


PART I: COMMENTARY ON DEVELOP-
MENTS IN THE ECU MARKETS
DURING THE FIRST HALF OF
1995

I. ECUBOND AND DERIVATIVES MARKETS

New ecu bond issues totalling ECU 8.2 bn were
brought to the market during the first half of 1995 com-
pared with ECU 13.4 bn during the first half of 1994
and ECU 8.0 bn during the second half.! Nevertheless,
ECU 13.4 bn of ecu bonds matured during the same
period, meaning that the stock of outstanding ecu—de-
nominated bonds declined by 3.8% during the first half
of this year (to ECU 129.9 bn). At the peak of the
market, during the first half of 1993, approximately
ECU 140 bn of bonds were outstanding.

The share of total new issues pertaining to EU Member
States increased during the first half of 1995 compared

with the 1994 average (to 82% from 76%). The private
sector remained well represented in the market; how-
ever, its share decreased slightly (from 16% to 10%);
the share of institutional issuers recovered from 7% to
8%.

As in 1994, weakness in the primary bond market dur-
ing the first quarter (the latest data period available)
was a factor common to other currency sectors as well
as ecu. Table 2 highlights the position. Currency insta-
bility was one of a range of contributory factors. Dur-
ing the first three months of 1995 the ecu achieved
further increases in market share, following on from
those in 1994. Turning to other currencies, the signifi-
cant increase in the market share of the DM is unsur-
prising. The fall in the relative position of UKL could
reflect increased political risk, during the period. Similar
factors could have impacted on the FFR.

1 All figures exclude Greek Ecu-Linked Bonds.

TABLE | : ECU bond issues during 1995 H1
Type %;Z:rf PD;;:;E][ E:};Of Issuer Nat. ﬁfcr:lm;?;) Maturity Coupon
Euro  Sov. 240195 170195 UK (T-note) UK 1000.0 270198  8.062%
Euro Sov. 24.01.95 20.01.95 Italy (CTE) IT 750.0 24,01.00 8.500%
Euro Sov. 25.01.95 11.01.95 France (OAT) IT 295.0 25.04.04 6.000%
Euro Sov. 25.01.95 11.01.95 France (BTAN) FR 221.0 16.03.98 7.250%
Euro Sov. 16.03.95 23.02.95 France (BTAN) FR 1200.0 16.03.97 7.500%
Euro Sov. 20.03.95 20.02.95 Austria AT 400.0 20.03.98 7.750%
Euro Sov. 21.03.95 24.02.95 Denmark DK 500.0 21.03.96 6.750%
Euro Sov. 15.03.95 08.03.95 France (OAT) FR 221.0 15.03.02 6.750%
Euro Sov. 25.04.95 18.04.95 UK (T-Note) UK 499.0 27.01.98 7.410%
Euro Sov. 24.05.95 10.05.95 France (OAT) FR 253.0 25.04.02 6.750%
Euro Sov. 24.05.95 10.05.95 France (BTAN) FR 3220 13.03.98 7.250%
Euro Sov. 29.05.95 22.05.95 Italy (CTE) IT 500.0 29.05.98 7.500%
Euro Sov. 29.05.95 25.05.95 Italy (CTE) IT 500.0 24.05.00 8.250%
TOTAL SOV.EREIGN 6661.0
Euro Int. 28.02.95 26.01.95 EIB EU 400.0 28.02.00 8.250%
Euro Int. 03.03.95 02.02.95 Eurofima EU 50.0 20.12.99 8.125%
Euro Int. 23.03.95 24.02.95 Council of Europe 10 200.0 23.03.96 6.875%
TOTAL INSTITUTIONAL 650.0
Euro Private  25.01.95 05.01.95 General Electric Cap Corp us 150.0 25.01.99 8.250%
Euro Private  03.02.95 05.01.95 BNG NL 50.0 08.12.98 8.125%
Euro Private  22.02.95 25.01.95 Bayerische Hypobank D 125.0 23.02.99 8.250%
Euro Private  24.02.95 24.01.95 General Electric Cap Corp us 100.0 24.02.00 8.250%
Euro Private  28.02.95 11.01.95 DSL Finance D 100.0 28.08.98 8.250%
Euro Private  01.03.95 27.01.95 Crédit Local de France FR 150.0 23.12.98 8.125%
Euro Private  01.03.95 27.01.95 Sudwest LB Cap. Market NL 100.0 01.03.00 8.250%
Euro Private  02.03.95 15.02.95 General Electric Cap Corp Us 50.0 17.11.98 8.000%
Euro Private  23.04.95 21.04.95 Itochu Unit JP 45.0 23.04.96 6.600%
Euro Private  26.04.95 19.04.95 Bank of Tokyo Jp 45.0 26.04.96 6.500%
Euro Private  16.05.95 06.04.95 Samsung Electronics KR 80.0 16.05.00 na
TOTAL PRIVATE '825.0
TOTAL . 8146.0
Source: Commission Services.




TABLE 3.a: Outstanding amounts of ECU strips as at
31 May 1995
. Amount stripped Total outstanding % of total
Strippable bonds (ECU mn) (ECU mn) stripped
9.50% 25/04/00 66 2174 3.03
6.75% 24/04/02 1 2175 0.04
8.00% 25/04/03 10 1260 0.79
6.00% 25/04/04 46 3954 1.17
8.25% 25/04/22 157 2000 7.87
Total 280 11562 242

Source: Sicovam.

TABLE 2 : Currency composition of internnational bond issues, %
1990 1991 1992 1993 1994 1995 Q1
USD 329 327 36.7 355 338 30.2
DM 12.4 6.8 10.2 114 9.1 14.1
YEN 12.3 12.4 12.7 119 17.8 134
UKL 8.6 8.6 7.0 8.6 6.8 6.4
ECU 7.8 10.0 7.4 4.1 4.9 6.0
ITL 23 2.8 23 25 39 5.8
SFR 9.0 6.3 54 5.6 4.8 5.6
FRF 4.0 5.7 72 8.6 6.6 4.7
Other 8.1 7.1 6.7 5.8 9.1 13.8
Source: Bank of England ICNS Database.

Ecu issuing activity during the first half of 1995 was
very irregular. Periodic bursts of activity were fol-
lowed by very lean stretches; such as June during
which there were no issues. Furthermore, in line with
the increase in uncertainty generated by currency
market volatility (during February and March in par-
ticular), and facilitated by strong redemption flows,
demand remained firm only at the short end of the yield
curve (1-3 years). The majority of issues were thus tar-
geted at the short end, with none of the private issues
brought to the market so far in 1995 having a maturity
in excess of five years. Moreover, ecu primary bond
issue activity was further constrained by historically
tight swap spreads (see below).

The level of institutional demand for ecu assets has in-
creased progressively during the first half of 1995;
however, this demand has not been generated by an in-
crease in end—demand for ecu, but reflects primarily
professional curve trading and secondary swap activ-
ity. Part of the reason for this lack of institutional in-
terest in the ecu, as a long—term investment vehicle, is
the persistent market perception of uncertainty con-
cerning (economic, technical and political) aspects of
Economic and Monetary Union (EMU).

Investors have been discouraged by the lack of new
benchmark issues along the curve, as well as the decay
of many existing benchmarks. The appearance of a
stripped bond facility? in January 1994 via French
OAT issues in principle introduced a homogenous
yield curve in ecu right out to 27 years (29 new matu-
rities were created via this facility), but liquidity in this
market has remained poor. The lack of market-maker
facilities and of outstanding in some of the issues (and
despite the fungibility of the coupon strips) is part of
the reason. Consequently, traded volumes have been
light, for instance compared to volumes traded in French

2 Bond stripping involves turning an original bond into a principal certificate
and simultaneously into as many coupon certificates as there remain annuities
to run. Conversely, reconstituting the original bond means that equal num-
bers of principal and coupon certificates are exchanged with the central clear-
ing institution (Euroclear and CEDEL for the ecu) for an equal amount of
original bonds (De Clermont—Tonnerre, A. & M—A. Lévy (1995), Zero—Cou-
pon Bonds. TFR).

TABLE 3.b: Outstanding amounts of French franc strips as at
31 May 1995
Strippable bonds (‘}Igﬁu;trsu.ip ped ?;gi ;)rlllrtstanding Zg—;;;?&al
8.50% 25/04/03 4368 99103 441
6.75% 25/10/03 5987 101706 5.89
5.50% 25/04/04 430 101121 0.43
6.75% 25/10/04 6890 70711 9.74
7.50% 25/10/05 12912 108157 11.94
7.75% 25/10/05 600 37147 1.62
8.50% 25/10/08 3773 57398 6.57
8.50% 25/10/19 41797 61328 68.15
8.50% 25/04/23 48115 87952 54.71
6.00% 25/10/25 3222 33581 9.6
Total 128093 758204 16.89

Source: Sicovam.

franc strips (see Table 3). Nevertheless, this in-
novation clearly could half importance in the context of
Stage Three of EMU and the development of a liquid,
continuous single currency ecu yield curve.

Though in value terms ecu secondary turnover in-
creased marginally in the first half of 1995, turnover re-
mained modest, reflecting the relative lack of demand
for ecu assets. Over the same period, the ecu’s share of
total secondary turnover settled through the Euroclear
and Cedel systems, measured as a monthly average,
declined further to 4.6% at the end of June from 5.2%
during 1994 as a whole (and 5.6% during 1993).

As Table 4 highlights, the evolution of secondary turn-
over in ecu assets during recent years has been less
spectacular than that of some other currencies, notably
the French franc and sterling. For these two currencies
the sharp falls in turnover in 1994 and the first half of
1995 appear primarily to have reflected a correction to
more sustainable levels following the pricking of the
bond market bubble at the beginning of 1994 (and des-
pite the recovery of world bond markets generally dur-
ing 1995). In contrast, the ecu, having ridden out the
1994 bear market better than these two currencies (al-
though much less impressively than the DM, which at-
tracted the lion’s share of flight capital) has not re-
gained much of the activity lost as a result of ERM crises










































