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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 source for data and graphs is the European Commission unless otherwise stated.

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effective exchange rate” have been replaced by the terms “trade-weighted currency index”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 unit 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 is 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.




Adjustment in the computation of the euro effective exchange rate indices
following the adoption of the euro by Greece

Up until 31 December 2000 the effective exchange rates (EER) indices of the euro were
calculated against IC including Greece as a trading partner. As from 1 January 2001,
following the adoption of the euro by Greece, the euro EER series have been modified
to reflect the enlargement of the euro area. The new series now treat Greece as a euro
area country prior to January 2001. The new weights were applied for the whole of
the period over which the euro indices are calculated'. In this context, a “theoretical”
euro exchange rate has been computed in which the Greek drachma is treated as an
EMU legacy currency.

! Similarly, euro area-wide deflators used for this purpose include Greek cost or price developments,
again prior to Greece’s adoption of the single currency.
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DEVELOPMENTS IN THE COST COMPETITIVENESS
OF THE EUROPEAN UNION, THE UNITED STATES AND JAPAN

MAIN FEATURES

The euro against major international currencies:

During the first quarter of 2001, the euro appreciated against the US dollar by aboutl%,
the Japanese yen by about 10%, the pound sterling by nearly 3% and the Swiss franc by
about 1%. In all, the nominal effective exchange of the zuro appreciated by about 7%
against the currencies of 13 industrialised countries during the last quarter.

By the end of the first quarter, the nominal effective exchange rate of the euro is still 10%
below its changeover level at 1 January 1999.

Relative cost and price indicators: international developments

The recent appreciation of the euro exchange rate led to a deterioration in the cost
competitiveness of euro area producers (against other industrialised countries) of about
6% in the first quarter of 2001. However, the euro still displays a total gain of 14% since
its launch.

In a longer-term perspective, the unit labour costs in the United States relative to EUR12
are 31% above their 1987-99 average and 17% above their 1987-99 average in Japan.

Relative cost and price indicators: intra-EMU developments

Over the last two years, the Netherlands, 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 positions led to an improvement in
intra-EMU cost competitiveness in France, Germany and Greece.

In a longer time perspective, intra-EUR12 cost competitiveness is considerably better than
its 1987-99 average in Finland (about 11%), while it is considerably worse than this
average in Portugal (about 13%) and Greece (11%).

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

Denmark has seen a further deterioration in its unit labour cost competitiveness against the
EURI12 over the last two years (about 3%) and relative to its 1987-99 average (about 8%).

Because of the strengthening of the pound, unit labour costs in manufacturing in the UK
remained some 34% higher than their 1987-99 average relative to EUR12. Despite an
improvement over the last year, cost competitiveness in Sweden deteriorated over the last
two years.
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L INTERNATIONAL DEVELOPMENTS

1. BILATERAL EXCHANGE RATES OF THE EURO

At the end of 2000, the dollar/euro
exchange rate appreciated quite
strongly from its trough of October
1999. However, the euro appreciation
against the dollar came to a halt at the
beginning of January 2001, as the Fed
interest rate cut fostered expectations
that the US economy will bounce back
quickly. In the following months,
amid heightened volatility in world
financial markets and increasing
uncertainty concerning the prospects
of a rapid recovery of the US economy
and the extent of the slowdown in the
euro area, the euro lost ground against
the dollar, falling from USD 0.95 at
the beginning of 2001 to USD 0.88 at
the end of March. At this level the
euro is 6% higher than its October
trough but still 22% below its launch
level (monthly figures).

As the dollar/euro exchange rate was
driven chiefly by relative growth
prospects, the appreciation in the
dollar in concomitance with a further
shift of expected growth differential in
the euro’s favour remains puzzling and
the several ad hoc explanations
(intrinsic strength of the US economy,
safe haven status of the dollar...) which
have been put forward do not seem
completely satisfactory.

Chart 1 The euro against USD and JPY since changeover
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Chart 2 The euro (DM) against USD and JPY since 1994
USDY EUR ( monthly averages) JPY/EUR
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Note:  EURrates before 1999 calculated on the basis of DEM rates.

After its appreciation at the end of 2000, the euro slightly depreciated against the
Japanese yen in January 2001. In the first quarter of 2001, the yen depreciated by 14%
compared to the last quarter of 2000 (and by 19% from its October trough), leaving the

yen 16% below the euro launch level.
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After the appreciation of the euro

Chart 3

The euro against GBP and CHF since changeover
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TABLE 1: EVOLUTION OF THE MAIN BILATERAL EXCHANGE RATES
During the first quarter of 2001 Relative to the previous quarter
(monthly averages) (quarterly averages)
Average Average Average Average
Dec-00 Mar-01 % change Q4-00 Q1-01 % change |
USD/EUR 0.897 0.909 1.4% 0.869 0.923 6.2%
JPY/EUR 100.6 110.3 9.7% 95.5 109.0 14.1%
GBP/EUR 0.6133 0.6290 2.6% 0.6009 0.6326 5.3%
CHF/EUR 1.514 1.535 1.4% 1.516 1.533 1.1%
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2. NOMINAL EFFECTIVE EXCHANGE RATES (IC)

Chart 5 Nominal effective exchange rates of the euro
During the last quarter of 2000, the ndex 1.1.1999 = 100 (daily data)
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The nominal effective exchange rate of the US dollar reached its highest level ever in
March 2001 (cf. chart 6). This appreciation in nominal effective terms comes from the
US dollar bilateral appreciation against the Japanese yen (7% from December), the
pound sterling (2% from December) and to a lesser extent against the euro (only 1%
from December). All in all the effective exchange rate of the US appreciated by 2.5%
from December 2000. At this level, the US dollar is still 13% above its level at the
launch of the euro.

Nominal effective exchange rates since 1990
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The nominal effective exchange rate of the Japanese yen depreciated by about 9% from the
previous quarter as a result of the bilateral depreciation against the US dollar and the euro. At
this level, the Japanese yen, in nominal effective terms, is 4% above its euro- launch level.

The nominal effective exchange rate of the Pound sterling depreciated by 2% compared to
the previous quarter. It is currently 6% higher than its level at the launch of the euro.

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

During the first quarter of 2001 Relative to the previous quarter
(monthly averages) (quarterly averages)

Average Average - Average Average .

Dec-00 Mar-01 % change Q4-00 Q1-01 % change’
EURLI2 94.5 98.8 LU 4.6% 92.2 98.4 . 6.7%
USD 133.7 1371 ., 2s% 134.9 134.7 '
JPY 106.7 99.0 o . -7.2% 110.4 100.7 .,
GBP 123.6 123.0 U L0.6% 124.7 1221 °




3. REAL EFFECTIVE EXCHANGE RATES (IC) BASED ON ULCE

As a result of the depreciation of the euro  cnart7  geajeffective exchange rate' : euro since 1970
and low price and cost inflation in the euro 1994=100 (quarterly data)
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Due to the appreciation of the euro and the dollar against the pound sterling, the cost
competitiveness of the UK has improved as the real effective exchange rate decreased
by 2% in’the first quarter of 2001. However, the pound sterling is still 18% above its
long-term average and 7% above its euro-launch-level.

TABLE 3: REAL EXCHANGE RATES (ULCE)
(vs. 24 industrialised countries, index 1994 = 100)

Relative to the previous quarter Rel. to the previous year Rel. to long-term average
quarterly data Q4-00 Q1-01 % change Q1-00 % change | Average 87-00 % change
EURI2 76.6 81.4 6.3% 82.6 -1.4% 98.2 -17.1%
UsSD 125.0 125.1 0.1% 1158 8.1% 106.7 17.2%
JPY 94.4 854 - 9.5% 92.4 -7.6% 852 ... 03%
GBP 132.7 1298 22% 134.1 3.2% 109.9 ¢ 18.1%




4. COST COMPETITIVENESS OF THE USA AND JAPAN RELATIVE TO THE EURO AREA

Since the launch of the euro, the
strengthening of the US dollar
against the euro led to a loss in cost
competitiveness for US producers
against their EUR12 competitors of
around 30%. In a historical
perspective, the unit labour cost
position of euro area producers is
currently very favourable relative to
US producers as the real exchange
rate of the US stands 31% above its
long-term average (cf. chart 9).
However, the recent recovery of the
euro against the US dollar led to a
small improvement of 5% of the cost
competitiveness of US producers.

Chart 9 Real exchange rates': USD and JPY vs. EUR12
1994=100 (quarterly data)
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' Deflated by unit labour costs in total economy

The appreciation of the Japanese yen against the euro in 2000 has contributed to a
deterioration of 15% in cost competitiveness for Japanese competitors against EUR12
producers since the launch of the euro. However the depreciation of the yen against the
euro in 2001 (around 10%) led to an improvement of the cost competitiveness of the
Japanese producers of 13% in the first quarter of 2001. Unit labour costs in Japan
relative to EUR12 are still 17% above their 1987-99 average.

TABLE 4 A : RELATIVE COST AND PRICE INDICATORS OF INDIVIDUAL

COUNTRIES RELATIVE TO EURI2
Over the last year Over the last two years Relative to 1987-2000 average
(Q1-01 / Q1-00) (Q1-01/Q1-99) (Q1-01 / Average 87-00)
% Change ULCE ULCM PGDP ULCE ULCM PGDP ULCE ULCM PGDP
USA 8.2 8.8 7.9 23.2 22.2 23.8 31.2 21.0 274
Japan -4.4 -1.3 -4.1 16.4 8.4 15.7 16.9 13.6 12.3
TABLE 4 B: REAL EXCHANGE RATES (ULCE)
(vs. EUR12, 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
Q4-00 Q1-01 % change Q1-00 % change 87-00 % change
USD 143.6 135.8 -5.4% 125.5 8.2% 103.5 31.2%
IPY 117.4 1023 7 -12.9% 107.0 -4.4% 87.5 . 16.9%




IL. 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 EUR12. 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
term 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 Improvement

Over the last year, the relative cost competitiveness positions of Germany, France
and Greece have improved against EUR12 (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.

o Deterioration

Over the same period, there was a deterioration in the cost competitiveness positions
of Spain, Portugal, the Netherlands and Ireland. In all four countries, above-
average cost and price increases are related to a strong cyclical position.

In Ireland, following rising wage and price pressures due to continued strong growth
and an increasingly tight labour market, cost competitiveness indicators have
deteriorated over the last two years (+5% for ULCM).

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 (around 5% of GDP) despite strong domestic demand.
However, in a historical perspective, the three cost and price indicators are above their
historical level.

In Spain and Portugal, the appreciation of the real exchange rate may be warranted
as the economies catch up with other euro countries. Nevertheless, the large current
account deficit of Portugal (10% of GDP) may indicate an unwarranted loss in
competitiveness.

TABLE 5: RELATIVE COST AND PRICE INDICATORS OF INDIVIDUAL
COUNTRIES RELATIVE TO THE EURO AREA (EUR12)

Over the last year Over the last two years Relative to 1987-2000 average
(Q1-01/Q1-00) (Q1-01/Q1-99) (Q1-01/ Average 87-00)

Euro area Member States
% Change ULCE ULCM PGDP ULCE ULCM PGDP ULCE ULCM PGDP

BLEU -0.1 1.1 -0.3 -0.2 3.0 -0.4 3.1 -1.8 0.8
Germany -1.5 -1.8 -1.6 -2.6 -3.0 -3.2 -3.1 5.1 3.2
Greece -1.1 -3.0 -1.4 -4.0 -4.4 -3.1 11.3 11.0 9.3
Spain 1.6 1.8 1.9 3.1 44 4.3 1.8 7.8 1.3
France -0.5 0.0 -0.7 -1.1 -1.2 -1.1 1.4 -6.6 -1.8
Ireland 2.3 39 3.0 34 4.8 6.3 0.5 2211 12.1
Italy 0.4 -0.5 0.8 0.9 -0.3 1.5 4.5 -1.0 0.5
Netherland 22 1.8 1.9 42 3.7 32 6.2 2.1 2.6
Austria -0.7 1.9 -0.3 -14 2.8 -0.1 -0.7 -0.6 0.2
Portugal 2.6 2.7 0.4 6.2 52 1.6 13.0 8.9 13.7
Finland 0.2 -2.7 1.7 0.5 -6.3 3.0 -10.9 -20.5 -4.5

Non-euro area Member States
% Change ULCE ULCM PGDP ULCE ULCM PGDP ULCE ULCM PGDP

Denmark 0.6 0.7 0.8 2.7 2.0 2.9 79 9.7 6.5
Sweden -4.3 -3.0 -5.5 1.3 3.8 -0.2 -3.8 -11.2 -7.5
UK -2.2 -2.1 -2.0 11.4 13.6 10.9 25.6 343 21.0

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 meéns an improvement in cost competitiveness.

Relative to the 1987-99 period:

The large deviation from the 1987-99 average in the case of Portugal (rise of about
13% of the ULCE) is partly related to the catching-up process. The real appreciation
prior to 1992 may reflect a response to the opening of the. economy upon accession to
the European Community in 1986. Relative unit labour costs in the manufacturing
sector have been broadly constant since 1992.

The current price and cost competitiveness of Finland is significantly better (about
11%) 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, Finnish 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.

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, significant productivity gains in the manufacturing sector have been
achieved by (and in any case accompanied by) an 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. Even if the cost indicator based on manufacturing has
begun to display a deterioration in recent years, it still stands 21% below its historical
level. On the contrary, the indicator based on the GDP deflator is 12% above its
historical average. All in all, cost and price competitiveness remain quite favourable
in a historical perspective, and the current account displays a small surplus despite
very strong domestic demand.

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 EUR12 has increased. Despite the amelioration of the Greek
price and cost competitiveness over the last two year, the Greek drachma, in real
terms, is sill well above its long-term average (+ 11% for ULCE).

For the remaining countries, the measures of the relative cost competitiveness position
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 (BLUE, Germany, France).

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 3%), and the real effective exchange rate based on ULC
in the manufacturing sector is some 10% 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.

Even if recent exchange rate developments have led to a slight improvement of the
price and cost competitiveness of the United Kingdom relative to the euro area over
the last year, unit labour cost for the economy as a whole are still 26% higher than
their 1987-99 average and 34% higher in the case of manufacturing industry.

In Sweden, cost and price competitiveness improved over the last year by about 3%
(ULCM), mainly because the Swedish krona depreciated by about 9% from March
last year. In real effective terms, the krona is below its average over the 1987-99
period relative to the EUR12 for all three indicators, ULCE (-4%), ULCM (-11%) and
PGDP (-7%).
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Chart 10 : Price and cost indicators for individual countries relative to EUR12
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Chart 10 contd.: Price and cost indicators for individual countries relative to EUR12
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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) and the group
of countries participating in the Economic and Monetary Union (EUR12) 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 and EUR12). 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.!

L' The technical annex provides further details.
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EU and EUR12

Trade — weighted currency indices
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EU and EUR12

Relative price and cost indicators of EU

vs. (the rest of) 24 industrial countries
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BEF/LUF)

BLEU — euro (before 1999

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

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

Relative price and cost indicators
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Ireland — euro (before 1999

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

Trade —weighted currency indices
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ITL)

Italy — euro (before 1999

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

Trade —weighted currency indices
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NLG)

Netherlands — euro (before 1999

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

Trade —weighted currency indices
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Austria — euro (before 1999

d cost indicators
vs. (the rest of) 24 industrial countries
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Portugal — euro (before 1999

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

Finland — euro (before 1999

Trade —weighted currency indices
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Finland — euro (before 1999
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Relative price and cost indi
vs. (the rest of) 24 industrial countries
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Sweden — SEK

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

Quarterly data (index 1984=100)
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United Kingdom — GBP

Trade —weighted currency indices
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United Kingdom — GBP

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

Quarterly data (index 1994=100)
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Norway — NOK

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

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

Quarterly data (index 1994=100)
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Japan — JPY

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

Quarterly data (index 1994=100)
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Relative price and cost indicators
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t the EU currencies

Ins

Bilateral exchange rate of the US dollar aga
(Price of one US dollar in terms of the currencies of each of the countries/currency areas indicated)
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Annual data (period average)
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inst the non—EU currenci

Bilateral exchange rate of the US dollar aga
(Price of one US dollar in terms of the currencies of each of the countries indicated)
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Annual data (period average)
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Monthly data (period average)
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Bilateral exchange rate of the US dollar against the non—EU currenci

index 1994=100

Table A4

Annual data (period average)
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Monthly data (period average)
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ICeS

Trade — weighted currency ind
vs. (the rest of) 24 Industrial Countries (IC)
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Annual data (index 1994 =100)
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Monthly data (monthly % change)

JP

USA

EUR12 EU

UK

FIN

NL

IRL

EL

DK

BLEUV

WDONOHMN—~ONDODM

M=O0O0vrrMOoOOoOTWHrMm
I i LI ]

DO NTIONODON —r—

oM O r OO~ N
I Lt

DBNDDLTIODRD —~DON®
rANONNOOMTO ~—
[ Fro !

‘f'\l’\lDIDIDOVONFmQ

——FGONFPOW*OO
i [ | !

NDDVDODONDM~DWLNN

OrvrMOrrANvOrOr
1 I 1 ted

ONET—NDOONDIO T

OOOC - rrOmO~—
| IR T N N A I I B |

l\ﬁhlﬂN!—@m‘H‘lﬂQ-—Q

OQOPQFOOOFPOO
LI | [ | L}

TV~ NDODONAN~C
OO0+~ 00000O+0OO
LI I T A B 1

TN OTAND-—N
COO0ODOOCOOO~00
[ | [N} [}

DODANNDOUOM =T~
OO0~ O0OO0O0O0Ow~v0OO
[} [ | !

O DNONDOMDONM
OO0 OO0 O0~v~OO
[} [ B A} i

VOR~LTOOOINDMTO

OO NOr~=O=~0NOO
[ | [ | (]

CORDOANDANTIDDND
OO0 OO0 ~00
[} [} t

DDOONDODM— T~
OO0 0O000O= OO
[} [} |

CHONNOON—OTANN
OO+ rOrrOO0wr—0O0
1 e t

NQO’N!’)(’!OI\VGONM
OOO-—O——OO-NOO
f [ | I

~OMRM—OONMTONM
OO0 OvrOOO0— 00
[ ] [ | |

DONANDOOMNID—N
OO0 0000000
[} LI | 1

Month

OO0 O0O0O0OCO ™ r1v
OOO00DD0O00O0O0OO0O

ELEOIODCNOZODOLE




ion

deflator private consumpt

in national currency vs. (the rest of) 24 Industrial countries (IC)

Price
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Annual data (index 1994
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Price deflator GDP

Table D1

In national currency vs. (the rest of) 24 industrial countries (IC)
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Annual data (Index 1994

EUR12 EV USA JP

UK

FIN

NL

IRL

EL

DK

BLEU

MHOUANODVTNNO ™
MNMODOVLTNOOMD DM

00000 MMOm®O
-

Or-MINOOPIOODND
DOFTN~OODNTN—O
CODOOOODHRANROD

——y————

ANV VONNNONO

COWDTONODNOOMNO
OCOCOOCOIMMNMMD

—————————

COONONON-ONTO

DOFTNNT~ODOM O~
CO0OCOOIIHIDdN®DO
-

OOTUVANOM D
DONrr~~ONOO v v v
PO NROOOONOOODOO

- Y——————

TONMDEOWLAINONS~
MODNOOCOORONO T

DAROOOODONNDAON
——————

HOTOThROOT—OWnWw
OO0 ™00 NO
(121 2-T-F-2-2- 1. 1-1- 1]
Lok ol ok o 22 b ad o

MDNANDNO 0D W
ONMMOONN YOO
MR ODANOOOOO0OO

——————————

MNeEOAMNOTYETNO M
VLN~ OO0ONDB~OIT
[=X-1-1-X-J-1-1- X_1- T 173

Y

NDONDLODOWNDTMOD
NI~ OO@MIMM~
OO0OOOOROARONDM

- —

NODONORNRODOND RO
NODOADRRAD =T MMIMON
DOHRARRONROOOOOO0O

————

FNQPQU’QMNII)NQN
Q”NOOOQQQN@QV—
O0O0MMOOOOO0CO
- -

OOMONITONIDT<
NN ORON TN~
o000 0O0oaMOIMIOM
= —

DOOON~ONDWM ™
ONYDORNO ™ v v e N
DA NOOOOOOO

—————————

N OOUONOWNITOTMN
TOMNOETOOUNDMTT™
DDOMNONOOO ™ vr v

Y=y —————

NN ONOWNTMHOND
NN~ O®DO© TN DO
[=X-X-X-Y-Y-T-1.1-1-1-%- 1]

-y

MNMOOOMMNOD v~ NN
WOUONNOOODRANO v
[=2-J-1-J-Y-X-J- Y- 1-1.32~1-]
T -

MO=ONNOOOD™IDMNCD
MONOOOOMDNNMNOW
OO0 ODONHNDOID

——————————

Year

DHO~NNFTINOMNONO
DORNHIRAIDOIRORO
DO DNARONO

-y vy y= ==

indicators based on GDP deflator

vs. (the rest of) 24 industrial countries (IC)

Relative price
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Annual data (Index 1994 =100)
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ICeS

Price Deflator Exports of Goods and Serv

Table Ef

In national currency vs. (the rest of) 24 industrial countries (IC)
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indicators based on Export Price Deflator

vs. (the rest of) 24 industrial countrles (IC)

Relative price
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Unit Labour Costs in Economy as a whole (ULCE)

Table Fi

In national currency vs. (the rest of) 24 Industrial countries (IC)
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indicators based on ULCE

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

Relative price
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Unit Labour Costs in Manufacturing (ULCM)

Table Gi

in national currency vs. (the rest of) 24 industrial countries (IC)
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Annual data (Index 1994
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indicators based on ULCM

vs. (the rest of) 24 Industrial countrles (IC)

Relative price
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lation to (the rest of) 24 industrial countries (IC)

in re

Double Export Weights (1999) i
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Double Export Weights (1999) in relation to the (rest of the) EUR12 countries

Table H3
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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 (EUR12), 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) 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 (IC), the 15 Member states of the European Union (EU) and the countries in the
euro area (EUR12).

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-weighted 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 competition in export
markets elsewhere.

DG ECFIN’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 matrices are used in order to capture the influence of changing trade patterns
over time. The weight matrix 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 price 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 (IC), relative to the European Union as a whole (EU) and relative to the
countries in the euro area (EUR12). IC consists of the 15 EU Member States plus United
States, Canada, Japan, Switzerland, Norway, Australia, New Zealand, Mexico, and Turkey.

2. Mari(ets

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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