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PRICE AND COST COMPETITIVENESS
QUARTERLY REPORT — THIRD QUARTER 2000

This series of quarterly reports provide a periodic assessment of the price and cost
competitiveness of the euro area and the individual Member States of the European Union.
Part 1 offers an overview of international and intra-EU price and cost competitiveness positions.
Part 2 is a data section which provides data for the euro area, for each Member State, as well as
for five other industrial countries (United States, Japan, Norway, Australia, and Canada).

The nominal effective exchange rate (NEER) of a country (or currency area) aims to track
changes in the value of that country’s currency relative to the currencies of its principal trading
partners. It is calculated as a weighted average of the bilateral exchange rates with those
currencies.

Changes in cost and price competitiveness depend not only on exchange rate movements but
also on cost and price trends. The real effective exchange rate (REER) aims to assess a
country (or currency area’s) price or cost competitiveness relative to its principal competitors in
international markets. It corresponds to the NEER deflated by selected relative price or cost
deflators.

Countries in the euro area share a single currency and there is no longer any exchange rate
between them. For these countries, the terms “nominal effective exchange rate” and “real
effective exchange rate” have been replaced by the terms “trade-weighted currency index”
and “relative price and cost indicators” but the underlying concepts and their calculation
remains the same. The trade-weighted currency indices for individual countries using the euro
may diverge because they have different trading patterns. In addition, the relative price and
cost indicators may evolve differently due to diverging price and cost trends.

A comprehensive assessment of developments in cost and price competitiveness should ideally
draw on various measures of the real effective exchange rate. Most international trade is in
manufactured goods and some widely used measures focus on urit labour costs in the
manufacturing industry (ULCM). However, in-house labour costs account for only a limited
share of total costs in the manufacturing industry. The sector purchases a growing amount of
inputs from the rest of the economy, including financial services, marketing, accounting etc. In
addition, an increasing amount of services are traded internationally. Therefore, some prefer to
consider developments based on unit labour costs in the 'whole economy (ULCE). Moreover,
capital costs account for a sizeable fraction of total costs. Price measures such as the GDP-
deflator (PGDP) include the return on capital. On the other hand, the measures based on
ULCE and PGDP cover many sectors whose output is neither directly nor indirectly traded.
The discussion in Part 1 focuses on real effective exchange rates as measured by unit labour
costs in the whole economy, but Part 2 of the report also shows real exchange rates based on the
deflator of private consumption, and the deflator of exports of goods and services (PX).

1994 is taken as the base period for the indicators of price and cost competitiveness. This does
not imply that 1994 exchange rates should be treated as equilibrium rates.

The quarterly report 1is also available on the Internet. Our Web site,
“http://www.europa.eu.int/comm/economy_finance/document/pccr/pcer_en.htm”, permits
the downloading of standard statistics to your PC or Macintosh. Moreover, differently
defined nominal and real exchange rates are available upon request. A technical annex provides
further details.
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The euro against major international currencies:

Relative cost and price indicators: international developments

Relative cost and price indicators: intra-EMU developments

‘| Relative cost and price indicators: Member States outside the euro area

DEVELOPMENTS IN THE COST COMPETITIVENESS
OF THE EUROPEAN UNION, THE UNITED STATES AND JAPAN

MAIN FEATURES

During the third quarter of 2000, the US dollar, the Japanese yen and the pound sterling
appreciated against the euro, by respectively 8.1%, 7.6%, and 3.4% qoq. In the same
period, the Swiss franc appreciated by about 2%. In all, the nominal effective exchange of
the euro depreciated by nearly 5% against the currencies of 13 industrialised countries.

By the end of the third quarter, the nominal effective exchange rate of the euro has
depreciated by about 15% since the changeover on 1 January 1999.

Together with subdued price and cost increases, exchange rate developments led to an
additional gain in the cost competitiveness of euro area producers (against other
industrialised countries) of about 2% in the third quarter of 2000, leading to a total gain of
18% since the launch of the euro.

In a longer-term perspective, unit labour costs relative to EUR11 are 38.5% above their
1987-99 average in the United States and 35.5% above their 1987-99 average in Japan.

Over the last two years, the Netherlands, Finland, Spain and Portugal saw a deterioration
in cost competitiveness relative to EMU partners. In these countries, cost and price
pressures are related to their strong cyclical position and, in some cases, to a catching-up
process. In contrast, moderate wage increases or weaker cyclical position lead to an
improvement in intra-EMU cost competitiveness in France and Germany.

In a longer time perspective, intra-EUR11 cost competitiveness is considerably better than
its 1987-99 average in Finland (about 9%), while it is considerably worse than this
average in Portugal (about 18%).

Denmark has seen a further deterioration in its unit labour cost competitiveness against the
EURI11 over the last two years (about 4%) and relative to its 1987-99 average (about 8%).
In Greece, cost competitiveness based on ULCM improved over the last year by about
3%, but relative unit labour costs are still 14% higher than their 1987-99 average.

Because of the strengthening of the pound, unit labour costs in manufacturing in the UK
remained some 49% higher than their 1987-99 average relative to EURI11 in the third
quarter of 2000. In Sweden, cost competitiveness worsened by about 6% relative to the
euro area over the last year.
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L INTERNATIONAL DEVELOPMENTS

1. BILATERAL EXCHANGE RATES OF THE EURO

Since its laum?h,. the euro has been on a Charti The euro against USD and JPY since changeover
steady depreciating trend against most index 1.1.1999 = 100 (daily data)

major world currencies, which was only 105
occasionally and briefly interrupted (Chart 100 M-
1 and 3). Although the euro has 95 1. R
subsequently bounced back in the month 90 -
to mid-June, it has then fallen again.

85
The dollar/euro exchange rate has 80 1
attracted most attention in the past one and 75 1
half years. Having started at 1.17 dollar 70 |
per euro at launch, the euro fell below 65

parity with the US dollar for the first time
in December 1999 and temporarily below
USD 0'86. n early Se_ptember; a level Chart2  The euro (DM) against USD and JPY since 1994
corresponding to a decline of about 26% USD/ EUR ( monthly averages) JPY/EUR
percent compared to January 1999. On the 16 160
20 September 2000, the euro has fallen ,_ :
below 0.85. G-7 Central Banks intervened \[lheeuro
on Friday 22 September in support of the
euro, in the first joint action since 1995.
The ECB, the US Federal Reserve and the 2 1¥
Bank of Japan referred to a “shared
concern for the potential implications of 1.
developments in the euro exchange rate for
the world economy”. The intervention
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lifted the euro fron[l $0.86 to $0.90, a gain 1994 1995 1996 1097 1998 1999 2000

of more than 5% ' but the euro eased to Note: EURrates before 1999 calculated on the basis of DEM rates.
below $O 89 thereafter Source: European Commission

Despite this intervention, the dollar had not been so strong against the participating euro
currencies since late 1985. The US economy grows still above potential without any
imminent inflationary pressures, and the last productivity growth figure (5.7% in the
second quarter) has confirmed this trend.

! from 90 to 96 Japanese yen, from 0.60 to 0.61 Pound Sterling, and from 1.51 to 1.53 Swiss franc



The euro has experienced an even larger a3

depreciation against the Japanese yen.
From 134 yen per euro on 4 January 1999,
the euro fell to a low of JPY 90 in 100
September. Since the launch of the euro, 95 1.
the Japanese yen appreciated by 29% 90
against the euro. Despite foreign exchange
market interventions of the Japanese 8
authorities to stop the rise of the yen (in 80 1
December 1999 and March 2000), the 75
Japanese currency has remained on an

The euro against GBP and CHF since changeover
(daily data)
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zero interest rate monetary policy further :
supported the Japanese yen. '

Chart4  The euro (DM) against GBP and CHF since 1994
Against the Pound Sterling, the euro is GBFY EUR (monthly averages) CHF/EUR
. 0.95 1.9
down 13.5% since the changeover (cf. P——
Chart 3). However, the pound sterling has Ttheeuro |~
depreciated substantially against the dollar 085
(it is currently at its lowest level against
the dollar in 15 years). After the strong .. |
recovery of the UK economy in the course
of 1999, there are signs of a slow down, in
particular in the exposed sector. The Bank 965
of England maintained its repo rate at 6% 1
since February 2000. 0.55 ‘ . . ‘ , 1.1
1994 1995 1996 1997 1998 1999 2000
Note:  EURrates before 1999 calculated on the basis of DEM rates.

Source: European Commission

The Swiss franc, is also at its lowest level in 10 years against the dollar. It is currently
trading at around 1.52 CHF/EUR, which corresponds to an appreciation of around 2%
against the euro. '

TABLE 1: EVOLUTION OF THE MAIN BILATERAL EXCHANGE RATES
During the third quarter of 2000 Relative to the previous quarter
(monthly averages) (quarterly averages)
Average Average Average Average
Jun-00 Sep-00 % change Q2-00 Q3-00 % change .
USD/EUR 0.949 0.872 -8.1% 0.934 0.905 -3.1%
JPY/EUR 100.7 93.1 . -7.6% 99.6 97.4 -2.2%
GBP/EUR 0.6292 0.6077 -3.4% 0.6095 0.6127 - 0.5%
CHF/EUR 1.561 1.531 -1.9% 1.564 1.544 ~-1.3%
Source: European Commission




2. NOMINAL EFFECTIVE EXCHANGE RATES (I1C24)

Since its launch, the nominal effective
exchange rate of the euro has depreciated
significantly. The depreciation resulted
from a generalised downward movement
vis-a-vis most main currencies. In
September 2000, the nominal effective
exchange rate of the euro area countries
reached its lowest level since December
1989. At this level, it is 15% below its
changeover level, some 5% of which
happened in the third quarter of 2000.

The nominal effective exchange rate of
the US dollar reached its highest level
ever in September (cf. chart 6). It gained
about 3% relative to the previous quarter.
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The nominal effective exchange rate of the Japanese yen gained 3.1% during the third
quarter, and is very close to its high reached in 1995.

The nominal effective exchange rate of the Pound sterling depreciated during last
quarter when it reached its highest level since 1983, but is still high from a historical
point of view.

TABLE 2: NOMINAL EFFECTIVE EXCHANGE RATES
(vs. 24 industrialised countries, index 1994 = 100)

During the third quarter of 2000 Relative to the previous quarter
(monthly averages) (quarterly averages)
Average Average Average Average
Jun-00 Sep-00 % change Q2-00 Q3-00 % change
EURI11 97.1 92.5 -4.7% 95.4 94 .4 -1.0%
USD 1289 133.1 3.3% 129.2 131.1 T 1.5%
JPY 109.8 113.2 3.1% 109.7 110.5 :0.7%
GBP 122.1 123.2 1.0% 125.4 123.7 ~1.4%

Source: European Commission
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3. REAL EFFECTIVE EXCHANGE RATES (IC24)

As a result of the depreciation of the euro
and low price and cost inflation in the euro
area compared to trading partners, the cost
competitiveness of the euro area improved.
In the third quarter of 2000 it gained nearly
2%, and registered an improvement of 19%
since the launch of the euro (measured by
relative unit labour costs in the economy as
a whole). EURI1 cost competitiveness
reached its most favourable level ever in
September 2000 (cf. Chart 7).

Over the last year, the strength of the US
dollar, notably against the euro, the pound
sterling and the Japanese yen, led to a
deterioration in the cost competitiveness of
the US economy. The real -effective
exchange rate of the USD is very high from
a historical point of view as it stands 16%
above its 1987-99 average. This is its
highest level since 1986 (cf. Chart 8).

Despite the fact that the real effective
exchange rate of the Japanese yen has
decreased somewhat against the euro during
the third quarter (- 0.1% over the third
quarter), it is still about 12% higher than its
1987-99 average.

The cost competitiveness of the UK has
somewhat improved over the third quarter as
the real effective exchange rate of the
Pound sterling decreased by 1%. However,
the real effective exchange rate is still close
to its all-time high at some 24% above its
1987-99 average. ’

Chart7
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(monthly data)
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TABLE 3: REAL EXCHANGE RATES (ULCE)

(vs. 24 industrialised coun

tries, index 1994 = 100)

Relative to the previous quarter Rel. to the previous year | Rel. to long-term average
(quarterly data) (quarterly data) (quarterly data)
. Average ) ]
Q2-00 Q3-00 % change Q3-99 % change 87-99 - % change "
EURI11 79.2 77.8 -1.8% 87.1 -10.7% 99.3 - . 1«21.6%
USD 120.5 122.4 1.6% 116.0 5.5% 1059 ° ' 15:6%
JpY 93.7 93.6 -0.1% 86.0 8.8% 83.8 C117%
GBP 134.3 132.9 -1.0% 128.2 3.6% 107.4 23.8%

Source: European Commission
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4. COST COMPETITIVENESS OF THE EURO AREA RELATIVE TO THE USA AND JAPAN

Over the last year, the strengthening of the US dollar against the euro has contributed to
a loss in cost competitiveness for US producers against their EUR 11 competitors of
around 18%, some 4 percentage points of which occurred during the third quarter of
2000. Unit labour costs in the United States relative to EUR11 are some 38.5% above
their 1987-99 average. In a historical perspective, the unit labour cost position of euro
area producers is currently very favourable relative to US producers, better than at any
time since late 1985 (cf. chart 9). The cost competitiveness for EUR11 producers
against their US competitors has improved by around 21% since the launch of the euro.

Chart9 Real exchange rates': EUR11 vs. USD and JPY
1994=100 (quarterly data)
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' Deflated by unit labour costs in total economy
Source: European Commission

The appreciation in the Japanese yen from the third quarter of last year has contributed
to a deterioration of 20% in cost competitiveness for Japanese competitors against
EUR11 producers (and by 2% over the third quarter). Unit labour costs in Japan relative
to EUR11 are almost 35.5% above their 1987-99 average. At this level, the cost
competitiveness for EUR11 producers relative to Japan is more favourable than ever (cf.
chart 9). The cost competitiveness for EUR11 producers against their Japanese
competitors has improved by around 22.5% since the launch of the euro.

TABLE 4 A : RELATIVE COST AND PRICE INDICATORS OF INDIVIDUAL
COUNTRIES RELATIVE TO EURI11

Over the last year Over the last two years Relative to 1987-99 average

(00 Q3/99 Q3) (00 Q3 /98 Q3) (00 Q32 / Average 87-99)
% Change ULCE ULCM PGDP ULCE  ULCM PGDP ULCE  ULCM PGDP
USA 17.8 17.4 16.7 25.6 233 242 38.5 313 314
Japan 20.0 17.8 21.1 50.9 45.3 54.7 35.5 374 30.0
Source : European Commission

TABLE 4 B: REAL EXCHANGE RATES (ULCE)
(vs. Euro-11, index 1994 = 100)

Relative to the previous quarter Rel. to the previous year | Rel. to long-term average
(quarterly data) ) (quarterly data) (quarterly data)
. o ] Average SR
Q2-00 Q3-00 % change Q3-99 % change |  87-99
USD 135.2 140.2 . 3.7% 119.0 17.8% 101.2 & -
JPY 113.0 115.2 2.0% 96.0 20.0% 85.0 - - 35.5%

Source: European Commission




II. DEVELOPMENTS WITHIN THE EUROPEAN UNION

1. COST COMPETITIVENESS MOVEMENTS AMONG EURO AREA MEMBER STATES

Within the euro area, diverging movements in costs and prices may change the
relative cost competitiveness positions of euro area Member States. Table 5 and Chart
10 show three measures of the real effective exchange rate of individual Member
States against the EUR11 average. The different measures do not always give a
uniform picture of the movement over time in the real effective exchange rate of a
given country against its partners and, as such, the indicators of cost and price
competitiveness need to be interpreted carefully.

In some cases, deviating price and cost trends among euro area Member States could
lead to a build-up of competitive imbalances which might ultimately hamper
economic growth and cause unemployment in individual Member States. In other
cases, however, longer-term changes in relative prices and costs may be justified by
changes in economic fundamentals related e.g. to a catching-up in the level of
economic development, changes in non-price competitiveness factors, or changes in
underlying savings and investment patterns. Moreover, differences in cyclical
positions may cause movements in relative costs and prices in the short term. An in-
depth assessment of movements in real exchange rates therefore requires a
comprehensive analysis of the economic situation in each country seen in a longer
time perspective. This report merely provides a descriptive overview of movements
in intra-euro area cost and price competitiveness indicators.

Recent developments

The price and cost competitiveness in Belgium, Luxembourg and Italy has been
broadly constant over the last two years.

o Depreciation

Over the last year, the intra-EURI11 real effective exchange rate depreciated in
Germany, France and Austria (cf. table 5). While in France this reflects low cost
pressures due to moderate wage pressure, in Germany low price pressure results from
weaker cyclical conditions than for the average of the euro area. These trends reflect
the trend observed over the last two years. The Austrian real effective exchange rate
also depreciated, but to a lesser extent and therefore is still above its 87-99 average.

e Appreciation ,

Over the same period, there was an upward movement in the real effective exchange
rates of Spain, Portugal, Finland, the Netherlands and Ireland. In all five countries,
above-average cost and price increases are related to a strong cyclical position.

The Irish case is somewhat peculiar. Although over the last two years there was a

tendency for the Irish real effective exchange rate to appreciate, different measures of

the real effective exchange rate did not all move in the same direction. In particular,

the cost indicator based on manufacturing still. In Ireland, wage and price pressures .
are rising due to continued strong growth and an increasingly tight labour market.

However, cost and price competitiveness remain quite favourable (in a historical

perspective) and the current account is close to balance despite very strong domestic

demand.



In the Netherlands, the upward movement of the real effective exchange rate should
be viewed in the perspective of a sizeable real depreciation since the early 1980s and
a large current account surplus despite strong domestic demand.

In Spain and Portugal, the appreciation of the real exchange rate may be warranted as
the economy catches up with other euro countries and as they benefit from large
inward capital flows following their participation in the euro. Nevertheless, the large
current account deficit of Portugal may indicate an unwarranted loss ‘in
competitiveness.

TABLE 5: RELATIVE COST AND PRICE INDICATORS OF INDIVIDUAL
COUNTRIES RELATIVE TO THE EURO AREA (EUR11)

Over the last year Over the last two years Relative to 1987-99 average

(00 Q3799 Q3) (00Q3/98Q3) (00 Q3 / Average 87-99)
Euro area Member States .
% Change ULCE ULCM PGDP ULCE ULCM PGDP| ULCE ULCM PGDP
BLEU 0.5 1.0 0.2 0.9 .1, -0.3 26 1.6 1.2
Germany -1.4 -0.5 -12 -2.0 -0.4 -1.3 -2.8 4.0 -1.7
Spain 1.6 22 1.2 2.0 5.0 33 0.6 74 -0.3
France -0.3 -1.1 -04 -1.1 -3.6 -1.5 1.3 -73 -1.3
Ireland 2.1 0.0 27 3.1 2.4 37 0.7 =242 93
Italy 0.4 -0.9 0.8 0.3 -0.2 0.5 4.7 02 0.1
Netherlands 2.3 1.9 1.7 44 38 2.3 5.8 03 1.7
Austria -1.2 0.4 -08 -0.7 -1.0 -0.7 1.5 04 0.1
Portugal 1.7 0.8 0.5 4.5 0.9 20 17.7 130 . 13.6
Finland 1.0 1.1 -0.1 22 32 04 -9.0 . =107 74
Non-euro area Member States
% Change ULCE ULCM PGDP ULCE ULCM PGDP ULCE ULCM PGDP
Denmark 1.1 -0.7 09 " 36 48 2.8 8.3 154 5.4
Greece -1.6 -2.8 2.1 0.9 -3.2 0.9 14.2 6.1 10.6
Sweden 53 39 44 5.6 34 59 33 -6.5 0.7
UK 9.0 8.5 8.2 14.5 17.3 12.9 353 484 28.1

Note: relative ULCE and ULCM for Italy relative to any period before 1998 are distorted by the 1998 tax reform which shifted
taxation from labour costs to value added but did not significantly change competitiveness.

(1) ULCE = Based on unit labour costs in the economy as a whole.
(2) ULCM = Based on unit labour costs in manufacturing industry.
(3) PGDP = Based on GDP-deflator.

A minus means an improvement in cost competitiveness.
Source : European Commission

Relative to the 1987-99 period:

The large deviation from the 1987-99 average in the case of Portugal (rise of about
18% of the ULCE) could be related to the catching-up process which the country is
undergoing. The real appreciation prior to 1992 may reflect an equilibrium response
to the opening of the economy upon accession to the European Community in 1986.
Relative unit labour costs in the manufacturing sector — which produces tradables —
have been broadly constant since 1992.

The current price and cost competitiveness of Finland is significantly better (about
9%) than its 87-99 average. This large deviation is related to the economic shocks that
occurred in the late 1980s/early 1990s, including the collapse of trade with the former
Soviet Union. As the process of raising the utilisation of the economy’s productive
resources and reducing external debt makes progress, the real exchange rate relative
to EMU partners may gradually appreciate in the medium term. However, in the



second half of the 1990s, Finish productivity picked-up leading to an improvement of
competitiveness. Moreover, the Finnish economy is likely to be more exposed to the
global and domestic growth of sectors associated with the “new economy”, and this
may have consequences for the real exchange rate. o

Ireland is unusual in that it has witnessed a trend depreciation in its ULC-based real
exchange rate during the last decade of its catching-up process (cf. chart 10). To a
large extent, large productivity gains in the manufacturing sector have been achieved
by (and in any case accompanied by) an large increase in the capital-intensity of
production related to the inflow of capital-intensive investment during the 1980s and
1990s. The substantial decline in the ULC-based indicators reflects a shift in the
relative -factor content of output rather than declining costs at the firm level or an
exchange rate depreciation.

For the remaining countries, the measures of the real effective exchange rate either
show modest differences with the 1987-99 average (i.e. Austria) or the various
indicators convey conflicting messages with some measures above and some below
their 1987-99 average.

2. COST COMPETITIVENESS BETWEEN THE EURO AREA AND OTHER MEMBER STATES

Denmark has seen a further deterioration in its unit labour cost competitiveness over -
the last two years (by about 4%), and the real effective exchange rate based on ULC
in the manufacturing sector is some 15% higher than its 1987-99 average. This
reflects both faster wage increases and lower productivity growth in Denmark than in
the euro area in recent years.

After several years of real exchange rate appreciation, the devaluation of the Greek
drachma upon its entry into the ERM in March 1998 resulted in a significant
depreciation in real effective terms. However, due to the strength of the Greek
drachma in the ERMII and higher price and cost increases, the real effective exchange
rate of Greece against EUR11 has increased. Despite the amelioration of the Greek
price and cost competitiveness over the last year, the Greek drachma, in real terms, is
sill well above its long-term average (+ 14% for ULCE).

Exchange rate developments have led to a further deterioration in the price and cost
competitiveness of the United Kingdom relative to the euro area of about 9% (ULCE)
over the last two years. ULC for the economy as a whole are 35% higher than their
1987-99 average and nearly 49% higher in the case of manufacturing industry.

In Sweden, cost and price competitiveness worsened by about 5% relative to the euro
area over the last year, mainly because the Swedish krona recovered on the back of a
strong pick-up in the Swedish economy. In real effective terms, the krona is close to
its average over the 1987-99 period relative to the EUR11, although unit labour cost
in manufacturing are some 6.5% below their 1987-99 average.



Chart 10 : Price and cost indicators for individual countries relative to EUR11
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Chart 10 contd.: Price and cost indicators for individual countries relative to EUR11
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PART 2:
TABLES AND GRAPHS BY COUNTRY

The tables and graphs on Pages 1 to 40 present nominal and real effective exchange
rates of the currencies of the European Union Member States and five other industrial
countries. Aggregate measures for the European Union as a whole (EU-15) and the
group of countries participating in the Economic and Monetary Union (EUR11) are
presented as well. Each country (or country group) is compared with 24 industrial
countries (the 15 EU countries, Norway, Australia, Canada, Japan, the United States,
Mexico, New Zealand, Turkey and Switzerland), with the European Union and with the
group of ERM participants.

The tables on Pages 41 to 51 present bilateral exchange rates of the US dollar against
the currencies of the 24 industrial countries; and nominal and real effective exchange
rates of the EU currencies, the US dollar and Japanese yen (as well as aggregate
measures for EU-15 and EUR11). Each cross-national table of real effective exchange
rates is based on a single price or cost deflator. Price and cost indices in national
currency are presented as well. These tables aim to facilitate a comparison of
developments in the different industrial countries. The final table shows the latest
double export weight matrices that were used to calculate effective exchange rates.!

1 The technical annex provides further details.
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EU-15 and EURMN

Relative price and cost indicators of EU—15

vs. (the rest of) 24 industrial countries
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Relative price and cost indicators
vs. (the rest of) 24 industrial countries
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Spain — euro (before 1999

Relative price and cost indicators
vs. (the rest of) 24 industrial countries
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France — euro (before 1999

Trade —weighted currency indices
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France — euro (before 1999

Relative price and cost indicators
vs. (the rest of) 24 industrial countries
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Ireland — euro (before 1999

Trade —weighted currency indices
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icators
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Quarterly data (index 1994=100)
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Australia — AUD

Trade —weighted currency indices
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Australia — AUD

Relative price and cost indicators
vs. (the rest of) 24 industrial countries

Quarterly data (index 1994=100)
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Canada — CAD

Trade —weighted currency indices
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Canada — CAD

Relative price and cost indicators
vs. (the rest of) 24 industrial countries
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Relative price and cost indicators
vs. (the rest of) the countries in the euro area (EUR11)
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Relative price and cost indicators
vs. (the rest of) 24 industrial countries
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United States — USD

Relative price and cost indicators
vs. (the rest of) 24 industrial countries
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Bilateral exchange rate of the US dollar against the EU currencies

(Price of one US dollar in terms of the currencies of each of the countries/currency areas indicated)
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Monthly data (period average)
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Price deflator GDP

Table D1

In national currency vs. (the rest of) 24 industrial countries (1C24)
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Price Deflator Exports of Goods and Serv

Table E1

In national currency vs. (the rest.of) 24 Industrial countries (IC24)

Annual data (index 1994 =100)

EUR11 EU-15 USA

UK

SF

NL

IRL

GR

DK

BLEU

—FOOVOONOTOINOO
ORPNANNOCONOD—
ODANNNN-CODADDD

-

ANr-ON~MNOOWVOCO~

BONT~Nr~OtOMNT
[-T-T-7-1-7-J-1-T-3-].] -1}

-y e e oy

MDrerNrmrmOMOWOWn ™o W
[=1-1-1-1-Y-1-J-1. 1. 7.1 .T.]

. —————

OOARNODITOETR-NO

CODWHWHNODO N DWW
bl ~1-g-T-1-J-4- 1-1.1-1.]

¥

DOETBDOOOOMETIETMNI™
VOV~ NG r~OOOTON
DVDDODHORDBOOOONHRND

————
ONNYTN~0ONMND®
ONMOETr-MOMMNOOW
DRARIAIRDROODNRRDN

————

COORETNNMNODODDDY
OMNT-MNOO O MNO ™

DN OINOOORID
-

OYTNOVOVET O OO m
NEDOTNOONDDOO
rOOARDBDROORNROO

- ~—

WOMOOMTO®NNMND®

AT ONTONNMNOO®
[=X-2-X-J-T-T1-2~-7_ 1111}

————————————

NEROMNMNOBONOMNON
ON-ODNv~OD MMM
atabad d —-T-1-1-7- 1.1 1-1. ]

=

OO~ NYTONDOD ™
DWDMD=rERONTONM
VOBV RNROOOO0O0O

—— e y—————

OQQFDQFOQIDNON

wa——an-—ochout
COrORDMOORANOO

——— - v
DONT=NONODNIO™
DOMODNOENDODW
et et ab okl =12 -X- 1- 1. 1. 1.
Y=
B0 O~ NN
NN~ ONNIDMNO™r=0NMOM
DO DNOOOOOC
v
OO INNOOVOODDOM
NOTMNNDTOETNDO—N
NOONOOBROOOO v
-
DENAIBUNONOMOWN
DOITNNIT™ODN®ODOW
[~X-2~T-T-T-3-1-J.X-.1.1-71.]
T
Nt r-RNONDO O
FRrErOr-rMOORVVOO v
OMOOOOOOHIDOOO
- v re—r———— ————
QRSO T NO MDD
DD MNDO WD NN M
MOCOOCOMCHROOO

[ ——————— ————

Year

OO ~QNMTINONDOD
WVODODDDDHRDODRRDHDD
AR N

Yy = ==y

Deflator

ors based on Export Pri

icat

vs. (the rest of) 24 Industrial countries (IC24)

ive price in

Relati

Table E2

ice

100):

Annual data (Index 1994

EUR11 EU-15 USA

UK

SF

NL

{RL

GR

DK

BLEU

NDONONVOO WD
MONTORONDDOND

DN O 00O M OM D@D
-

OO~ TAOMNODO®®

TNOODRIOOW ¢
oMM ONINOOO

———— - -

TODUNONNOWNNWD v
OCNTOTHOOODRTON
DANOOOO0O0OO00O

-—————————————

TR ODONOr- AN
DONM—~INOOWOBON®
DHNOOOOODOOOMm

G —

Q@FNN*QQONDQD

GONONOQO@OQSDQ
NONOOOMHONMRNOOO

——— -
OROD—OWONNMD ™
DMUMD ~DOTONNO
Orrr 000000

T == ———————

VENDNRETOOTORDOW
AT WIDONNOMBPMONW

OO0 O0OMO~000m
e

OEeO N NNOMN™ORDO

QMDD IPHOM— QDO
OBHRROCOHOOONOD

. Y———

NCONODVDOOVr NGO
CONPVONONONO®
RN HNOOOOHOD

-

ONPDONWVOOOLOM ™
TOMN~OOODOMOMNNO

CONMOOOOOOOOIN
vy

NQQ*QONOGQNNN

InNInﬁ-Qv—v-QNOIONln
OO0 rvOOMNOO0OO

v y—y————

m-—cm-—auomowav—

lﬂl\@”v—v—v—Q@OﬂNN
[-1-F-X-7-F-T-1-1- Y-J-1-1-]

Ty ——— vy

WONODNMNNOWOONGY
YN~ NOOT™ONONO
[~J-J-1-1-1-Y-1-1-F-J1-T. 1.}

[ ——

AN NOWBNTOD
D ONMMONST — N~
MO0 OO0 0O00

- - Y

ONTTNANNOOROOM
MIDTRAN=HONWOMDO
DO ONOOOCOO

e —

V=M= ANONOND T ©
MANDOANDOW OO
NDOHADRHINOOONDD

-

N R-O TN

OB TROOMONMM
NVOBAROOO0OOOD
-

DN NDODIOOM—RID
TETINOONOTONNN

DN NROOOOOD
-

relative to 24 Industrial countries (IC24)

EU-15 'USA

EUR11

UK

SF

NL

IRL

GR

DK

BLEU

NOV‘QOOFQNI‘DFMI‘)

QQI‘!-—NN&GN““FQ
OO ONODODOONONDND

DrrON—OIDTNDOD O
NYETITMNANOBIDOOLDO
COO00O0OOODO000

Ty e -

OO ON
TR OODNOIW 0
[=X-T-1-L X -T-T-7-7-1-.1.]

-

OO~ ONO-DOOrO

NOO=TOOINNDNOMN
HDOROOOOoIHOIOIMDO

- r————

OMIDNMOD OO NGO
DNHOODININ NN DO
OOr 00000000
Db ol o o ol ol ot oD o o

ONVOWTONTD T O
MENIONDONRONROM

DOO0O0ONONOHROM
——rrre - v -

ORI NNETDI~ T OOMm
NN~ NOORNETNr~OO
COOODOOBHANDRNOD

—r————

WMONTETr O™ 0NN ™

NOONO O W MDD
DOARROOOHRITORAD

[—

Y- L T - 1Y
COOORORONOE <
DO RODODOADODOD

-
OTDOOTN~ODNOND®

Lodad - dadad dal 201714 &
DODRDRADBRADRADAD

DANDNNDON OO m

TOWMODNIDWNE D r=
[=1-1-1-X-1-1-1--J-J-J-1-X-}

" ———————y——————

NONONNOOMDINTN
ONONTWOITN—ODOD
COMOOOOCOQIHOM

— e

TR ONDNTOD
DONNTNORD WD
=2 =1-3-T1-T-T-7-. 1. 1..7. 1.3

e o ety

DEBNOINRDONNWON
OrrOrNONr~—O®R
COOCOO0OoOOoOoONdm

R ——

TAOMNMOOINOCOMNVO

DMOOTWNIOOWODM v
OO0 O0O00O0OOQOO

Yy Y vy Y Y

MOYTR= TN OOMOMN
WD ORODODOOTNO

DA ROBNRRIDID
-

MERDOONOONO O
NN TOIDOONT~ID
VOO0 ODOOOOND

=

NOOONTDOOMOWID ™
TANr-NIITONN~OI®D
[=2-2-J-1-T-J-T-J-T1-X-1.%-)

.

Year

MONONMITWHONDN
ORI D
MO NIRAIOD

e e g g A S e e

Quarterly data (Index 1994 =100)

r

Qt

ML= NOL=-NOT =N
[efefefelalelelelelalelele)]
DO DORNAIDHOOO
DNRNBRNDPDRMHOOO

Page 48




Unit Labour Costs in Economy as a whole (ULCE)
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Unit Labour Costs in Manufacturing (ULCM)

Table Gi

In national currency vs. (the rest of) 24 Industrial countries (1C24)

Annual data (index 1994 =100)
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Double Export Weights (1998) in relation to (the rest of) 24 industrial countries (IC24)
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Double Export Weights (1998) in relation to the (rest of the) European Union (EU-15)
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TECHNICAL ANNEX

INTRODUCTION

The quarterly report on price and cost competitiveness presents recent changes in the nominal
and real effective exchange rates of the euro area (EUR11), of the 15 individual EU Member
States, as well as of the United States, Japan, Norway, Australia, and Canada (part 2).
Aggregate measures for the European Union (EU-15) are presented as well.

The nominal effective exchange rate (NEER) (or,'equivalently, the “Trade-weighted currency
index”) describes changes in the average value of a currency with reference to a given base
period and a given group of reference countries. It is calculated as a weighted geometric
average of the bilateral exchange rates against the currencies of competing countries. In this
report, three alternative groups of competitor countries are considered: a group of 24
industrial countries (IC24), the 15 Member states of the European Union (EU-15) and the
countries in the euro area (EUR11).

The real effective exchange rate (REER) (or, equivalently, the “Relative price and cost
indicators™) is calculated as the sum of the nominal rate and a trade-weig'htcd price or cost
deflator. The REER attempts to show the movement in the prices or costs of production of
domestically produced goods relative to the prices or costs of goods produced by competitor
countries, when expressed in a common currency.

Double export weights are used to calculate NEERs and REERs, reflecting not only
competition in the home markets of the various competitors, but also competltlon in export
markets elsewhere.

DG II’s system for the calculation of effective exchange rates permits the user to make
individual choices of competitor countries, reference period, method to calculate trade weights
and, in the case of real effective exchange rates, price or cost deflators. This technical annex
describes the standard measures used in this series of Quarterly Reports. Differently defined
nominal and real exchange rates can be provided to interested persons or organisations upon
request. Please fax your request to the European Commission, Directorate-General for
Economic and Financial Affairs (DG ECFIN-C-1), fax n°® +32-2-299.35.05.

METHOD
1. Choice of reference period

The choice of the reference period in assessing developments in nominal and real effective
exchange rates is necessarily arbitrary and should not be seen as implying that exchange rates
prevailing in this reference period were in equilibrium.

The reference year is 1994,
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2. Calculation and application of trade weights
(that transform the bilateral exchange rates into effective exchange rates)

The trade weights used are double export weights. This implies that the bilateral exchange
rates between the currency of a given country and the currencies of its competitor countries
are weighted according to both:

(1)  the competitors' share in the total supply of competing goods (including the supply by
domestic producers) in each market separately; and

(2) the relative share of each market in the total exports of the given country.

Moving weight matrice are used in order to capture the influence of changing trade patterns
over time. The weight matrices of year t-1 are used to calculate the change in the effective
exchange rate between the year t and t-1. If no weights are available for the year t-1, the
weights of the latest year available are used. -

3. Price and cost deflators
(to transform the nominal effective exchange rates into real effective rates)

Five real effective exchange rates (each based on a different deflator) have been calculated in
order to provide a comprehensive assessment of a country's prlce and cost competitiveness.
The following deflators have been used:

(1)  the deflator of private consumption (PCP);

(2)  the GDP deflator (PGDP);

(3)  the price deflator of exports of goods and services (PX);
(4)  Unit Labour Costs in Economy as a whole (ULCE); and

(5)  Unit Labour Costs in Manufacturing (ULCM).

4. German unification

The data used in the quarterly reports on price and cost competitiveness have been adjusted! to
reflect the shift in the average level of unit labour costs, thereby better capturing the
deterioration in average German cost competitiveness associated with unification. An
estimate had to be made for the level shift in unit labour costs in the manufacturing sector.
On the basis of data for value-added and employment in the manufacturing sector in
subsequent years the productivity gap was found to be smaller in this sector. Average unit
labour costs in manufacturing have been adjusted by 1.3 per cent from 1991 onwards.

! For more details, see the box on German unification and cost competitiveness box published in the first qarter 2000 report
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DATA SOURCES
1. Nominal bilateral exchange rates and deflators

Exchange rate data for the current year are the official daily rates recorded at 14.15 hours by
the ECB. Monthly data are calculated as the arithmetic mean of the daily rates. Quarterly and
yearly data are geometric means of these monthly figures. Historical data are provided by the
IFS (IMF) database.

Annual data for the deflators (including Commission forecasts for the current year) come from
DG ECFIN’s AMECO database. As the calculation of real effective exchange rates requires a
full data set, missing data have been estimated. The annual data have been transformed into
quarterly data by applying a straight-forward spline method.

2, Weight matrices:

The moving double export weight matrices are derived from trade matrices with domestic
production for the home market on the diagonal. The source of data on bilateral exports is the
DoT (IMF) database. The source of data on domestic production (defined as GDP - exports) is
national accounts' data from AMECO. Table H in Part 2 of the report reproduces the most
recent weight matrices used in calculating effective exchange rates.

COUNTRY COVERAGE
1. Competitors

The report presents nominal and real effective exchange rates relative to a group of 24
industrial countries (IC24), relative to the European Union as a whole (EU-15) and relative to
the countries in the euro area (EURI11). IC24 consists of the 15 EU Member States plus
United States, Canada, Japan, Switzerland, Norway, Australia, New Zealand, Mexico, and
Turkey.

2. Markets

Besides the countries considered as competitors, the following markets are distinguished:
other Europe (including the Central and Eastern European Countries and the countries that
used to be part of the USSR), other Asia/Oceania, other Western hemisphere, Africa, the
Middle East and the rest of the World (including North Korea and Cuba). The conventions
used in DoT/IFS (IMF) are followed strictly with two exceptions: (1) the industrial countries
‘are not treated as a separate category; (2) the former East and West Germany are considered
as a single entity: Germany.
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