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FOREWORD

European policy-makers need access to a wide array of timely, high-quality
statistics on which to base their decisions. While much has been achieved over
the past ten years and ECB statistics are used not only by the members of the
ECB Governing Council but much more widely, euro area statistics are facing
new challenges such as globalisation, deregulation, financial innovation and
technological progress. The ongoing financial turbulence has also led to a call
for more transparency, inter alia by developing relevant new statistics. At the
same time, euro area statistics must be produced by a highly efficient production
network so that costs and response burden are kept to a minimum. These
conflicting demands call for the development of a strategic vision, with close
coordination between policy-makers, other users and compilers of statistics. This
was the purpose of the Fourth ECB Conference on Statistics, held in April 2008.
This Conference built upon our tradition of regular high-level dialogue between
the users and compilers of statistics, including policy-makers, the media and the
financial industry. At the same time, it has provided an excellent opportunity to
take stock of the progress achieved concerning the availability and quality of
euro area statistics that are genuinely European and not just the sum of Member
States’ national data. Views were exchanged on their further development with
the main users, namely:

Policy-makers, represented by members of the ECB’s Governing Council,
namely, Miguel Fernandez Ordéfiez (Governor, Banco de Espaiia),
José Manuel Gonzilez-Paramo (Member of the Executive Board, ECB),
John Hurley (Governor, Central Bank and Financial Services Authority of
Ireland), Klaus Liebscher (Governor, Oesterreichische Nationalbank),
Athanasios Orphanides (Governor, Central Bank of Cyprus), Jirgen Stark
(Member of the Executive Board, ECB), Axel A. Weber (President, Deutsche
Bundesbank) and myself, and by Stanley Fischer (Governor, Bank of Israel) and
Joaquin Almunia (Commissioner for Economic and Monetary Affairs, European
Commission).

A representative of banking and business associations, namely, Giuseppe Zadra
(Chairman, European Banking Federation Executive Committee).

The media, namely, Evan Davis (Presenter, BBC Radio 4’s “Today” programme)
and Patrick Lane (Deputy Business Affairs Editor, The Economist).

The Conference was organised in four sessions:

- The role of harmonised monetary, financial and economic statistics in
monetary and other economic policies

- Future directions for the collection and compilation of statistics

- Future coordination and collaboration strategies in the area of statistics
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- How best to communicate European economic and financial statistics

In view of the importance to the ECB of euro area monetary, financial and
external statistics, the Governing Council has endorsed a strategic vision that
should further increase the effectiveness and efficiency of the compilation of
these statistics by the Eurosystem. This entails even more intensive cooperation,
not only among the statistics departments of the NCBs and the ECB, but also
between those departments and external parties such as statistical institutes,
supervisors and the financial industry. I hope that the gains resulting from these
synergies will then be used to close some remaining gaps in the ECB’s statistics
and to improve the timeliness and coverage of relevant information, and thereby
market transparency. I believe that this Conference has provided a significant
contribution to this ongoing process and I look forward to the next Conference,
scheduled for spring 2010.

e
. o
—

.l-'_

Jean-Claude Trichet

President
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SUMMARY OF CONTRIBUTIONS

STEVEN KEUNING AND RICHARD WALTON

The theme of the Fourth ECB Conference on Statistics was the implementation
of a strategic vision for euro area statistics which would address the statistical
challenges and opportunities in the next ten years. Such a long-term vision had
been endorsed by the Governing Council of the ECB in December 2007. The aim
of the Conference was to provide a forum for statisticians from central banks,
statistical offices and international organisations; policy-makers; researchers;
representatives of banking associations; and the media to discuss and agree
on the opportunities this vision presents to further enhance and communicate
financial, monetary and economic statistics for policy-makers and for the citizens
of Europe.

This introduction provides a summary of the contributions and discussions which
are contained in the rest of this volume. These contributions can be grouped into
four parts. First, ECB President Jean-Claude Trichet provided his views on the
subject. Second, Joaquin Almunia, Commissioner for Economic and Monetary
Affairs in the European Commission, and Stanley Fischer, Governor of the Bank
of Israel, made keynote speeches. Third, the Conference comprised the following
sessions:

1. The role of harmonised monetary, financial and economic statistics in
monetary and other economic policies.

2. Future directions for the collection and compilation of statistics.
3. Future coordination and collaboration strategies in the area of statistics.
4. How best to communicate European economic and financial statistics.

Finally, José Manuel Gonzalez-Paramo, Member of the ECB’s Executive Board,
delivered his concluding remarks to the Conference.

In his opening address, A strategic vision of euro area statistics: the ECB’s view,
Jean-Claude Trichet reflected on: 1) recent enhancements in euro area statistics
from the ECB policy-maker’s perspective!, 2) the importance of an appropriate
communication of statistics and 3) the strategy for the further development
of euro area statistics. He recalled the paramount importance of reliable and
timely euro area economic, monetary and financial statistics for the ECB’s
decision-making and noted the very fruitful collaboration between the ECB,
notably its Directorate General Statistics (DG-S), with both the national
central banks (NCBs) and the European Commission, notably Eurostat. He
also highlighted the progress achieved over the last two years concerning the

1 See http://www.ecb.europa.eu/pub/pdf/other/ecbstatisticsanoverview2008en.pdf for an
overview of all ECB statistics.
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availability and quality of euro area statistics. For example, he referred to the
regular joint ECB/Eurostat release of quarterly euro area accounts, which provide
a comprehensive and consistent overview of its economic, financial and monetary
developments. At the same time, he would strongly favour an improvement in the
timeliness of such releases, which would then be even more useful for the ECB’s
monetary policy-making.

Under his second theme, the ECB President stressed that communication with the
general public and financial markets was crucial for any central bank, because
it can help to enhance the effectiveness of monetary policy. Maintaining the
public’s confidence in the ECB statistics upon which its policy decisions are
based requires adherence to the statistical principles set out in Community law 2.
Statistics also need to be adequately explained, and this applies in particular
to one of the most important statistics for the ECB’s monetary policy-making,
the Harmonised Index of Consumer Prices (HICP). In this context, he noted
that inflation perceptions may be based on a partial inflation concept that may
overweigh frequent and out-of-pocket purchases, while the HICP reflects the
evolution of consumer prices in general.

In the third theme, he laid down a twin-track strategy for euro area statistics,
envisaging both product and process innovations. A number of examples were
given of new European System of Central Banks (ESCB) statistical products that
are in the pipeline, such as statistics on investment funds, and of its high priority
requirements for euro area statistics compiled by Eurostat and the NSIs. The ECB
would also support market initiatives to improve market transparency as regards
the issues that have come to the fore in the ongoing financial turmoil. As regards
the process innovations, he emphasised that in the future the same data should
be collected only once, that the Eurosystem statistical function should operate
as an efficient production network, and that the fitness for use of the statistics
produced by the Eurosystem and its statistical communications should be further
enhanced.

The Conference continued with a keynote speech by Joaquin Almunia,
Commissioner for Economic and Monetary Affairs in the European Commission,
entitled European economic statistics: achievements and challenges. He stated
that statistics are vital at every stage of the policy-making process and especially
in the European Union. He also confirmed that the major achievements of
European economic integration, such as the introduction of the euro and the
2004 enlargement, would not have been possible without reliable, harmonised
European data. According to him, much of the truly impressive progress in
recent years, for instance the improvements in the timeliness of key infra-annual
macro-economic indicators, the so-called Principal European Economic
Indicators, was made possible by the enhanced cooperation between Eurostat,
the NSIs, the ECB and the NCBs.

2 See http://www.ecb.europa.eu/stats/html/pcstats.en.html for the “Public commitment with
respect to the ESCB’s statistical function”.
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Then he addressed the new challenges of providing users with accurate, reliable
and relevant economic statistics, including in the area of economic statistics; and
a better measurement of the intangible aspects of the economy and sustainability,
in respect of both public finances — in the face of ageing populations — and
economic activity — in the face of resource depletion. Furthermore, Eurostat has
launched two initiatives to monitor the globalisation of the production process:
the Eurogroups Register project and the Foreign Affiliates statistics. In addition,
the updates of the System of National Accounts (SNA) and the European
System of Accounts (ESA) represent very important projects with far-reaching
implications.

In general, he stressed the importance of the European Statistical System
(ESS) as a key pillar in the international statistical system, in the light of its
responsibility in setting standards and guidelines on procedures and methods as
well as on the quality of statistics, and he felt there was scope to increase the
representation of the ESS at the global level. Finally, without the trust of users,
statistics cannot fulfil their role as an essential public service. He was convinced
that the significant re-organisation of the governance structure for Community
statistics and the revision of the basic legal framework for the production of
European statistics will all help to strengthen further the reliability of European
statistics, and he welcomed the very supportive role that the ESCB is playing in
this process.

The first session, The role of harmonised monetary, financial and economic
statistics in monetary and other economic policies, was introduced by its Chair,
Axel Weber, President of the Deutsche Bundesbank. He noted that good statistics
play an indispensable role in the proper conduct of monetary policy and referred
to the exclusion, hitherto, of owner-occupied housing from the HICP, the
Eurosystem’s yardstick of price stability. He suggested a twin-track approach:
adding owner-occupied housing to the HICP basket and developing high-quality
price indices for new and re-sold housing.

In the first presentation of this session, The contribution of monetary and financial
statistics to the conduct of monetary policy, Jiirgen Stark, Member of the ECB’s
Executive Board, recalled that developing monetary and financial statistics is
an important responsibility of the ECB. He referred to the paucity of statistics a
decade ago and to the concerted effort to collect and construct additional data,
concluding that uncertainty created by the lack of statistical information has
dissipated over time.

Then he elaborated on the ECB’s agenda to deepen the monetary analysis, which
will also be aided by the integrative framework provided by the new euro area
accounts, and highlighted a number of important statistical requirements: 1) long
and consistent time series, 2) harmonised statistical concepts and definitions,
3) timely data, also to detect turning points that may lead to turning points in the
evolution of the policy stance, 4) a comprehensive data set, including breakdowns
of the monetary statistics by counterparty sector, 5) consistency between the
monetary data and other relevant statistics, 6) more detailed and timely data on
corporate and household finance, on the balance sheets of non-monetary financial
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institutions, and more generally on sectoral wealth, and 7) clear and stable
statistical definitions; but also 8) sufficient flexibility to include new financial
instruments and behaviour and 9) close cooperation between reporting agents,
statisticians, users and policy-makers.

Finally, he asserted that the ECB’s close analysis of the timely, monthly monetary
statistics has proved crucial in understanding the ongoing financial turmoil, and
that it has also identified a number of statistical lacunae, for example regarding
the extent of credit risk transfer from bank balance sheets. He concluded that a
self-reinforcing virtuous cycle can be created, whereby better data serve better
analysis that in turn identifies the necessary improvements to the data.

The second presentation of the session was given by Giuseppe Zadra, Chairman
of the Executive Committee of the European Banking Federation (EBF). In The
contribution of interest rate statistics for the monitoring of the integration of EU
banking markets, he focused on interest rate statistics, an economic parameter
that is used every day by every bank. In passing, he observed that the banking
statistics provide a lot of information about the outstanding volume of cross-
border assets and liabilities and that the Eurosystem has substantially improved
its publications over time. While stating that the ECB’s interest rate statistics are
an important element in assessing integration in the European banking market,
he called upon his audience to also be aware of their limits, mainly because they
reflect heterogeneous products offered on heterogeneous markets. Nevertheless,
it is fair to conclude that little progress has been made with respect to integration
as long as the dispersion between national rates remains of the magnitude that
we have seen for some years.

He welcomed the continued efforts of the ECB to improve interest rate statistics
and expected that the additional information will facilitate an assessment of
how banks respond to changes in the ECB’s rates. It may even improve the
comparability of national interest rate levels, but — because of continuing large
divergences between the products of the different banking systems — only to
a limited extent. Finally, he asked whether the ECB could release data on the
new business and the outstanding amounts underlying the national interest rate
statistics, as well as a more detailed breakdown of interest rate data by (risk) class
of loan and more average interest rates of standard bonds.

The discussant, John Hurley, Governor of the Central Bank and Financial
Services Authority of Ireland, recalled the need for a broad-based approach to
monetary analysis by linking different statistical outputs, which must also be
timely and of a high quality. He identified some statistical gaps that had emerged,
particularly concerning statistics on Other Financial Institutions (including credit
risk transfer), securitisation and globalisation of economic activity. He noted the
ongoing ESCB initiatives which will deepen our understanding on these issues,
but suggested that central banks may additionally use more flexibility. This can
be done by an increased use of existing data and focused surveys, for instance
to deal with financial innovation. The importance of interest rate statistics as an
indicator of financial integration and of cross-country differences in the monetary
policy transmission mechanism was also acknowledged. The Eurosystem could
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be more proactive in improving financial literacy in the euro area, e.g. related
to interest rate divergences, while the integration and harmonisation of credit
registers would also foster cross-border retail financial services activities.

The second Conference theme, Future directions for the collection and
compilation of statistics, was introduced by the Chair, Miguel Ferndndez Ordoiiez,
Governor of the Banco de Espafia. He set out generally agreed principles for the
efficient production of statistics and highlighted some options for progress: first,
collecting more granular information, which would however involve a shift of the
costs from reporting agents to NCBs; secondly, lifting the potential obstacles to
collaboration and to the reuse of data; and, finally, undertaking a frank analysis
of national statistical requirements.

Klaus Liebscher, Governor of the Oesterreichische Nationalbank, then spoke
about Torn between new data needs and respondents’ fatigue — are efficiency
gains the philosopher’s stone? He observed that modern central banks are the
natural competence centres for producing domestic as well as cross-border
financial statistics. This production is a core task and should be concentrated
in one functional area. In the first decade of Eurosystem statistics, the output
had tripled with basically unchanged human resources and the Eurosystem
statistical websites now receive 130 million hits per year. These statistics are an
international public good, which can help to foster a euro area/European identity.
Yet, this may require ‘packaging’ these statistics by target group (including the
respondents).

The new data needs in the next decade, also in view of the rapidly developing
financial markets, must be covered by equally rapidly evolving statistics,
including very complex ones. Besides, the ECB should have the legal means to
collect statistical information for financial stability purposes and from insurance
corporations and pension funds. At the same time, statistical collection systems
have to be very advanced and flexible in order to alleviate the response burden.
In that context, coordinating on a national level with different statistics producers
might make it harder to coordinate on a Eurosystem level if arrangements differ
from one country to another. However, in a longer-term vision, the Eurosystem
must work like one organic system that optimises the multinational production
process in a network with harmonised technical standards, a clear division of tasks,
common statistical tools and infrastructures, and maybe centres of excellence for
specific tasks. This may include common international databases. He concluded:
“The quest for efficiency is therefore nothing new for statisticians, but already
well established, maybe more so than in other fields of central banking.”

The key message of the discussant Athanasios Orphanides, Governor of the
Central Bank of Cyprus, was that efficiency can be improved. Enhanced
cooperation with NSIs could contribute to this goal and would also improve
consistency between the different statistics. In addition, the example of
the Centralised Securities Database (CSDB) may pave the way for similar
approaches in the future. The introduction of euro area-wide criteria for selecting
the reporting population could lead not only to a lower reporting burden, but
also to substantially reduced costs in small countries like Cyprus, even if the
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system should still allow for the collection of additional national information.
In addition, common ESCB tools such as the Statistical Data Warehouse (SDW)
offer important benefits. His remaining questions focused on the merits and costs
of existing statistics, on choosing the best institution to collect various data, on
any limits to Eurosystem collaboration, on any trade-off between simplicity and
completeness in data collection and management, on implementing the transition
to a common data collection model and on the level of dialogue between users
and producers of statistics.

During the Conference dinner, Stanley Fischer, Governor of the Bank of Israel,
delivered his keynote speech, The crucial role of statistics for central banks:
present and future, and asserted that the policy-maker needs statistics to know
where the economy has come from and where we are now, and to use that
information to predict where we are going. Central bankers need statistics in
particular to monitor price stability, economic activity and financial stability. For
the first area, comprehensive data are needed, for which a monthly frequency
seems adequate as long as inflation is relatively low. The timeliness of data on
real activity caused a serious problem for policy-making; GDP data are generally
three months out of date on the day they are first received, but monthly real GDP
data could be too noisy. Finally, the central bank role in supporting financial
stability needed the collection of massive amounts of data and there is a great
deal of work to be done on this topic.

He also reviewed data quality and the initiatives of the international community,
particularly the SDDS (special data dissemination standard) and GDDS (general
data dissemination standard). The SDDS (to which 64 countries and the euro
area have subscribed) established not only rules for disseminating data, but also
a standard for what data ought to be disseminated, whereby the frequency and
timeliness of publishing official reserves data proved to be most controversial.
The SDDS has become a valuable benchmark for the dissemination of data, and
countries that meet the standard evidently achieve a reduction in their borrowing
costs. The GDDS (to which 88 countries have subscribed) has provided
information on how to run a statistical service. Similarly, the Statistics Quality
Framework (SQF) of the ECB? should be very useful to central banks in their
data collection and dissemination practices and should help them to improve the
quality of their statistics.

The third session was a joint ECB/European Commission (Eurostat) session,
Future coordination and collaboration strategies in the area of statistics, which
started with some introductory remarks by its Chair, Hervé Carré, Director
General of Eurostat. He focused on the complexity of the European institutional
setting in the area of the statistics and the need for a politically and operationally
adequate structure with a clear attribution of responsibilities and room for an
open debate. He did not doubt that the present cooperation and collaboration
would continue to improve as it had done in recent years.

3 See, http://www.ecb.europa.eu/stats/html/sqf.en.html
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The first paper of the third session, The role of networks and competence centres
in the development, production and dissemination of statistics, was presented
by Walter Radermacher, President of Statistisches Bundesamt (the German
statistical institute), who referred to the outstanding role of communication
between the ESS and the ESCB in order to share work more efficiently. He was
convinced that the ESS must adjust to the generally rising demand for short-
term and structural data, which is however accompanied by a tightening of the
resources. This may be facilitated through European Centres and Networks
of Excellence (ESSnet) and by implementing the work-sharing model which
had already been introduced within the German statistical system. The current
financing arrangements limited the ESSnet projects to the examination of
methodological aspects or the testing of new data collection methods, while
leaving them unsuitable for actual production sharing. Better alternatives should
accompany the cooperative system structure to be set up. Future ESSnet projects
might deal with, for example, the implementation of the so-called SDMX
(Statistical Data and Metadata eXchange) and the development and joint use of
IT tools. In addition, at the European level he favoured moderation in adopting
legal provisions, quality assurance through standards and best practices, joint
training for statisticians, and, above all, 99% instead of 100% comparability of
statistics.

He then sketched the German cooperation model among its federal and regional
statistical offices, which had given an enormous impetus to modernisation through
regional work-sharing and specialisation and had increased the productivity of
official statistics. Centralised IT production and data storage had allowed the
statistical offices to concentrate more on presentation and analysis, as well as
on the dissemination of results and communication. However, adequate training
remained essential.

The second presentation in this session, Central banks and statistical offices:
avenues for further cooperation, by Jodo Cadete de Matos* (Director of Statistics,
Banco de Portugal) stressed that institutional cooperation, at both the national
and international level, fosters the efficient compilation and dissemination of
top-quality statistics. For instance, it helps to improve the coherence of the data,
which in turn facilitates the integration of data from various sources. At the national
level, this requires a clear division of work; a framework for adopting common
methodologies and nomenclatures and for sharing registers and administrative
data; and an appropriate interaction between producers and users of statistics.
At the international level, central banks and statistical offices need to cover the
whole statistical spectrum, using a common world-wide statistical language, and
be more proactive in order to identify the likely changes. In Portugal, the new
law on the National Statistical System foresees close coordination, particularly
between the Banco de Portugal and the Portuguese national statistical office, and,
as a consequence, relevant data are now collected only once.

4 The paper was jointly written by him and Manuel Sebastido, former Member of the Board
of the Banco de Portugal.
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In the future, compilers of statistics should consider being more proactive
and outward-looking by: 1) further deepening the national and international
institutional cooperation, particularly concerning the exchange of information
for statistical purposes, 2) attempting to identify economic changes and to
understand their measurement impact as early as possible, 3) promote mutually
beneficial relationships with both users and data providers, 4) increasing the
technical skills and the conceptual and analytical capabilities of staff, and
5) defining a communication strategy to match users’ expectations and to convert
data into knowledge.

The discussant Heli Jeskanen-Sundstrom, Director General of Statistics Finland,
focused on future collaboration between the ESS and the ESCB. Such
collaboration should recognise both the differences in governance and the scope
of their statistics, and the similarities in their general goals and priorities and
in the importance they attach to credibility and integrity. The most strategic
issues relate to relevance (e.g. meeting new challenges proactively and flexibly),
efficiency (relating to e.g. SDMX, the ESS regulatory policy and common
definitions, classifications and business registers), a low response burden
(through e.g. the exchange of confidential data) and quality (through e.g. more
joint research, expert mobility and training, and also involving the highly
respected Committee on Monetary, Financial and Balance Statistics, or CMFB).
She advocated that regular high-level stakeholder meetings are held between the
ESS and the ECB. This would improve the ESS’s ability to deal more proactively
with new statistical challenges and strengthen the useful cooperation between the
ESS and the ESCB.

The final session, How best to communicate European economic and financial
statistics, was chaired by Steven Keuning, ECB Director General Statistics
and Chairman of the Statistics Committee. He invited the audience to consider
how to utilise IT tools to present data dynamically to target groups, how to
segment the target groups of statistics, and how to address them. To do so, he
recommended stepping up communication efforts, mainly towards the media,
taking advantage of fast sprouting electronic networks, and creating a brand
for official statistics so that data analysis is seen as more efficient, interesting
and rewarding.

Looking at Improving public trust in official price statistics, Inna Steinbuka,
Director of Economic and Regional Statistics at Eurostat, noted that
developments in perceived inflation as derived from consumer surveys
seem to show persistent deviations from the HICP developments. This can
affect consumption decisions, inflation expectations, support for the single
currency among euro area citizens and public trust in Eurostat’s capacity to
accurately measure consumer price developments. Improving the confidence
in and understanding of official inflation figures should be done by providing
more useful and detailed statistical information on inflation measurement
and by consistent, clear and coordinated communication on inflation and its
measurement. There was no point in simply contradicting citizens or telling
them that they are wrong when they claim that inflation is higher than officially
measured, if only because consumption baskets vary.
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Eurostat must ensure that the national HICPs comply with the methodological
requirements and that good practices concerning e.g. quality adjustment methods
are followed up elsewhere. It also plans to broaden the range of price statistics it
provides, including average prices for a limited number of well-defined goods,
house price indices and more detailed price indices, including a new HICP
aggregate covering Frequent Out-Of-Pocket Purchases (FROOPP?®). Eurostat
also envisages various communication actions in this field, some involving
the ECB and the Commission’s DG ECFIN. This includes the publication
of additional information on the HICP, e.g. in more accessible special press
releases; the development of more user-friendly websites; and the use of internet
technologies to improve data presentation and to answer inflation-related queries.
This should of course be underpinned by monitoring and further improving the
quality of the HICP itself.

Subsequently, Enrico Giovannini, Director of Statistics in the Organisation for
Economic Co-operation and Development, in The role of communication in
transforming statistics into knowledge focused on the development of web 2.0
in which information is not only consumed but also transformed, by means of
‘collective intelligence’. Moreover, rethinking the communication of statistics
was key to the success or failure of an official data provider. He then raised
three issues: first, the way in which statistics are used and perceived by users
(especially citizens) depends on several factors and some of them are not under
the control of the original source; second, in several countries the situation is far
from satisfactory, in terms of trust in and communication of official statistics; and
third, statisticians have to address these issues very seriously if they wish new
generations to look at official statistics as an authoritative source. Legitimacy,
trust, authority and credibility of statistics providers will become much more
important in a world overloaded with information.

The paper then dealt with the way in which information was spread in society:
1) the amount of news released by the media plays a key role in affecting what
people know, 2) the quality of media and their way of presenting information
can make a huge difference and 3) the person’s interest in the subject also plays
a key role in activating the cognitive mechanism. Statistical data providers
rely heavily on mass media. So, was there an alternative? He concluded that
web 2.0 was producing a revolution. Consequently, statistical offices should
become “knowledge builders” for the whole society, not only by making their
websites very accessible, but also by improving the graphical display of their
data, facilitating country comparisons, uploading their data in general web 2.0
platforms and creating discussion sites about the quality of data used in the public
domain, also enabling their improvement.

The discussants, Evan Davis, Presenter, BBC Radio 4’s “Today” programme,
and Patrick Lane, Deputy Business Affairs Editor of the Economist, perceived

5 The composition of the aggregate includes food; beverages; tobacco; personal cleaning,
recreational and cultural services; personal and home care; books, newspapers and
periodicals; medicine; recording media; stationery; postal services; fuel; parking; public
transport and pets-related services.
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two common threads connecting both papers: the importance of trust in and an
adequate communication of official statistics.

Evan Davis took three lines of argument: perception, suspicion and communication.
First, when there is a gap between public perceptions of something and the
official data, the duty of the statistician is not to immediately dismiss this as
a public misperception, but to treat it as potentially an interesting piece of
information meriting research and possibly an adaptation or extension of the
existing statistics. It is also important to be aware that perceptions are anchored
in the past and tend to lag reality. Moreover, they are selective: for instance,
inflation perceptions may focus more on necessities and less on things people can
choose not to buy. Second, on suspicion, if politicians appear to be producing the
statistics that make the case they want made, statistics will get a bad name. The
important point for statisticians is that not only must they be independent but they
should also get the message across that they are so. Third, on communication, the
response to misperceptions is to appear to be as genuinely honest and objective
as possible and open to the alternative interpretations. Only when you are trusted
will you usually get your way.

When discussing the HICP paper, Patrick Lane noted, first, that the inflation rate
which survey respondents perceive need not correspond to that measured by the
rate of increase of the HICP; second, that excluding housing costs from Eurostat’s
standard measure of inflation, whatever the difficulties in measurement, has
always seemed anomalous; and third, that publishing extra price indices risk
causing confusion, but this risk may be bearable. Concerning the internet
revolution, he was convinced that most of the communication of official statistics
will remain indirect, through TV, the print media and news websites. This is
because people want the data to be not only filtered, but also interpreted. As a
print journalist, he said that statistics were the evidence from which a story was
constructed, while at the same time they illustrate (and decorate) the writing:
charts can convey information succinctly and should be capable of being
understood without their surrounding text. Advances in information technologies
mean that it is much easier to get our hands on useful data much more quickly,
but also that it is all the more important to add value to the data, in analysis and
interpretation.

The closing address of the Conference, A strategic vision for statistics: challenges
for the next ten years, was delivered by José Manuel Gonzdlez-Pdramo, Member
of the ECB’s Executive Board. He first highlighted three major developments:
1) globalisation and the concomitant difficulty of relying on standard analytical
tools, based on regularities in a less globalised world, and on conventional
information sets, 2) the IT revolution and its impact on both the technical
possibilities and the costs of statistics and 3) constraint of the statistical response
burden. He then related these developments to the four Conference themes.

Addressing the first theme, he said that the need to analyse economic and
financial developments in real time has led to an increasing demand for a broad
set of timely and yet sufficiently reliable, mutually-consistent statistics which
also show a history of at least two business cycles. Globalisation has also created
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a requirement for comparable key macroeconomic statistics among major
economic areas and for world-wide aggregates with regional breakdowns, for
instance quarterly world GDP statistics with a timeliness of 60 days. Within the
euro area, further improvements in timeliness should be achieved for the very
valuable integrated euro area accounts, which should become available within
90 days, and for GDP. Concerning the latter, he would welcome a serious study
on the possibility of releasing a flash estimate within 30 days.

On the second theme, he illustrated the implications of the Governing Council’s
strategic long-term vision for Eurosystem statistics by means of the Centralised
Securities Database. This is a reference micro-database for individual securities
that is jointly maintained by the ECB and the NCBs. It should become the
single source for all European and national securities issues statistics and for
all other statistics that use those data as an input and should be accompanied by
security-by-security data collection on the holdings of securities set up by the
NCBs. This requires an even closer cooperation within the ESCB. In general,
micro-information, such as information on individual securities, individual loans
or individual statistical units may be aggregated in multiple ways which will also
allow a timely statistical response to new and unexpected policy issues.

On the third theme, he praised the successful cooperation of the statistical
community in Europe and noted that the current coordination arrangements for
official financial statistics are still somewhat dispersed on a world-wide level. He
expressed his support, therefore, for the initiative of, in particular, the BIS, the
ECB and the IMF to establish an international network on financial statistics.

Finally, concerning the fourth theme he announced that a new dedicated section
of the ECB website devoted to inflation measurement is under development.
Moreover, he considered a credible track record of reliable official statistics —
beyond the measurement of inflation — to be of utmost importance.
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A STRATEGIC VISION ON EURO AREA
STATISTICS: THE ECB’S VIEW

JEAN-CLAUDE TRICHET
Colleagues, fellow central bankers, ladies and gentlemen,

I would like to welcome all of you most warmly to the Fourth ECB Conference
on Statistics.

This Conference continues our tradition of regular high-level dialogue between
the compilers and users of statistics, including policy-makers, analysts, academics,
the media and the financial industry. At the same time, this provides us with
an excellent opportunity to take stock of the progress achieved concerning the
availability and quality of euro area statistics and exchange views on the strategic
vision for their further development. While much has been achieved over the past
ten years and ECB statistics are widely used, euro area statistics should keep
pace with the rapidly changing economic and financial landscape in Europe, to
meet new needs, for instance in relation to the ongoing financial turmoil, and to
be produced by means of a highly efficient production network, so that costs and
response burdens are kept to a minimum.

A particularly successful feature of the recent rapid enhancement of euro area
statistics is the very close collaboration between the ECB, notably its Directorate
General Statistics, and the European Commission, notably Eurostat. This is
mirrored by the fruitful cooperation between the statistical departments of national
central banks (NCBs) and national statistical institutes (NSIs), both at the national
and at the European level, for instance in the Committee on Monetary, Financial
and Balance of Payments Statistics (CMFB). For this reason, I am particularly
pleased that Commissioner Almunia has kindly accepted our invitation to give
the keynote speech at this Conference and that the programme includes a session
organised jointly by Eurostat and the ECB’s Directorate General Statistics and
chaired by Mr Carré, the Director General of Eurostat.

I would like briefly to consider three issues:
1. recent enhancements to euro area statistics from the ECB’s perspective
as a policy-maker;

2. the importance of the appropriate communication of statistics; and
3. the strategy for the further development of euro area statistics.

| RECENT ENHANCEMENTS TO EURO AREA STATISTICS FROM
THE ECB’S PERSPECTIVE AS A POLICY-MAKER

First of all, I would like to reiterate that reliable and timely euro area economic,
monetary and financial statistics are of paramount importance for the ECB’s
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decision-making. This applies not only to the single monetary policy, but also
to the other ESCB tasks, including those in the areas of financial stability and
payment systems. Statistics are themselves one of the main deliverables of
the ECB, providing market participants, analysts, academics, the media and
the general public with the aggregate financial data they need. For instance,
the harmonised national average interest rates on the deposits and loans of
households and corporations that are published every month by the ECB and the
NCBs provide citizens and firms with very useful preliminary insights.!

Concerning the key developments in ECB statistics over the last two years, |
would like to highlight the following: >

1. Since June of last year the ECB and Eurostat have jointly compiled and
published quarterly euro area accounts.’ These accounts can be considered the
“national accounts” for the euro area and provide a complete and consistent
overview of its economic, financial and monetary developments. A fairly
unique feature of the euro area accounts is their almost entirely consistent
representation of “real” and financial developments, which greatly facilitates
integrated analyses and permits further enhanced cross-checking of the
economic and monetary analyses that feed into the overall assessment of the
ECB’s monetary policy stance.

The euro area accounts record not only the economic and financial transactions,
but also the financial balance sheets of all institutional sectors (i.e. households,
non-financial corporations, financial corporations and general government).
They integrate and complement more timely and frequent statistics, for instance
by providing a sectoral breakdown of the broad monetary aggregate M3 and
by providing hitherto unavailable quarterly data on household and corporate
income, expenditure, savings and wealth.

2. Since July 2007 the ECB has estimated daily yield curves reflecting the
implied market remuneration rates of euro area central government bonds for
residual maturities ranging from 3 months to 30 years. These curves help to
gauge market expectations regarding economic and financial activity, as well
as being used for monetary policy purposes. The curves are presented in a
very user-friendly way, using the latest web technologies.*

—

See http://www.ecb.europa.eu/stats/money/interest/interest/html/index.en.html.

2 An updated overview of all available ECB statistics has recently been published. See
http://www.ecb.europa.eu/pub/pdf/other/ecbstatisticsanoverview2008en.pdf.

3 See “The introduction of quarterly sectoral accounts statistics for the euro area” in the
November 2007 issue of the ECB’s Monthly Bulletin; “Recent developments in the
household and corporate sectors: information from new quarterly euro area sector accounts”
in the June 2007 issue of the ECB’s Monthly Bulletin; and “New estimates on holdings by
sector for euro area M3” in the December 2007 issue of the ECB’s Monthly Bulletin.

4 See http://www.ecb.europa.eu/stats/money/yc/html/index.en.html#data. The yield curves

and their use are explained in “The new euro area yield curves” in the February 2008 issue

of the ECB’s Monthly Bulletin. Previously, Eurostat compiled these curves.
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3. The available monthly statistics on outstanding amounts of Short-Term
European Paper have been supplemented with daily statistics on yields.
This has enabled the ECB to ensure transparency while respecting the
confidentiality of individual price or yield data.

4. The external statistics of the ECB now provide separate data for Brazil,
Russia, India, mainland China and Hong Kong as counterparts. Moreover,
they also show the quarterly changes in the overall external position of the
euro area, broken down into transactions, exchange rate changes, asset price
changes and other changes.’ Finally, since the end of 2006 the ECB has
published monthly harmonised competitiveness indicators for all euro area
countries.®

5. Payment statistics have also been enhanced, and new data on securities
trading, clearing and settlement have been made available.’

6. Last but not least, Slovenia was successfully integrated into the euro area
statistics in 2007, with the same happening for Cyprus and Malta in 2008.
When countries join the euro area, all time series need to be recalculated
in order to reflect the new composition of the euro area. At this juncture, I
would also like to compliment the statisticians in the various EU countries on
the outstanding work that they carry out, in coordination with the ECB and
Eurostat, to meet the ECB’s statistical requirements.

For its policy-making, the ECB relies not only on its own statistics, but also on
euro area data compiled by Eurostat and the NSIs. In particular, the ECB attaches
considerable importance to the reliability and timeliness of the so-called Principal
European Economic Indicators (PEEIs), which comprise the indicators for core
consumer prices, national accounts, short-term business, labour markets and
external trade. In November of last year the ECOFIN Council recognised that, in
general, the timeliness targets set in 2002 had now been achieved for the majority
of the PEEIs and invited Eurostat and the ECB to review the scope, timeliness
and quality of the PEEISs, also in the light of the evolving needs of users. This
brings me to the important issue of the communication of statistics.

2 THE IMPORTANCE OF THE APPROPRIATE COMMUNICATION OF
STATISTICS

Communication with the general public and financial markets is crucial for any
central bank because it helps to enhance the effectiveness of monetary policy.
Euro area statistics play an important role in the ECB’s communication, and it is

5 See “Explaining changes in the net international investment position of the euro area” in the
January 2007 issue of the ECB’s Monthly Bulletin.

6 See “The introduction of harmonised competitiveness indicators for euro area countries”
in the February 2007 issue of the ECB’s Monthly Bulletin, and http://www.ecb.europa.eu/
stats/exchange/hci/html/hci_2008-01.en.html.

7 See “Review of statistics on payments and securities trading, clearing and settlement” in the
January 2008 issue of the ECB’s Monthly Bulletin.
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therefore of great importance to the ECB that these statistics be highly credible
and very accessible.

In total, the ECB publishes around 70 statistical press releases per year, including
monthly monetary statistics and data on interest rates, securities and the balance
of payments; quarterly euro area accounts and statistics on investment funds
and the international investment position; and annual payment statistics and
general data on monetary financial institutions. Even more detailed and more
frequent statistics are made available on the ECB’s website. In other to enhance
the accessibility of its statistics, the ECB launched its online Statistical Data
Warehouse in 2006.

Maintaining the public’s confidence in the ECB statistics requires high-quality
standards. Such standards were set out in a recently published framework
governing the quality of ECB statistics.® In addition, in the performance of
their statistical tasks, both the ECB and the NCBs adhere to the statistical
principles and ethical and quality standards set out in their “Public commitment
with respect to the ESCB’s statistical function”.® The independence granted
to the ESCB by the Treaty means that there is no political interference in the
compilation and dissemination of statistical information. Similarly, the Treaty
states that compilers of statistics in the NSIs and Eurostat should also act in full
scientific independence.

In addition to these essential preconditions, statistics also need to be adequately
explained. This applies, in particular, to one of the most important statistics for
the ECB’s monetary policy-making, namely the Harmonised Index of Consumer
Prices (HICP). It is a well-known fact that the qualitative responses to the
European Commission’s monthly consumer survey on inflation perceptions
tended to indicate an upward trend following the introduction of the euro
banknotes and coins in 2002, while the HICP exhibited a fairly stable rate of
change.!® Perceptions of inflation then tended to moderate, with renewed increases
being observed as of mid-2007, increases which on that occasion coincided with
a rise in the annual HICP inflation rate. However useful this perception indicator
is, it should be borne in mind that perceptions may be based on a partial inflation
concept that places too much weight on frequent and out-of-pocket purchases
such as food and petrol — for which above-average price increases have been
observed — and does not take full account of other less frequent purchases and
quality improvements. If only for that reason, the HICP inflation rate, which
is derived from no less than 1.7 million price observations in 200,000 shops
throughout the euro area every month gives an objective representation of the
evolution of prices.

[oe]

See http://www.ecb.europa.eu/pub/pdf/other/ecbstatisticsqualityframework200804en.pdf.

9 See http://www.ecb.europa.eu/stats/html/pestats.en.html. Both this commitment and the
framework governing the quality of ECB statistics take due account of the European
Statistics Code of Practice for the national and Community statistical authorities, while also
reflecting the specific governance structure of the ESCB.

10 See “Recent developments in consumers’ inflation perceptions and expectations in the euro

area” in the November 2007 issue of the ECB’s Monthly Bulletin.
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3 THE STRATEGY FOR THE FURTHER DEVELOPMENT OF EURO
AREA STATISTICS

The ECB’s vision for euro area statistics envisages both product and process
innovations. The former include the closing, in the near future, of some of the
remaining gaps in the ECB’s statistics. This will involve:

1. enhancing the timeliness, completeness and consistency of the quarterly euro
area accounts, so that they become available within 90 days of the end of the
reference period,

2. compiling more accurate, frequent and timely statistics on assets and liabilities
of investment funds from early next year (based on an ECB Regulation
adopted in July 2007);

3. compiling frequent, timely and harmonised statistics on insurance corporations
and pension funds, which will become increasingly important in our ageing
society;

4. compiling comprehensive statistics on the securitisation of bank loans and the
financial vehicle corporations which handle these securitisations, as well as
improving the measurement of credit risk transfers, including credit default
swaps, in close cooperation with bank supervisors;

5. enhancing statistics on bank credit lines, bank balance sheets and interest
rates on deposits and loans, for instance by gaining more insight into loan
collateral; and

6. looking at user requirements for micro-data, for example for household
consumption and finance.

In addition, the ECB has the following high-priority requirements concerning the
euro area statistics compiled by Eurostat and the NSIs:

a) more comprehensive and timely statistics on services, labour markets and
housing markets;

b) better use of available data through the compilation of regular euro area
supply and use tables and the integration of labour accounts into the national
accounts, which are needed both for productivity and growth analysis and for
updating the EU-KLEMS data; and

¢) closer coordination of national statistics with regard to seasonal and working
day adjustments, revision policies and release calendars.

As regards the process innovations, the Governing Council of the ECB last year
endorsed a long-term vision for statistics produced by the Eurosystem:

— concerning input, the same data should be collected only once;
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— concerning data processing, the Eurosystem’s statistical function should
operate as an efficient production network; and

— concerning output, the fitness for use of Eurosystem statistics and statistical
communications should be further enhanced.

As regards the collection of data, the ESCB’s Statistics Committee (STC) and
Banking Supervision Committee (BSC) will, in cooperation with the Committee
of European Banking Supervisors, look at means of better aligning supervisory
and statistical concepts, definitions and reporting formats, with the aim of
reducing the reporting burden for financial institutions in the case of overlapping
data requirements. The STC will also investigate the feasibility of reusing and
sharing available micro-data for Eurosystem statistical purposes — particularly
data contained in central credit registers, central balance sheet offices and business
registers — while maintaining strict confidentiality standards. Furthermore, it is
considered best practice for a central bank to integrate the overlapping parts of
the various statistics it produces and to concentrate the production of all of its
statistics within a single statistical organisational unit.

As far as data processing is concerned, the feasibility of a move towards the
consolidated or pooled collection and production of some types of Eurosystem
statistics will be explored. In addition, NCBs are invited to exploit comparative
advantages in their cooperation with other national statistical authorities,'' for
instance by setting up joint business registers. In this context, it is generally
agreed that an enhanced exchange of confidential information between NCBs,
the ECB, NSIs and Eurostat, strictly for statistical purposes, is indispensable
in order to keep the response burden to a minimum and ensure the quality of
both European and national statistics. It is therefore crucial that the updates of
the two statistical framework regulations governing the collection, compilation
and dissemination of European statistics — which are currently in the process of
being prepared — allow the exchange of such micro-data while retaining strict
confidentiality standards."?

Concerning its statistical output, the ECB is looking at ways of meeting the
statistical needs resulting from the turmoil on the financial markets. First, it
may be appropriate to investigate the merits and costs of further expanding
the ECB’s Centralised Securities Database (CSDB), which already contains
reference information for several million different securities. In view of the
ongoing financial turmoil, there may be increased merit in further investment
in this database, adding, in the medium term, information on the holders of

11 The distribution of labour between the ECB’s Directorate General Statistics and Eurostat
is laid down in a memorandum of understanding (http://www.ecb.europa.eu/ecb/legal/pdf/
en_mou_with_eurostatl.pdf).

12 Council Regulation (EC) No 2533/98 of 23 November 1998 concerning the collection of
statistics by the ECB (0.J. L318,27.11.98, p.8) and Council Regulation (EC) No 322/97 of
17 February 2997 on Community Statistics (0.J. L52,22.2.97, p. 1).
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such securities and more detailed information on complex structured securities,
including chains of securities and tranches of securities with different ratings.!

Secondly, the ECB could support ongoing market initiatives to improve
transparency by offering its expertise in the international standardisation of
definitions and classifications (looking, for instance, at how to define a covered
bond, a mortgage prepayment rate or the residency of a bond issuer or holder, or
considering ways of consistently classifying counterparties). This could include
dialogue with the financial industry in the context of the possible enhancement —
under consideration by the European Commission — of the supervisory disclosure
requirements under the so-called Pillar 3 of the Capital Requirements Directive
so that the information to be disclosed is based on clear definitions and reported
in a standard format and with sufficient frequency and timeliness.

Thirdly, as regards the Short-Term European Paper market, the ECB is also
involved in the actual compilation and publication of relevant statistics, and such
transparency may come at a premium in the current circumstances.

In general, more statistical data may be collected by NCBs on an ad hoc basis,
from selected key players, for instance in relation to particular types of financial
innovation. I also invite the STC to contribute to the enhancement of the financial
literacy of euro area citizens and to further improve the accessibility of its
statistics for specific target groups.

4 CONCLUSIONS

European policy-makers need to have at their disposal a wide array of timely,
high-quality statistics on which to base their decisions. The availability and
quality of genuine euro area statistics — i.e. those which are more than just the
sum of the national data of the Member States — has improved very substantially
over the last ten years. Most notably, the ECB and Eurostat now regularly and
jointly release quarterly real and financial euro area accounts that are both
integrated and comprehensive. And yet, I would strongly favour an improvement
in the timeliness of such releases, which would then be even more useful for the
ECB’s monetary policy-making.

The credibility of euro area and relevant national statistics is of key importance to
the ECB, and this also requires that such statistics be effectively communicated.
This applies in particular to the HICP.

In view of the importance to the ECB of euro area monetary, financial and
external statistics, the Governing Council has endorsed a strategic vision that

13 The CSDB already enables the estimation of aggregate information on total issuance and
outstanding amounts for all kinds of securities. However, the quality management for this
database, which is provided by ESCB central banks in cooperation with a number of other
institutions, is still in its infancy and is currently focused on securities needed for specific
statistics.
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should further increase the effectiveness and efficiency of the compilation of
these statistics by the Eurosystem. This entails even more intensive cooperation
not only among the statistics departments of the NCBs and the ECB, but also
between those departments and external parties such as statistical institutes,
supervisors and the financial industry. I hope that the gains resulting from these
synergies will then be used to close some of those gaps in the ECB’s statistics
that I mentioned earlier and to improve market transparency as regards the issues
that have come to the fore in the ongoing financial turmoil.

All of these issues will be looked at during this Conference, with contributions
by both users and producers of statistics. This will certainly make an important
contribution to the design and implementation of the ECB’s strategic vision on
euro area statistics. I would therefore like to thank you all very much in advance
for your participation and attention.
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EUROPEAN ECONOMIC STATISTICS:
ACHIEVEMENTS AND CHALLENGES

JOAQUIN ALMUNIA
President, Ladies and Gentlemen,

It is my great pleasure to join you here in Frankfurt today. I would like to thank
President Trichet and the European Central Bank for inviting me to discuss the
main achievements and challenges in the field of European statistics.

Statistics form the bedrock of sound economic policy decisions. They are vital
at every stage of the policy-making process. And especially so in the European
Union. The major achievements of European economic integration, such as the
introduction of the euro or the 2004 enlargement, would not have been possible
without reliable, harmonised European data.

Statistics support progress, but they themselves must also respond to a changing
political context, in order to remain relevant and meet the needs of users.

Therefore, I want to talk about the need to develop our statistical system to meet
new trends and challenges over the coming decade. But before I do, let me take
a moment look back at a decade of progress in European statistics.

A DECADE OF PROGRESS IN EUROPEAN STATISTICS

Close to ten years ago, in May 1998, the historic decision was taken that
eleven Member States had met the conditions to participate in the final stage of
Economic and Monetary Union. The following month, the ECB was launched.
And half a year later, on 1 January 1999, the euro became the common currency
of those countries.

This momentous decision could not have been taken without reliable and
harmonised statistical information. But, with the foundation of EMU it soon
became evident that new statistics for the euro area as a whole would be
necessary.

Already, early in stage three of EMU, a number of important statistical gaps had
been identified. An Action Plan on EMU Statistics was devised in 2000 which
identified five priority areas for urgent progress. These were:

(i) quarterly national accounts; (ii) statistics on public finances; (iii) labour

market statistics; (iv) short-term business statistics; (v) balance of payments and
trade.

33



The Action Plan boosted the development of short-term economic statistics in the
euro area. At the same time it became clear that the timeliness of statistics from
some Member States needed to be improved.

Therefore, to match best practices worldwide, a more focused list of infra-annual
macro-economic indicators was identified in 2003. For these indicators — the
Principal European Economic Indicators — more challenging target release dates
and quality objectives were set up. This also helped move the focus from a
Member State perspective towards a European aggregate perspective.

The approach was an innovation in the way we derived European short-term
indicators, but it also required a stronger and more efficient coordination of
statistical information and compilation practices at the European level.

Last November, the ECOFIN Council concluded that the vast majority of
objectives set out for the Principal European Economic Indicators had been
reached. For example, early release of GDP and HICP flash estimates are now
well established, and the timeliness and availability of other relevant indicators
have improved considerably.

Much of the progress in recent years has resulted from enhanced cooperation
between Eurostat and the national statistical institutes, as well as the ECB and
the 27 national central banks.

Achieving efficiency in such a complex framework is not easy. The fact that
the European Statistical System manages to deliver high quality and timely
statistics — that underpin successful policy making in EMU and the EU as a
whole — reflects the strong commitment and collective efforts by all partners.

Our achievements in this field should now lead us to widen the scope for
improving the available statistics beyond the indicators and the targets set in the
2000 Action Plan.

FUTURE CHALLENGES FOR STATISTICS

This is especially true since statistics have to keep up with the rapid changes
of the modern era. Our economies and societies are constantly faced with new
challenges and these need to be reflected in statistical data, and presented to users
in an accurate, relevant and reliable way.

Developing statistics that accurately reflect these new challenges and trends
requires keeping abreast of latest developments. In some cases a growing public
debate — for example on climate change or immigration — will guide the allocation
of resources for statistical development. Often it is users who draw attention to
new phenomena, whether through policy needs or through their ongoing dialogue
with statisticians.
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Alternatively, the regular compilation of statistical data will sometimes raise
questions — such as how do we record this phenomenon and what information
are we missing? In other cases, we may see non-official data sources emerging
to meet the needs of users, highlighting gaps in official statistics which may need
to be closed.

Some issues often appear in one or a limited number of countries initially, but
then quickly spread to others. And many new challenges, for example climate
change and economic globalisation, do not stop at national borders and demand
the preparation of comparable data across countries.

We must continuously adapt our statistics to these new phenomena, keeping
in mind that the preparation time for a new statistical dataset can be measured
in months or even years, and economists frequently want long time series of
comparable data. Even changes to existing statistical frameworks take time.

All this means that we have to “keep our fingers on the pulse” to anticipate future
user needs. Given the international character of most of these issues, Eurostat and
other international statistical agencies will play an important role in identifying
and responding to relevant phenomena.

In the area of economic statistics, we can identify some pressing issues that will
demand attention in the coming years.

Phenomena which in the past have been considered just “economic externalities”,
and hence measured in satellite accounts or not at all, are becoming “internalised”
in traditional measures of economic activity. The “intangible” aspects of the
economy are growing in importance and must be adequately measured — I will
come back to this in a minute.

Sustainability — whether we are referring to public finances in the face of
ageing populations or, more generally, economic activity in the face of resource
depletion — is climbing higher on the agenda and drawing statisticians into ever
closer cooperation with economists.

The lively debate at the “Beyond GDP” Conference last year highlighted the
nature of the work ahead of us. With social and environmental concerns coming
to the fore, the calls for indicators that will complement GDP by measuring
the developments that this measure glosses over — such as individual welfare,
environmental damage and social inequality — are growing louder.

We are beginning to make headway. Eurostat has developed structural indicators
covering domains like employment, research and social cohesion that measure
our progress towards the goals of the Lisbon Strategy for Growth and Jobs.

We are developing indicators to monitor the EU’s Sustainable Development

Strategy, our approach to reconciling economic development, social cohesion
and protection of the environment.
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We are also working on developing an equivalent to the European System of
National Accounts in the field of environmental issues. However, we still have
a long way to go before we have established comprehensive and universally
accepted indicators to measure well-being.

The globalisation of the production process is also posing increasing challenges
to statistics. Measuring national economies or trade becomes more complex when
a product is designed in one country, patented in another, and then produced and
assembled in several different locations. All this even before the same product is
sold worldwide with financing raised in yet another country.

Work is already underway that will allow statistics to address the fluid flow
of products and intellectual property. Moreover, in a world of global supply
chains, we can expect that the need for monitoring multinational companies
across borders will become increasingly important. With this in mind, Eurostat
has launched two initiatives — the Eurogroups Register project and the Foreign
Affiliates statistics — which are geared towards collecting data on the activities of
foreign-owned enterprises operating in the European market.

To mention just two more issues, financial markets will likely remain highly
innovative, even if the recent turmoil has shown the limits of some innovations,
and the rate of product development in European markets will require continued
efforts to keep providing a good measure of quality changes when compiling the
Harmonised Index of Consumer Prices.

Important issues are also emerging in other statistical areas, reflecting the
evolving interests of European citizens and the EU policy context — for example
population issues such as immigration, or data on crime and national security.

Clearly, the way in which the economy functions has altered substantially.
The increasing role of intangible assets, the reinforcement of information and
communication technologies in productive processes, the expansion of service
and financial activities, the globalisation of economic activities as well as the
changes in the social protection schemes; all this requires adjustments in the way
in which macroeconomic aggregates are compiled and accounted for.

UPDATING THE SYSTEM OF NATIONAL ACCOUNTS AND IMPLICATIONS
FOR ESA

The emergence of new statistics in different areas and their growing interaction
across policy domains highlight the issue of how indicators are set in relation to
one another.

For that purpose, we have been benefiting over the last decade from the national
accounts framework. The latter has been — and will continue to be — a very
important reference for our statistical activity because it offers a consistent and
complete framework of macroeconomic concepts — concepts which are also
harmonised with those of other social, economic, and environmental statistics.
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From a European perspective, the introduction of the existing European System
of National Accounts — which is based on the international System of National
Accounts — has contributed significantly over the past decades to the development
of high-quality, harmonised, European statistics.

Much of the success is due to the close cooperation between the European
Commission and the Member States, as well as a very fruitful cooperation
between the Directorate General Statistics of the ECB and Eurostat.

The System of National Accounts has, since its last update in 1993, proved to be a
robust framework, widely accepted and appreciated at the global level. However,
following a request by the United Nations Statistical Commission in 2003, the
international System of National Accounts, SNA 93, is currently being updated.

The objective is to bring this essential international statistical standard more in
line with the new economic environment, and more up to date with advances
in methodological research and the needs of users. The Statistical Commission
considers consistency with international guidelines on other statistics a major
requirement. In fact, the need for international comparisons in statistics grows
more pressing as the interlinkages between the world’s regions become stronger
and more numerous.

The SNA update represents a very important project with far-reaching implications.
Not only will the outcome set up the national accounts standards for many years,
it will have a major impact on the European System of Accounts.

Indeed, the changes to the SNA will need to be incorporated into ESA 95 so
that it remains as consistent as possible with the new SNA. The new ESA will
continue to be the methodological reference for the statistical aggregates used in
major EU policies, including the so-called own-resource gross national income,
public deficit and debt for the excessive deficit procedure, and gross domestic
product used for structural funds.

The Inter-Secretariat Working Group on National Accounts was given the
mandate to manage the SNA project. Eurostat took over the rotating chair of
the Inter-Secretariat in 2008 and aims to bring the project to a successful and
timely conclusion, ensuring close coordination with all partners in the statistical
community to achieve the highest level of international comparability.

The European Statistical System already coordinates its work with international
organisations such as the OECD, the IMF and the World Bank, and is an
important global player in its own right.

All in all, the enlarged European Statistical System consists of roughly
55 countries — over one-quarter of the total membership of the United Nations.

This stresses the importance of the European Statistical System as a key pillar

in the international statistical system. It bears a heavy responsibility in setting
standards and guidelines both on procedures and methods as well as on the

EUROPEAN ECONOMIC STATISTICS: ACHIEVEMENTS AND CHALLENGES 37



quality of statistics. In light of this, there is a scope to increase our representation
at the global level.

STRENGTHENING GOVERNANCE IN PARALLEL

So far I have outlined some key challenges facing modern statistics and the
changes underway to meet the demands of a changing economic and social
environment.

Rising to these new challenges will also demand a strong governance structure.
After all, setting priorities for statistics and directing scarce resources to new
areas will be just as important as the practical work on methodology and
compilation.

Moreover, effective governance must ensure that European statistics are not only
accurate and relevant, but independent and credible too. Without the trust of
users, statistics cannot fulfil their role as an essential public service.

IMPROVING THE GOVERNANCE STRUCTURE FOR EU STATISTICS IS
NOT A NEW TOPIC

The elaborate framework, shaped by numerous bodies and legislative initiatives,
had worked rather well in the run-up to the euro and in the years immediately
afterwards. But after we experienced some weaknesses a few years ago within
the area of fiscal statistics, it became clear that we needed to further strengthen
statistical governance via increased accountability and transparency.

In 2005 we adopted the European Statistics Code of Practice as a self-regulatory
instrument. That same year, self-assessments were conducted by all Member
States and Eurostat, and the European Statistical System committed to carrying
out regular peer reviews. I have to say that this exercise has turned out to be very
successful.

In addition, I am glad to tell you that last month the European Parliament and the
Council agreed to establish both the European Statistical Governance Advisory
Board (ESGAB), to monitor the implementation of the Code of Practice, and the
European Statistical Advisory Committee (ESAC). Putting these new bodies into
operation is now a high priority.

Furthermore, the revision of the basic legal framework for the production
of European statistics that was proposed by the Commission last October is
currently under discussion in the European Parliament and the Council.

I am convinced that this significant re-organisation of the governance structure
for Community statistics will help strengthen the reliability of European statistics
further, and enhance their accountability and transparency. I would like to take
this opportunity to welcome the very supportive role that the European System
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of Central Banks is playing in the process, and the continuous involvement of the
ECB and national central banks in all of these initiatives.

CONCLUSION
Let me conclude.

I began by referring to events that took place 10 years ago as we Europeans
were preparing the launch of the Economic and Monetary Union. Developments
in EU statistics supported and made possible this historic advance in economic
integration. Indeed, progress made in the field of European statistics over a fairly
short period of time has been truly impressive.

However, the next 10 years promise to bring even greater challenges. Our
economies and societies are in a state of rapid transition and we rely on statistical
data to understand and respond to the new trends that are shaping the world we
live in.

I am confident that the European Union, benefiting from the solid cooperation
within its statistical community, will rise to meet these challenges. We will
continue to produce accurate and relevant statistics that will help us predict,
measure and manage the policy challenges of tomorrow. We will also continue
to play a key role at international level to promote progress towards ever higher
quality statistics.

Thank you for your attention.
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| THE ROLE OF HARMONISED MONETARY,
FINANCIAL AND ECONOMIC STATISTICS
IN MONETARY AND OTHER ECONOMIC
POLICIES

INTRODUCTORY REMARKS
AXEL A. WEBER
Ladies and gentlemen,

It is a pleasure to welcome you to this first session on the role of harmonised
monetary, financial and economic statistics in monetary and other economic
policies.

On the use of statistics in policy circles, Sir Winston Churchill once gave the
following advice to a young man who wanted to enter politics:

1 gather, young man, that you wish to be a Member of Parliament.

The first lesson that you must learn is, when [ call for statistics about the rate of
infant mortality, what I want is proof that fewer babies died when I was Prime
Minister than when anyone else was Prime Minister.

That is a political statistic.

Sir Winston Churchill
British politician (1874 - 1965)

On the same note, I am sure all members of a monetary policy committee would
like to see measured consumer prices increases to be in line with price stability
during their terms in office.

To ensure that, central banks have been endowed with a high degree of
independence.

However, policy independence is not an end in itself, but a means to foster
monetary policy effectiveness in safeguarding price stability. This means that
our analysis and communication should be as open and transparent as possible to
guide public and market expectations.

But there is no good analysis without good underlying data.

Thus, for a proper conduct of monetary policy, good statistics are
indispensable.
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Reliable data are needed for all aspects of the Eurosystem’s monetary policy
strategy: monetary and economic analysis and our definition of price stability.

This is a point, I am sure, that will be filled in more detail by Jiirgen Stark in
his presentation about “The contribution of monetary and financial statistics
to the conduct of monetary policy”.

Let me give you just one concrete example to show how the implementation of
certain statistical concepts would — in my view — complete our current policy
framework.

Developments in the housing markets have always been of particular interest to
monetary policymakers. One of the key questions in this context concerns the
conceptual treatment of residential property in general price measurement. For the
monetary policy of the Eurosystem, the Harmonised Index of Consumer Prices
(HICP) is the yardstick of price stability. Owner-occupied housing has hitherto
not been included in the HICP. This is due less to any fundamental rejection than
to problems regarding the availability and quality of the required data, as well as
conceptual issues. Given the economic importance of owner-occupied housing,
this is an unsatisfactory state of affairs which has to be remedied.

Here, I would argue in favour of pursuing a twin-track approach.

— Owner-occupied housing should be added to the HICP basket of goods in
accordance with the net acquisition concept.

— Furthermore, work should be expedited on developing comparable, high-
quality price indices for new and resold housing for the countries of the euro
area.

— Such indices would be of major importance not only for monetary policy
analysis, but also for financial stability issues.

Our second presenter, Guiseppe Zadra, acting as Chairman of the European
Banking Federation Executive Committee, focuses on another issue that has
been central to the monetary policy of the Eurosystem in recent years: financial

integration.

— He takes up the issue of retail banking integration and its measurement by
price or volume statistics.

— His paper presents a thorough consideration of financial integration measures
based on price statistics (interest rates) and their shortcomings.

Our discussant will be John Hurley (Governor, Central Bank and Financial
Services Authority of Ireland).

Jiirgen, the floor is yours .........
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THE CONTRIBUTION OF MONETARY AND FINANCIAL STATISTICS
TO THE CONDUCT OF MONETARY POLICY

JURGEN STARK
Ladies and Gentlemen,

It is a great pleasure to contribute to this Conference. As the Executive Board
member responsible for economics at the ECB, I am acutely aware of the
dependence of the analysis underpinning our monetary policy decisions on the
quality and breadth of the available statistics.

We all recall the famous aphorism — variously attributed to Benjamin Disraeli
and Mark Twain — that “there are lies, damned lies and statistics”. I trust that
our discussions during this Conference will dispel the implied concern about the
use of statistical information. After all, without high quality data, on what would
analysis rest?

In my remarks today, I would like to highlight a number of important statistical
requirements for the effective conduct of monetary policy, focusing in particular
on the ECB’s monetary analysis. Developing monetary and financial statistics is
of course an important responsibility of the ECB itself, so there is an element of
“keeping our own house” in order in what I will say. At the same time, | am aware
that our need for high quality statistics places a burden on reporting agents — on banks,
firms and households — at a time when they already face many other challenges.

MONETARY POLICY: OBJECTIVE AND STRATEGY

My contribution today takes as its starting point the primary objective of the ECB
and its single monetary policy, namely the maintenance of price stability in the
euro area.

In pursuit of this objective, the Governing Council follows its monetary policy
strategy.

One crucial element of the strategy is the ECB’s quantitative definition of price
stability. I would like to first reflect briefly on some statistical issues behind our
definition of price stability.

In 1998, the Governing Council defined price stability as a year-on-year increase
in the Harmonised Index of Consumer Price (or HICP) for the euro area of
below 2%. In 2003, the Governing Council confirmed this definition, while
clarifying that it aimed for annual HICP inflation “below, but close to, 2% over
the medium term.

The HICP was chosen as the index used to define price stability because it is

a state-of-the-art measure of the price of households’ monetary consumption
expenditures in the euro areca. The HICP meets high standards as regards
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credibility, accuracy and reliability. It is further available in a timely manner
and at high frequency. These are crucial conditions a price index has to fulfil to
adequately support monetary policy making.

Of course, improvement of the HICP along any of these dimensions is welcome,
as it will deepen our understanding of price developments and improve the
reliability of our definition of price stability.

At present, discussions are taking place about the possible extension of the HICP
to include Owner Occupied Housing (OOH) costs. This could address one of the
short-comings of the HICP, namely the exclusion of price changes for housing
costs faced by home-owners.

However, including owner-occupied housing expenditures is likely to create
measurement problems, as well as posing significant challenges to the timeliness
and frequency of the extended HICP series. More importantly, some of the
available statistical treatments of owner-occupied housing costs would introduce
an asset price or interest rate component into the price index, which could be
conceptually problematic for the conduct of monetary policy.

An in-depth technical analysis of various approaches to including owner-
occupied housing expenditures in the HICP is ongoing. It is still too early for a
final assessment.

The other crucial part of the strategy is the two pillar framework for identifying
and assessing risks to price stability. As you all know, an economic analysis,
which assesses the implications of cyclical economic dynamics and shocks on
the risks to price stability at short to medium-term horizons, is cross-checked by
a monetary analysis, that is focused on the identification of monetary trends that
influence price developments over the medium to longer-term.

Notwithstanding the considerable efforts of those involved in the preparation of
Monetary Union, at the start of Stage III in 1999 significant gaps and weaknesses
in the statistics then available still existed. As a result, the uncertainty surrounding
the assessment of economic and monetary conditions was inevitably higher, with
the paucity of statistics compounding the already significant challenges for
analysis created by the behavioural changes associated with the regime change
constituted by Monetary Union.

A concerted effort to collect and construct additional data has significantly
improved the statistical situation. Indeed, uncertainty created by the lack of
statistical information has dissipated over time.

But, at the same time, our experience at the ECB has been that better data in
one field does not permit any scaling down of effort in improving data in other
areas. On the contrary, in the face of the constant and evolving challenges posed
to monetary policy makers, better data simply facilitates the necessary deeper,
broader and richer analysis that is always required in order to take decisions that
can serve the ECB’s mandate.
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Ample proofis surely provided by the experience of the past few months. Central
banks throughout the world have faced financial turmoil and tensions in the
banking sector. Taking monetary policy decisions in this environment demands
thorough knowledge and analysis of monetary and financial factors and thus, in
turn, an adequate statistical base covering these areas.

With these general considerations in mind, I now turn to the ECB’s monetary
analysis in greater detail.

ENHANCING THE MONETARY ANALYSIS

The prominent role for money in the ECB’s monetary policy strategy derives
from the robust empirical relationship between monetary growth and inflation
over longer horizons. For a central bank with a mandate to maintain price
stability, a close analysis of monetary dynamics is a natural component of a
comprehensive framework to analyse inflationary risks. But the question remains
of how to employ the relationship between money and prices operationally to
guide monetary policy decisions.

At the ECB, we have found it possible to extract important, policy-relevant
information from the monetary developments in real time.

Central to the real time extraction of policy-relevant information from monetary
developments is a broad-based approach to monetary analysis. It draws in the first
instance on data from the MFI balance sheet but also encompasses a wide variety
of other, complementary sources, notably financial statistics such as MFI interest
rates, securities issuance data, the Eurosystem bank lending survey, and others.

Such a comprehensive and detailed analysis of a broad range of data serves to
identify and monitor underlying trends in the monetary data that are relevant for
the outlook for price stability and thus for monetary policy decisions.!

Analysing the channels through which monetary developments influence
inflation dynamics is obviously central:

— Money and credit dynamics play an important role in the evolution of asset
prices.2 Monetary analysis may even help to identify asset price misalignments
which — as the Japanese experience in the 1990s attests — can ultimately
unwind in ways detrimental to macroeconomic and price stability.

1 See “Monetary analysis in real time”, ECB Monthly Bulletin October 2004 and B. Fischer,
et al. (2008) “Money and monetary policy: The ECB experience 1999-2006” in eds.
A. Beyer and L. Reichlin The role of money — Money and monetary policy in the twenty-first
century (ECB).

2 See R. Adalid and C. Detken (2007) “Liquidity shocks and asset price boom/bust cycles”,
ECB working paper no. 732.
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— Moreover, by providing insight into the portfolio behaviour of money-holders
and banks, monetary analysis also enriches our assessment of private sector
attitudes to risk, which play an important part in spending and pricing decisions.

— Furthermore, money and, particularly, credit developments are an important
component of the financing conditions facing firms and households, which
can have significant implications for consumption and investment decisions
that drive the business cycle.

Understanding these channels better is at the heart of the agenda to enhance the
monetary analysis that is being pursued by Eurosystem staff at the behest of the
Governing Council 3

Four avenues for further research in order to deepen our monetary analysis have
been identified.

First, new money demand equations are being developed, which can better
explain monetary developments observed over the past few years.

Second, the indicator properties of monetary developments for inflation are
being investigated in greater detail, with a focus on the relationship over longer
horizons.

Third, the Governing Council has commissioned further work on structural
models of the economy that incorporate an important role for monetary and
financial variables.

Finally, the Governing Council seeks tools that will aid its cross-checking of the
economic and monetary analyses, which is central to the ECB’s monetary policy
strategy. Scenarios constructed using structural models are one such approach, while
the integrative framework provided by the new euro area accounts is another.

Work on these four avenues is ongoing.
Our ambitious agenda not only challenges those developing the monetary

analysis; it also creates new data demands and statistical requirements. It is to
those that I now turn.

3 SeeJ. Stark “Enhancing the monetary analysis”, speech at the Conference “The ECB and its
watchers IX”, Frankfurt 7 September 2007 (http://www.ecb.europa.eu/press/key/date/2007/
html/sp070907 _1.en.html ).
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STATISTICAL REQUIREMENTS FOR ENHANCING THE MONETARY
ANALYSIS

What are the statistical requirements for enhancing the monetary analysis?

First, the availability of long runs of historical data is crucial to the development
of appropriate models and tools. There is thus a vital need for long monetary time
series that are consistent over time.

Meeting this requirement is crucial to developing a better understanding of the
leading indicator properties of money for future price developments over longer
horizons, and thus for constructing the policy-relevant money-based inflation
risk indicators. Moreover, conventional techniques to estimate money demand
models rely on long time series, which are often not available for the relevant
variables, such as wealth, in the euro area.

Second, a sufficient degree of homogeneity in statistical definitions and concepts
used across countries must be achieved. Notwithstanding the considerable efforts
made to harmonise the monetary series in the run up to Stage III, significant
analytical challenges continue to exist in this respect, given the remaining
significant differences in retail financial systems across the euro area.

Third, undertaking the real-time analysis requires the provision of timely data. This
includes, when necessary, anonymised information on specific one-off or special
transactions that influence the aggregate series. Notwithstanding the medium-term
orientation of the monetary analysis, obtaining data — notably for the MFI balance
sheet — at a monthly frequency and in a timely fashion is crucial to determine
promptly the current underlying trend in monetary and credit expansion. This is
because of the well-known “end-point problem” in time series analysis, whereby the
latest observations have a very high weight in determining the turning points in the
evolution of the series. These turning points in the data are obviously crucial from
the policy perspective, since they may lead to turning points in the evolution of the
policy stance, as was the case in 2005. Obtaining data with a long lag or only on a
quarterly basis implies that the identification of turning points in monetary trends is
delayed relative to a situation where monthly data are available promptly.

Fourth, a rich data set is needed. Data that have proved useful in developing
a rich understanding of monetary developments at the ECB include all aspects
of the MFI balance sheet: the components of M3; the counterparts to M3
(notably loans and credit); holdings of M3 deposits by institutional sector; and
contributions to M3 deposits by the residency of the issuing bank.

In particular, in deepening our understanding of money demand, one promising
approach is to distinguish between deposits held by households, non-financial
corporations and non-monetary financial institutions. This obviously requires
sectoral monetary data. Research undertaken by ECB staff suggests that the
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responsiveness of money holdings to interest rate or income changes varies
widely across sectors, and that some patterns in the aggregate monetary data are
better explained by building up from the sectoral level.*

Fifth, consistency of the monetary data with other sources of relevant data is
crucial. Maintaining consistency of the monetary data with other data sources can
facilitate the cross-checking of the monetary analysis with the economic analysis
(e.g. in the context of the euro area accounts). Consistency among various data
sets also supports the estimation of structural models that embed monetary and
financial frictions within a real economy framework.

Improving consistency between the concepts underlying the construction of
the monetary data and those used by banks when reporting for accounting and
regulatory purposes is also desirable. Not only should this serve to lessen the
burden imposed on reporting agents, but it may also help to avoid confusion in
the interpretation of the data that can emerge when superficially similar concepts
have quite different economic meanings and relevance.

Sixth, better primary information on both banks and counterparty sectors is needed.
The ECB has taken a number of important initiatives in this regard.

— The Eurosystem bank lending survey is now a well-established source of
information on financing conditions, which complements and enhances the
regular analysis of loan and credit flows. Consideration is currently being
given to surveys of the corporate and household sectors that would provide a
new source of information on financial developments, the cost and availability
of credit and portfolio behaviour.

— Obtaining new primary data on the balance sheets of financial institutions other
than banks would be particularly welcome. One feature of the monetary data
in recent years has been the rising share of non-monetary financial institutions
in money holdings, which would be better understood on the basis of a more
comprehensive analysis of the balance sheets of such institutions.

— More generally, developing more comprehensive balance sheet statistics
and, in particular, measures of sectoral wealth are important. Such data can
support the refinement of money demand models. Indeed, to make progress
with our agenda for enhancing the monetary analysis, statistical work is
urgently required to improve the available sectoral wealth data, in particular
by providing longer time series that will money holding to be modelled as part
of a wider portfolio decision.

Seventh, it is important that the statistical framework for the monetary data

maintains a high degree of clarity and stability in its definition of concepts, so
that central bank staff and policy-makers can be precise in their analysis and

4 See J. von Landesberger (2007), “Sectoral money demand models for the euro area based
on a common set of determinants”, ECB working paper no. 741.
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assessment. Unless we can develop a thorough understanding of the meaning of
the data, interpretation will prove impossible.

Eighth, sufficient flexibility is required to encompass the new instruments and
behaviour implied by financial innovation. If necessary, statistics must be
promptly and regularly updated in the face of rapid financial innovation and
broader structural change.

Of course, a trade-off exists between the stability and flexibility of the statistical
framework. Careful management of this trade-off is required in order to make
monetary series meaningful for policy purposes in real time.

In particular, it is apparent that the statistical framework needs to incorporate new
instruments and business models resulting from financial innovation in a manner
that maintains consistency between key aggregates (such as M1, M3 or MFI
loans) and the policy-relevant underlying economic concepts (such as liquidity,
money or financing). Yet if such updating implied almost continuous changes to
the definition of key aggregates, a consistent analysis of the data over time would
be impossible.

Of course, I could go on and on: statisticians and reporting agents know all too
well that economists and policy makers’ data requirements are, in principle,
inexhaustible. The merits and costs procedure adopted by the Governing Council
to assess new statistical regulations reflects the need to cap this insatiable
demand.

Today I will limit myself to nine requirements, and thereby come to my final
point. In designing and constructing monetary and financial statistics for
monetary policy purposes, it is crucial that close cooperation and active dialogue
is maintained among reporting agents, statisticians at the ECB and the national
central banks, users of the statistics and policy-makers. This is a point I will take
up again in my conclusion.

Before coming to that, please allow me to make a number of remarks about the
role of monetary analysis in the current period of financial turmoil, drawing
on the general requirements I have just listed to identify a number of specific
implications for the construction of the monetary statistics that have arisen in
this context.

PRELIMINARY LESSONS FROM THE ONGOING FINANCIAL TURMOIL
Since the emergence of financial tensions in early August 2007, the ECB’s
monetary analysis has proved a crucial bulwark for the conduct of monetary
policy in the euro area.

In particular, the monetary analysis has helped to maintain the necessarily

medium-term orientation of monetary policy, at a time when the power of the
short-term forces at play threatened to overwhelm it. Moreover, the monetary
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analysis has served to maintain a focus on nominal developments — that is, the
inflation outlook at longer horizons — over which central banks can exert control
and for which they ultimately need to take responsibility. The monetary analysis
has thus helped the ECB to maintain the orientation of monetary policy towards
its primary objective.

Moreover, the recent financial market turmoil has re-emphasised the importance
and special nature of the banking sector in the transmission of monetary policy
and determination of macroeconomic outcomes. Contrary to the attitude taken in
some academic critiques of the ECB’s monetary policy framework, developments
over the past few months surely demonstrate that banks play a distinctive role
in creating “monetary liquidity” that, in turn, is an important determinant of
developments in credit and asset markets, in the evolution of the economy and
ultimately of price dynamics. Suggestions that securitisation and off-balance
sheet activity rendered the analysis of bank balance sheet meaningless have now
been revealed as absurd. Attempts to shift activity off-balance sheet proved to be
a chimera, as the financial turmoil forced re-intermediation of loans and credit
risk onto the MFI balance sheet.

In practical terms, analysis of the MFI balance sheet has provided an important
“close to real time” insight into the behaviour of financial institutions, at a time
when the macroeconomic outlook (including prospects for price stability) and the
transmission of monetary policy were seen to be potentially strongly influenced
by the behaviour of banks and the possibility of a “credit crunch”. In particular, a
close analysis of the monetary data provided evidence that the flow of bank loans to
households and corporations was not significantly impaired by the money market
tensions observed in the second half of 2007 and early 2008, thereby tempering the
messages coming from other data sources, such as the Eurosystem bank lending
survey and MFT interest rate statistics. This analysis has proved to be an important
input into the assessment of financing conditions and thus in the analysis of cyclical
dynamics of the economy, under both baseline and variant scenarios.

As this brief description illustrates, the financial turmoil episode has demonstrated
the importance of a number of the general principles governing monetary analysis
with implications for our statistical requirements in this area.

Adopting a broad-based approach to analysis has proved fundamental. By
implication, integrating the analysis of monetary data with information from a
wide variety of sources — in particular, a wide set of financial statistics for both
prices and quantities and the bank lending survey — has been crucial. Moreover,
to have impact on policy discussion, conclusions drawn from analysis of the
monetary and credit data regarding loan supply conditions must be available in
close to real time, supporting the need for timely monthly reporting of monetary
statistics.

Of course, in current challenging circumstances, it remains too early to judge

the success of our monetary analysis and, by implication, the quality of the
information derived from the existing body of monetary statistics.

50 STARK



Nonetheless, three points can and should be made on the basis of our experience
since last August:

First, the close analysis of the monetary data derived from the MFI balance sheet
has proved crucial in understanding the nature of the turmoil and the challenges
it poses for monetary policy. It has both served to maintain a focus on the
longer-term inflationary trends that are fundamental to effective monetary policy
making, while also deepening our understanding of financial conditions and their
cyclical implications.

Second, the turmoil has identified a number of lacunae in the statistical basis for
the analysis — for example, regarding the extent of credit risk transfer from bank
balance sheets — that need to be addressed.

Third, from the outset of Monetary Union, the ECB has maintained both the
necessary staff expertise and the required statistical base for a thorough monetary
analysis. Maintaining such continuity is required if the monetary analysis is to be
insightful when — as is certainly the case now — monetary and financial factors
are at the heart of the policy discussion.

These are important lessons to be drawn from the ECB experience.

CONCLUDING REMARKS

Sceptics have often questioned the information content of monetary data and thus
criticised the role played by monetary analysis in the ECB’s monetary policy strategy.
Often such critiques are based on only a casual knowledge of the euro area data.

Based on the ECB experience, the ability to extract policy-relevant information
from the monetary data depends on two elements:

First, high quality data must be available.
Second, high quality analysis of the data is required on an ongoing basis.

It is apparent that a self-reinforcing virtuous cycle can be created, whereby better
data serve better analysis, which in turn identifies necessary improvements to
the data. The continuous nature of the process underpinning this virtuous cycle
is crucial: once halted, even a successful monetary analysis may prove hard
to restart. Maintaining continuous improvement in the data and the analysis is
central to our agenda to “enhance the monetary analysis”.

By the same token, the potential for a destructive vicious cycle also exists.
Poor quality data breeds poor analysis. Attempts to improve monetary statistics
thus yield lower returns, and investment in such improvements diminishes.
The resulting deterioration in the quality of the data in turn leads to a further
deterioration in the impact of the analysis, thereby feeding the vicious spiral.
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Based on the Anglo-Saxon experience with financial innovation, many critics
argue that monetary data has little or no information content and should be
discarded from monetary policy considerations. What I would like to emphasise
today is that there is nothing necessary about this conclusion. It is neither a
theoretical necessity nor an empirical inevitability caused by some irresistible
exogenous force. Rather, the information content of monetary statistics and
the value of monetary analysis are questions of practice: they are determined
endogenously, with greater efforts on the analytical and statistical side leading to
more meaningful results and more policy-relevant conclusions.

In close collaboration with statisticians and reporting agents, within the
Eurosystem we have and are making this investment in enhancing the monetary
analysis. This investment has paid important dividends in guiding monetary
policy decisions — no more so than in the current challenging conditions of
financial turmoil.

Looking forward, we seek your help in maintaining the momentum of the
virtuous cycle of continuous improvement in monetary analysis, which will
support monetary policy decisions from which we all benefit. By enhancing its
monetary analysis through both statistical and analytical advances, the ECB is
well prepared to meet current and future challenges.
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THE CONTRIBUTION OF INTEREST RATE STATISTICS FOR THE
MONITORING OF THE INTEGRATION OF EU BANKING MARKETS

GIUSEPPE ZADRA

| INTRODUCTORY WORDS

Today’s Conference has a strategic focus on the challenges in the coming ten
years, and I welcome the European Central Bank’s forward-looking approach.
The overarching framework of the European financial integration will lead to
enhanced economic growth and jobs creation. In this context it is important to
maintain the global perspective, while not losing sight of important detail.

My presentation will focus on interest rate statistics, an economic parameter that is
used every day by every bank. Itis, if you like, the pulse of our economy. Monitoring
the development of interest rates helps us make an informed investment decision:
comparing interest rates today with those a year ago tells us whether the cost of
capital has gone up or down, so we know whether to put savings in a deposit,
invest in property or buy financial derivatives instead. Comparing interest rates
across the EU countries gives an indication of whether one should do it in one’s
hometown or maybe across the border. With the ongoing progress of integration
of the European financial markets, it is becoming ever easier to pick and choose
the products and service providers wherever one desires.

2 FINANCIAL MARKET INTEGRATION AND INTEREST RATES
2.1 Integration of European Financial Services Markets

At the same time, in the eyes of a banker, the flexibility and variety of banks’
services is a result of the work of a complex mechanism. Banks offer diverse
financial products and services, both simple and sophisticated; they offer them
to private individuals, public bodies and commercial clients both domestically
and across borders. In other words, they offer heterogeneous products to
heterogeneous markets. This immediately engages jurisdictions and economic
regimes of different countries, thus making the picture even more intricate. It
is no surprise that the European community has been striving for integration of
financial markets, because integration brings multiple benefits:

a. It promotes economic growth and the well-being of consumers as well as
investors;

b. It helps to improve the allocation of capital and investment opportunities,
and

c. It facilitates sharing and diversification of risk (the benefit and effectiveness of
which has been particularly evident in the light of the recent financial turmoil).
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With this ambitious target in mind, a number of important milestones have been
reached in the financial industry over the past years:

— Introduction of the euro and the single monetary policy: brought, inter
alia, price stability and transparency across all 12 euro area countries
(now 15), which helped lower interest rates. This has facilitated an intensified
cross-border trade within the euro area countries as well as between the euro
area and other countries.

— The Financial Services Action Plan (FSAP): started a new era of EU policy
in the field of financial services, which facilitated integration of EU financial
markets, convergence and/or mutual recognition of national practices,
harmonisation of national legislation.

— The follow up White Paper on Financial Services, 2005-10: put more emphasis
on the completion of integration of financial markets, with specific attention
paid to some aspects: dynamic cross-border consolidation and expansion of
influence of the EU in the world, better regulation principles in policy making,
enhancement of supervisory convergence, and increased competition, with a
specific focus on removing significant economic barriers.

Significant progress has been achieved in wholesale markets integration, the
evidence of that being highly converging fluctuation of interest rates and steadily
increasing volume of cross-border inter-bank loan provision and holdings of
securities. But at the same time, retail markets integration is still lagging behind.
This should not be considered as a lack of demand from consumers, nor as a
lack of competition. It is true that most of the retail business can be done with
local or regional banks. But as a matter of fact, people in Europe have never
had the chance to experience a truly open European market for retail banking.
I am convinced that, in this context of increased competition, Europe would see
an increasing demand for cross-border banking services if the existing hurdles
were abolished.

Our aim is not harmonised banking products on a European scale, but open markets
with strong competition and banks as well as banks’ customers deciding on what
retail products will look like in the future. This includes regional diversity. Looking
at the European countries, one finds totally different behaviour patterns of private
households and enterprises with respect to retail products. There are also regional
differences in banking structures and strategies. I suspect that cultural, historical
and linguistic behaviours will remain the same even with further integration, but at
least opportunities are there for those who want to seize them.

It appears to be inconsistent with the EU’s high political principles that the
same political body that has stated these principles is now impeding their
implementation and refraining from removing the barriers, as indicated in our
recent paper on Integration of the European Financial Services Markets.
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2.2 Trading Volumes, Prices and Interest Rates: Estimates of
Financial Sector Integration

While half of the banking activity is related to financial intermediation
(i.e. loans and deposits to households and non-financial corporations), the other
half is concerned with banking services, i.e. prices for products and services,
fees, net profit from financial operations, income from securities, etc. This part is
not monitored the same way. What does this mean for statisticians? It implies that
the indicators for integration of financial markets are also volumes of business
and prices.

The banking statistics provide us with a lot of information about the
outstanding volume of cross-border assets and liabilities. The Eurosystem has
substantially improved its publications over time, which puts us in a good
position to assess the level of movements of traditional banking products like
loans and deposits between the euro area countries. Indeed, we see that the
share of cross-border assets and liabilities within the euro area has increased
since the introduction of the common currency. Of course, this does not cover
all services offered by banks, but at least we can derive some indications.
From this point of view we see growing integration, although the overall level
is still relatively low.

At the same time, prices are expected to converge with the ongoing integration
because of the law of one price. As we all know, this law works, but it does
not necessarily lead to one single price for any product in the European Union.
There are a lot of defining factors, such as transportation costs, taxation,
specific behaviour patterns in different regions and so forth. For as long as
these differences are there, discrepancies in interest rates across countries
are bound to exist. At the same time, we must keep in mind that economic
welfare is enhanced not only by making the prices of homogenous products
uniformly equal, but also by diversifying the supply of products and services.
The more varied and complex the products/services, the bigger the potential
interest rate spread. Nevertheless, integration will lead to a certain degree of
price convergence.

However, in contrast with the information on the volumes of trade, it is by
far more difficult to filter out information about the level and the speed of
integration of the banking market from the price for banking services. This is
especially true for the retail business. Clearly, the lack of integration of retail
banking markets across Europe results in a high dispersion of interest rates and
prices on financial products. Firstly, it is practically impossible to establish
any meaningful statistics about commissions because of the variety of different
services and the pricing patterns of banks. Secondly, the regional differences,
which I mentioned some minutes ago, also make life rather difficult for
statisticians who try to evaluate the level of integration in the retail market on
the basis of interest statistics.

Let us look in more detail at the recent trends of some interest rates. EURIBOR,
the Euro Inter Bank Offered Rate, illustrates very well the convergence of
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(wholesale) interbank interest rates. Such high convergence across the euro
area countries reflects deepening integration in the form of access to finance at
a comparable cost. This offers businesses in different euro area countries more
and more equal opportunities for financial transactions and a possibility to create
wealth on a scale similar to that of their neighbours’, all other things being
equal.

I would also like to draw your attention to the fact that some other EU countries
aim at becoming part of the euro area, notably the new Member States. They
put a lot of effort into eliminating the dispersion between their domestic rate of
interest and EURIBOR, although so far in most of them it has been happening
more slowly and with more difficulty. Due to the high rate of growth in these
countries, it is hard to maintain inflation at low levels, and thus interest rates are
also escalating. A vivid example is the situation of the EURIBOR in the Baltic
countries, as depicted in Chart 1.

The European Council has already been called upon to review the Maastricht
criteria that were set up initially in the European Union comprised of
the 15 Member States — maturely developed economies which could
largely meet the criteria for euro area membership at the time. In the new
EU Member States, which are still in the phase of rapid economic growth, it
is virtually impossible to keep all four Maastricht criteria in check. To put it
simply, for the countries whose highest and overarching priority is economic
convergence (i.e. building up the country’s economic wealth), it is only
natural to experience higher levels of turbulence in the financial sector, and in

3-month interest rates in euro area, Estonia, Latvia, Lithuania,
monthly average data, 2000 to September 2007'
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Standard deviation of interest rates for loans in Euro area
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particular, slower convergence of interest rates. This confirms that on the scale
of the whole European Union, the integration of financial markets is rather a
medium to long-term process.

While business-to-business lending rates have largely converged, the retail
financial markets still experience higher dispersion. The coefficient of variation
ranges from 20% for loans to enterprises with a maturity of more than one
year to 28.4% for mortgage loans to households'. Chart 2 depicts the standard
deviation across interest rates in the euro area countries for loans to enterprises
and households over the past five years.

While the general picture indicates a trend towards gradual reduction of dispersion
across euro area interest rates, differences still persist even nine years after the
introduction of the Eurosystem. Chart 3 illustrates the converging dynamics of
the individual countries’ interest rates.

The remaining residual dispersion can be explained by differences in fiscal and
regulatory frameworks, access to liquidity, types of offered financial products
and their associated level of credit risk, market structures, prevailing maturity
within a given maturity band, etc.

Certainly, financial markets integration and economic convergence are the
overarching goals for the EU. However, given the evidence above, it is important
for policy-makers to be realistic about the extent to which this can be achieved.

1 SEC(2007) 1696.
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MFI Interest Rates on Euro-Denominated Loans, New
Business, for the Euro Area
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2.3 Interest Rates are a Partial Measure of Integration of
Banking Markets

In using the data of the interest rate statistics one should always keep in mind that
this statistic has not been developed as an indicator for integration in the European
banking market. The European Central Bank’s primary use of the interest rate statistic
is to monitor the effectiveness of the monetary policy transmission mechanism and
to observe interest rate margin spreads. In principle, the classification of the different
groups for which interest rates are collected is based on the banking statistics.
This is a correct approach with respect to the aims of the ECB. But even for this
purpose, there are a lot of problems in correctly interpreting the results of the statistics.
For example, I am in doubt whether the movements of a certain interest rate truly
reveal the speed and the extent to which the banks in the euro area react to interest
rate decisions of the ECB. There is a substantial amount of noise in these time series
due to the fact that the different categories contain a number of different products
with different features. In theory, there could be substantial movements in the series
from one month to the next without a change in interest rates for any product.
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Such difficulties become even more pronounced when it comes to the interpretation
of these data for other purposes. One example is that some media like to compare
the differences in the national interest rate levels as evidence that the national
banks are either too expensive on the loan side or too penurious when it comes
to the remuneration of deposits. Because of national differences, particularly in
retail markets, these conclusions are overstretched.

Therefore, one should also be very careful in interpreting the interest rate data
with respect to integration. As long as the dispersion among national rates remains
in the magnitude which we have seen for some years, it is, in my view, fair to
conclude that there is little progress with respect to integration. This is especially
true as long as other important aspects, like national consumer protection laws,
are not changed in order to enhance integration.

It is difficult to assess how far and how quick interest rates would converge if
the important hurdles which stand in the way of integration of the retail market
were taken away. After all, there is a strong national or regional bias on the side
of private customers. At the least, a convergence of retail interest rates will take
some time. Therefore, the ECB’s interest rate statistic is an important element in
assessing integration in the European banking market. But, one should always be
aware of its limits.

I welcome the continued efforts of the ECB to improve the statistics through
upgrading reporting requirements without imposing additional burden on banks.
Would the envisaged adjustments to the interest rate statistics improve the
informational value with respect to its relevance as integration indicator? As
far as I can see, the Eurosystem will have additional information which will
help to facilitate its assessments of how banks respond to changes in the ECB’s
rates. This will be the main advantage of the envisaged adjustments. It may
even improve the comparability of national interest rate levels, but — because
of continuing large divergences between the products of the different banking
systems — only to a limited extent.

3 CONCLUDING REMARKS

In conclusion, I would like to get back to my opening point: over the past ten years
the European financial markets have witnessed significant progress on a number
of fronts, notably in the money and wholesale financial markets. Nevertheless, a
number of measures still need to be undertaken in order to remove the barriers
preventing European banking markets from further and deeper integration. This
is the overarching goal the European Banking Federation is pursuing.

The interest rate statistic has been a convenient proxy for monitoring the progress
of convergence, and I would like to acknowledge the Eurosystem for a substantial

improvement in the quality of this indicator over the past few years.

Needless to say, there is still room for enhancing the set of available information,
as this could be helpful for consumers, firms, analysts, and market participants in
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general. Broadly speaking, I wonder, for instance, if the ECB could release — as
timely as possible — the national data on the flows and the amounts outstanding
associated with the published interest rate statistics. With respect to collection
of the interest rate data by category, a more detailed and exhaustive breakdown
by class of loan amounts could be introduced, which would help improve
understanding of the differences pertaining at that level. Last but not least, I
wonder if it would be useful to provide data with regard to the interest rates of
funding instruments other than deposits, such as bonds.

However, we should always keep in mind the limits of how much information
this statistic can offer. We should also keep in mind the full complexity of the
banking markets in order to understand the remaining differences across the euro
area countries.

I thank you for your attention.
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DISCUSSANT’S REMARKS

MONETARY AND FINANCIAL STATISTICS:
EVOLVING TO MEET USER NEEDS

JOHN HURLEY

| INTRODUCTION

In a little over one month’s time the Eurosystem will celebrate its tenth
anniversary. This milestone is worthy of celebration, but it is also an opportune
time to reflect on our experiences over the past decade and plan for the challenges
ahead. In recent months we have experienced turmoil in the financial markets.
It is therefore a fitting time to examine the quality of our monetary and financial
statistics, review our statistical priorities for the coming decade, and take on
board any lessons that can be learned from the recent turbulence. Jirgen Stark
and Giuseppe Zadra have eloquently highlighted some of the challenges ahead,
and it is my pleasure to be asked to discuss these.

The financial system is ever evolving. In addition to innovations in products
and technology, we have witnessed increased cross-border interlinkages, with
financial intermediation increasingly dominated by global banks, investment funds
and specialised vehicles, while financial innovation has provided opportunities to
diversify risk into new sophisticated products. All of these developments provide
challenges to statisticians, both in terms of measuring their impact on financial
markets and identifying the counterparts to risk. As recent experience has shown,
the cross-border nature of these activities has implications for financial stability
and the operation of financial markets worldwide. Rapidly evolving financial
markets require flexible data collection frameworks which can track innovations
and measure their impact within a coherent statistical framework. This need for
timely and relevant statistics must, however, be balanced against the need to limit
the reporting burden on respondents. This highlights the need for compilers to
maximise the use of information currently available.

In this discussion, I will briefly mention a number of new ESCB statistical initiatives
currently underway and comment on how these will help alleviate some current
shortcomings. I will refer to some of the strategic issues facing compilers. Finally, I
will look at some factors inhibiting financial integration in European retail markets
and show the value of harmonised interest rate statistics in assessing how the
monetary transmission mechanism can operate differently across the euro area.

2 ESCB MONETARY AND FINANCIAL STATISTICS -
SOME ISSUES RAISED

Jirgen has clearly demonstrated the need for a broad-based approach to
monetary analysis and the need to link and reconcile different statistics to inform
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policy-making. He has outlined the significance of monetary and financial
statistics in the ECB’s monetary analysis and showed how the importance of this
analysis has been reinforced by our experiences of the recent/ongoing financial
turmoil. This broad-based approach to examining monetary trends and economic
dynamics is central to the ECB’s assessment of the risks to price stability.

Monetary policy decisions need to be evidence-based, and for this, policy-makers
need timely and reliable data on the real and financial economy. In this regard,
detailed sectoral breakdowns of monetary and credit developments provided by
the Monetary Financial Institution (MFI) balance sheet statistics, cross-checked
with alternative data sources such as the Bank Lending Survey and MFI interest
rate statistics, have proved a rich source of information on the behaviour and
reactions of households and non-financial corporations (NFCs). Jiirgen has also
commented on the statistical needs of users in order to uncover the medium-term/
underlying trends in monetary dynamics. These needs range from consistency of
time series to homogeneity of definitions, to scope for international comparisons,
which are all of utmost importance.

It should be acknowledged, however, that the ESCB has made considerable
progress over the last decade in developing a comprehensive statistical framework.
For instance, in 1999 MFIs began to report harmonised balance sheet statistics
according to standardised definitions, but as Jiirgen mentioned, gaps remained
until the Regulation was further enhanced in 2003.! These developments were
big steps forward in coordinating and harmonising the previous disparate
national statistics. Further harmonisation of concepts and definitions have been
implemented since then by way of various housekeeping amendments.

The progress made over the last ten years will be consolidated by the updating
of the Balance Sheet Information (BSI) and Interest Rate Regulations, and by
the introduction of new Regulations covering Investment Funds and Financial
Vehicle Corporation (FVC) statistics. I will now focus on one area where the
new statistical developments will help address one of the statistical shortcomings
identified by users — the lack of comprehensive information on the assets and
liabilities of Other Financial Intermediaries (OFIs), or in less technical terms,
non-bank financial enterprises.

3 EXAMPLE OF STATISTICAL SHORTCOMINGS

Currently, for users, the most difficult sector to interpret is the OFI sector. This
is due to the heterogeneous nature of the sector, which encompasses investment
funds, FVCs treasury companies, hire purchase companies and securities and
derivatives dealers. The motivation and business reasons underlying the activities
of different actors within the OFI sector can be varied and can have different
implications when assessing risks to price stability.

1 Regulation (EC) No. 2423/2001 of the ECB, of 22 November 2001, concerning the
consolidated balance sheet of the monetary financial institution sector (ECB/2001/13).
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For example, the euro area has witnessed strong growth in lending to OFIs in
recent months, which has coincided with the recent financial market turmoil.
This begs the question as to whether this is directly related to the turmoil, such
as banks taking conduits back onto their balance sheets. On the other hand, there
have been suggestions that some of the lending to OFIs has been of a more bullish/
opportunistic nature, such as lending to hedge funds and investment funds which
have identified investment opportunities in a climate of high volatility and heightened
uncertainty. While both of these examples are classified generically as ‘lending to
OFIs’, they have different implications from a monetary policy standpoint.

Lending for the latter purpose is likely to generate wealth effects arising from
higher levels of return on investment, which can then filter into consumer
expenditure and ultimately have an impact on price stability. On the other hand,
the bringing of existing conduits onto balance sheets is simply the transfer of
debt from the conduit to the MFI and does not involve any new lending to the
real economy.

The proliferation of securitisation activity in recent years, as outlined in Chart 1
(showing the issuance of securitisations in Europe from Q1 2000 to Q4 2007),
has also created difficulties in measuring the indebtedness of households and
NFCs. Securitisations, and the subsequent removal of these loans from bank
balance sheets, have artificially lowered the outstanding indebtedness of the
private sector vis-a-vis the MFI sector. At present the statistical framework does
not fully capture this activity.

OFIs can also provide an alternative source of funding for large NFCs. We have
seen strong growth in lending to NFCs which conflicts with other indicators,
such as the Bank Lending Survey. NFCs have been using private equity funds
and financial vehicles as an alternative source of funding to bank lending — for
example, by securitising income flows. It is possible that the growth in lending
to NFCs is driven by a move away from these alternatives and a return to more
traditional lending from banks.

Quarterly european securitisation issuance, QI 2000 - Q4 2007
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Finally, data gaps have also emerged in measuring credit risk transfer arising from
financial innovation, new financial instruments and advances in technology. The
opaque nature of many of these instruments leads to difficulties in identifying the
amount of risk transferred and the ultimate holder of the risk.

4 GLOBALISATION

The statistical gaps identified are inextricably linked to the globalisation of
economic activity. Large multinational banks and financial intermediaries
operate globally and, indeed, in the context of Giuseppe’s paper, the integration
of wholesale financial markets is a global phenomenon not just confined to
the EU. From a monetary analysis perspective, the cross-border supply of and
demand for banking products is becoming more important, and monitoring these
developments will become increasingly difficult unless we have a full picture
of where banks source their funds and to whom they lend. As stated earlier,
advances in financial technologies have also changed the traditional flow of
risks associated with banking around the world. Increasingly, the national or
euro area activities of multinational enterprises can only be understood within a
global context.

Monitoring securitisations by euro area banks is a good example of this.
For instance, where a euro area bank establishes an FVC within the euro area,
the statistical compiler will be in a good position to identify the FVC and
monitor its activity. However, if the same bank establishes an FVC outside of
the euro area, we do not have the powers to request the FVC to report to us.
Certainly, some information can be sourced from the originator bank, but this
may be limited, especially if the originator bank does not continue to service the
securitised assets.

Initiatives by Eurosystem statisticians cannot always provide the information
needed by compilers and users. These issues can only be resolved through a
coordinated approach and by maximising the use of currently available data —
both nationally and internationally. In this context, I see an opportunity for us in
Europe to lead the way by making greater use of existing information — statistical,
supervisory and market, subject of course to any legal constraints that may apply.
I am pleased to note that the ESCB has already begun examining possibilities to
exploit synergies between supervisory and statistical data.

5 CURRENT ESCB STATISTICAL INITIATIVES

A number of new statistical initiatives are currently in train at the ECB, and I will
comment briefly on these. In the update of the BSI and Interest Rate Regulations,
we are examining ways of enhancing information on credit risk transfer and
securitisations in consultation with reporters and users. These Regulations also
provide for the collection of data on the instruments used and the sector and
residency of the counterparts.
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Further information on the collateral and the maturity profile of loans should also
enhance our understanding of interest rate differences across euro area countries
and the likely impact of policy rate changes on the behaviour of households and
NFCs — I will return to this later.

Initiatives in the field of Investment Funds and FVCs will deepen our
understanding of these entities and the factors influencing their investment
and funding decisions. The Investment Fund Regulation provides for detailed
balance sheet information by type of fund (including hedge funds) on a
security-by-security basis. These data, in conjunction with information held in
the ECB’s Centralised Securities Database, will provide policy-makers with
timely information on changes in investment fund balance sheets and improve
our understanding of how these developments influence monetary aggregates —
something Jiirgen referred to earlier.

The FVC Regulation will provide for the collection of data on securitisation
activity, which has grown strongly in recent years as Chart 1 shows. The new
reporting framework will identify links between FVCs and MFIs, such as deposit
and loan balances, and provide more comprehensive information on flows within
the OFI sector.

6 FLEXIBILITY IN STATISTICAL DEVELOPMENT

Some data gaps are being addressed in the context of ECB and ESCB statistical
developments, but others are outside their scope and require alternative
approaches in conjunction with industry and global compilers.

To date, the ECB has followed a very structured approach with regard to the
introduction of new statistics. This includes consultations with users, a comprehensive
merits-and-costs assessment and the drafting of legal instruments before any data
are collected. These procedures are necessary to ensure that user needs and quality
criteria are met, and that an undue burden is not placed on respondents.

The timeframe, from the identification of a statistical requirement through to the
delivery of data, can therefore be lengthy, and this approach may not be suitable in
all circumstances. For instance, in times of financial volatility, such as the current
turbulent period, central banks may require additional information at short notice
which is not covered by the regular statistical outputs. Consideration should be
given to increasing flexibility in data collection as needs arise — possibly by
undertaking more ad-hoc data collection from key market participants. While I
appreciate that there may be a trade-off between timeliness and reliability, such
initiatives may be essential in times of high volatility in financial markets, or to
measure the impact of financial innovation.

I referred earlier to the need for a more coordinated approach by statistical
compilers, specifically in the context of understanding the role of FVCs. The
possibility to share and exchange data with other compiling institutions (such as
the BIS) needs to be further explored. Enhanced data exchange can be beneficial
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to compilers in understanding the full picture and to reporters in terms of
reducing the reporting burden — something statistical compilers must always be
mindful of.

7 FINANCIAL INTEGRATION - ISSUES RAISED

Financial integration is largely complete in EU wholesale markets but less
developed within retail markets (Baele et al, 2004; and Cabrel et al, 2002), as
Giuseppe has clearly illustrated. There are a number of cultural, historical and
regulatory reasons for this, and I will examine some of these. It is due to these
reasons that Giuseppe stated that comparisons of interest rates across countries
need to be treated with care by commentators, and that interest rate statistics are
only a partial picture of financial integration. I can affirm that policy-makers
view them as such.

Monitoring financial integration requires many indicators, of which interest rate
statistics are only one — others include the volumes of cross-border activity. The
statistics, nevertheless, provide a rich source of information on developments in
retail markets and offer insights into why national differences persist.

Since 2003, we have timely harmonised interest rate statistics for households and
non-financial corporation loans and deposits in the euro area. The data reveal
some convergence in the pricing of retail financial products, but significant
differentials still exist for seemingly similar products.

In 2005, the ECB established a task force of national experts to research the
reasons for such differences. This task force published its findings (ECB, 2006),
providing detailed explanations, where available, of the reasons behind cross-
country differences. One of their main findings, also highlighted by Giuseppe,
was that structures vary across the euro area, even for similar types of products.
Various factors such as risk appetite may help explain why households pay, and
banks charge, different prices for essentially similar, but differently structured
products. These product differences create difficulties in monitoring financial
integration on the basis of interest rates alone, without additional qualitative
information of the type outlined by the task force. In this regard, the Eurosystem
needs to be proactive in explaining structural features at a national level, and how
these contribute to rate divergences between countries.

8 FINANCIAL INTEGRATION — DEMAND AND SUPPLY FACTORS

The lack of financial integration in the retail sector is both supply and demand
driven. On the demand side, traditional barriers exist. As pointed out by
Giuseppe, households and NFCs (or at least small and medium-sized NFCs)
can purchase most financial products in their local area. Due to search costs and
perhaps even the perceived risk involved in purchasing cross-border financial
products, there is a natural home bias for consumers. As central bankers, we
may say that a ‘rational agent’ will seek to find the most suitable and most
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keenly priced product. However, as bankers, we could be considered to be
‘highly financially literate’.

This may not be the case for large sections of the euro area population, particularly
households and small or medium-sized enterprises. There is, therefore, a need to
better equip consumers with the financial literacy skills that will allow them to
compare and contrast (often complex) financial products. Improving financial
literacy and financial education has widespread benefits, as informed consumers
search out more efficient financial products and solutions. Improving the
financial literacy of consumers is beneficial to the industry and consumers alike,
and is a challenge for all of us.

On the supply side, barriers exist for banks in respect of cross-border business.
Many are similar to those experienced on the demand side, but additional barriers
also exist. For instance, one particular barrier impeding integration is access to
customers’ credit history.

A theme in recent months has been the apparent relaxation of credit standards by
some lenders worldwide. Good credit standards are essential and the key input
for assessing creditworthiness is the customer’s credit history. A lack of the
information banks need to make this credit assessment will hold back integration
and increase the risks for those banks seeking to develop cross-border business.

Credit registers exist in most countries in Europe, but their structures, including
the coverage of loans and sectors, vary, with access often restricted to institutions
such as domestic banks. This limits their use. Integration is greater for larger
corporates, and this may be explained by the availability of audited accounts
on which a credit assessment can be made. On the other hand, independently
evaluated financial information on households and small and medium-sized
enterprises cannot be easily accessed by households or small and medium-sized
enterprises — hence the need for access to credit registers. Some steps towards
the integration and harmonisation of credit registers could facilitate greater
integration of cross-border retail financial services.

9 FINANCIAL INTEGRATION AND MONETARY POLICY

Interest rate statistics are not only important as an indicator of financial
integration, but they can also highlight differences in the monetary policy
transmission mechanism between countries. Indeed, to come full circle and link
Jirgen’s and Giuseppe’s papers, financial integration also has a bearing on the
conduct of monetary policy and the transmission mechanism.

As stated, product structures differ across countries — a prime example is
variations in the period of interest rate fixation. In countries such as Ireland, Italy
and Spain, a large proportion of households have variable or very short-term
fixed-rate mortgages. In other euro area countries, such as Germany and France,
the traditional preference is for longer-term fixed-rate mortgages. These national
differences mean that a change in ECB policy rates will have different impacts
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across the euro area, although this is also influenced by the size of the mortgage
market in the respective countries. Chart 2 shows the developments in interest
rates on the stock of mortgages for a sample of countries and for the euro area
as a whole. ECB policy rates began to increase from end-2005, but the effects
differed. For the euro area, rates increased slowly — by some 52 basis points
between end-2005 and February 2008. In those countries with predominantly
variable rate mortgages, the interest rate increased more sharply over the same
period (in Spain by 194 basis points), but in countries with predominantly fixed-
rate mortgages, rates remained flat or actually fell (by 27 basis points in the case
of Germany).

The household income effect will, therefore, be different across the euro area.
The harmonised interest rate statistics provide these invaluable insights into the
workings of the transmission mechanism, enabling policy-makers to better assess
how their actions will affect the real economy. Work is currently ongoing to
update the Interest Rate Regulation, as I alluded to earlier; further breakdowns
will facilitate better cross-border comparisons in the coming years.
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(mortgages with original maturity over five years)
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10 SUMMARY

In conclusion, I would again like to thank the presenters for their excellent
insights into the requirements of the users of our statistics. Jiirgen has detailed the
high-quality data necessary to identify underlying trends in monetary dynamics
and how these data need to be cross-checked with complementary information
to enhance understanding. Giuseppe illustrated the importance of collecting the
‘complete’ picture for monitoring financial integration.

Over the last decade we have taken major steps in developing a statistical
framework that has been comprehensive and robust, and has addressed most user
needs. However, we work in a field that is constantly innovating and evolving.
This evolution includes the development of new technologies, new instruments
and an increasing level of globalisation. The increasing complexity and evolving
nature of financial markets obliges statistical compilers to develop increased
flexibility in collecting data without compromising the quality criteria. Increased
cooperation between different agencies (both within the EU and further afield)
will be required in the future, as well as the full utilisation and leveraging of the
existing data.
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DISCUSSION SUMMARY

In his introduction, Axel Weber referred to the use of statistics in policy circles,
by quoting from Sir Winston Churchill, “I gather, young man, that you wish to
be a Member of Parliament. The first lesson that you must learn is when I call for
statistics about the rate of infant mortality, what I want is proof that fewer babies
died when I was Prime Minister than when anyone else was Prime Minister. That
is a political statistic”. In general, Axel Weber noted that good statistics played
an indispensable role in the proper conduct of monetary policy and gave one
example — price indices of housing — to show how the implementation of certain
statistical concepts would complete the current monetary policy framework. This
session was an opportunity to review the use of statistics in a real-time analysis
of monetary and other economic developments.

John Hurley in his review of the two papers, discussed ESCB statistical
initiatives, the potential for sharing and exchanging data, the introduction of new
statistics through more flexible data collection methods, and the remaining data
gaps. He acknowledged the importance of interest rate statistics as an indicator
of financial integration and of differences in the monetary policy transmission
mechanism between countries. The Eurosystem could be more proactive in
explaining structural features of the retail financial services markets.

In his response, Jiirgen Stark stressed the great achievements so far, while
recognising that gaps both in quantity and quality needed further work. For
example, the ECB closely analyses the alternative source of funding that other
financial institutions provide to non-financial corporations. As regards the need for
increased flexibility in collecting data without compromising the quality criteria
and the stability of the data, Jiirgen Stark highlighted the need for a pragmatic
approach, including both the stability that comes from ECB Regulations, and the
flexibility that comes from ad hoc data collection and makes it possible to react
swiftly to new developments, albeit with lower data quality.

Giuseppe Zadra stressed that cross-country data comparisons of interest rate
statistics are important, particularly for understanding price differences and,
therefore, the barriers to integration of EU banking markets.

Aurel Schubert (Director of Statistics, Oesterreichische Nationalbank)
mentioned that interest rate statistics do indeed reveal real differences between
countries, and that it is necessary for the banking industry to be transparent so
that we can understand country differences. He also advocated a more intensive
use of the monetary presentation of the balance of payments to interpret monetary
developments, particularly in the light of the growth of cross-border business.
Jiirgen Stark confirmed that the monetary presentation constitutes a useful
tool to assess the impact of external developments on the monetary conditions.
Giuseppe Zadra noted that cross-border activities had increased substantially,
but apparently this has not yet led to a convergence of retail interest rates across
EU countries. National obstacles are still a barrier to retail banking integration.
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Coen Voormeulen (Director of Statistics and Information, De Nederlandsche
Bank) questioned the usefulness of historical data for econometric modelling in
cases where the data can only be estimated by modelling techniques due to a lack
of actual data. Jiirgen Stark said that the ECB sometimes relies on estimated
data using synthetic time series to cope with a lack of back data.

Stanley Fischer asked for further clarification on the “right” data frequency
needed by the ECB for monetary analysis purposes. In Israel, statistical
authorities had considered compiling consumer price indices every two weeks,
but the central bank did not support the idea. Jiirgen Stark confirmed that a
monthly frequency is appropriate for ECB monetary policy purposes. A higher
frequency might create volatility and uncertainty for users and lead to frequent
revisions. On the other hand, it would be preferable for certain data currently
released quarterly to be available monthly. Axel Weber recalled that during the
period of German hyperinflation, wages were paid twice a day so that workers
could have enough funds to have lunch; under extreme circumstances, a more
frequent compilation might make sense.

Finally, John Hurley agreed that it is important to understand differences in
banking products across countries. Better statistics are needed to understand
the economy, but the tried and tested cost-benefit analysis must continue. He
took that view that NCBs and national authorities are committed to improving
statistics and providing good quality statistics.
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2 FUTURE DIRECTIONS FOR THE
COLLECTION AND COMPILATION OF
STATISTICS

INTRODUCTORY REMARKS
MIGUEL FERNANDEZ ORDONEZ

In this session we will be looking at future directions for data collection and
statistical compilation systems. By way of introduction, I would like to make
some brief remarks.

Let me first set out some ideas on which I believe we all agree:

— First, we need relevant, reliable and rapidly available statistics so as to be able
to take appropriate decisions.

— Second, producing statistics has a cost.
— Third, this cost should be the lowest possible.

The conclusion that we can draw from these three generally accepted principles
is that statistical producers should use efficient data collection and statistical
compilation procedures; i.e. they should produce the best results at the least cost,
while maintaining statistical quality. Efficiency is in fact the key topic in the
document we’re about to discuss.

If we agree with these core principles, why are there such contrasting positions
in the debate on data collection and statistical compilation systems? And, even
though we have a high degree of homogeneity in the reporting population and
accounting rules for monetary and financial statistics, why is it that after ten years
of full monetary union we still use different procedures?

The usual reply is that statistics are closely tied up with the social, economic,
financial and institutional structure of each country. No doubt that is true. But
I’d like to offer three further possible reasons, which are noted in the document
we will discuss, although in a different context:

— The first is that any change in procedures usually triggers a redistribution
of the reporting burden between the different parties involved. This shift
in burden may take place among compilers (for example, central banks or
national statistics institutes, regulators or statisticians); between compilers
and reporting agents; or between financial intermediaries and their customers.
Therefore, sometimes a more efficient procedure means that one of the
participants is forced to accept an increase in its costs. Occasionally, specific
sectors seek to reduce their share of the burden even though that entails an
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increase in the overall cost. These considerations make it hard to implement
changes that move towards greater efficiency.

— A second factor that works against efficiency is when the institutional
framework acts as a brake on progress. In other words, where the framework
compartmentalises statistical production and does not allow the exchange and
reuse of data among the different statistical producers. This situation may
arise in a single national institution, among different institutions in the same
country, or at the level of supranational agencies.

— Finally, the third reason relates to the coexistence of different national, as well
as supranational, statistical requirements, and the difficulty of reconciling both
requirements.

In connection with this, the document we’re going to discuss includes specific
proposals relating to the three aspects I have just set out, and which I would like
to highlight for the subsequent discussion. For example, the option of collecting
information with greater “granularity”, allowing for a greater adaptability of the
statistics, would involve: a shift in the reporting burden from agents to national
central banks; the need to lift the potential obstacles to institutional collaboration
procedures and to the reuse of data (processes which also involve a reallocation
of the reporting burden); and, finally, the need for a frank analysis of national
statistical requirements, so as to be able to bring about greater homogeneity in
common statistical collection and compilation systems.

To help us with these considerations, I am delighted that we have the document
“Torn between data needs and respondent fatigue — are efficiency gains the
philosopher’s stone?”” which my colleague the Governor of the Bank of Austria,
Klaus Liebscher, is going to present. We could not wish for a better introduction
to the subject of the future of statistical collection and compilation systems, not
least because the Bank of Austria, and specifically its Statistics Director and
co-author of the document, Aurel Schubert, chaired the Statistics Task Force.
This Task Force has set out the strategic guiding principles for statistics in the
Eurosystem for the coming years, principles which the Governing Council
approved some months ago. Another of my colleagues, the Governor of the
Central Bank of Cyprus, Anthanasios Orphanides, will act as a discussant. He
will no doubt offer an interesting perspective of a country that has very recently
had to face the statistical challenge that full membership of the Monetary Union
entails.
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TORN BETWEEN NEW DATA NEEDS AND RESPONDENT FATIGUE -
ARE EFFICIENCY GAINS THE PHILOSOPHER’S STONE?

KLAUS LIEBSCHER AND AUREL SCHUBERT

| INTRODUCTION'

Modern central banks are both extensive users and producers of statistics.
Statistics are a core input for all policy decisions by central banks and are essential
for successful central banking. At the same time, central banks have the expertise
and the comparative advantage in producing statistics on the domestic as well as
cross-border financial aspects of the economy — compiling and distributing
statistics are core tasks of modern central banks. The same applies to the
Eurosystem with its harmonised but decentralised model of statistics production.

The first decade of Eurosystem statistics has been very successful. First of all,
the necessary statistical base for the common monetary policy has been set up
in time and “fit for purpose” for the launch of the euro. Over the following
years, much has been achieved in terms of euro area statistics in order to close
data gaps and to cover new data needs. This has resulted in approximately a
tripling of the data output with basically unchanged human resources. Data
releases are a prime source of information, not only for policy-makers but also
for the market participants trying to understand and to anticipate Eurosystem
policies; witness the more than 130 million hits per year on the statistical websites
of the Eurosystem central banks. After all, statistics, including central bank
statistics, are public goods that should be accessible to all. They are an important
element of the public accountability of central banks and a solid base for the
evidence-based policy-making that the public increasingly expects.

But the Eurosystem cannot rest on its laurels. The statistical challenges of the
second decade need to be identified and faced. New data needs are emerging
as the financial sector develops very rapidly, generating new institutions,
markets and instruments. Especially the current financial turmoil has highlighted
important statistical gaps with respect to new instruments and institutions.

At the same time, the data requests face increasing opposition by the reporting
entities and their representatives. Thus, while the first decade was mainly
characterised by the necessity to get things done in time, the second decade will
put more emphasis on how to do things in the most efficient way in order to free the
necessary resources for fulfilling new data needs and to accommodate the statistical
challenges of further enlargements of the euro area. This will require — among
other things — developing new and innovative forms of cooperation, and divisions
of tasks both within the Eurosystem and with statistical institutions outside the

1 This paper draws on the results of the Statistics Task Force of the Eurosystem. Any errors
are the authors’ responsibility.

75



Eurosystem. We will need to enter uncharted waters and create pioneer models
for these and other tasks of the system.

At the same time, recent decades and especially the last few years have seen a
dramatic expansion in the size and importance of the financial sector. Financial
assets are growing much faster than the real economy, both domestically and
across borders. Therefore, the relevance of financial market developments — both
as drivers of growth and potential risk factors — has been rising dramatically.
Policy-makers both inside and outside of central banks increasingly have to deal
with financial issues.

But financial issues are a matter not just for policy-makers, but rather for
all parts of the economy and society. Households have been accumulating
financial assets at an unprecedented speed, partly to compensate for the decline
in expected future public pension entitlements. Growing financial assets and
wealth will increase the importance not only of financial markets but also of
asset prices, risks and risk-mitigating instruments as people increasingly move
into riskier assets.

All these developments require an adequate level of knowledge about financial
markets, financial products and financial institutions. The basis — the conditio
sine qua non — for this knowledge is reliable quantitative information,
i.e. relevant statistics. Monetary as well as financial stability require good
policies, good policies require good analyses, and good analyses require good
statistics. But good statistics require a constant flow of reliable reporting by the
market participants. And that is where increasing tensions arise. Central banks
producing statistics see themselves confronted with another “incompatible
triangle” of more, faster, and cheaper. The dramatic expansion of financial
innovations results in rising information needs for policy; the speed of
communication and the resulting need for fast policy response mean that data
should be available almost immediately; and finally, those that have to supply
the basic information, the respondents, see that as a cost factor and become
increasingly “fatigued”.

In this paper we try to develop some options for dealing with this incompatibility
in order to reduce the tensions. We will first address some of the future
information needs. We then look at the issue of respondent fatigue and, finally,
outline some avenues for enhancing efficiency in the production of Eurosystem
statistics in both the longer term and the short to medium term.

2 DATA NEEDS CONTINUE TO ARISE

Based on their policy functions, their closeness to financial markets, their
long-standing expertise and their credibility and — last but not least — the
public-good nature of such information — central banks are best placed to serve
as the providers of such statistics about the financial economy. They are the
so-called natural competence centres for financial statistics.
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The relevant financial phenomena to be covered by statistics are by no
means static — they are more like “moving targets”. New and more complex
financial instruments are being developed at increasing frequency and speed.
These instruments may either complement existing products, compete with
them, or even partly or fully substitute for them. In parallel, non-bank financial
corporations (special purpose vehicles, insurance corporations, investment and
pension funds) gaining in importance. All these developments have the potential
to change the transmission mechanism of monetary policy as well as the risk
profiles for financial stability.

Therefore, the rapidly developing financial markets need to be covered by
rapidly evolving statistics that correctly capture policy-relevant issues, including
very complex areas, such as derivatives. As national borders lose relevance, the
cross-border supply of and demand for banking products is rising dramatically,
creating a growing need to capture these phenomena statistically for both
monetary and financial stability analysis.

The recent financial turmoil has — among other things — highlighted an urgent
need for more transparency in financial markets. Reliable and harmonised
statistics are the key to transparency. Important gaps in the available relevant
statistical information have become apparent, gaps that need to be closed if
we are to avoid a recurrence of the current problems. Especially, the correct
measurement of the allocation of credit risk has been incomplete or even
completely lacking. The measurement of the extent and types of securitisations
has also been very incomplete or not comparable across countries and
industries. Banks’ contingent credit exposures, which have turned out to be
more important than previously thought, also deserve more statistical attention.
It has also become evident that there is an urgent need for harmonised data on
housing markets.

The originate-and-distribute model of banking creates a need to gain further
insight into credit transfers from banks to other financial institutions (financial
intermediaries including hedge funds, insurance corporations, pension funds,
etc.) through credit derivatives and securitised loans. New markets in products
like credit default swaps and collateralised debt obligations are spreading
risk more widely and technology is enhancing trading opportunities in these
instruments. The speed of financial innovation requires equally rapid reactions by
statisticians in order to stay relevant to policy. Therefore, the “time to market” of
new statistics needs to be shortened in parallel with these financial innovations.
At the same time, the continuation of statistics on financial products that lose
importance needs to be re-evaluated.

One area where rapid action now appears warranted is the scope of the
reporting population as specified in the ESCB’s basic statistical law (Council
Regulation 2533/98 concerning the collection of statistical information by
the European Central Bank). It needs to be extended to include insurance
corporations and pension funds, which are currently explicitly excluded, thus
creating an important statistical gap. Information on these important financial
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institutions is required, from both a monetary stability and a financial stability
perspective.

There is greater public demand for “evidence-based policy-making” and more
interest in the underpinning evidence itself. Policy decisions will increasingly
be based on and justified by relevant and reliable quantitative information, and
policy results will be more closely tracked by data.

Increased uncertainty and unpredictability of the political, economic and
financial environment requires more policy adaptability in general and for central
banks in particular. Policy adaptability requires a broad (but also more frequently
changing) range of (real-time) data and at the same time transparency and active
policy communication. Information from financial markets thus becomes more
important for central bank policy-making.

3 PRESSURE TO LIMIT THE RESPONSE BURDEN

Parallel to the identified needs for further statistical information, we observe a
trend towards increasing “reporting fatigue”. The concurrent developments of
fierce European as well as world-wide competition, the quest for sharecholder
value and the political drive in Europe towards a reduction of the administrative
burden has led to greater attention being paid to the costs of statistical reporting,
even though statistics constitute only a very limited part of the overall
administrative burden.?

In 2006 the ECOFIN Council came to the conclusion that “while high-quality
statistics are crucial for policy-making in Europe, enhanced efforts are needed
to reduce the administrative burden caused by statistics in the EU.” This will
increase pressures to reduce data demands, maximise the use of existing data
sources and coordinate data collection and compilation both within and among
NCBs, and between NCBs and other statistical institutions. Policy-makers
will, however, have to take good care that this drive for simplification does not
backfire and result in a major loss of crucial information.

Some central banks have already set up systems that keep respondents’ burden
to a minimum. In Austria, for instance, the new balance of payments compilation
system has been designed to make reporting as light as possible. Since the quality
of the data has to be ensured nevertheless, the central bank statisticians have to
shoulder a larger share of the compilation burden. In the production of statistics
there is “no free lunch”.

One additional avenue that might help to reduce the “perceived, subjective

burden” might be to invest in the extended return of useful information to the
reporting agents (“customised feedback™), with the potential consequence that

2 Estimates usually show that only about 1% of the administrative burden put on enterprises
is due to statistical reporting requirements (see e.g. Mayerlen et al., 2005).
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the overall ‘net burden’ (the cost of reporting minus the usefulness of the data
received back) is perceived as more tolerable.

Statistics compilers might also be helped by advances in technology. The power
of the tools is steadily increasing, allowing for the processing and storage of
huge amounts of data at faster speed and lower cost. Moreover, as most modern
economic activity generates flows of information through informational networks,
new technical opportunities to capture relevant data from those networks could
be developed. Collection systems have to be very technologically advanced and
flexible in order to grasp the most relevant information, generally micro data from
which information relevant at some more aggregated level may be derived. For
instance, collection systems could be connected to the information systems of the
declaring agents (e.g. the companies’ ledgers). This will require important efforts
by the Eurosystem to keep up with those advances in technology and maintain
and develop appropriate skills and tools in empirical economics, statistics and IT.
It also calls for proactive cooperation with the reporting agents. Confidentiality
obviously needs to be guaranteed.

All these efforts to address the challenge of reducing the respondents’ burden
might have repercussions on the quality of the statistical output/products.
Only statistics that are considered as relevant and reliable and are not challenged
can support the credibility of the respective institution.

For the Eurosystem this applies not just to the common European aggregates but
also to their individual/national parts. Perceived or real quality problems in one
part of the system can create collateral reputational damage for the whole system.
Such risks need to be avoided in the interest of credibility. Therefore, efficiency
cannot come at the price of major reductions in quality. Eurosystem statistics
have to remain “fit for purpose”.

4 EFFICIENCY IN STATISTICS — A MULTIDIMENSIONAL
CHALLENGE

Wikipedia defines efficiency as “... the idea that a system proceeds with the

minimum amount of waste. Efficiency is improved if the amount of ‘waste’ or

“friction’ is reduced.” Moreover, “this takes place when production of one good is

achieved at the lowest cost possible, given the production of the other good(s).”

But the concept of efficiency is related to that of effectiveness. Here we use a
broad concept of efficiency that includes the idea of “doing the right things”
as well as “doing the things right”. To achieve this we have to define what are
the right things, i.e. the statistics needed for the policies of the ESCB, namely
monetary policy and safeguarding financial stability, but also for ensuring
payment system stability. We need to have information “fit for purpose”.
This means measuring the relevant economic phenomena, providing data
with the necessary detail, quality and timeliness. In addition, the data might —
ideally — serve several policy purposes simultaneously. All these aspects have
potentially large repercussions on the costs of producing statistics.
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Then there is the issue of using appropriate statistical methods and processes to
achieve the necessary results. Do we need a census or can we work with sample
surveys? What kind of estimation techniques can we use to achieve the needed
results? Can we reuse existing information?

Organisational aspects are also important for the efficiency of the statistical
production function. How is the work flow organised? What is the division
of labour between respondents and compilers? What is the division of labour
between different statistical compilers, nationally, within the Eurosystem, as well
as internationally?

And finally, efficiency needs to be ensured at every stage of the statistical
production process, namely the input phase, the compilation phase and the
output phase. Indeed, the drive for efficiency must go beyond the statistical
production process and take in the entire process, starting from the advent
of the information need and the formulation of the respective user need.
Achieving maximum efficiency depends on evaluating and optimising all
stages of the process.

An additional challenge is to gain insight into interdependencies between
different solutions. Some might be complementary, others — however — might
result in incompatibilities, i.e. efficiency gains in one dimension might prohibit
or offset efficiency gains in other dimensions. Achieving overall efficiency gains
in the production of central bank statistics is no easy task. Nevertheless, it is a
challenge we have to face and to master.

However, we are not starting from scratch. Efficiency in statistics production is
not a new topic for Eurosystem statisticians. Much has been achieved already
during the first decade of the Eurosystem. Otherwise, we would not have met
all the challenging deadlines or tripled the statistical output with more or less
unchanged human resources, as has been achieved with — what E. Domingo
Solans once characterised as — a “silent revolution”.

Some of the most important elements that are already in place and play an
important role in ensuring that the right things are done in the right way deserve
mention here:

There is the formal so-called merits-and-costs procedure for all new or expanded
statistical demands. Potential users requesting data are asked to define their
policy needs and the measure of detail and timeliness they require, while the
reporting institutions are asked to calculate the costs such new data reporting
would entail (with different options). The statisticians then match the reported
merits against the costs and try to develop the most efficient package.

Statistical representativeness of the aggregate data does not (always) require
census reporting. Since the start of the Eurosystem, statistics methods have been
used to reduce the reporting burden, especially for small institutions. “Cutting off
the tail” and “sampling” are methods already in use. Both have helped to reduce
the number of reporters for the respective statistics in a major way. Also, the reuse
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of monetary data for administrative purposes, namely for calculating minimum
reserve obligations, is a tested procedure to alleviate reporting obligations. This
is much appreciated by the reporting agents, as it prevents a double reporting
necessity. Survey approaches are also already being applied successfully by
several Eurosystem countries, for example for external statistics.

But several member states have already achieved important efficiency gains
through the allocation of tasks. Specifically, via formal and permanent cooperation
with the respective national statistical institutes (NSIs). In addition, statistical
cooperation with banking supervisors is already being successfully practiced —
albeit to different degrees — in several countries.

There are also some ongoing projects that may yield important efficiency gains,
like the common Eurosystem effort to establish a Centralised Securities Database
(CSDB). This CSDB, including the reference micro data on all individual
securities issued, is expected to accommodate a multitude of statistical products
and thus to become a major step towards more efficiency. On the output side,
the Statistical Data Warehouse (SDW) that was established by the ECB and
can be used by NCBs might play a central role for an efficient distribution of
Eurosystem statistics to a very wide user community.

The quest for efficiency is therefore nothing new for statisticians but already well
established, maybe more so than in other fields of central banking. Nevertheless,
the developments we mentioned above — like financial innovation, respondent
fatigue, the desire to reduce administrative burdens as well as increased public
sector accountability — make it imperative that additional efficiency gains are
identified and implemented where feasible.

5 THE PATH TOWARD FURTHER EFFICIENCY GAINS

The initial question to be tackled is which type of statistics we want to produce
more efficiently. Do we want to optimise only the production of those data
required for Eurosystem aggregates, or do we plan to optimise the whole statistical
production of our central banks, i.e. including all the national data requirements?
The answer to this question will have important repercussions on the optimal
solution(s) available. We need to avoid optimising the compilation of euro area
statistics at the expense of creating inefficiencies on a national level. Ideally, the
two should go hand in hand, but we have to be aware of potential conflicts of
interest. Coordinating on a national level with different statistics producers might
hamper coordination on a Eurosystem level if arrangements differ from one country
to the other. The same might apply if the link between monetary and supervisory
data production is organised in a very country-specific way. Cooperation in new
models of production therefore has to remain voluntary, respecting national
specificities and preferences. However, over time a convergence of the models
might be possible and even desirable. In economics we define the long run as the
time horizon when everything is flexible. Legal and institutional arrangements can
also be changed over time. Learning from best practices in other countries might
also be an important driver towards efficiency gains.
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5.1 The long-term vision of the statistical production process
for the Eurosystem

For a long-term vision for the most efficient statistical production process in the
Eurosystem we have to ask ourselves, how would a (comparable) multinational
enterprise with 15 or more national subsidiaries approach such a task? The long-term
vision must then be to work like one organic system that optimises the multinational
production process. Given the existing differences in national financial markets,
languages and traditions, as well as the expediency of taking advantage of closeness
to the reporters, an optimal system for the Eurosystem would not be centralised.
Under these circumstances the most efficient solution seems to be a network, with
harmonised technical standards, a clear division of tasks, no duplication, common
infrastructures, maybe even centres of excellence for specific tasks and decentralised
contacts with reporting agents and with data users.

The Eurosystem’s statisticians therefore face the longer-term challenge of
developing such a model, or several options for such a system, by building on
the respective comparative advantages. Ideally, it should optimise the production
of euro area as well as national data at the same time. The model would have
to encompass all the statistical, organisational, legal, technical, and governance
issues that need to be resolved for such a cross-country production network.
But in view of the large diversity in euro area statistics and across reporting
institutions, financial markets, and institutions to be covered, different solutions
for different statistics may be conceivable. One model might not fit all statistics.?
Examples in the financial industry show that such solutions are both technically
feasible and highly efficient. As a first step, it may be most appropriate to apply
such a consolidation for new statistics that have yet to be developed.

These are all issues to be studied thoroughly during the next few years by the
respective experts, mainly statisticians, IT experts, and organisation experts, but
also legal experts. This is a very challenging task, but one worth pursuing with
determination. In addition, it could serve as a model for other areas.

As this is a rather revolutionary longer-term vision, its feasibility should first be
evaluated within a more limited framework. The CSDB is a small model of such
a network. A common databank for foreign direct investments would also be a
logical candidate for evaluating the feasibility and the preconditions for such
euro area-wide production networks.

5.2 Short to medium-term initiatives

In the three stages of the statistical production process mentioned before — input,
compilation and output — potential initiatives for reaping short to medium-term

3 The ‘Organisational principles for the fulfillment of Eurosystem functions by all members
of the Eurosystem’ explicitly state, as principle No. 9, ‘[to] exploit synergies and avoid
duplications’. In doing so, ‘potential synergies and economies of scale shall be identified
and exploited to the extent feasible’. According to the Eurosystem mission statement, this
should be done ‘with due respect to the principle of decentralisation’.
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efficiency gains are possible and should be evaluated with a view to
implementation.

On the input side, the goal should be that all data are collected only once. Any
form of double reporting or redundant collection should be discontinued or
avoided. Data already available — for whatever reason — should be reused if
found useful for (other) statistical purposes, while strictly safeguarding their
confidentiality and ensuring that the sharing is legally allowed or explicitly
agreed by the reporting agents. Likely candidates are existing credit registers as
well as balance sheet data from balance sheet offices or supervisory information.
Experience in some central banks has shown that the use of such data for
statistical purposes can lead to a very significant reduction in the response
burden, higher data quality and lower costs to society.

On a national level, a formalised exchange of administrative data with
institutions outside the central bank like the NSIs or the tax authorities would
also help to reduce reporting costs. An important precondition and help would
be the maintenance of common company registers with the NSI. Extending
this idea across national borders one could think of common international data
bases — allowing for the exchange of (confidential) micro data e.g. on significant
cross-border mergers and acquisitions that need to be recorded symmetrically in
the respective statistics of both affected countries.

The integration within each central bank of overlapping parts of the statistical
production will avoid double reporting and enhance data consistency while
improving overall efficiency. This integration could even take place at the
micro data level, i.e. through a fully integrated data collection by NCBs
and the definition of aggregation procedures tailored to different statistical
purposes. Such an approach is conceptually appealing, but would require
considerable coordination efforts within the central bank and could mean a
major change for many Eurosystem NCBs. An intermediate solution is the
sharing of aggregate data (building blocks) between different statistics, which
could be facilitated through the application of common taxonomies. Finally,
experience in the Eurosystem has shown that an efficient integration of all
statistics, or at least those serving the Eurosystem tasks, is greatly facilitated
if their production is concentrated in one functional area at the central bank,
headed by a chief statistician.

While supervision is not an ECB task, several of the euro area NCBs that are
nationally responsible for supervision have already integrated or linked their
supervisory data collection with the statistical MFI or investment fund reporting
framework. The initial focus of alignment will be on potentially overlapping
requirements for the supervisory data collected by an NCB, but this may be
extended, where appropriate, to collaboration agreements with (outside) financial
supervisors. More far-reaching collaboration steps at the European level may
also hinge upon the speed and intensity of further harmonisation of supervisory
reporting across the EU. A first prerequisite may be a reference to the possibility
of collecting data for financial stability purposes in the basic legislation governing
ESCB Statistics (EU Regulation 2533/98).
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