


PARTI: COMMENTARY ON DEVELOP-
MENTS IN THE ECU MARKETS
DURING 1996 AND THE FIRST
HALF OF 1997

I. ECU BOND AND DERIVATIVE MARKETS

ECU bond issues strengthened from the second
half of 1996 onwards

Issuing activity was relatively low and fluctuated from
month to month during 1996, but there was a demon-
strable strengthening of the market towards the end of
the year. This improvement in primary market activity
was maintained and strengthened in 1997, and to a de-
gree the optimism in the ECU reflected growing
market confidence in the monetary union process.
However, within a longer time perspective, it is appar-
ent that the performance of the ECU has generally
been modest, and that despite the slight strengthening
of the market, the ecu’s share of the market has con-
tinued to decline.

New ECU bond issues totalling ECU 13.2 bn were
brought to the market in 1996, compared with ECU
15.2 bnin 1995. Total repayments of maturing bonds
during 1996 came to ECU 22.2 bn. Thus the steady
reduction in the total stock of ECU-denominated
bonds, since the peak of the ECU bond market in 1993
(ECU 130 bn), continued in 1996. Atthe end of 1996
ECU 118.8 bn of bonds were outstanding down ECU
8.9 bn since the end of 1995 (ECU 127.7 bn).

During the first six months of 1997 some ECU 9.7 bn
of ecu—denominated bonds were issued, compared
with ECU 6.6 bn for the first half of 1996. Apart from
slightly lower activity in May, bond issues during
1997 have been consistently higher, on a month—on—
month basis, than in 1996. The total of ECU 9.7 bn is
the highest activity recorded since 1994 (ECU 13 bn).
However, with bond reimbursements of ECU 16 bn
during the first six months of 1997 the stock of out-
standing ecu—denominated bonds continued to fall, re-
aching ECU 112.2 bn by the end of June 1997.

Sovereign issues provided a source of stability for the
ECU bond market in 1996. Though a number of
countries, that in previous years had made relatively

small speculative issues, did not come to the ECU
market, sovereigns with regular issue programmes,
notably France, Italy and the United Kingdom, main-
tained the level of their ECU debt issues. This continu-
ity provided the liquidity to the market, and main-
tained essential benchmarks.

Private issuers were sparse in the first half of 1996
with only nine issues totalling ECU 710 mn compared
with eleven issues totalling ECU 825 mn over the
same period in 1995. However, the second half of the
year and the first half of 1997 saw a gradual but steady
increase in private issues with a further ECU 4,090 mn
being brought to the market. The returning interest of
private issuers in the ECU market was reflected in the
increase in their share of total issues to its 1994 level
of 16% by the end of 1996 and 28% by the end of June
1997, compared with 10% for 1995. As has histori-
cally been the case, the timing of issues has tended to
be determined by swap opportunities. This explains
both the grouping together of issues at intermittent
periods and the increased interest in ECU debt by is-
suers since the second half of last year as the spread be-
tween swap rates and bond yields became increasingly
attractive, particularly in the shorter maturity band.

With retail demand firmly concentrated at the shorter
end of the maturity range the majority of private issues
did not exceed the 7 year maturity band. Issues aimed
at retail investors tended to require additional attrac-
tions such as slightly higher coupons or step—up fea-
tures compared with issues targeted at institutional in-
vestors.

Institutional issuers were slightly less well represented
in 1996 than in 1995, with the share of total issues fal-
ling from 8% t0 6.4%. In 1997 institutional issuers re-
turned to the ECU market accounting for 16% of total
issues.

Astable 3 below shows, in terms of market share of the
international bond issues the ECU continued to cede
ground to DEM and FRF issues as it did during 1995.

While the value of total non—domestic issues in most
currencies included in the table increased in 1996 and
1997 compared with 1995, ECU issues were down just
over ECU 2 bn. As aresult, the share of ECU fell from
1.4% to 0.6% for 1996.




TABLE [: ECU bonds issued during 1996

Cat. Date of Issuer [} Nat. Amount Maturity Coupon
of issuer payment (ecu mn)
Sov. ~ 23.0196 UNITED KINGDOM T-NOTE UK 500.0 26.01.99 5.000%
Sov. 25.01.96 FRANCE (BTAN) FR : 16.03.01 6.000%
Sov. 22.02.96 ITALY CTE . 0 22.02.01 6.500%
Sov. 22.02.96 ITALY CTE IT 500.0 220299  5.750%
Sov. T 22,0296 FRANCE (OAT) FR 1680 25.04.05 7.500%
Sov. 22.02.96 FRANCE (BTAN) FR 200.0 16.03.99 5.000%
Sov. 28.03.96 FRANCE (BTAN) " FR 165.0 15.04.01 6.500%
Sov. 28.03.96 FRANCE (OAT) FR 174.0 25.04.05 7.500%
Sov. 09.04.96 KINGDOM OF SWEDEN “SET 55 . 09.04.02 STEP-UP
Sov. 7 19.04.96 UNITED KINGDOM T-NOTE UK 500 150499  5.000%
Sov, * © 25.04.96 FRANCE (BTAN) FR - 1 15,0401 6.500%
Sov. 25.04.96 FRANCE (OAT) FR 238 250405  7.500%
Sov. 23.05.96 FRANCE (OAT) S FR M- 25.04.06 7.000%
Sov. 29.05.96 WESTDEUTSCHE LANDENSBANKEN GE 55 29.05.02 STEP-UP
Sov. 27.06.96 FRANCE (OAT) SR 210 25.0406  7.000%
Sov. 27.06.96 FRANCE (BTAN) FR 200 16.03.01 6.000%
Sov. 22.08.96 FRANCE OAT SLFR Y , 25.04.06 7.000%
Sov. 25.07.96 FRANCE OAT FR 532 25.04.06  7.000%
Sov. 19.07.96 UK T-NOTE UK /500 26.01.99  5.000%
Sov. 16.07.96 ITALY CTE IT "1000 16.07.01 6.250%
Sov. 26.09.96 FRANCE OAT " FR 232 25.04.06 7.000%
Sov. 26.09.96 FRANCE BTAN FR 360 16.03.99 5.000%
Sov. 5 15.10.96 UNITED KINGDOM T-NOTE LUK - 500 150499  5.000%
Sov. 22.10.96 MUNICIPALITY FINANCE HELSINKI FI 60 22.10.98 5.125%
Sov. 26.10.96 FRANCE OAT FR 325707 25.04.06 7.000%
Sov. 26.10.96 FRANCE BTAN FR 314 16.03.01 6.000%
Sov. . .7 281196 FRANCEOAT =77 77 i i D g 18 250404  6.000%
Sov.  28.11.96 FRANCE OAT o ' FR 335 25.04.06 7.000%
Sov. T 26,12.96 FRANCE OAT FR 190" 25.04.06 7.000%
Sov. 26.12.96 FRANCE BTAN FR 145 16.03.01 5.000%
TOTAL SOVEREIGN 10235
Priv. 15.01.96 DSL FINANCE GE 55 29.12.99 6.250%
Priv. ... 2601.96 CAISSE CENTRAL DU CREDIT IMMOBILIER DE FRANCE ~ FE 150 26.01.98 FRN
Priv.  21.02.96 KB INTERNATIONAL BE 55 21.02.05 6.000%
Priv. T 21.02.96 KB INTERNATIONAL @ +/iemb i o BB v . 45 . 21.02.05 6.000%
Priv. 28.02.96 COMMERTZETBANK S GE 100  28.0205 6.000%
Priv. .. 12.03.96 LANDESBANK SCHLESSWIG HOLSTEIN LGRS ) 12.03.99 5.250%
Priv. 18.03.96 BAYERISCHE HYPOBANK 18.03.05 STEP-UP
Priv. . 040496 CREDIT LOCAL DE FRANCE 50 29.1299  5.250%
Priv. 25.04.96 LW RENTENBANK 55 25.04.02 5.750%
Priv. o 17.06.96 FINANCE FOR DANISH INDUSTRY 55 17.06.02 STEP-UP
Priv.  28.06.96 KB INTERNATIONAL 100 28.06.02 5.250%
Priv. & 29.07.96 CREDIT LOCAL DE FRANCE 45" 29.12.99 5.250%
Priv. 30.07.96 BAYERISCHE VEREINSBANK 110 30.07.02 STEP-UP
Priv. ' 08.08.96 OESTERREICHISCHE KONTROLLBANK ~7250°°7 08.08.01 5.750%
Priv.  14.08.96 CREDIT LOCAL DE FRANCE FR 55 14.08.02 5.000%
Priv. 7 30.08.96 NORDDEUTSCHE LANDESBANK GIROZENTRALE GE == 55 30.08.02 5.250%
Priv. 30.08.96 BAYERISCHE HYPOTHEKEN UND WECHSELBANK GE ) 60 30.10.01 6.250%
Priv. 24.09.96 CREDIT LOCAL DE FRANCE FR - 400 24.09.01 6.000%
Priv. 27.09.96 DE NATIONALE INVESTERINGS BANK NL 55 27.09.04 5.625%
Priv, ° 15.10.96 - ABBEY NATIONAL SUN AR 105577 151004 STEP-UP
Priv. 22.11.96 KB INTERNATIONAL 55 22.11.04 STEP-UP
Priv. 06.12.96 " KB INTERNATIONAL R G R : 55 06.12.04 STEP-UP
Priv. 12.12.96 ABBEY NATIONAL T UK 100 121200  5.000%
TOTAL PRIVATE , 2160
Int.Inst. 15.04.96 EIB EO 500 15.04.01 6.000%
Int.Inst. 02.08.96 EIB 07 i ST L TR 150 04.04.01 6.000%
Int.Inst. 13.09.96 EBRD - I (s 150 13.0901  5.750%
IntInst. 30.10.96 EEC o 10 50 30.10.06 FRN
TOTAL INSTITUTIONAL 850
TOTAL 13245

Source: Commission Services.




Market sentiment towards the ECU is improving
but limited liquidity remains a problem

A large part of primary issuing in ECU exploits the op-
portunities provided by the large amount of maturing
paper. The level of maturing paper in 1997, at ECU
22.2 bn, was only slightly down on the total for
1995, ECU 23.8 bn. With some ECU 19.1 bn of ECU
paper maturing during 1997 these opportunities will
persist. Clearly in these circumstances the ECU
market has become reliant on re—investment flows and
cannot attract fresh capital.

Though in general the bond markets performed
strongly in 1996 and 1997, and the European markets

demonstrated a positive trend, led by the German
Bund market, the ECU failed to live up to its tradi-
tional out performance of its component markets dur-
ing an upswing in market sentiment. The under per-
formance of the ECU is particularly explicit if one
considers that given the size of the re-investment
flows available in ECU the potential for progress in the
ECU market is considerable. The main obstacle to any
improvement is the poor state of liquidity in the ECU
market. Generally speaking the ECU bond market
cannot compete against the government bond markets,
this in part reflects the absence of a domestic investor
base and the relatively modest size of individual issue
lines compared with Bunds or OATs. These factors are
not likely to change before the conversion of the ECU
at one—to—one in to the euro at the start of Stage Three.

TABLE 2 : ECU bonds issued during 1997 H1
“Cat. of Date of Issuer Nat Amount Maturity Coupon
issuer payment (ecu mn)
Sov. 21.01.97 UNITED KINGDOM T-NOTE UK 550 28.01.00 4.000%
Sov. 23.01.97 FRANCE OAT FR 910 25.04.07 6.000%
Sov. 20.02.97 FRANCE OAT FR 738 05.04.07 5.500%
Sov. 27.03.97 FRANCE OAT FR 426 05.04.07 5.500%
Sov. 02.04.97 REPUBLIC OF ITALY IT 02.04.04 6.000%
Sov. 18.04.97 UNITED KINGDOM T-NOTE UK 28.01.00 4.000%
Sov. 27.04.97 FRANCE OAT . FR 5508 25.04.02 6.750%
Sov. 127.04.97 FRANCE OAT - FR 275 250407  6.750%
Sov. 21.05.97 FRANCE OAT FR 1566 25.04.07 5.500%
TOTAL SOVEREIGN 5230
Private 10.01.97 CAISSE NATIONALE DU CREDIT AGRICOLE FR 100 10.01.03 ZERO-B.
Private 15.01.97 KB INTERNATIONAL BE 20.01.05 STEP-UP
Private 15.01.97 BAYERISCHE HYPOBANK sen GE 15.01.01 5.000%
Private 15.01.97 CREDIT LOCAL DE FRANCE TR 150103  5.750%
Private 16.01.97 CREDIT LOCAL DE FRANCE TERT 16.12.02 5.500%
Private 20.01.97 KB INTERNATIONAL BE 20.01.05 STEP-UP
Private 29.01.97 ABBEY NATIONAL UK 12.12.00 5.000%
Private 04.02.97 CREDIT LOCAL DE FRANCE FR 31.12.03 5.750%
Private 19.02.97 ABN AMRO NL 25.04.07 6.375%
Private 24.02.97 BAYERISCHE VEREINSBANK "GE 31.12.03  5.375%
Private 04.03.97 DE NATIONALE INVESTERINGS BANK “NL 04.03.05 STEP-UP
Private 05.03.97 CAISSE CENTRAL DU CREDIT IMMOBILIER DE FRANCE FR 300 10.12.01 FRN
Private 11.03.97 CREDIT LOCAL DE FRANCE FR 11.06.03 5.250%
Private 11.03.97 CREDIT LOCAL DE FRANCE FR 11.06.03 5.250%
Private 13.03.97 ABBEY NATIONAL ' UK 02.12.00 5.000%
Private 17.03.97 BAYERISCHE HYPOBANK und WECHSELBANK G 17.12.04 5.750%
Private 09.04.97 COMPAGNIE BANCAIRE ERE . 09.04.04 5.875%
Private 15.04.97 CREDIT LOCAL DE FRANCE 15.04.02 5.375%
Private 30.04.97 BANQUE INTERNATIONALE A LUXEMBOURG LU T 150 7 30.04.03 5.500%
Private 06.05.97 CREDIT LOCAL DE FRANCE FR 120 23.12.02 5.625%
Private 06.06.97 CERABANK BELGIUM BE 60 06.12.02 5.000%
Private 06.06.97 CERINVEST BE 40 06.12.02 5.500%
Private 10.06.97 GENERAL ELECTRIC CAP. CORP. Us 150 10.06.02 5.125%
Private 27.06.97 BANQUE GENERALE DU LUXEMBOURG LU 75 27.06.03 5.500%
TOTAL PRIVATE 2640
Inst. 14.02.97 EIB (M EO 1000 15.04.04 5.250%
Inst. 05.03.97 EIB EO 300 05.04.04 5.250%
Inst, 11.03.97 EUTELSAT EO 150 12.03.01 4.750%
Inst. 27.03.97 EBRD 10 100 27.03.07 FRN
TOTAL INSTITUTIONAL 1550
TOTAL 9420
() Issued in euro with all monetary rights and obligations in respect of the notes performed in ECU, at one—to—one, untit the introduction of the euro at the start of Stage Three of EMU.
Source: Commission Services.




























