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|V|0neta ry analySIS The Governing Council of the ECB has
assigned a prominent role to money in

for the €uro area theg EurosF;stem's stability-orien)‘ied
monetary policy strategy and has set a
reference value of 4% % for the
growth of the broadly defined money
stock M3. In order to make an assess-
ment of the monetary situation in the
euro area, however, it is not enough to
compare current monetary growth
with the reference value. What is
needed is an in-depth study of the fac-
tors underlying monetary growth.
Monetary analysis is an important aid
to that. It focuses on the consolidated
balance sheet of the “money-creating”
sector and examines the individual
components and counterparts of the
money stock M3. This balance sheet-
based analysis is used to indicate the
economic determinants of the given
economic situation. The harmonisation
of the money and banking statistics in
the euro area and the new definition
of the monetary aggregates have
meant some modifications for monet-
ary analysis compared with the former
practice of the Bundesbank. These
modifications are the subject of the
present article, which concentrates on
questions of methodology. There is
also a brief examination of monetary
trends in the euro area, which reveals
that neither inflationary nor deflation-
ary risks are emanating from the mon-
etary side at present.
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Monetary analysis: its importance and
basis

Prominent role
of money

Exclusive
analysis of the
key aggregate
insufficient

Necessity of
an in-depth
monetary
analysis

Money plays a prominent role in the stability-
oriented monetary policy strategy of the
Eurosystem (see adjacent explanatory notes).
This is reflected by the decision which the
Governing Council of the ECB took in De-
cember of last year to announce a reference
value of 42 % for the growth of the newly
defined money stock M3." Current monetary
growth is analysed regularly and in-depth on
the basis of this value in order to obtain early
signals of future price level changes.

As was also the case formerly in German
monetary targeting, an interpretation of the
monetary situation in the euro area cannot
rely solely on the analysis of one key aggre-
gate. A monetary variable may be subject
intermittently to special influences (such as
changes in tax legislation or extreme uncer-
tainties in the financial markets) which tem-
porarily impair its informative content regard-
ing future price developments. Also, it is not
possible at present to assess how far the
changeover to a single monetary policy will
bring about changes in investors' portfolio be-
haviour and in the financing structures of the
economic agents which might lead to a one-
off change in the structural relationships or to
lasting instabilities in the demand for money.

Bearing that in mind, monetary analysis, i.e.
the analysis of the components and counter-

1 See also European Central Bank, Euro area monetary
aggregates and their role in the Eurosystem’s monetary
policy strategy, Monthly Bulletin, February 1999, especial-
ly p. 38 ff.
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Stability-oriented monetary policy
strategy of the Eurosystem

The stability-oriented monetary policy strategy adopted
by the Governing Council of the ECB consists of three
main elements: a quantitative definition of the objec-
tive of price stability, a prominent role for money, and a
broadly based assessment of the outlook for future
price developments and the risks to price stability in the
euro area as a whole.

The Governing Council has defined price stability as “a
year-on-year increase in the Harmonised Index of Con-
sumer Prices (HICP) for the euro area of below 2%",
with price stability “to be maintained over the medium
term”. Firstly, this definition of price stability takes ac-
count of the inevitable problems of price measurement,
which lead to the “true rate of inflation” being over-
stated to a certain extent. Secondly, it clearly indicates
that deflationary tendencies are inconsistent with the
final objective of the Eurosystem. The objective of price
stability has a medium-term orientation since there may
be short-term volatility in prices that cannot be controll-
ed by the central bank.

In order to ensure that the final objective is achieved,
the stability-oriented monetary policy strategy is sup-
ported by the other two elements cited above. The pro-
minent role assigned to money in the set of economic
and financial indicators takes account of the fact that
inflation is ultimately a monetary phenomenon. It is
therefore a suitable nominal anchor for a monetary po-
licy aiming at the maintenance of price stability and
helps stabilise inflationary expectations at the level en-
visaged by the central bank. Against this background,
the Governing Council set a reference value for the
broadly defined money stock M3 in December of last
year. M3 is to grow at a rate of 4 2% per annum in or-
der to maintain price stability and facilitate sustainable
growth in the real economy. The derivation of the refer-
ence value was based on a trend growth rate for real
gross domestic product (GDP) (between 2% and
22%), a normative price assumption in line with the
quantitative definition of price stability (increase in the
HICP of below 2 %), and an add-on for the trend decline
in the velocity of circulation of between /2% and 1%.

In taking its interest rate policy decisions, the Governing
Council does not rely solely on the results of the analysis
of monetary growth. In the short term, price develop-
ments are influenced by a number of non-monetary fac-
tors which also have to be taken into consideration. Fur-
thermore, there exists uncertainty in the initial phase of
monetary union as to whether the underlying monetary
relationships which indicate a sufficiently stable rela-
tionship between M3 growth and price developments
in the euro area will obtain in their previous form after
the inception of the single monetary policy. The Gover-
ning Council therefore also analyses a broad range of
indicators which may contain information on future
price developments. These include wages, the exchange
rate, the yield curve as well as various price and cost in-
dices. It also uses internal and external inflation fore-
casts in its assessment.
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of the
monetary
analysis

parts of the money stock, has a particular im-
portance. The first stage of this is no more
than an ex post “explanation” of monetary
growth based on an analysis of the balance
sheet. However, the second stage, which
comprises a more detailed study of individual
developments, is concerned with indicating
the economic or institutional determinants
which underlie a given monetary situation.
Monetary analysis thus makes it possible to
distinguish between temporary and trend in-
fluences on monetary developments, which
creates some measure of certainty in assess-
ing current monetary growth and its rele-
vance to future price developments.

The monetary analysis is based on the con-
solidated balance sheet of the “money-issu-
ing sector” of the relevant currency area. This
comprises the financial statement of the cen-
tral bank and the balance sheets of the other
(money-issuing) institutions involved in the
monetary transmission process, with the rela-
tionships between the individual institutions
of this sector being eliminated by consolida-
tion. A set of figures of this kind provides in-
formation on the money-issuing sector’s
assets and liabilities vis-a-vis residents not be-
longing to this sector and on its external
assets and liabilities. This is a stock calcula-
tion. Since the task of monetary analysis is to
explain monetary growth, however, a calcula-
tion in flow variables, i.e. in changes, is also
prepared.? Changes in the money stock are
then related to the changes in the balance
sheet positions combined in the counterparts
(essentially, credit to the private sector, credit
to general government, changes in the net
external position, monetary capital formation
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and other factors). This makes it possible to
identify immediately which (positive or nega-
tive) contribution the individual balance sheet
counterparts, taken in isolation, have made
to monetary growth. When interpreting the
figures, it should be borne in mind, however,
that transactions between the money-issuing
sector and the other economic agents are not
necessarily relevant to monetary growth.
They may, in fact, offset each other within
the balance sheet counterparts. It is also the
case that the “direction of impact” may be ei-
ther from the balance sheet counterparts to
the money stock or in the opposite direction.
The study of monetary growth in the balance
sheet context can never be anything more
than the starting point for further analyses.

The consolidated balance sheet of the
monetary financial institutions in the

euro area

In the past, the overall monetary surveys of
the EU member states were characterised by
a number of major differences with regard to
the definition of the money-issuing sector
and the contents of the individual balance
sheet items — the main differences being in
the instruments shown and the further statis-
tical breakdown, say by maturity, currency or
economic sector of the non-money-issuing
sector. In order to prepare a meaningful con-
solidated balance sheet for the euro area in

2 The changes within a given period do not necessarily
correspond to the difference between the corresponding
stock variables. In the flow calculation, purely statistical
changes, such as exchange rate-related changes, revalu-
ations (e.g. value adjustments) of individual balance
sheet items, changes due to a new definition of the re-
porting population and so on, are eliminated.

17

Harmonisation
of the money
and banking
statistics in the
euro area



Monetary
Financial
Institutions
sector

Deutsche
Bundesbank
Monthly Report
March 1999

its entirety, a harmonisation of the respective
national balance sheet statistics in the EMU
member countries was therefore required.
Further changes in the individual national re-
porting systems resulted from the need to
separate out items vis-a-vis counterparties in
the other EMU member countries as partial
sets of the external assets and liabilities. This
work on harmonisation had to be completed
by the start of monetary union at the latest.
For that reason, the Council of the EMI had
already published the Statistical Requirements
for Stage Three of Monetary Union (Imple-
mentation Package) in July 1996, thus defin-
ing the requirements for banking statistics in
monetary union. The Bundesbank has imple-
mented these requirements as part of a modi-
fication of the balance sheet statistics report-
ing system. Following a period of preparation
of around two years, the institutions required
to present monthly balance sheet statistics in
Germany have been submitting their statistic-
al reports using the new forms since January
1999.

In the harmonised money statistics, the
money-issuing sector comprises Monetary
Financial Institutions (MFls)3. MFIs comprise
the central banks, credit institutions as de-
fined in Community law* and all other resi-
dent financial institutions whose business is
to receive deposits and/or close substitutes
for deposits from entities other than MFls
and, for their own account (at least in eco-
nomic terms), to grant credits and/or make
investments in securities.®> The last-named
group consists predominantly (in Germany up
to now, in fact, exclusively) of money market

funds. The main reason for not restricting the
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money-issuing sector to central banks and
credit institutions was the widespread use, in
some participating countries, of new financial
instruments representing close substitutes for
bank deposits which are issued by other
financial institutions. In France, for example,
money market shares/units have been playing
a significant role in short-term financial in-
vestment since the mid-eighties. In order to
obtain a coherent picture of the monetary
situation in the euro area as a whole, it was
therefore necessary to take due account of
such special features of the financial systems
of individual countries in harmonising the
statistics. From the German perspective, the
main change from the former practice is
the inclusion of building and loan associ-

3 “Monetary Financial Institutions” is a definition which
has been developed for statistical purposes. In contrast to
the concept of “credit institutions”, this term is of no
relevance to minimum reserves or supervision.

4 As defined in Community law, a credit institution
means “an undertaking whose business is to receive de-
posits or other repayable funds from the public (including
the proceeds arising from the sales of bank debt secur-
ities to the public) and to grant credits for its own ac-
count”.

5 The classification of financial institutions other than
credit institutions as MFIs depends on the degree of sub-
stitutability between the financial instruments they issue
and the deposits placed with them. The closeness of sub-
stitutability is determined by the liquidity of these instru-
ments, which is “measured” by the criteria “transferabil-
ity”, “convertibility”, “certainty” and “marketability”.
For details, see European Central Bank, The Single Mon-
etary Policy in Stage Three — General documentation on
ESCB monetary policy instruments and procedures,
Frankfurt 1998, p.87 ff.



Breakdown by
instrument and
maturity

ations® and of money market funds as part of
the money-issuing sector.”

The breakdown of the harmonised consoli-
dated MFI balance sheet by instrument cor-
responds to the standard international con-
ventions (see overview on page 20). On the
assets side, a distinction is made between
loans, securities (other than shares), shares
and other equities, fixed assets, and remain-
ing assets. The liabilities side distinguishes be-
tween currency in circulation, the various
types of deposits and marketable instru-
ments, capital and reserves, and remaining li-
abilities. Some of the maturity categories,
which provide a more detailed breakdown of
individual types of assets and liabilities, differ
from those used in the former German bank-
ing statistics. The cut-off point between me-
dium-term and long-term assets is now five
years (compared with four years previously),
and there is no such cut-off for liabilities. In-
stead, a new maturity cut-off of two years
has been introduced for liabilities. For de-
posits with an agreed maturity and for bank
debt securities, this marks a distinction be-
tween “money” and monetary capital. In
order to construct time series with back data
consistent with the harmonised specification,
some maturity categories of the old banking
statistics have had to be translated into the
new statistical maturity categories on the
basis of estimates. However, the resulting in-
accuracies are limited in scale, especially in
the area of shorter-term liabilities which are
crucial for the definition of monetary aggre-
gates.
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There is a further sectoral breakdown of most
items in the consolidated balance sheet by
counterparty of the MFls. After elimination of
the inter-MFI items, the items vis-a-vis euro
area residents and non-euro area residents
(banks and non-banks) remain in the consoli-
dated balance sheet of the MFIs. A distinction
must be made between these items for the
purpose of the monetary analysis.® The exter-
nal assets and liabilities of the MFIs may thus
be combined in a net external position, re-
flecting the external current account and fi-
nancial account transactions of the non-MFls.
The other balance sheet counterparts and
monetary aggregates are essentially assets
and liabilities vis-a-vis euro area residents.
Euro area residents are broken down further
on the basis of the European System of Na-

6 Up to the end of last year, banks’ assets and liabilities
vis-a-vis building and loan associations were shown as
assets and liabilities vis-a-vis non-banks (even though
building and loan associations are credit institutions
within the meaning of the German Banking Act). Building
and loan associations’ assets and liabilities vis-a-vis other
non-banks were not included in the overall monetary sur-
veys. Building and loan associations are financial inter-
mediaries whose interest rates are determined in the long
term for the saving and loan periods. The business of
building and loan associations is therefore not directly af-
fected by the interest rate measures taken by the central
bank. Even so, the reclassification of building and loan as-
sociations as part of the money-issuing sector, in line with
the MFI definition, is unlikely to cause problems in the
monetary analysis. The share of building and loan associ-
ations in the overall MFI sector in the euro area is com-
paratively small at 1% of the balance sheet total. Above
all, individuals’ shorter-term deposits held at building and
loan associations, which are included in M3, are insignifi-
cant.

7 A small number of credit institutions which previously
reported to the banking statistics have been excluded
from the group of reporting institutions because they do
not meet the MFI definition, but the balance sheet vol-
umes thereby excluded are insignificant.

8 The further breakdown of the non-MFl sector into “do-
mestic” residents and residents in the other euro area
member states is important, firstly, for being able to con-
tinue providing information on national banking busi-
ness, which also forms a basis for preparing the national
financial flow accounts. Secondly, such data provide de-
tailed information on the trend in the cross-border trans-
actions of the MFI sector within EMU.
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Breakdown of the consolidated balance sheet of the MFI sector by instrument

and by maturity category *

Assets Liabilities
Loans Currency in circulation
up to 1 year

more than 1 year up to 5 years
over 5 years

Securities other than shares
up to 1year
over 1 year

Shares and other equities
Fixed assets

Remaining assets

* The items in bold are collected monthly throughout
EMU. The other items are collected quarterly.

Deutsche Bundesbank

tional and Regional Accounts (ESA 95) into
the sectors “central governments”, other
general government (state government, local
government, social security funds) and other
residents, i.e. enterprises and individuals
(other financial intermediaries, insurance cor-
porations and pension funds, non-financial
corporations, households including non-profit
institutions).® Data by detailed sectoral break-

down are collected quarterly.

The monetary aggregates in the euro
area

Money stock
definitions

of the
Eurosystem ...

The Governing Council of the ECB has de-
fined three monetary aggregates of varying
broadness. The money stock M1 comprises
currency in circulation and overnight de-
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Deposits
Overnight deposits
Deposits with agreed maturity
up to 1 year
more than 1 year up to 2 years
over 2 years
Deposits redeemable at notice
up to 3 months
over 3 months
Repurchase agreements
Money market fund shares/units and money market paper
Debt securities issued
up to 1 year
more than 1 year up to 2 years
over 2 years
Capital and reserves

Remaining liabilities

posits', i.e. the funds which are immediately
available for transaction purposes. Apart
from the insignificant volume of the new
component overnight deposits of non-MFls
with building and loan associations, this def-
inition of M1 is somewhat narrower than the
erstwhile Bundesbank definition since it no
longer includes the deposits of more than
one day and less than one month which used

9 A sectoral breakdown of this kind can provide informa-
tion on monetary developments. See, for Germany, Read,
Vicky: Sectoral Disaggregation of German M3, Discussion
Paper 1/96, Economic Research Group of the Deutsche
Bundesbank.

10 The Eurosystem also collects quarterly borrowers stat-
istics containing a breakdown of short, medium and
long-term credit to the private non-financial sector by
major group of borrower (non-financial corporate sec-
tors, households and non-profit institutions) and a break-
down of credit to households by intended use (consumer
credit, lending for house purchases and other lending).

11 Electronic money on prepaid cards is contained in the
overnight deposits.



... also
comprise
central

governments’

liabilities with
a monetary
character

to be classified as sight deposits. The money
stock M2 includes M1 as well as the deposits
with agreed maturity up to two years and de-
posits redeemable at notice up to three
months. This aggregate, which combines cur-
rency in circulation and bank deposits that
are regarded as comparatively liquid, corres-
ponds largely to the former German M3 in
terms of the components which are in-
cluded. " The newly defined monetary aggre-
gate M3 includes M2 and the marketable in-
struments issued by the MFI sector, which are
regarded as close substitutes for the deposits
included in the money stock. These instru-
ments are repurchase agreements, money
market paper and money market fund
shares/units and bank debt securities with
maturity up to two years." The fact that the
range of institutions required to report has
been extended to include money market
funds in Germany has had a definite impact
on M3 — albeit a moderate one — owing to
the fact that M3 now includes money market
shares/units. However, the inclusion of build-
ing and loan associations in the money-issu-
ing sector has resulted in comparatively minor
changes in the monetary aggregates since
the savings deposits with building and loan
associations (deposits which are significant in
terms of their number) are now classified as
monetary capital rather than as part of the
money stock.

A particular feature of the definition of the
monetary aggregates in the euro area is that
they contain not only the above-mentioned li-
abilities of the money-issuing sector to resi-
dent non-MFIs (excluding central govern-
ments') but also the monetary liabilities of
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the central governments. They comprise liabil-
ities of Post Offices, Treasuries and national
savings banks that do not themselves have any
characteristics of credit institutions but do have
deposits or substitutes for deposits that fall
within the MFI definition. These liabilities are
hence comparable to bank deposits which
count towards the money stock.’™ Only in
France and Italy are there deposits of this kind
on a significant scale. In order to make a cor-
rect assessment of the liquidity situation in the
euro area, it nevertheless seemed prudent to
include them in the money stock definitions.
However, since their percentage shares in the
individual aggregates (3%2% in M1, 3% in
M2, and 2% % in M3) are comparatively small,
their impact on monetary developments is, as
a rule, only minor.

Generally speaking, a monetary aggregate is
suitable for assessing the risks of inflation if
it displays a close relationship with overall

12 One difference is that the time deposits of more than
two years and less than four years (which are, admittedly,
insignificant in terms of quantity) are no longer included
in the money stock but counted towards monetary cap-
ital. On the other hand, savings bonds with a maturity of
less than two years are now included in M2 and M3, re-
spectively, and not in monetary capital. In accordance
with the harmonised monetary and banking statistics,
savings bonds no longer appear as a separate item. In-
stead, registered paper is classified as deposits with
agreed maturity and non-marketable bearer debt secur-
ities are classified as bank debt securities.

13 Repurchase agreements (of no great significance in
Germany in terms of quantity) were previously booked as
sight or time deposits depending on their maturity.

14 The MFIs’ liabilities to central governments are not in-
cluded in the money stock since experience has shown
that there is no close relationship between their develop-
ment and the central governments’ expenditure behav-
iour.

15 The information needed to calculate the monetary ag-
gregates is reported separately by these institutions. By
definition, these deposits are not contained in the con-
solidated MFI balance sheet, but they are incorporated in
the money stock and its counterparts; the counterpart is
included in “Other factors”.
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Components and counterparts of the money stock M3

(old and new breakdowns)

Up to the end of 1998
German money stock M3

From the start of 1999
“European” money stock M3

Components

Currency in circulation

Sight deposits (= deposits for less than 1 month; including
repurchase agreements)

Time deposits for less than 4 years

(including repurchase agreements)

Savings deposits at 3 months’ notice

Balance sheet counterparts

I. Lending to domestic non-banks
— to public authorities

— to enterprises and households

Il. Net external assets

Monetary capital formation

- Time deposits for 4 years and more

Savings deposits at over 3 months’ notice

Bank savings bonds

— Bank debt securities outstanding

Capital and reserves

IV. Deposits of the Federal Government

V. Other factors

Currency in circulation

Overnight deposits (including monetary liabilities of the
central governments)

Deposits with agreed maturity up to 2 years
(including monetary liabilities of the central governments)

Deposits redeemable at notice up to 3 months
(including monetary liabilities of the central governments)

Money market fund shares/units and money market paper
issued (net)

Debt securities issued with an agreed maturity of up to
2 years (net)

Repurchase agreements

I. Lending to domestic non-banks
— to public authorities

— to enterprises and households

Il. Net assets outside the euro area

Monetary capital formation

— Deposits with agreed maturity of more than 2 years

Deposits redeemable at notice over 3 months
— Debt securities with maturity over 2 years

— Capital and reserves

IV. Deposits of the central governments

V. Other factors (including the counterpart for the
monetary liabilities of the central governments)

M3=I+lI-lI-IV-V

Deutsche Bundesbank
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monetary demand. Since bank deposits and
securitised MFI liabilities may be held for both
transaction and for store-of-value purposes, it
is difficult in practice to draw a line between
money and monetary capital. Whether a
prominent role may be assigned to a given
monetary aggregate within the monetary pol-
icy strategy is therefore ultimately an empiric-
al question. Firstly, the demand for money
must be stable in the long term so that it is
possible to derive the rate of monetary
growth which is compatible with price stabil-
ity. Secondly, the development of the monet-
ary aggregate must have a lead-time over
price movements. According to internal Euro-
system studies, the money stock M3 satisfies
both requirements.'® The reference value set
by the Governing Council of the ECB there-
fore relates to this aggregate.

Special features of monetary analysis for
the euro area

Monetary
analysis in the
euro area ...

Monetary analysis for the euro area starts
with the key aggregate M3. In particular, a
study is made of the extent to which lending
to the private sector, lending to the public au-
thorities, monetary capital formation and the
change in the net external position have con-
tributed to M3 growth. It should be borne in
mind that the broader definition of M3 and
the above-mentioned differences in the ma-
turity cut-offs have resulted in the definition
of the item “Monetary capital” being some-
what different from that of the corresponding
item in the former German overall monetary
survey. Monetary capital now comprises de-
posits with agreed maturity of more than two
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years (compared with four years and over
previously), deposits redeemable at notice of
more than three months (including deposits
with building and loan associations), and
bank debt securities with a maturity of more
than two years (compared with all bank debt
securities, previously) as well as the capital
and reserves of MFls. The net external pos-
ition refers to assets and liabilities vis-a-vis
non-euro area residents.

The analysis of the monetary situation in the
euro area is subject to particular difficulties
because the availability and quality of the
relevant data are initially poorer than those
on which the majority of national central
banks were formerly able to rely. Data for the
entire consolidated MFI balance sheet have
been available only since September 1997,
i.e. just under one-and-a-half years.'” The
possibility of assessing current trends in the
light of past developments is therefore limit-
ed. Similarly, given such short series, there is
no possibility of seasonal adjustment. For that
reason, interpretation has to be based mainly
on year-on-year rates at present. As a result,
changes in the monthly dynamics cannot al-
ways be assessed reliably.'® For the monetary
aggregates M1, M2 and M3, the problem of
data availability has been solved by back-
estimating long series to the beginning of

16 See European Central Bank, Euro area monetary ag-
gregates and their role in the Eurosystem’s monetary pol-
icy strategy, Monthly Bulletin, February 1999, p. 29-46.
17 In some cases, these data were estimated by the na-
tional central banks on the basis of the respective nation-
al banking statistics that had not yet been harmonised.
18 It should be noted, for example, that changes in the
12-month growth rate from one month to another do
not necessarily imply a stronger or weaker expansion at
the end of the series. They might be due to baseline ef-
fects, i.e. changes in dynamics one year before.
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1980, '® thus making it possible to start prep-
arations for seasonal adjustment.

In the case of all the marketable instruments
issued by MFIs, there is the further problem
of separating the holdings of non-MFls within
the euro area from those held by banks and
non-banks outside the euro area. In the past,
the Bundesbank managed this problem by
using data from the balance of payments
statistics to adjust the flow data (but not the
series showing stocks) for the balance of ex-
ternal transactions. This resulted in marked
differences between the growth rates of the
unadjusted stock figures and the growth
rates calculated on the basis of adjusted flow
data. Such adjustments have so far not been
made to the figures of the consolidated MFI
balance sheet for the euro area. For that
reason, certain biases cannot be completely
ruled out, especially for money market paper
and money market shares/units, bank debt
securities and the net external position. 2

The cited difficulties suggest that a certain
degree of caution is called for, in particular,
when analysis of monetary data focuses on
the short term. Monthly developments of in-
dividual variables should therefore not be
overinterpreted, but this does not give rise to
fundamental problems for monetary policy.
What is crucial for a reliable assessment of
any future inflationary pressure from the
monetary side is an appropriate assessment
of the medium-term monetary trends (say,
over the period of one year). These are un-
likely to be significantly impaired by the
above-mentioned initial statistical problems,

however.
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German contribution to the consolidated
MFI balance sheet of the euro area

The data which is incorporated into the con-
solidated MFI balance sheet is collected by
the national central banks.?' It is therefore
possible to calculate the national contribu-
tions to the individual items of the overall bal-
ance sheet. Such a breakdown of the monet-
ary data for the euro area by country funda-
mentally has no intrinsic monetary policy rele-
vance, as the Governing Council of the ECB
has to gear its policy to the monetary situ-
ation in the euro area as a whole. At least in
the first few years, however, it can provide
useful information for interpreting the euro
aggregates. In particular, special movements
in individual items may be explained more eas-
ily if a distinction can be made between devel-
opments which are specific to one country
and those which apply across national bor-
ders. Furthermore, a study of specific national
features can be useful for areas other than
monetary policy, such as an analysis of trends
in the financial system. For these reasons, the
Bundesbank publishes the German contribu-
tion to the relevant items alongside the con-
solidated MFI balance sheet for the euro area
in the Statistical Section of the Monthly Re-
port. When interpreting them, it should be
borne in mind, however, that the German

19 See European Central Bank, Euro area monetary ag-
gregates from 1980 to 1998, Monthly Bulletin, February
1999, p.41-46.

20 If, say, non-residents purchase bank debt securities
with a maturity of over two years on balance in a given
period, this results in an overestimation of both monetary
capital formation and the net external position.

21 The national central banks collect the data from the
MFIs located in their own countries. This means, for ex-
ample, that the deposits of German customers with
credit institutions in Luxembourg are incorporated in the
report of the Luxembourg central bank.

Regional
breakdown
of the consoli-
dated balance
sheet as an
aid to inter-
pretation
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Percentage shares of the components of M3

Euro area and German contribution

January 1999

Euro area

Money market fund Debt securities
shares/units and up to 2 years

money market paper (1.2%)
(7.8%) \

Repurchase
agreements
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contribution to the monetary aggregates M1,
M2 and M3 are not autonomous German
monetary aggregates. They cannot be related
in a meaningful way to the aggregates pub-
lished in the Monthly Report up to February
1999.

If the structure of M3 for the euro area as a
whole is compared with the structure of the
German contribution (which accounts for
roughly three-tenths of the total aggregate),
a number of marked similarities are apparent
as well as some notable differences. The
share of currency in circulation in Germany, at
just over 9%, is somewhat higher than in the
euro area overall. This is probably due not
least to the fact that the Deutsche Mark is
used on quite a large scale abroad. The over-
night deposits and the deposits with agreed
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maturity up to two years account for around
50% both in Germany and in the Eurosys-
tem. By contrast, there are significant differ-
ences in the case of deposits redeemable at
notice up to three months. At 39 %, their
share in the German contribution to M3 is
11 percentage points higher than in the mon-
etary union as a whole. This reflects the vary-
ing importance of short-term savings de-
posits, which have traditionally played a
major role in money holdings in Germany. By
contrast, they are of no (or only slight) im-
portance in other euro area countries (such as
Austria, Portugal and Finland). The money
market fund shares/units and money market
paper are of comparatively minor relevance in
Germany compared with the euro area as a
whole. Their quite high share in “European
M3" is mainly due to the situation in France.
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The share of the French contribution to the
item “Money market fund shares/units and
money market paper” amounts to almost
60 %. This paper has been very popular with
French investors for some time, frequently for
tax reasons. Repurchase agreements account
for around 4 % of M3 in the euro area, and
take place on a significant scale in Spain, Italy
and France. Debt securities with a maturity of
up to two years play a minor role, both in
Germany and EMU as a whole.

Monetary trends in the euro area

No risks to price
developments
from the
monetary side

Following a sharp growth in the early nineties
and pronounced fluctuations between 1993
and 1996, year-on-year growth rates for M3
have been comparatively steady during the
past few years, at between 32 % and 5 %.
However, in January 1999 the rate acceler-
ated relatively sharply, being 5.7 %, com-
pared with 4.5% and 4.6% in December
and November 1998, respectively. However,
too much weight should not be attached to
monthly fluctuations in the monetary data,
not least also bearing in mind possible special
influences at the start of monetary union. The
Governing Council of the ECB therefore ana-
lyses monetary developments on the basis
of a three-month moving average of the
12-month M3 growth rates. Most recently
(for the period from November 1998 to Janu-
ary 1999), the average was 4.9 %, compared
with 4.6 % in the preceding month. This fig-
ure only slightly overshoots the reference
value of 4'2% adopted by the Governing
Council at the end of last year. Overall, mon-
etary developments during the past few
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months suggest that there are no inflationary
or deflationary risks emanating from the
monetary side at present.

Among the individual components of the
money stock, the growth in overnight de-
posits has been especially sharp for some
while. The main reasons for this are likely to
have been the further decline in interest rates
and low rates of inflation, and thus the over-
all low opportunity costs of liquid money
holding. Above and beyond that, the high li-
quidity preference reflects the favourable cyc-
lical trends in the past year. Over the last
12 months, there has also been a sharp
growth in deposits redeemable at notice up
to three months as well as in resident non-
MFIs’ holdings of money market fund shares/
units and money market paper — growth in

Components of
the money
stock



High level of
lending to the
private sector

Weak lending
to the public
authorities

Monetary
capital
formation at a
low level

the latter being due mainly to a sharp in-
crease in January. There has been a slight rise
in currency in circulation, whereas deposits
with agreed maturity up to two years,
shorter-dated debt securities and repurchase
agreements have shown a decline.

Among the individual counterparts, it is mainly
the sharp expansion in loans to the private sec-
tor which has encouraged monetary growth.
Between February 1998 and January 1999,
loans increased at a rate of 9.4%. The quite
marked fall in bank interest rates in several
countries probably played a crucial role in this.
Also, the sharp growth in the real economy in
parts of the euro area has evidently been a
spur to borrowing. MFIs" holdings of shares
and other equities as well as of other cor-
porate sector securities likewise showed a per-
ceptible rise during the period under review.

General government indebtedness to the
MFIs grew only slightly during the last
12 months (0.8 %). Moderate public sector
demand for bank loans is probably due main-
ly to a cyclical and interest rate-related de-
cline in the deficits.

Monetary capital formation has had scarcely
any retarding effects on monetary growth re-
cently. The fact that interest rates were at an
all-time low and the flattening of the yield
curve are likely to have been the main reasons
for the low level of willingness to engage in
longer-term investment with MFls. Although
there was a rise in the statistical growth rate of
MFIs' longer-term financial liabilities to resident
non-MFls in January of this year, this increase is
partly due to a marked increase in MFIs' capital
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The money stock and its counterparts

in the European monetary union *

Euro billion
Com-
pare
1998 [1999 |1998
Item Dec. Jan. Jan.
I. Lending by MFIs to non-
banks (non-MFlIs) in the
euro area +32.3| +95.3| +37.0
of which:
to enterprises and
individuals +65.71 +98.81| +31.2
Loans +52.8| +59.2| +11.2
Securities +12.9| +39.6 | +19.9
to public authorities -334| - 35| + 538
Il. Net external assets +18.4| -35.6 | -48.4
Ill. Monetary capital forma-
tion at euro area MFls - 21| +749| + 71
of which:
Deposits with agreed
maturity of over 2years | + 57| + 3.8| + 5.2
Deposits at agreed
notice of over 3months | + 5.1| + 0.2| - 2.0
Debt securities with
maturities of over
2years 1 - 6.6| +37.3 | + 6.7
Capital and reserves - 62| +335| - 28
IV. Deposits of central
governments + 12| - 6.1| - 8.0
V. Other factors 2 -223| -39.7| + 04
VI. Money stock M3 +739| +30.7| -10.9
(Balance I plus Il less Ill less
1V less V)
Currency in circulation3 | + 94| - 9.2| - 83
Overnight deposits 2 +72.0| +30.0| -48.9
Deposits with an agreed
maturity upto2years2 | +12.7| - 44| +11.5
Deposits at agreed
noticeupto3months2 | +31.1| +15.4| +17.9
Repurchase agreements | -20.4| - 4.1 | +12.1
Money market fund
shares/units and money
market paper 1 -17.9| +158| + 3.6
Debt securities up to
2years1 -13.0| -128| + 1.3
Money stock M3
Annual percentage change + 45| + 57| + 4.6
Moving three-month average
(centred) + 4.9 + 45

* Source: ECB; there may be some deviations from ECB
publications on account of differing stages of revision.
From January 1999 statistical breaks are eliminated (see
also Table II.1 in the Statistical Section, page 8*). — 1 Ex-
cluding the holdings of the MFls. — 2 Including mone-
tary liabilities of the central governments. — 3 Excluding
the MFIs’ cash holdings.
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and reserves and thus predominantly to non-
market transactions. Additionally, credit institu-
tions have evidently sold bank debt securities
on a somewhat larger scale recently. Resident
non-MFls have increased their deposits with
agreed maturity over two years only slightly
during the past 12 months. Virtually all de-
posits redeemable at notice over three months
are accounted for by the German contribution.
The fact that the terms are not very attractive
has meant that their persistent reduction since
the beginning of 1996 has continued.
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Over the past 12 months, there have been
large outflows of funds in the external pay-
ments of resident non-MFls. The net external
assets of the MFIs, which reflect such transac-
tions, were reduced by around € 100 billion.
A part in this is likely to have been played by
the fact that resident non-MFls have obvious-
ly engaged in direct investment and portfolio
investment on a large scale outside the euro

area.

Large outflows
in external
payments



