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PRICE AND COST COMPETITIVENESS

The format of the series “price and cost competitiveness of the euro area and the individual
Member States of the European Union” has been modified. In order to improve our assessment
of the competitiveness of the euro area and individual Member States, the database has been
disentangled from the assessment part. This allows for a timely presentation of the Database on
price and cost competitiveness for the euro area, for each Member State, as well as for five other
industrial countries (United States, Japan, Norway, Australia, and Canada!. The second
component offers an analytical rather than a purely descriptive assessment of the main features of
the euro area and the individual member States’ price and cost competitiveness. This assessment
will be made twice a year, while the quarterly update of the database is maintained.

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effective exchange rate” have been replaced by the terms “trade-weighted currency index” and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 report
also displays real exchange rates based on the deflator of private consumption, and the deflator of
exports of goods and services (PX).

This series is also available on the Internet. Our Web site? 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.

1 Part two and old data section of part one

2http ://www.europa.eu.int/comm/economy_finance/document/pccr/pcer_en.htm



Adjustment in the computation of the annual data in part 2 of the databank on
price and cost competitiveness

Up to this issue annual data displayed in part 2 of the price and cost competitiveness were
calculated from quarterly data (geometric averages). However, as some of the quarterly data
(e.g. unit labour costs) are calculated from annual data by applying a cubic-spline method, the
re-constructed annual data slightly diverged from the “true” annual data. For consistency, this

problem has been resolved and from now onwards, our databank provides now true “annual
data”.
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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 second quarter of 2002, the euro depreciated against the US dollar by about
6%, the Japanese yen by about 5%, the pound sterling by 3% and the Swiss franc by about
1%.

In all, the nominal effective exchange of the euro depreciated by 3.5% against the
currencies of 13 industrialised countries during the last quarter. By the end of the second
quarter is 13% below its changeover level at 1 January 1999.

Relative cost and price indicators: international developments

The depreciation of the euro exchange rate led to an improvement in the cost
competitiveness of euro area producers (against other industrialised countries) of about
2% in the second quarter of 2001. However, the euro still displays a total gain of 17%
since its launch.

In a longer-term perspective, the unit labour costs in the United States relative to EUR12
are 40% above their 1987-00 average and 18% above their 1987-00 average in Japan.

Relative cost and price indicators: intra-EMU developments

Over the last two years, the Netherlands, Ireland , 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 14%), Greece (11%), the Netherlands (about 7%) and to a
lesser extent in Spain (2%).

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
EURI2 over the last two years (about 2%) and relative to its 1987-00 average (about 8%).

Unit labour costs in manufacturing in the UK remain some 40% higher than their 1987-00
average relative to EUR12. Despite an improvement over the last year (about 9%), cost
competitiveness in Sweden remains above its long term average.
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1. BILATERAL EXCHANGE RATES OF THE EURO

The euro against USD and JPY since changeover
(daily data)
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INTERNATIONAL DEVELOPMENTS

Chart 3

The euro against GBP and CHF since changeover
(daily data)
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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 T ‘
Mar-01 Jun-01 % change Q1-01 Q2-01 % change |
USD/EUR 0.909 0.853 . -6.2% 0.923 0.873 - : -=5.4%
JPY/EUR 1103 1043 | -5.5% 109.0 1070 ' -18%
GBP/EUR 0.6290 0.6089 -3.2% 0.6326 0.6146 - ;258%
CHF/EUR 1.535 1.522 -0.8% 1.533 1.528 -0.3%




2. NOMINAL EFFECTIVE EXCHANGE RATES (IC)

Chart 5 . .
Nominal effective exchange rates of the euro
Index 1.1.1999 = 100 (daily data)
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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
Mar-01 Jun-01 % change Q1-01 Q2-01 % change
EURI2 98.8 95.4 -3.5% 98.4 9.8 - -1.6%
USD 137.1 1390 14% 134.7 1384 . 2.7%
PY 99.0 100.4 14% 100.7 993 - . -13%
GBP 123.0 124.5 _1.3% 122.1 124.4 1.9%




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

Chart 7 Real effective exchange rate': euro since 1970
1994=100 (quarterly data)
120
115 |
110 -
105 -
100 -
95 -
90 -
85 -
80 A
5555588838888 28¢8%E8
' vs. rest of IC, deflated by unit labour costs in total economy
Chart 8 Real effective exchange rates’ since 1970
1994=100 (quarterly data)
150 |
- usD
130
110 4
01 eap
70
50 1 JPY
N~ I~ M~ N~ ~ [<s) [+o] Q [oo] N [o2] N [o2] [=]
S S S 222SSESSe g
' vs. rest of IC, deflated by unit labour costs in total economy
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) (quarterly data) (quarterly data)
. Average \
Q1-01 Q2-01 % change Q2-00 % change 87-00 % change |
EURI2 81,4 79,8 -1,9% 79,7 0,2% 98,2 -18,7%
UsD 125,1 1201 . - 32% 192 83% 1067 ©  21,0%
PY 85,4 835 22% 94,9  -12,0% 852 .-19%
GBP 129,8 132,5 - 2,1% 133,0 -0,4% 109,9 - 20,5%




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

Chart 9 Real exchange rates': USD and JPY vs. EUR12
1994=100 (quarterly data)
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TABLE 4 A: REAL COST AND PRICE INDICATORS OF INDIVIDUAL COUNTRIES
RELATIVE TO EUR 12
Over the last year Over the last two years Relative to 1987-2000 average
(Q2-01/Q2-00) (Q2-01/Q2-99) (Q2-01/ Average 87-00)
% Change ULCE  ULCM PGDP ULCE  ULCM PGDP ULCE  ULCM PGDP
USA 8,6 88 78 232 232 B3 394 285 349
Japan -3,6 -10,7 -13 16,0 86 15,9 184 14,6 144
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)
o Average )
Q1-01 Q2-01 % change Q2-00 % change 87-00 % change
USD 135,8 144,3 6,2% 1329 - 8,6% 103,5 39,4%
IPY 102,3 103,6 13% 133 -86% 875 184%




IL DEVELOPMENTS WITHIN THE EUROPEAN UNION

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 assecsment 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.

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

(Q2-01/Q2-00) (Q2-01/Q2-99) (Q2-01 / Average 87-00)
Euro area Member States
% Change ULCE ULCM PGDP ULCE ULCM PGDP ULCE ULCM PGDP
BLEU -0,1 0,7 -0,3 -0,2 2,7 -0,4 3,1 -1,7 0,8
Germany -14 -1,7 -1,1 -2,7 -3,3 -3,2 -3,4 4,7 -3,3
Greece -0,4 -1,6 -0,5 2,8 -4,7 -2,6 11,5 11,1 9,5
Spain 1,4 1,7 1,6 32 4,0 4,1 2,1 82 1,6
France -0,3 0,3 -0,9 -1,0 -0,7 -1,2 1,4 -6,4 -2,1
Ireland 2.2 32 2,5 4,0 6,3 6,2 1,0 -20,7 12,6
Italy 03 -0,2 0,5 0,8 -0,6 1,6 -4,5 -0,9 0,5
Netherlands 2,0 1.4 2,0 43 3,7 3,5 6,6 2,3 32
Austria -0,4 1,4 -0,4 -1,4 32 -0,3 -0,7 -0,4 0,0
Portugal 2,4 2,0 0,6 5.8 53 1,3 13,6 9,2 13,9
Finland -0,3 -3,5 0,9 0,4 -6,0 32 -11,1 -21,4 -4,6
Non-euro area Member States
% Change ULCE ULCM PGDP ULCE ULCM PGDP ULCE ULCM PGDP
Denmark 0,4 1,2 0,6 2,1 1,8 2,4 7.9 10,2 6,6
Sweden -8,6 -1,5 9.3 -0,4 2,2 2,2 -5,1 -12,1 -8,8
UK -0,2 0,1 -0,2 9,1 10,4 9,1 29,5 38,7 24,7

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.
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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.!

1 The technical annex provides further details.
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EU and EUR12

Trade —weighted currency indices
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Spain — euro (before 1999

Relative price and cost indicators
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France — euro (before 1999

Trade —weighted currency indices
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Austria — euro (before 1999

Relative price and 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

Quarterly data (index 1994=100)
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Finland — euro (before 1999

Trade —weighted currency indices

————

ot
Ld ]

L=
cw

)
>

CO000000O00000

0000000000000
1 |

DVOTOMITOrONM

0000000000000
[ | [

AN~ OUETDr~TNO T

Or@OOO+r~0OO0O0~O
[ | | [

O000O0O0O0rrrvrrv
0000000000000
Z-00F>0ZMNEe>2Z
2030w oouw<u<Co <D
NDOCNOZADUITCED

data

erl¥
X (1994=100)

- @
-0
«ccC
e

Q

rest of)
EU EUR12

(the

Vs
IC

MNOMNONMNMNNNNNNNS

HWVLLOVLOLWLOLVLWLWVWY
CO0O00000O0O0O000O

mANONNT~T 0000 v
0000000000000

Y e gy —

NOOOTOHN—ODON
OO0O00O0O0O00OOMMOO

= -———

NOT-NOT-NOT N
[slefeJe e e [e e e [e s e e}
VODRRRDOOOO T+
DR RODOOCOO0O

rest of
EUR

the
EU

>0

Or-hONMOTONNND

AOAUNTONODOOWVWOW
NONNONPOOOOOOO

——

ONONYTTOMNOOITOY
DLTORMNONOMONNO
"AN-OMNOOO00000

R ———

NTONPOOW~ONON
OANTONOr~MWOTO
“ANNOONO~OO0OO00O

Ty vy . -

DNO~NOLTNONDORNO
VOO NO

Trade —weighted currency indices

Annual data (index 1994=100)

Quarterly data (Index 1994=100)

\ [\

\\\ //\\ \

W,

%501 901 9701 98Q1 9901 00G1 O01G1 0201

p—g

= :
s ggae8e e s
N
mwm
|1
| :
et
.\ i
&L 18

1980

1985 1990

1975

Relative cost indicators (based on ULCE)

Annual data (index 1994=100)

100)

Quarterly data (index 1994

. . Loy
96Q1 97Q1 98Q1 99Q1 00Qt 01Q1 0201

1
9501

120

ic
—— B
EUR12

1995 2000

LJLJJLI! |l|
1980 1985 1990

1975

150

140

lele

Page 25



FIM)

Finland — euro (before 1999

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

Quarterly data (index 1994=100)
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Sweden — SEK

Trade —weighted currency indices
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Sweden — SEK

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

Quarterly data (index 1894=100)
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Norway — NOK

Trade —weighted currency indices
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Norway — NOK

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) 24 industrial countries
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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) 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 currenc
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Monthly data (perlod average)
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Bilateral exchange rate of the US dollar aga
(Price of one US dollar in terms of the currencies of each of the countries indicated)

Table A2

Annual data (period average)
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Monthly data (period average)
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Monthly data
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Table A4

Annual data (period average)
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Monthly data (period average)
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Trade —weighted currency indices
vs. (the rest of) 24 Industrial Countries (IC)

Table B
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Annual data (index 1994
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Quarterly data (index 1994
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Monthly data (monthly % change)
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Price deflator GDP

Annual data (Index 1994 =100)
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ICes

Price Deflator Exports of Goods and Serv

Table E1

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

100):

Annual data (Index 1994

EUR12 EVU USA JP

UK

FIN

NL

IRL

EL

DK

BLEU

—ONANDNOOMOD D
NraNOTINOETRDON~
NONNT~OODIDDRON®D
= -

QONNK’”ON—NNO'\

N'NONFOQQN"'
(-T-21-2-3-2-Y-7-1-1. .1 -1 1]

e ——

OB RNONM I
WRON~-MOMNMCTOOMM
(—T-1-X-2-2-F-7-1-.1-1.%.1.]

——— -

NCTOCTrDONODIENOM

RHOODITNODDDWINO
Rt =i =g-d=1~X-J- T- 7. . 1. J..

COTANT~TONMOIORD
ORANNY ~OO0OTORN
VDB ARDROOOODMND®®

Y y————

ONOITNOORMNNDEN
NONE - VOMDOETN
DARARROONRAAOD

———

DNNONANODe=PMOO
DEND=OO—OMNNNN
DRRDHNROOOOHRADD

—

AFROONTOONOTIDYT
CTHRETODOONNDONNN
VODIRHRNOONROOOO

— v

mh*ﬂ@ﬂohhhawh

N""U’NOQQQNNI\N
=l A=d=X-J-1- 1T 1- 1 1. ]

—————————————

NMRD-ONONWNMND W
MONODO™=OMNOMNMNO
—-rrOoOOoOIIRARRNO

- ————————— -

MOTDINOONROOMID
O RONETNMMID
VORI OOOOCOOO

e o e e g

TOCTAr-ORMNMMN
ONv" AN~ ON~DNID D
oA BOOINDROOO

———— —— -

DO~ NOOMNMNDIDO

WO ONOONNOO Y
Aahabad o -1 -T-1- Y- Y- 7. X- 1]

——— - y-————

PNNDOO ¢ ND N

NANNNDMNO ™Mo
BODRHIAMROOOOOCOO
v

O OOROO™ND

OETONRHOMMONNE
COMDONOOOO ™
Y -

TONOOMNCOMMNRIOTDN

VNN~ OODIDON T
[=2-J-2-J-1-J-1- 1. XX -X-.J.]

Y= - ———

"ORODOO~RNOO®D
OrOrMrONMOO NI
0000000 INOOOO

Y- ——————
NODDOCOODOD @O
OOWNNONOOONNMND
O0000CCOMIMNMOOOO

—————————— -

Year

CNO~NOFNONDRO
DCODRDDDNRNDRRDO
DRRNHARNRRDRNDRO
-l

Deflator

iICe

indicators based on Export Pr

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

Relative price

Table E2

100):

Annual data (Index 1994

EUR12 EU USA JP

UK

FIN

NL

IRL

EL

DK

BLEU

TrErOMOOOOON®MOMON
MOr-rOROOOODOORD
NDOVVOHROONDVDOD

——

HONDONOWONRNND
METAOCOVr~OWMN~DIND

COMOPOCHNOOOO
v v v

”NNDN*ONN”Q*F

wowmwocoonh-—n
MDOODOOCOOO0O0O0OMN

[ ——

G’GW*NI{)QFQ#F*O

wcmwwoooocﬂvc—
OMOOOOOOOIOND

——————— =

FRANDDONOORNIDM
ANONORODODNOO NN
DAOCOOIROHRNOOOO

——— - ——————

Q@*NPPO”FONDN

antmno*n(\n—mw
Lok ol ob ab ol - XX -T-T-T-1. . ]
YT ey

ONTETROCOTNNDOND
COWVOONNOMHINMNI®N~
rErrrORO =000 Mm

e g

MOOONO NGO
CTOD—OIROMNM=Or O
HAROOMROOOCOOCOM

— Y—————————

MROr-rOMEOr~WOYTMhN

OEMOOROM—ORN®DO
NRRRNROOORNHAD

————

TMMON OO0
~ONDOOOMONMNDP®
(-1 1-J-1-J-F-F-J-1-7. 1. J- ]

-

T ONDIO~WIDNO©
MONMr==OMNEDNIDM
COrrrOOMOOO0O0O

g -y g g o

VOOFTNNOT DN
rOCTrrAN-OROMMMO
OCO00CO0ORODOOD

T

l\lﬂ'\@ODOﬂlﬂlﬂNlﬂ@
*NWFQOO—NQOGN
OO0 OoO0O0CoOoOMmMOMNMm

- ——— =

NNOONrO¢r~TOOMm
NOr=NNOONYT ~ NN
COr—rOO00COO000
v v

COROMMNOTWOWMNNO©
OO DONWDIDCTON
DONOONOOOCOOOO

Y v

O~ NEODOCOVIIONMNO
MOYMNMMDOUN v~ O WO®O v~
DROIHAROOOIDOD

—————

@QNOQNOE@&NOQ
OO!DIO°°°¢"WN'TN
DDINROOOO0O0OO0O0O

- -y =

OUNOMRDOANTNO
WDODOPOMMNMN
DRARAINROOO0OO0OOO

Y=

relative to 24 industrial countrles (IC)

JP

USA

EUR12 EU

UK

FIN

NL

IRL

EL

DK

BLEU

vommao«woonmo

FQQOW&”QOO&OO
a0 N €O <N 4D €0 €D G0 O GO O & M~

MR ONNO =D

NENCTONTOROMMO
COO0O0O0OOO™wrv

===

ONTNDODT-NNRONDOD

OOV -ORRONOOW
[-1-2-X-4-J-71. 3. X- Y- J..J-]

[ ——

Nt tONE 0
—MONDMOMrODNM™
[=X-2-T-1- 1. - 1. 1-1- 1 -1-.1- ]

—————

T NONMr-NDODO

OANDFD=D-DOD
At~ -1-1-T-1-3 J~1-X~J~J-]
v -

Yt IONNN OO

OO RNOD D
[-1-1- T 1- X- - -J- %- 1. J--J- 1 -]
——

I‘)@Q'\l‘)@lﬂlﬂ*&*ﬂ’\

nmnumtmenum-—a
COONRPDNABADIROD

———— -

ARt r-MEREROOBO
COrONOONOMNSNMNO®
DO0OCOOROINRDD

——————

Nr-OO0OOoVrTHNOETD

DO™=ODW MM OOWN~O
CX-1-X-1- 1 1- 1. J- J- J- J-.J-]
—————

NOWNMOr- MDD YD

MMM OO
DDA RDRRD

mommmu—mahoao

h@@'\lﬁlﬁlﬂ'ﬂ”ﬂmt
0000000000000

——— o o oy

RO OONOOWVEO T
NTOITNIN—OORM
OO0 OO0O0DOROO

- —r———r— v

'\QFNONQ@OFO@G

OONOQQO*MNF”N
OO DDIDD

————

NN DN

NDE NN
~Y-2-T-T-X-Y-T-Y-Y¥-Y-Y-T-3
v v - -

VMOOVDDVDWODMMONMDO
=OMNOOOWETON™ ¢

00000000000 O0C
Y Y- =y -

'\Qt"lﬂmmﬂﬂ'\!—**h
hmoncmvmw—omm
DRODANIDARIDIDIOD

-—

NQ@IO!DWIOQOQQGO
n*”'ﬂ**"ﬂ”\\lﬂiw
OO0 O000O0000000

Y ==

ONYOMDDVDOMET R~
DOED v rrrrreOMN
CO00O0O0O0O0O0O0OO

=y — =

Year

VRO~ NOFTNONDDRO
DOROADDARDRDRAIDO
DORRNRARDIRNIRO
v e -0

Quarterly data (index 1994 =100)

Qtr

NOC=NMDE N —N
[slelelalelclelelele[elals)
VDONRRROOO D ™ v
ARRPRNBPOOOOOO

Page 48




Unit Labour Costs in Economy as a whole (ULCE)

Table Fi

In natlonal currency vs. (the rest of) 24 industrial countries (IC)
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Unit Labour Costs in Manufacturing (ULCM)
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in national currency vs. (the rest of) 24 Iindustrial countries (IC)
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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.

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:
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(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 pricé 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.

5. 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

1 For more details, see the box on German unification and cost competitiveness box published in the first qarter 2000 report
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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.

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. 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.

2 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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