24 25 06 12
Q@ 11 13 03 1.0 09 12 07 15 04 33 33 06 12
Q3 13 16 02 07 10 04 10 26 02 37 37 09 12

Hours worked per person employed

‘annual percentage changes
2012 12 41 46 12 15 25 11 04 06 10 11 05 12
2013 08 07 08 02 02 14 08 04 06 13 10 05 12
2014 00 o1 01 05 05 01 01 03 00 03 o1 02 06
201404 01 01 04 05 07 04 01 08 03 00 04 01 06
2015Q1 01 00 00 11 02 03 05 02 03 09 02 00 04
Q@ 01 02 01 07 06 03 03 05 00 08 04 01 02
Q3 03 03 04 05 05 07 01 10 02 13 07 01 02

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 5 6 7 8 ol 10 11 12
2011 21 12 02 -02 02 01 04 02 08 39
2012 34 06 03 03 01 05 43 03 27 50
2013 17 02 05 04 01 03 01 04 19 27
2014 10 01 03 02 03 00 00 01 11 26
2014Q3 1.0 0.1 00 01 02 o1 03 03 12 28
Q4 10 01 03 01 03 00 01 02 11 27
2015Q1 09 0.1 03 01 02 00 01 01 09 26
Q2 05 01 03 03 02 02 00 01 05 15
‘Sources: ECB for annual data; Eurostat for quarterly data
1) Intergovermmentallending i the Context of the financial criss is consoldated except in quartrly data on the deficit-deb adjustment
2) Calculated as the diference between the govemment debt-to-GDP rafios at the end of the reference period and a year earlier
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)
Maturiies Maturiies Total] Floating| Zero|  Fixed rate Tssuance|Redemption
ofupto3 ofupto3 rate| coupon|
months months Maturities
ofupto
year|
1 2 3 4 5 6 7 8 ol 10 1 12| 13
2012 163 142 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 15 05 35 27 08 16
2014Q3 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 155 134 46 20 05 65 31 13 03 35 29 06 17
Q2 154 134 49 20 05 66 30 13 02 34 29 05 15
20150uy 153 133 43 20 05 66 29 13 01 34 29 04 16
Aug. 153 134 44 20 05 66 29 12 01 34 29 04 15
Sep. 155 135 44 20 05 66 29 12 01 33 30 04 12
Oct. 159 139 43 20 05 66 29 12 01 33 30 04 14
Nov. 160 140 47 20 05 65 29 12 01 33 30 04 14
Dec. 152 133 44 20 05 66 28 12 01 33 30 04 12

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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Chart D

Historical shock decomposition of annual real GDP
growth

(left-hand scale: median esfimates — deviation from long-un mean; right-hand scale:
‘annual percentage changes)

W extemal (left-hand scale)
i commodites (left-hand scale)
W domestic (left-hand scale)
W actual (right-hand scale)
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‘Sources: IBGE ~ Instituto Brasileiro de Geografia e Estatistica and ECB staff
calculations.

Note: Long-run mean refers to the period from the first quarter of 2000 to the second
quarter of 2015.
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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)

W employment (left-hand scale)
W PMI employment expectations (left-hand scale)
W unemployment rate (right-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 third quarter of 2015 for employment,
December 2015 for the PMI and November 2015 for unemployment.
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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 26 21 40 17 04 12 09 33 08 28
2013 1037 12 44 21 05 09 14 31 28 11 14 20
2014 1049 11 39 16 05 08 11 06 13 23 13 09
201404 1052 13 08 22 09 09 16 1118 24 15 11
2015Q1 1053 09 03 09 16 08 07 01 32 23 11 04
Q@ 1055 07 12 04 11 06 10 07 29 13 11 03
Q3 1056 06 14 03 04 06 11 16 30 14 09 02
Compensation per employee
2012 1036 15 02 19 24 17 14 09 09 19 16
2013 1052 16 38 28 12 09 08 20 02 10 17
2014 1067 14 14 22 17 14 21 14 15 17 11
201404 1073 14 12 21 13 13 27 21 15 17 03
2015Q1 1077 12 09 19 09 10 18 15 30 18 05
Q@ 1079 13 13 19 06 14 24 14 15 12 06
Q3 1081 11 15 14 12 12 17 18 20 11 01
Labour productivity per person employed
2012 1010 04 23 03 A5 00 11 03 00 B a2
2013 1014 04 50 06 07 00 22 41 30 0.1 03
2014 1017 03 26 06 12 06 ] 08 02 05 03
201404 1020 01 04 0.1 05 05 12 10 03 06 09
2015Q1 1023 04 06 10 07 03 11 14 03 04 01
Q 1023 06 01 16 05 07 13 08 14 0.1 04
Q3 1023 05 00 11 08 06 06 03 -10 03 03
Compensation per hour worked
2012 1048 26 22 33 50 29 17 12 14 29 28
2013 1072 23 37 29 26 18 09 26 16 22 29
2014 1086 13 07 17 15 15 17 13 13 13 18
201404 1091 12 1.0 15 09 14 18 22 13 12 10
2015Q1 1094 13 09 17 05 15 10 20 26 20 03
Q@ 1095 11 04 14 01 15 14 16 04 08 04
Q3 1096 08 1.0 08 00 11 07 22 15 06 03
Hourly labour productivity

2012 1023 07 BE] 12 10 12 15 03 10 02 05 00
2013 1035 12 47 09 22 08 26 05 44 09 08 09
2014 1038 03 31 01 11 07 08 09 05 06 05 09
201404 1038 00 09 07 01 06 04 12 04 1.0 05 03
2015Q1 1042 04 05 08 04 08 10 17 42 02 00 03
Q2 1042 04 06 09 08 10 08 08 22 05 01 01
Q3 1040 03 05 05 01 08 04 05 23 10 01 01

‘Sources: Eurostat and ECB calculations.
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Chart 14
Interaction between Eurosystem liquidity and banks’ average cost of debt financing

(percentages per annum)
W total I 10th-90th percentile
W median
Vulnerable countries Less vulnerable countries
6 6
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‘Sources: iBoxx, ECB and ECB calculations.

Note: The shaded area shows the distrbution between the 10th and 90th percentiles. The indicator s calculated by attibuting the cost of debt securites to the share of Eurosystem
liquicity in banks'funding structures. On this basis, a hypothetical weighted average cost of debt funding s obtained and compared with that which was actually observed. The
components of debt funding considered are depasits of the non-financial private sector, debt securities and Eurosystem liquidity.
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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
2013 31 15 22 14 77 03 16 16 15 26 04 26 14
2014 33 24 29 01 74 09 17 18 16 15 27 20 04
2015 01 00 14 00
2015Q1 08 02 04 11 13 05 06 17 01 01 23 12 03
Q2 07 10 05 01 18 04 05 16 00 00 05 14 02
Q3 07 05 04 03 18 03 05 17 o1 00 02 17 01
Q 05 o1 15 02
2015 July E = . = . - 08 17 02 01 03 16 02
Aug E = . = : - 08 17 02 00 02 20 01
Sep. E = . = : - 04 18 00 01 00 16 01
Oct. E = . = : - 08 18 02 01 03 13 01
Nov. E = . = : - 07 18 05 01 03 15 01
Dec. E = . g : = 07 02 16 02
‘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 sl 6| 7 8 9 10/ 11 12
2013 533 548 568 526 515 497 523 527 507 31 01 54
2014 542 573 579 509 511 527 534 541 515 32 36 28
2015 533 558 563 514 504 538 520 539 504
2015Q1 539 569 573 504 515 533 528 543 503 20 14 44
Q2 534 559 572 513 511 539 509 542 493 10 07 12
Q3 531 554 551 519 490 539 503 540 487 26 12 36
Q4 528 550 555 523 499 541 511 533 501
2015 July 534 557 567 515 502 539 509 542 491 02 12 12
Aug 535 557 552 529 488 543 500 546 488 26 00 46
Sep. 524 550 533 512 480 536 501 532 481 26 12 36
Oct. 528 550 554 523 49.9 539 511 533 505 19 21 18
Nov. 533 561 557 523 505 542 516 538 502
Dec. 524 540 553 522 494 543 507 529 4956

‘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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Chart 6
Movements in the balance sheet of MFIs other than the Eurosystem that correspond
to the change in reserve holdings between end-February and end-September 2015

(EUR billions; non-seasonally adjusted)
650

0 |
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> gwull
250 . =
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outstanding borrowing _wholesale  deposit capitaland creditto creditto netextemal  other  outstanding

amountof _ fom  funding (net) funding reserves  private govemment assets ‘amount of
claims  Eurosystem sector claims
onthe onthe

Eurosystem Eurosystem
(February (September
2015) 2015)

Sources: ECB and ECB calculations.
Notes: Increases in net asset positions reduce claims on the Eurosystem; increases in net liabilty positions increase claims on the
Eurosystem. "Wholesale funding (net)" refers to issuance of debt securities net of holdings of MFI debt securiies, and borrowing from
MFIs other than the Eurosystem net of deposits with MFIs other than the Eurosystem.





OEBPS/Images/EAS_2016_Issue_1_EN_modified1.jpg
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
2013 0.09 013 022 034 054 027 015
2014 013 021 031 048 023 013
2015 007 -0.02 005 017 031 009
2015 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. 011 -0.04 004 015 033 008
Oct 012 -0.05 002 013 032 008
Nov. 014 -0.09 -0.02 008 037 008
Dec. 019 013 -0.04 006 053 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
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
2015 045 040 035 002 077 117 166 168 085 022 082 198
2015June 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
Oct. -085 033 031 003 063 096 182 140 032 025 066 169
Nov. 041  -040 040 013 058 098 173 134 041 036 058 177
Dec. 045 -040 035 002 077 117 166 168 035 022 082 198
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
2013 2819 27940 5863 1950 4682 3128 1515 4027 2741 2806 2534 6294 1,6438 135779
2014 3187 31453 6443 2166 5106 3355 1800 4529 3108 2792 3067 6681 19314 154604
2015 3562 34441 7174 2619 6282 2999  189.8 5006 3732 2780 3777 8213 200611 192038
2015June 3640 35218 7432 2655  647.4 3103 1945 5047 3850 2830 3807 8204 2,099.3 204038
Juy 3663 35451 7440 2660 6452 3021 1980 5055 3781 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 2508 3626 8174 19444 179442
Oct 3422 32755 6586 2613 5989 2000 1834 4787 3604 2635 3623 8239 20248 183741
Nov. 3582 34396 7030 2690 6401 2973 1870 5074 3941 2703 3853 8501 20806 1955618
Dec. 3460 32886 6525 2628 6302 2781 1802 4949 3917 2636 3633 8110 20541 192026

Source: EC8.
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Chart 9
Breakdown of non-financial private sector deposits by maturity

(EUR bilions)
u ol other short-term deposits
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Source: ECB.
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Chart 11
Yields on bonds issued by euro area banks

(percentages per annum)

W euoarea
¥ vulnerable countries
M less vulnerable countries
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Sources: iBoxx and ECB.
Note: Bank bond yields are averaged by outstanding amount of securities issued.
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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 2057 75772 23941 1059 26817 23955 10195 1703 260.8 2012
2013 2617 73110 23712 915 25072 23411 11465 150.2 1838 1219
2014 2646 71791 22488 90 23817 24565 13834 2175 1845 1397
2014Q4 2646 71791 22488 920 23817 24565 13834 2175 1845 1307
2015Q1 2832 73123 22588 904 23962 25669 1,505.6 2320 2348 159.1
Q2 2652 71617 22234 865 23306 25212 14588 2346 2246 1437
Q3 2676 70042 22241 835 22645 25021 13618 2488 2136 1408
2015 June 2652 71617 22234 865 23306 25212 14588 2346 2246 1437
July 2536 71521 22295 856 23165 2504 1.395.1 2351 2024 137.4
Aug. 2745 71183 22251 842 22808 25192 13553 2358 207.0 1284
Sep. 2876 70942 22241 835 22645 25221 1.3618 2488 2136 1408
oct 2478 71072 22076 822 22568 25607 13945 308.0 196.4 1449
Nov. ® 2050 71242 21894 802 22844 25702 13835 270.4 217.7 1460
Transactions
2012 39 1129 1565 102 106.8 160.6 923 425 94 415
2013 449 900 190 143 1375 808 3620 625 22 437
2014 57 -185.7 1227 18 1440 1091 2386 72 07 178
201404 103 815 289 1.0 622 86 250 38 209 180
2015Q1 155 361 275 26 518 458 32 341 502 19.4
Q2 -180 865 347 39 511 33 04 550 102 154
Q3 220 374 61 31 584 180 638 16 110 29
2015 June 7.2 351 152 10 105 83 222 409 16 31
July 17 48 98 09 201 65 518 91 222 64
Aug. 208 143 27 14 133 31 194 162 46 90
Sep. 128 183 10 07 250 83 74 88 66 124
Oct 580 350 236 13 180 78 93 513 172 41
Nov. ® 528 108 213 20 58 18.2 159 433 213 11
Growth rates
2012 12 5 88 38 71 = B 25 261
2013 147 12 135 51 34 = . 103 233
2014 22 21 20 57 46 . « 04 146
2014Q4 22 21 20 57 46 . - 04 146
2015Q1 55 26 03 65 47 - . 25 363
Q2 60 29 36 78 43 - - 310 207
Q3 18 33 93 9.0 31 - - 305 157
2015 June 6.0 29 36 7.8 43 @ : 310 207
July 124 29 51 83 39 : : 192 136
Aug. 14 31 80 8.4 36 : : 203 98
Sep. 18 33 93 9.0 31 : : 305 157
oct 296 34 101 88 30 : : 72 196
Nov. ® 29 33 15 85 36 e : 180 17
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 3
Euro area and US equity price indices

(1 January 2014 = 100)

W EURO STOXX
W S&P500

130
125
120
115
110
105
100

9%

%0
Jan14  May14 Sepl4  Jan15 Mayi5 Sepls  Jani6

‘Sources: Thomson Reuters and ECB calculations.
Note: The latest observation is for 20 January 2016.
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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
Currency| Overnigh] Deposits| _ Deposis| Repos|  Money| Debl|
in| deposits with an|redeemable market|  securities
circulation agreed|  at noice| fund with
maturity|  of upto shares| a maturity|
ofupto| 3months ofupto
2 years, 2 years
1 2) 3 4 5 6 7 8 9 10 11 12
Outstanding amounts.
2012 8641 42333 50074 17986 20996 38982 89956 1260 4833 1810 7904 97860
2013 9097 44763 53861 16833 21428 38261 92121 1214 4181 865 6260 9.8381
2014 9685 49525 59211 15984 21492 37476 96687 1239 4277 1047 6563 103250
201404 9685 49525 59211 15984 21492 37476 96687 1239 4277 1047 6563 103250
2015Q1 9935 51554 61489 15201 21500 36790 98279 1258 4375 96 6599 10,487.8
Q2 10140 52988 63128 14800 21607 36407 99535 903 4411 986 6299 105834
Q3 10282 54253 64535 14491 21646 36137 10,0672 984 4576 732 6291 10,6963
2015June 10140 52088 63128 14800 21607 36407 99535 93 4411 986 6299 105834
Juy 10202 53647 63849 14713 21618 36332 100181 1050 4562 865 6476 10,6657
Aug. 10250 53838 64088 14603 21640 36243 100331 1024 4462 804 6290 10,6621
Sep. 10282 54253 64535 14491 21646 36137 10067.2 984 4576 732 6291 10,6963
Oct. 10299 54875 65175 14383 21644 36027 101202 1068 4731 773 6571 107773
Nov.# 10374 55433 65808 14480 21627 36107 101915 914 4842 827 6584 10,8498
Transactions
2012 204 2940 3144 385 1155 770 8914 169 202 183 554 3359
2013 456 2504 2959 1144 455 689 2270 116 487 633 1236 1034
2014 582 3796 4378 -91.0 36 873 3505 10 108 127 246 3750
201404 200 1473 1673 474 55 529 1145 31 10.1 19.1 261 1406
2015Q1 238 1669 1906 -56.8 16 553 1354 0.6 56 93 80 1324
Q2 205 1516 1720 477 10 366 1354 352 36 39 277 1077
a3 143 1290 1433 353 31 323 1110 82 187 185 84 1194
2015 June 76 458 534 8.8 38 49 485 197 30 48 179 306
July’ 63 619 682 138 12 126 556 145 15.1 19 177 733
Aug 47 245 292 94 23 74 221 23 22 26 26 195
Sep. 32 427 459 122 04 126 333 41 13 40 67 266
Oct 17 581 598 421 03 124 474 82 155 49 286 760
Nov. ¥ 75 474 549 73 18 54 604 158 113 55 09 613
Growth rates
2012 24 74 65 21 59 20 15 14 39 97 65 35
2013 53 59 58 6.4 22 18 25 92 104 380 161 10
2014 64 85 81 54 02 23 38 08 26 187 40 38
201404 64 85 81 54 02 23 38 08 26 187 40 38
2015Q1 73 106 10.1 76 01 33 46 5.1 53 17 56 47
Q2 88 124 118 107 05 44 52 309 69 27 06 49
a3 83 124 17 414 05 47 52 230 90 16 07 49
2015 June 88 124 118 107 05 44 52 309 69 237 06 49
July’ 89 129 122 114 05 47 54 192 80 176 28 52
Aug 86 12,1 115 113 06 46 51 211 95 82 24 49
Sep. 83 124 17 414 05 47 52 230 90 16 07 49
Oct 81 125 118 109 06 43 54 188 10.0 74 31 53
Nov. 80 18 112 99 03 41 53 297 12.0 82 26 51
Source: ECB.

1) Data refer to the changing composition of the euro area.
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Chart 3
Use of collateral

(EUR billions after valuation and haircuts)
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Source: ECB.
Notes: Averages of month-end data over each period.

*Since the first quarter of 2013 the category “non-marketable assets” has been spiit
into two categories: “fixec-term and cash deposits” and “credit claims”.
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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)

Deposits [Revolving|Extended| Loans for consumption | Loans| Loans for house purchase
loans | credit| 1o s0le
(Over-[Redeem| _ With and| card By inilial period|APRC | proprietors; By initial period [APRC[Composite
night|  able| anagreed |overdrafts| credit| of rate fixation and of rate fixation costol-
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
2014Dec. 020 089 096 156 714 1710 507 621 653 274 240 251 250 267 275 248
2015Jan. 019 086 101 195 718 1712 524 642 673 275 231 255 245 243 269 240
Feb. 018 085 097 153 713 1705 518 647 682 279 209 251 235 248 258 237
Mar. 017 083 089 124 713 1705 516 617 650 272 210 245 224 239 253 229
Apr. 016 079 087 119 703 1701 489 613 642 266 201 238 217 236 249 223
May 016 082 084 113 698 1708 504 629 660 267 205 233 210 230 245 217
June 015 078 077 111 697 1702 488 615 647 259 202 225 212 232 248 218
Juy 015 074 067 114 683 1708 510 620 653 261 205 225 221 236 256 222
Aug. 014 067 067 100 683 1703 530 628 662 260 212 235 230 233 260 226
Sep. 014 067 067 108 685 1706 521 618 655 268 207 236 229 239 261 225
Oct. 014 066 065 099 671 1698 522 603 643 264 206 232 230 241 258 226
Nov.¥014 065 064 094 668 1691 527 622 660 268 205 232 232 245 262 227
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 2 3 4 5 6 7 8 ol 10 1 12| 13 14
2014Dec. 023 043 125 349 368 375 324 234 277 250 173 216 213 244
2015Jan. 022 044 119 349 378 385 299 231 282 205 166 203 220 244
Feb. 021 035 104 343 359 372 314 223 271 239 151 199 215 236
Mar. 021 032 097 339 345 365 310 216 265 232 161 211 200 235
Apr. 019 030 089 334 346 358 297 218 260 226 161 193 203 232
May 018 030 091 328 337 351 297 215 246 223 156 185 204 226
June 018 031 109 325 319 348 287 209 233 223 159 191 204 224
Juy 017 032 086 319 327 360 287 207 236 220 150 173 205 217
Aug. 017 024 092 316 324 357 291 207 232 222 139 153 203 213
Sep. 017 026 098 320 323 352 289 203 225 221 149 187 218 220
Oct. 016 026 080 309 318 342 289 204 227 220 143 169 203 214
Nov.® 016 023 084 305 313 339 288 202 216 220 143 162 198 212
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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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
2013 101.2 982 9.7 911 102.0 988 1119 96
2014 1018 979 967 913 102.2 100.4 147 9.1
2015 924 884 891 106.5 879
2015Q1 930 891 89.4 839 913 92 106.4 883
Q2 912 875 883 83 200 901 104.4 863
Q3 %27 887 8956 80 916 914 107.6 887
Q4 924 883 893 107.7 884
2015 July 913 875 883 & e - 105.1 867
Aug 930 890 898 & e - 108.1 891
Sep. 9338 897 907 & e - 109.6 903
Oct 936 895 904 : e - 109.0 896
Nov. 911 870 880 - e - 106.0 869
Dec. 925 883 894 - s - 108.0 885
Percentage change versus previous month
2015 Dec 15 14 15 - . - 19 19
Percentage change versus previous year
2015 Dec 66 6.9 52 & = - 45 57
Source: ECB
1) For a definiion of the trading partner groups and ofher information see the General Notes to the Statistics Bulletin
2) ULCM-deflated series are available only for the EER-18 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|  kona|  franc|  Dollar
1 2) 3 4 5| 6 7 8 9 10 11 12
2013 8165 7579 25980 7458 296873 129663 4197 0849 44190 8652 1231 1328
2014 8186 7634 2753 7455 308706 140306 4184 0806 44437 9099 1215 1329
2015 6973 7614 27279 7459 309996 134314 4184 0726 44454 9353 1068 1110
2015Q1 7023 7681 27624 7450 308.889 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
Q4 7000 7623 27057 7460 312652 132952 4264 0722 44573 9302 1085 1095
2015 July 6827 7586 27.004 7462 311531 135681 4152 0707 44391 9386 1049  1.100
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
Oct 7135 7621 27105 7460 311272 134839 4251 0733 44227 9349 1088 1124
Nov. 6840 7607 27039 7460 312269 131597 4249 0707 44453 9313 1083 1074
Dec. 7019 7640 27027 7461 314398 132358 4200 0726 45033 9245 1083 1088
Percentage change versus previous month
2015 Dec 26 04 00 00 07 06 10 27 13 07 0.1 13
Percentage change versus previous year
2015 Dec 80 04 22 03 11 -100 18 79 10 47 100 118

Source: ECB.
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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 34089 1,1697 22393 130702 108583 112631 45439 52440 981.1 893 14379 774.1
2013 34049 10967 23082 127091 105444 109295 43536 52228 869.2 987 13647 800.0
2014 36055 11318 24737 125623 105107 109213 42784 52004 903.1 1289 12769 7747
2014Q4 36055 11318 24737 125623 105107 109213 42784 52004 903.1 1289 12769 7747
2015Q1 36719 11485 25235 126739 106118 11,0091 43080 52340 935.2 1347 12739 788.2
Q2 36807 11374 25433 126362 105922 10.987.0 42913 52585 906.8 1355 12547 789.4
Q3 38161 11271 206891 126514 105639 109622 42750 52768 890.9 1212 13102 7773
2015June 36807 11374 25433 126362 105922 109870 42913 52585 906.8 1355 12547 789.4
July 37204 11323 25971 127119 106060 110055 42975 52615 9154 1316 13028 803.0
Aug. 37671 11323 26348 126966 105990 110012 42909 52688 9108 1286 13059 7917
Sep. 38161 11271 26891 126514 105639 109622 42750 52768 890.9 1212 13102 7773
Oct. 38355 11198 27158 126943 106061 110023 42902 53011 8905 1243 12964 7918
Nov.® 308799 11197 27602 127353 106493 110458 43078 53085 908.7 1243 12877 7983
Transactions
2012 1842 40 1882 998 698 541 1080 255 145 19 687 387
2013 250 735 485 3059 2481 2687 1329 40 1209 97 728 150
2014 720 160 561 1043 505 324 508 152 128 17 900 363
201404 442 10.1 340 40 195 149 18 71 52 54 338 183
2015Q1 406 165 241 39 452 315 80 192 127 53 38 75
Q2 579 107 686 08 80 19 11 307 226 10 140 67
Q3 1121 102 1223 540 86 39 57 239 124 144 642 16
2015 June 15 55 170 45 06 90 09 181 110 56 76 25
July 301 40 341 695 142 202 53 41 838 40 469 84
Aug. 470 01 471 146 36 42 A1 91 15 30 118 07
Sep. 350 61 411 201 264 283 99 106 197 74 56 93
Oct 101 77 178 282 365 360 164 149 21 31 163 81
Nov.® 386 02 388 184 356 317 128 79 151 01 208 36
Growth rates
2012 58 03 94 07 06 05 23 05 15 21 45 53
2013 07 63 22 23 23 24 29 01 123 109 51 19
2014 21 15 24 08 05 03 4 03 13 19 66 45
2014Q4 21 15 24 08 05 03 14 03 13 19 66 45
2015Q1 28 19 32 02 01 02 06 00 23 144 49 32
Q2 51 16 6.7 02 06 03 02 12 11 178 52 30
Q3 72 05 102 07 06 04 01 16 21 14 10 19
2015 June 51 16 67 02 06 03 02 12 11 178 5.2 30
July 55 08 77 08 09 06 02 13 08 101 19 33
Aug. 63 1.0 838 1.0 1.0 07 02 14 05 124 03 33
Sep. 72 05 102 07 06 04 01 16 21 14 1.0 19
Oct 69 02 99 10 1.0 038 05 17 15 19 02 25
Nov. ® 78 06 117 12 13 10 09 19 02 15 05 34

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 10
Distribution of euro area bank deposit rates for the non-financial private sector

(percentages per annum)
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Sources: iBoxx and ECB.
Notes: Composite rates are computed as averages of new business rates for diflerent maturities, weighted by outstanding amounts. The chart shows the density approximation of
the distribution of deposit rates obtained from a sample of MFIs in vulnerable and less vulnerable countries.
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ChartC
Total public sector balance and current account
balance (relative to GDP)

(percent of GDP, four-quarter moving averages)
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‘Source: IBGE - Instituto Brasileiro de Geografia e Estatistca.
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Chart7
Contribution of components to euro area headline
HICP inflation

(annual percentage changes: percentage point contributions)
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Sources: Eurostat and ECB staff calculations.
Note: The latest observation is for December 2015.
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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-| Centrall _ Other| 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 1432 587 146 75 558 66 703 491 37 52 103 21
2013 1253 483 122 67 52 53 508 314 30 44 99 21
2014 1320 544 129 59 538 50 409 219 33 39 93 2
2015June 1,336 559 130 75 517 56 206 123 30 3 77 3
July 1339 558 126 81 520 54 339 143 34 39 91 31
Aug. 1340 558 130 79 515 59 200 132 28 22 79 29
Sep. 1324 545 125 75 520 59 343 162 30 29 93 30
Oct. 1337 552 143 74 509 60 362 172 31 32 86 42
Nov. 1.351 559 144 73 509 66 311 140 39 30 75 2
Long-term
2012 15205 4814 3,166 842 5758 624 255 98 45 16 84 12
2013 15108 4405 3,086 921 6069 627 222 70 39 16 89 9
2014 15126 4048 3158 993 6285 643 221 66 44 16 85 10
2015 June15341 3,937 3258 1027 6484 634 208 69 34 13 87 5
July 15301 3915 3278 1034 6437 636 224 79 12 10 83 10
Aug.15243 3892 3236 1033 6444 637 112 42 19 4 44 4
Sep.15263  3.864 3244 1040 6482 633 255 63 80 14 93 4
Oct. 15349 3859 3312 1047 6495 636 234 80 43 12 89 10
Nov.15411  3:870 3311 1062 6524 644 201 70 38 15 67 1
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 16,636.6 54009 33120 9173 63162 6903 45985 4047 6160 35779
2013 163615 48876 32085 9879  6597.8 6796 56490 5691 7487 43313
2014 16,446.2 45916 32871 10516 68229 6929 59580 5911 7866 45803
2015 June 16,6766 4490 33877 11019 7,006 6905 68436 6643 8813 52080
Juy  16,639.2 44729 34041 11153 69569 6900 71145 6950 9156 55039
Aug. 16,5834 44502 33653 11122 69596 6961 65767 6306 8507 50953
Sep. 16587.3 44095 33689 11148 7.001.9 6921 62737 5825 8072 438840
Oct. 16,6862 44110 34543 11205 7.004.1 6963 68120 6121 8747 53252
Nov. 16,762.0 44296 34549 11350  7.0322 7102 70064 6139 9226 54699
Growth rate
2012 13 18 144 25 61 08 19 20 03
2013 14 -89 80 45 1 07 72 04 02
2014 07 78 49 31 12 14 72 10 07
2015 June 4 77 42 16 07 10 41 05 07
July’ 12 76 39 15 05 10 33 03 09
Aug 10 73 39 18 0.1 10 33 04 08
Sep. 05 75 41 24 18 10 33 05 07
Oct. 02 6.0 41 24 02 10 33 09 08
Nov. 02 56 44 22 13 10 30 15 06

Source: ECB.
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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)

2014Q4 198746 209954 11207 82478 64031 64673 98298 431 45004 47625 6123 120484

2015Q1 218417 228478 10060 89528 66328 7.2252 11,0595 693 50427 51555 6904 13,008.1

Q2 214470 222057 8487 88717 67042 71057 10,6281 248 48359 49634 6585 12,6532

Q3 213470 222221 8751 91773 7.1537 67810 10,1249 867 47811 49434 6442 126686

Outstanding amounts as a percentage of GDP.
201503 2069 2154 85 889 69.3 657 98.1 04 463 479 62 1228
Transactions

201404 833 206 627 656 704 1035 123 100 988 621 29 -

2015Q1 547.1 5117 35 1937 892 1371 2499 226 1879 1725 58 -

Q2 609 230 379 970 1397 1282 15 13 1633 1183 24 -

Q3 590 139 451 1064 1378 142 1069 47 626 169 27 -

2015 June 571 1167 596 36.1 57.0 45 224 64 1245 1513 32 :

July 1200 1309 108 827 954 149 636 99 195 991 7.0 g

Aug. 184 253 69 100 43 421 343 78 101 47 14 g

Sep. 426 916 490 3338 381 14 90 88 @2 1207 83 :

Oct. 1211 847 364 405 126 558 303 07 314 17 6.0 g

Nov. 156 527 372 34 52 3438 87 137 630 389 25 g

12-month cumulated transactions
2015 Nov. 6493 4994 1499 4265 4068 3921 1682 375 2104 756 37 .
12-month cumulated transactions as a percentage of GDP.

2015 Nov. 63 48 15 41 39 38 16 04 20 07 00 -

Source: ECB.

1) Net financial derivatives are included in total assats
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Table

Structure of main liabilities of euro area MFls other

than the Eurosystem

(percentages of main libilties)

Vulnerable Less vulnerable
Euroarea countries countries
Jan.  Sep.  Jan.  Sep.  Jan.  Sep.
2005 2015 2005 2015 2005 2015
Deposits—non-MFls 35 43 39 a7 u 2
Debt securities 18 u 15 2 20 15
Capital 3 9 8 13 6 8
Extemal labilties. 15 3 1 10 15 15
Interbank liabiities i) 7 20 13 u 19
Eurosystem liabiities 2 3 1 3 2 1
Total (EURtrlions) 192 268 5 81 43 188

Source: ECB.

Notes: The main liabiites consist oftotal liabites excluding remaining iabltes,
‘and sharesunits issued by money market funds. Remaining liabilies consist of

volatie components that are separate from the core activiies of banks, including in
partcuiar (negatively-valued) financial derivatives, for which there are some variations

in accounting and statistical treatment over the period under review and across

jurisdictons.
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ChartA
Level of euro area industrial value added and
production (excluding construction)

(2000=100; gross value added: calendar and seasonaly adjusted chain-inked
volumes; industial production index quarterly average of working day and seasonally
‘adjusted monthy data)

W industrial value added excluding construction
W industrial production excluding construction
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Sources: Eurostat and ECB calculations.
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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 16184 11012 4048 1019 105 53091 2389 9764 19628 109 8127 2103 3070
2013 17105 11867 3978 1098 162 54136 25397 8747 19945 47 8048 1949 3001
2014 18149 13187 3658 1114 192 55572 27512 8095 19935 30 8961 2227 3331
2014Q4 18149 13187 3658 1114 192 5572 27512 8095 19935 30 8961 2227 3331
2015Q1 18481 13817 3402 1114 149 55982 28393 7628 19923 38 9481 2257 3402
Q2 18580 14107 327 1124 122 56471 29106 7350 19987 28 957 2281 3409
Q3 19008 14511 3242 1153 101 56952 29872 7073 19976 30 9673 2180 3562
2015June 18580 14107 3227 1124 122 56471 29106 7350 19987 28 9557 2281 3409
Juy 18892 14382 351 1134 126 56646 29424 7224 19967 32 9689 2321 3480
Aug. 18891 14418 352 1140 82 56745 29509 7147 19968 31 9681 2247 3542
Sep. 19008 14511 3242 1153 101 56952 29872 7073 19976 30 9673 2180 3562
Oct. 19372 14935 3166 1169 101 57060 30028 7055 19943 35 9653 2204 3661
Nov.” 19339 14868 3213 1168 91 57269 30322 6984 19925 38 9920 2224 3703
Transactions
2012 717 995 339 102 41 2227 997 353 1004 127 187 152 257
2013 %82 901 6.9 91 59 1079 1824  -100.1 319 62 151 133 78
2014 693 912 256 12 24 1411 2097 658 4147 537 75 217
201404 68 196 153 48 44 300 685 336 81 9 62.1 53 22
2015Q1 293 489 -149 01 46 388 792 414 01 08 352 15 75
Q2 135 318 166 10 26 508 732 280 66 10 118 28 09
a3 422 408 03 31 21 84 718 217 49 02 111 102 134
2015 June 48 7.7 32 03 01 236 331 108 24 A1 16 08 48
July’ 273 258 01 i1 04 166 812 130 19 04 110 36 52
Aug 26 56 07 07 44 111 184 74 02 01 23 72 62
Sep. 122 94 05 13 20 207 282 73 02 01 22 66 19
Oct 344 408 80 16 00 100 150 20 34 05 44 45 95
Nov.# 80  -103 36 02 A2 213 284 55 19 03 221 24 41
Growth rates
2012 47 98 77 136 265 14 14 37 54 538 23 79 93
2013 61 82 47 89 564 20 77 103 16 -56.7 19 64 25
2014 40 76 64 11 144 26 83 75 01 369 63 40 73
2014Q4 40 76 64 11 144 26 83 75 01 369 63 40 73
2015Q1 47 99 98 05 54 28 97 112 00 312 147 05 52
Q2 43 106 139 09 235 30 108 -139 01 378 137 41 53
a3 51 108 -123 19 323 30 11 155 01 377 143 49 58
2015 June 43 106 139 09 235 30 108 -139 01 378 137 11 53
July’ 55 121 140 10 107 31 12 -150 01 354 14.4 19 56
Aug 48 112 33 12 482 29 109  -153 01 369 145 56 61
Sep. 51 108 -123 19 323 30 11 155 01 377 143 49 58
Oct 70 129 15 24 264 31 10 -148 00 260 1.0 37 98
Nov.# 54 106 111 18 317 32 109 -145 01 208 99 47 105
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 4
Changes in the exchange rate of the euro

(indicated currency per euro; percentage changes)

W since 2 December 2015
W since 2 December 2014

EER38
Chinese renminbi
US dollar

Pound steriing
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Japanese yen
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South Korean won
Indonesian rupiah
Hungarian forint
Danish krone
Romanian leu
Taiwan dolar
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Source: ECB.

Notes: Percentage changes relative to 20 January 2016. EER-38 is the nominal
effective exchange rate of the euro against the currencies of 38 of the euro area’s most
important trading partners.
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Chart 7

Impact of the APP on euro area banks’ profitability and
capital position, as reported in the April and October
2015 bank lending surveys

(net percentages of respondents)
W netinterest margin W capital ratio
W capital gainsfiosses W profitailty
80
60
40
i I ! I
' I i
20
-0
April October  April  October  April  October
euro area vulnerable countries  less vulnerable countries
Source: ECB.

Notes: Impact over the past 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 of banks responding “decreaseddeteriorated somewhat and
“decreased/deteriorated considerably” to the corresponding question in the April and
October 2015 bank lending surveys. The resuits shown are calculated as a percentage
of the number of banks that did not reply “not applicable”
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Chart 1

Global PMI
(diffusion index, 50 = no change)
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‘Sources: Markit and ECB staff calculations.
Note: The latest observation refers to December 2015.
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Chart 4
Euro area money market volumes

(annual indices, 2005=100)
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‘Source: ECB.
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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
2014Q3 30 o1 46 23 58 40 27 102
Q4 31 03 39 35 59 39 30 88
2015Q1 33 04 36 43 59 39 30 02
Q2 31 06 30 45 54 41 29 04

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 %56 1323 108.2
2014Q3 1088 754 103 1126 1758 984 957 1323 1047
Q4 106.7 749 104 1075 1771 993 %6 1323 1075
2015Q1 1109 743 100 1047 168.6 998 975 1353 106.8
Q2 1093 725 29 1020 167.8 995 977 136.0 109.7
‘ 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
2014Q3 1.0 07 13 28 28 11 74 128 29 30
Q4 16 07 14 21 24 27 72 5.0 28 33
2015Q1 18 08 1.0 25 20 22 71 48 28 33
Q2 19 03 08 22 19 22 64 47 29 28

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
2014Q3 412 380 230 72.1 683 807 1323 779 556 579
Q4 408 407 230 683 682 842 130.2 808 537 593
2015Q1 357 380 23 700 692 850 1304 818 542 603
Q2 360 376 219 689 67.1 864 128.7 808 545 624

Source: Eurostat.
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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 billons)
2012 88421 1488 17307 4688 16672 4114 442110136 928.2 17185 3128 993.1
2013 89200 1523 17363 4579 18821 4125 442210323 945.1 17513 3170 10045
2014 90744 1469 17565 4610 17118 4176  45561.0516 967.7 17822 3236 10337
2014Q4 2,287.0 355 4428 1156 4327 1054 1146 265.1 2449 449.0 814 2626
2015Q1 23119 36.1 4497 1173 4380 1060 1159 2662 247.9 4526 82.1 260.0
Q2 23244 362 4525 1167 4406 1073 1151 268.4 251.0 4539 828 266.6
Q3 23381 359 4534 1172 4444 1077 1151 2704 2535 457.0 834 2686
s a percentage of value added
2014 100.0 16 194 51 189 46 50 116 107 196 36 -
Chain-linked volumes (prices for the previous year)
‘quarter-on-quarter percentage changes
201404 03 14 01 05 04 05 00 04 04 02 o1 13
2015Q1 06 09 10 06 06 05 04 01 09 04 03 00
Q@ 03 00 04 04 02 08 02 03 09 00 05 12
Q3 03 07 00 02 05 04 04 06 05 03 04 04
annual percentage changes
2012 07 34 10 58 06 22 07 02 05 00 08 26
2013 02 32 06 35 08 25 21 11 o1 04 05 12
2014 09 32 05 06 13 19 01 12 14 05 09 10
201404 08 02 02 10 14 18 05 12 18 04 10 22
2015Q1 11 03 13 07 15 16 112 23 06 09 22
Q@ 15 04 18 04 17 23 1211 27 07 13 27
Q3 14 02 15 05 18 21 03 14 27 09 13 29
contributions to quarter-on-quarter percentage changes in value added; percentage points
201404 03 00 00 00 o1 00 00 00 00 00 00 -
2015Q1 06 00 02 00 o1 00 00 00 01 01 00 :
Q@ 03 00 01 00 00 00 00 00 o1 00 00 B
Q3 03 00 00 00 o1 00 00 01 o1 o1 00 B
contributions to annual percentage changes in value added; percentage points
2012 07 01 02 03 0.1 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 o1 o1 00 -
201404 08 00 00 00 03 o1 00 01 02 o1 00 -
2015Q1 11 00 02 00 03 o1 01 01 02 01 00 -
Q@ 15 00 03 00 03 o1 01 01 03 o1 00 -
Q3 14 00 03 00 03 o1 00 02 03 02 00 -

‘Sources: Eurostat and ECB calculations.
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Chart B
Inflation rate, overnight rate and real effective
exchange rate

(efi-hand scale: index 2006=100; right-hand scale: annual percentage changes)

inflation rate (right-hand scale)
W ovemight rate (right-hand scale)
W REER (efthand scale)
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80
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‘Sources: World Bank, CBOT — CME Group and IBGE ~ Instituto Brasileiro de
Geografia e Estatistica.

Notes: The SELIC rate is the Braziian Gentral Bank's ovemight rate. REER stands for
real effective exchange rate against 13 main trading partners; increasing values reflect
‘a depreciation of the currency.
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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 7 8 9 10 11 12
1999-13 100.2 6.1 809 127 138 87 66 - 510 524 529 527
2013 938 91 787 185 292 22 54 871 496 506 493 497
2014 101.6 39 804 10.0 274 32 48 876 518 533 525 527
2015 1043 31 6.1 29 15 91 522 534 540 538
2015Q1 1026 40 811 62 249 16 56 882 514 526 536 533
Q@ 1037 32 811 5.1 249 02 76 883 523 534 541 539
Q3 1046 30 813 69 282 29 105 884 523 536 540 539
Q4 1063 24 6.4 187 49 127 528 540 542 541
20154uy 1040 29 811 70 288 11 89 88.1 524 536 540 539
Aug. 1041 37 g 67 27 35 101 - 523 539 544 543
Sep. 1056 23 : 70 282 42 124 - 520 534 537 536
Oct 1061 20 815 75 207 64 123 887 523 536 541 539
Nov. 1061 32 g 59 478 56 128 - 528 540 542 542
Dec. 1068 20 e 57 476 28 13.1 - 532 545 542 543

‘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 97.8 18 17 51 06 30 310 17 1344 15 67 12
2013 127 964 04 13 41 04 18 319 31 1319 23 08 10
2014 127 957 07 19 10 26 11 317 33 1326 18 36 10
2014Q4 127 957 09 19 09 27 11 317 33 1326 17 14 10
2015Q1 127 953 20 18 05 37 14 319 36 1347 25 22 14
Q2 128 950 22 19 05 26 15 26 42 1342 30 50 16
Q3 18 20 10 24 20 330 49 1331 36 28 19

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 reserves)

2) Financial assets (net 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 o current profits in business accounting

4) Based on the outstanding amount of loans, debt securites, trade credits and pension scheme liabilies.
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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 45439 46046 11281 7956 26202 5579.9 602.1 38251 8168
2013 43536 44077 10657 7409 25470 5546.6 5736 38537 795
2014 42784 43364 10814 7247 24723 5545.9 5634 38610 7759
201404 42784 43364 10814 7247 24723 55459 5634 38610 7759
2015Q1 43080 43638 10899 7386 24795 55709 5678 38909 7753
Q@ 42913 43476 10809 7431 24673 5589.7 5787 39089 7710
a3 42750 43339 10583 7462 24706 56106 5824 39258 7685
2015 June 42913 43476 10809 7431 24673 5589.7 5787 39089 7710
July’ 42975 43556 7442 24712 5597.3 5796 39119 7701
Aug 42909 43499 7430 24642 5,605.9 5816 39172 7700
Sep. 42750 43339 7462 24706 56106 5824 39258 7685
Oct. 42902 43506 7558 24719 5629.3 5047 39400 7664
Nov. 43078 43657 10775 7553 24750 5637.7 5066 39437 7682
Transactions
2012 1080 740 514 627 25 77 77 483 51
2013 1329 451 446 -440 40 150 182 274 132
2014 -59.8 -62.9 26 -48.9 152 6.1 29 34 89
201404 18 16 73 07 74 39 a7 108 20
2015Q1 80 53 73 17 19.2 11 20 174 02
Q2 11 00 7.0 44 307 208 94 225 12
Q3 57 04 43 92 239 251 52 192 05
2015 June 09 23 17 05 18.1 81 83 103 05
July’ 53 89 05 40 41 88 12 33 06
Aug A1 00 01 49 91 80 24 64 03
Sep. 99 93 39 10.0 106 82 13 95 02
Oct 16.4 195 102 28 149 89 29 126 06
Nov. ¥ 12.8 93 27 06 79 87 25 34 22
Growth rates
2012 16 60 23 05 01 28 13 06
2013 32 56 17 0.1 03 30 07 16
2014 14 04 49 03 01 05 0.1 RN
2014Q4 14 14 04 19 03 01 05 0.1 RE]
2015Q1 06 06 21 13 00 03 01 04 07
Q2 0.2 04 22 05 12 06 18 16 08
Q3 01 o1 36 02 16 11 26 18 05
2015 June 02 04 22 05 12 06 18 16 08
July’ 02 01 25 02 13 08 20 16 07
Aug 02 02 25 04 14 10 27 16 05
Sep. 01 01 36 02 16 11 26 18 05
Oct 05 06 51 04 17 12 28 20 04
Nov. 09 09 35 05 19 14 35 21 0.1
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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Chart1
Developments in funding of MFls other than the Eurosystem

(EUR billons; annual flows by quarter)
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Sources: ECB and ECB calculations.
Notes: The chart highlights three periods: 1. the collapse of Lehnian Brothers, 2. the announcement of OMTs, and 3. the introduction of the credit easing package. The analysis is
based on aggregate MFI data: deposits from other MFIs include operations between banks belonging to the same economic group. The components constitute MFIS' main labilties
‘and exclude money market fund sharesfunits and remaining libiltes, which are composed mostly of derivatives. Data are annual flows starting in the fist quarter of 2005 and
ending in the third quarter of 2015. Deposits of MFIs include both interbank funding and funding from the Eurosystem.
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Chart 8
Composite euro area bank deposit rates for the non-
financial private sector

(percentages per annum)
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Source: ECB.

Note: Composite rates are computed as averages of new business rates for different
maturities, weighted by outstanding amounts.
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Chart B
Growth in euro area industrial value added and
production (excluding construction)

(quarter-on-quarter growth rates; gross value added: calendar and seasonally adjusted
chain-linked volumes; industrial production index quarterly average of working day and
seasonally adjusted monthly data; percentage points)
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Sources: Eurostat and ECB calculations.
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Chart 8
Survey-based measures of inflation expectations

(annual percentage changes)
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Sources: ECB Survey of Professional Forecasters (SPF), Consensus Econorrics and
ECB calculations.

Notes: Realised HICP data are included up to December 2015. Consensus Economics.
forecasts are based on the January 2016 forecasts for 2016 and 2017 and on the.
October 2015 long-term forecasts for 2018 and 2020.
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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
201404 8633 7923 710 5063 4323 1795 1648 1533 1368 241 585 127 60
2015Q1 8767 7968 799 5128 4375 1843 1694 1541 1304 255 595 87 75
Q2 8966 8171 795 5254 4448 1880 1718 1568 1416 264 589 96 373
Q3 8868 8103 765 5162 4341 1896 1740 1560 1440 250 582 96 39
2015 June 2977 2715 262 1753 1477 629 577 510 468 85 192 33 344
July’ 2974 2717 258 1744 1457 628 581 521 485 81 194 33 14
Aug 2936 2705 231 1702 1449 634 580 512 482 88 194 34 10
Sep. 2958 2681 277 1716 1435 634 579 527 473 81 194 30 15
Oct. 2973 2717 256 1725 1445 638 586 522 487 87 199 45 19
Nov. 2031 2667 264 1691 1421 636 576 518 472 87 197 39 18
12-month cumulated transactions
2015 Nov. 35398 32276 3122 20656 1747.1 7495 6877 6223 5569 1023 2359 421 557
12.month cumulated transactions as a percentage of GDP
2015 Nov. u3 313 30 200 169 73 67 60 54 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)
201404 44 06 4992 2373 1032 1459 4088 4371 2617 641 104.2 2042 661
2015Q1 56 19 5093 2417 1053 1495 4220 4478 2601 702 109.7 3151 554
Q2 82 42 5134 2424 1053 1535 4285 4533 2654 703 1108 3172 600
Q3 43 08 5067 2346 1045 1537 4219 4453 2545 697 1129 3162 509
2015June 126 70 1718 806 356 516 1435 1525 888 236 377 1074 197
Juiy 69 07 1727 795 353 525 1434 1503 85 233 377 1063 182
Aug. 55 27 1663 776 343 507 1378 1471 839 230 376 1038 17.0
Sep. 07 08 1678 774 348 505 1407 1480 841 233 376 1061 157
Oct. 04 07 1681 796 349 508 1425 1482 843 245 373 1070 155
Nov. 61 45 1708 139.7 1481 106.5
Volume indices (2000 = 100; annual percentage changes for columns 1 and 2)
201404 29 23 1180 1138 1208 1222 1173 1029 1028 1019 1037 1046 97.7
2015Q1 26 52 1190 153 1207 1233 1189 1066 1066 106.9 1059 1086 1059
Q2 29 27 1171 1136 1189 1216 1180 1041 1042 1034 104.7 107.0 995
Q3 11 31 1166 116 1178 1225 1166 1058 1056 1048 106.5 1073 993
2015May 27 20 1163 1129 1169 1203 1170 1024 1023 100.9 103.7 1044 997
Jine 79 67 1176 1138 1204 1224 1186 1056 1055 1037 107.2 1091 973
Jiy 30 17 1188 1127 1191 1254 1188 1061 1051 106.2 107.8 1088 97.0
Aug. 20 54 1149 1110 1155 1214 1138 1051 1053 1034 1056 1050 100.5
Sep. 17 25 1163 1112 1188 1209 1172 1063 1065 1047 105.9 1081 100.3
Oct. 17 34 1170 1187 1071 1096 996

‘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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Chart 5
Euro area real GDP, the ESI and the composite PMI

(quarter-on-quarter percentage growth; index; diffusion index)
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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 third quarter of 2015 for real GDP and for December 2015 for the ES| and
the PMI
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3.1 GDP and expenditure components
(quarterly data seasonally adjusted; annual data unadjusted)

GDP
Totall Domestic demand External balance 1
Totall Private| Government Gross fixed capital formation Changes in| _Total] Exports "] Imports
consumption | consumption inventories
Total] _ Total] intellectual
construction [machinery property
products
1 2| 3 4 5| 6 7 8| 9| 10 1 12
Current prices (EUR billons)
2012 98352 95739 55337 20655 19922 10353 5892 362.9 175 2613 42992 40379
2013 99335 95953 5557.2 20945 19499 10055 5737 365.7 62 3382 43745 40362
2014 10,1081 97325 56278 21313 19847 10081 5962 3753 13 3756 4525 41468
2014Q4 25496 24447 14176 5356 5012 2522 1527 9.9 96 1049 1,150 1,050.0
2015Q1 2571.9 2,460.4 14201 5393 508.4 2560 1545 967 74 1115 1,1669 1,054
Q2 25910 24706 14326 5424 5097 2538 1551 995 142 1205 11948 10744
Q3 26068 24877 14376 5465 5109 2536 1547 1012 74 1190 11921 10731
as a percentage of GDP
2014 1000 963 55.7 211 197 100 59 37 01 37 = -
Chain-linked volumes (prices for the previous year)
‘quarter-on-quarter percentage changes
20144 04 03 05 02 06 02 07 14 = - 12 12
2015Q1 05 07 05 05 15 13 19 14 e = 13 19
Q 04 00 03 03 01 09 o1 26 g = 16 09
Q3 03 06 04 06 00 02 05 12 g = 02 09
annual percentage changes
2012 09 24 1.2 02 33 4.0 47 20 - - 26 10
2013 03 07 07 02 26 34 22 03 - - 21 13
2014 09 09 08 09 13 05 41 20 - - 41 45
20144 09 10 12 10 09 07 27 23 - £ 47 50
2015Q1 13 13 16 13 20 01 48 26 g - 52 58
Q2 16 13 17, 13 26 06 44 50 g - 58 55
Q3 16 17 137 16 22 05 22 68 g - 44 49
contributions to quarter-on-quarter percentage changes in GDP; percentage points
20144 04 03 03 00 01 00 00 01 01 00 B -
2015Q1 05 07 03 01 03 01 01 01 01 02 - :
Q2 04 00 02 01 00 01 00 01 02 04 - B
Q3 03 06 02 01 00 00 00 00 02 03 - B
contributions to annual percentage changes in GDP; percentage points
2012 09 24 07 01 07 18 12 03 09 15 E -
2013 03 07 04 00 05 14 05 00 02 04 E -
2014 09 09 04 02 03 02 09 03 00 00 E -
20144 09 09 06 02 02 01 02 01 01 00 E -
2015Q1 13 13 09 03 04 00 03 01 03 00 B -
Q2 16 12 10 03 05 o1 03 02 05 04 - -
Q3 16 16 10 03 04 00 o1 03 01 01 - -

‘Sources: Eurostat and ECB calculations.
1) Exports and imports cover goods and services and include cross-border intra-euro area trade.
2) Including acquisitions less disposals of valuables.
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Chart 13
Cost of euro area bank equity

(percentages per annum)
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‘Sources: Bloomberg, Thomson Reuters Datastream, Consensus Economics and ECB.
calculations.





