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1. Exchange rate evolution

* Market developments in December confirmed the end of the ERM crisis, as the pattern observed
during November, in terms of a strengthening of many component currencies (for example, the FFR, BEF,
DKR) against the DM continued, allowing most of them to return within their former narrow bands. In
January, too, currencies were stable, despite one or two negative economic and political developments.
This stability can be interpreted as an indication that current ERM central rates are appropriate on the basis of

fundamental.
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G Throughout January, the ecu appreciated
against the DM, from an initial ecul/DM1.922 to
ecul/DM1.935 at the end of the month. This was
due, firstly, to the weakness of the DM against
itself, and secondly, to the positive effect on
market sentiment vis-a-vis other European
currencies of the reduction in component interest
rates (for instance, Denmark, Belgium, and Spain).
In contrast, the ecu/FFR rate fell further, from
ecul/FFR6.63 on January 1 to ecul/FFR6.57 on
January 31, consequent to the strengthening of the
FFR vis-a-vis the DM throughout the month, even
if this trend slowed somewhat during the last week.

2. Exchange rate spread (basket minus market rates)

* During December, the spread between ecu basket and market exchange rates was generally negative
(-5bp on average), but became positive (+6bp) towards the end of the month.
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3. Short-term interest rate evolution (3 month)

* Throughout January, the spread has
remained in its '"mormal" range - generally
remaining close to +/-10bp - indicating market
confidence.

The spread was positive during the first week of
the month, but then turned negative, partly as a
result of ecu issuing activity which has lead to an
increase in demand for ecu in the foreign exchange
market relative to its basket.

¥ Throughout December, the ecu/DM interest rate spread tightened significantly, from 63bp to 44bp,

partly due to interest rate cuts in other component markets.
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* During January, the ecu short term
interest rate increased substantially, from 6.25%
to 6.43%, following DM and FFR rate trends until
the middle of the month (the former increased from
5.69% to 5.81%, and the latter from 6.25% to
6.31%). Thereafter, DM and FFR rates fell back,
10 6.75% and to 6.25%, respectively, while the ecu
rate continued to increase.

Consequent to above, ecu/DM and ecu/FFR
spreads widened, from +56bp to +68bp and from
Obp to +18bp, respectively.



