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Informati on on stocks of | oans and deposits is available fromdirect
sources, with a breakdown by user sectors. In general, |ess detailed
information is available on interest flows than on stocks: in a
majority of countries, information on interest flows is available
fromdirect sources, but with no breakdown between institutiona
sectors, and it is therefore necessary to estimate interest rates
for each institutional sector in order to calculate this breakdown.

Difficulties are net in the calculation of inmports of FISIM (exports
bei ng better known) and in the breakdown of househol ds’ deposits
(and to a | esser extent, of households’ |oans) in order to determne
the part corresponding to final consunption and the part
corresponding to internedi ate consunpti on.

Despite of this lack in direct sources, Menber States were able to
i mpl enent the method and to test the different reference rates

i ntroduced by the regul ation. Therefore, Eurostat considers that
allocating FISIMcan be feasible and reliable if inprovenents
continue to be nade in data sources.

The sum of detailed FISIMallocated to users differs fromthe
“global” FISIMas defined now. The difference — positive or negative
in Menber States — nmminly depends on interest payable |ess

recei vabl e by Financial Intermediaries (FIs) on securities other

t han shares.

According to the FISIMregul ation, the output of the Central Banks
shoul d be cal cul ated as the sum of cost and Menber States in their
reports are in favour of this nethod.

The inmpact on GDP of allocating FISIMrepresents on average 1, 5%
this increase being mainly due to the increase of the fina
consunption of househol ds.

Six reference rates have been tested, the stability of their results
was exam ned and Menber States expressed preferences, nost of them
wi shing for a reference rate that is satisfactory fromthe
conceptual point of view Method 2 (basing the reference rate on

i nterbank transactions and on interest on securities other than
shares) or Method 1 (basing the reference rate on interbank
transactions) seemto match best. They are al so satisfactory from
the point of view of the volatility of results, but it is necessary
to conmplete the exercise on nmore years, and to know the results of
all Menber States before being able to assess a strong opinion
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The results of this first test exercise will be built on and
i nproved in 2000 and 2001.
| NTRODUCTI ON
1. This paper presents a summary of the first results obtained by the Menber

States in testing the feasibility of allocating FISIMas defined in the Counci
regul ati on of 16 February 1998.

2. The required calculations to be inplenented by the Menmber States are
described in Annex IIl of the same regulation and the first results have to be
presented for the 1995-1998 peri od.

3. This first step should in principle be achieved, as the deadline for this
exerci se was no | ater than Novenmber 1999. At end of January 2000 ten EU
countries had provided Eurostat with their first testing cal cul ati ons and/ or
comments, plus Slovakia. The EU countries are Bel gium Denmark, Cermany, Spain
Italy, the Netherlands, Portugal, Austria, Finland and the United Ki ngdom
Germany only provided a part of the tables, and will soon send further coments
and cal cul ati ons.

4, Consequently, Eurostat is not in a position to present final conclusions
and proposals on this exercise, which is currently under processing in severa
Menmber States and will continue until April 2002 (for cal endar years 1999, 2000
and 2001).

5. However, given the information already received on the real data, it seens
opportune to portray the main problenms encountered by the countries in doing
this exercise and the nost inmportant results that have al ready be obtai ned.

SYNTHESI S OF THE MAI N AVAI LABLE DATA SOURCES
Rem nder

6. The mai n decision taken by the Council has been to calculate and all ocate
FISIMonly on | oans and deposits granted by Financial Internediaries (FIs) to
users sectors, because the interest rates of those | oans and deposits are
controlled by the FIs. The cal culation of FISIMon | oans and deposits should be
made on the basis of the difference between the actual interest rates payable
and receivable and a "reference" rate of interest.

7. Annex 111 of the Council regulation presents the required statistical data
for the calculation and allocation of the FISIM produced. It is stated that “For
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each of the sub-sectors S122 and S123, it is necessary to use the table of
average stocks of |oans, deposits (split by user sectors) and the securities
ot her than shares issued by Fls for the period (average of four quarters) and
the accrued interest, after reallocation of interest rate subsidies to their
actual recipients as defined by the 1995 ESA.”

8. These statistical data will allow the testing cal culation of six interna
reference rates, and the cal cul ation of one external reference rate for the
export and inport of FISIM

Met hod 1 Interest recei vable on | oans between S122 and S123
St ock of | oans between S122 and S123

Met hod 2 I nterest receivable on | oans between S122 and S123 + interest on
securities other than shares issued by S122 and S123
St ock of | oans between S122 and S123 + securities other than shares
| ssued by S122 and S123

Met hod 3 To obtain the FISIMoutput of resident FIs by institutional sectors,
two reference rates can be applied, one for short termtransactions (cal cul ated
as in nmethod 1) and one for long termtransactions (using published rates for
securities other than shares whose maturity reproduces that of the liabilities
in the bal ance sheet with a long maturity).

Method 4a  To obtain the FISIMoutput of the resident Fls by institutiona
sector, the ‘internal’ reference rate is calcul ated:

As an average of |ending and deposits rates which are undertaken with al

resi dent user institutional sectors (S124, S125, S11, S13, S14, S15) (except
with the central banks).

Met hod 4b To obtain the FISIMoutput of the resident Fls by institutiona
sector, the ‘internal’ reference rate is calcul ated:

As an average between the average of |ending and deposits rates which are
undertaken with the resident user institutional sectors (S124, S125, S11, S13,
S14, S15) (except with the central banks), and the inplicit interest rate
calcul ated as in nethod 1.

Met hod 4c To obtain the FISIMoutput of the resident Fls by institutiona
sector, the ‘internal’ reference rate is calcul ated:

As an average between the average of |ending and deposits rates which are
undertaken with the resident user institutional sectors (S124, S125, S11, S13,
S14, S15) (except with the central banks) and the inplicit interest rate

cal cul ated as in nethod 2.
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External reference rate (for inport and export of FISIM

9. To determine FISIMinports and exports, the reference rate used is the
average interbank rate weighted by the | evels of stocks in the heading “Il oans
bet ween S122 and S123 on the one hand, and non-resident FIs on the other hand”
and “deposits between S122 and S123 on the one hand, and non-resident Fls on the
ot her hand”, which are included in the bal ance sheet of financia

i nternedi ari es.

10. In order to identify part of the FISIMto be allocated to fina
consunption, and thus to evaluate the inpact on the GDP, it is also necessary to
have a further deconposition of the stocks and interest on |oans granted to the
househol ds sector by distinguishing:

Dwel ling | oans (internediary consunption);

Loans to househol ds as owners of unincorporated enterprises (internediary
consunption);

O her | oans to househol ds (final consunption).

11. A simlar breakdown is necessary for the stocks of deposits and interest
payabl e to househol ds as individuals or as owners of unincorporated enterprises.
VWhen not feasible, alternative nethods for the breakdown of the househol ds
sector have been presented in the regulation, which are described in this paper

Coverage of S122 and S123 sectors

12. Information is nore reliable on the S122 sector (other nonetary financia
institutions) than on the S123 sector (other financial intermediaries, except

i nsurance corporations and pension funds). Some countries had problens in
identifying clearly units producing FISIMfromthe units that do not generate
FISIM mainly under the S123 sector. Furthernore, for units not producing FISIM
of sector S123, it seens that sonme countries maintained themin the S123 sector
whil st others preferred to transfer themin a consumer sector

13. In Belgium financial |easing corporations, consumer credits and
enterprises granting nortgage credits have been considered as produci ng FI SI M
The activities of other units of sector S123 have been consi dered as not
producing FISIM By |ack of reliable information, securities held and issued by
the units of sector S123 have been excluded fromthe average of stocks and
accrued interest of securities.

14. In Denmark, information exists for sector S123 on an annual basis, but
with no breakdown by users sectors. The | ack of a sector breakdown is solved by
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assum ng that these institutions are generally conducting their business with
one or two specific sectors. These institutions target a specific group, either
provi di ng consuner credit or credit for the general governnment or the

i ncor porated sector.

15. In the Netherlands, the S123 sector contains many units that do not
produce FISIM |ike for exanmpl e hol dings of insurance compani es and i nvest nent
conpani es. For the purpose of the exercise, these units have been assuned to
bel ong to the users sector that can be found under S124. Furthernore, no
detailed information is available on the interest flows of the FISIM producing
units of S123, which are mainly nortgage banks and munici pal credit banks.
However, the contribution of S123 to the production of total FISIMis of mnor
i mportance (about 2% .

16. In Austria, the S123 sector plays a marginal role and the framework of the
testing cal cul ati ons has been restricted to the S122 sector, at least for this
first step.

17. In Spain, FISIMhave not been cal cul ated for S123, as entities bel onging
to this sector do not produce FISIM but charge comm ssions. For this exercise on
FISIM the S123 sector has been included in the consumer sector S11 (non-
financi al corporations).

18. In the United Kingdom any irreducible series of stocks and interest flows
bet ween FI SI M producers and other sectors have been excluded fromthe
cal cul ati ons when:

It was not clear whether the coverage of these series were consistent;

It was not clear whether these series cover only instruments on which a
deposit-taking or |ending services are generated.

19. In Sweden, |oans and deposits fromand to the S122 sector are avail able on
a quarterly basis with a breakdown by sectors. The sane information is avail able
also for the S123 sector, with regard to the asset side. Information on the
liability side is collected fromother |ess detailed quarterly statistics.

20. It is thought that estimtes about FISIM generated by resident producers
are underesti mated because of the difficulty of distinguishing between FISIM
producers’ and consuners’ conponents within nost of the avail able data
covering S123.
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Dat a avail abl e on stocks of |oans and deposits
Stock of | oans and deposits by institutional sectors
21. In nost cases requested information on stock of |oans and deposits is

avail able fromdirect sources, with a breakdown by nmain donmestic users sectors —
S124, S125, S13, S14 and S15 and for the 1995-1998 peri od.

22. In the Netherlands, Italy, Austria and Portugal, the NPISHs sector (S15)
has been nerged in the Househol ds sector due to the inpossibility to isolate
this sector. Gven the relatively Ilow level of FISIMconsuned by this sector
t he consequences on the data should be Iimted. Furthernore, the conparison of
the GDP inmpact might not be altered as it is likely that a |arge part of the
FISIM all ocated to the S15 sector will be allocated to househol ds as consuners.

23. The United Kingdom has made no cal cul ati on of FISIM consunption for the
financial auxiliaries sector (S124).

24, Sweden has nmade no cal cul ati on of FISIM consunption for the S124 sector
but plans to do it later on when the business register will be inproved. For the
moment, Sweden has included all entities actually classified under S124 into the
non-financial corporation sector (S11).

25. Denmark has i nformation about stocks of |oans and deposits but, for the
non- bank entities, this information is available on an annual basis and with no
breakdown by sectors.

26. The Netherlands had to make estimates on assets and liabilities of the
credit institutions sector for the year 1998 because the data are not avail able
yet.

Br eakdown of the househol ds sect or

27. The data availability on the stocks of |oans and deposits wi th househol ds
as consuners and with househol ds as owners of dwellings or unincorporated
enterprises is fundanental for the analysis of the FISIMinpact on GDP. As it
will be shown in the results part, FISIMallocated to househol ds as consuners is
the main factor explaining the inpact on the GDP. The first results based on the
report sent to Eurostat indicates various situations among the Menber States:

28. In Denmark, | oans to households in their capacity as owners of dwellings
had to be estimated. On the other side, all deposits held by unincorporated
enterprises have been attributed to households in their capacity of consumers.
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29. In the Netherlands, there is no separate information avail able on
househol ds in their capacity of owners of dwellings. The Netherlands has tried
to solve this problem by using the amount of nortgage | oans, but they cannot
assune that the entire anmount is fully used for investnent purposes. Gven the
specificity of the Dutch system it is |likely that part of the nortgage | oans
have been used for consunption purposes, and the deduction of this part needs
sonme assunptions. Concerni ng househol ds as owners of unincorporated enterprises,
there is only marginal information based on a pilot project.

30. In Austria and for the 1995-1998 period, information is available only for
| oans granted to househol ds as owners of unincorporated enterprises. A conplete
breakdown of the | oans granted to the Households sector is available from 1999
onwards. Thus, the 1999 structure has been used to estimte the 1995-1998
breakdown. As regards deposits, Austria has no information at all, and assumed
that the breakdown of deposits between deposits held by househol ds as consuners
and the rest (households as owners) would be the sane as for | oans.

31. In Finland and Portugal, the deposits of the househol ds sector cannot be
split for the nonent between househol ds as consuners and the rest. Al the
deposits have been assunmed to bel ong to househol ds as consumers.

32. In Spain, the weakest estimate is the distribution of interest received
and paid by househol ds as consuners, especially in the case of deposits for
which no information is avail able.

33. In Slovakia, information on dwelling loans is not available for the
nonent. Only the breakdown of the Household sector into househol ds as consuners
and househol ds as owners of unincorporated enterprises was feasible.

34. In Sweden, data on househol ds as owners of enterprises are based on the
busi ness regi sters. Once a household is classified as an owner of enterprise,
all its loans and deposits fall into this category. The popul ati on of househol ds

as owners of enterprises is not stable over tinme, because the classification is
based on the amount of VAT paid. The only data avail abl e for househol ds as
owners of dwellings cones fromthe nortgage credit institutions, but part of it
is probably used for other purposes.

35. For the remaining countries, it seens that a conpl ete breakdown is
available. In the United Kingdom data on stocks are deened to be nobst reliably
reported by the banks since they are subject to strenuous checks prior being
used in the nonetary aggregates. The UK banks’ returns give counterpart

i nformati on on deposits and | ending by residence and sector. Additiona
categories of lending products are identified in the case of NPISHs and the
househol ds sector (lending secured on dwellings, bridging finance, credit card
| endi ng). Belgium has a conplete split of credits and deposits to the househol d
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sector into households as consuners, owners of dwellings and uni ncorporated
enterprises, but only for the 1995-1997 period. Because of changes in the
reporting scheme that credit institutions have to fill in, sone estimtes had to
be made for the year 1998. In Germany, data on stocks for househol ds as owners
of unincorporated enterprises are available, as they are reported by banks.

Stock of | oans and deposits with non-residents

36. The data needed for the calculation of inports of FISIMare nore difficult
to obtain than those necessary for the calculation of exports of FISIM thus

| eadi ng Member States to inplenent less reliable estimtes for cal cul ating

i mports.

37. Portugal and Sl ovakia do not have the necessary information to calcul ate
i mports and exports of FISIMfor the moment.

38. Fi nl and does not have information on transacti ons between resident and
non-resident Fls. Furthernmore, it is inpossible to know which sectors make the
deposits to foreign FIs and from which sectors the | oans are taken. |nported
FI SI M cannot be cal culated for the moment.

39. In the Netherlands, positions vis-a-vis the rest of the world could not be
divided into non-resident financial and non-financial institutions. This
breakdown has been estinmated by the Netherlands to eval uate the anount of
exported FI SIMon | oans and deposits.

40. In Sweden, only information on | oans and deposits with non-resi dent non-
financial institutions is available for the 1995-1997 period. From 1998 onwar ds,
t he breakdown of the rest of the world sector is available with the distinction
bet ween non-resident non-Fls and non-resi dent Fls.

41. For the remai ning countries - Bel gium Dennmark, Germany, Spain, ltaly,
Austria and the United Kingdom- it seems that the requested information exists.
However, it is not always clear whether this information was avail able or has
been esti mat ed.

Data avail able on interest flows
42. In general, less detailed information is available on interest flows than
on stocks. The situation between countries can vary a lot, depending if the

breakdown of interest flows by sectors is estimated or directly neasured.

Goup 1: Amjority of the nine countries having answered the question relating
to the availability of data indicated that information on interest flows is
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avail able fromdirect sources, but with no breakdown between institutiona
sectors. For this first group of countries estimates mainly consist in
distributing the total interest flows (directly nmeasured) into each sector, by
using interest rates obtained fromvarious studies. The concerned countries are
Germany, Italy, the Netherlands, Austria, Finland, Sweden and the

Uni ted Ki ngdom

43. In the Netherlands, interest flows are not broken down by institutiona
sector and by type of assets. Counterpart information, |ike for exanple
statistics on household savings and bal ance of paynments data, was necessary to
make such cal cul ations. Furthernore, the Netherlands has no separate information
on interest flows with non-resident FIs and non-resident non-Fls. For interest
flows received fromthe rest of the world, it has been assunmed that non-resident
non-Fls pay 0.5% nore than non-resident FIs. For interest flows paid by resident
Fls to the rest of the world, it has been assumed that non-resident non-Fls
receive 0.5% 1l ess than non-resident FlIs. Finally, no detailed information is
avail abl e on interest flows of the FISIM producing units of S123.

44, The United Kingdom has information on interest flows comng fromthe UK
banks’ reporting incone and expenditure. But in any period, there is no
informati on on interest flows broken down by institutional sectors. Only a
breakdown of interest flows into resident and non-resident is avail able.
Estimates had to be made by neans of interest rate x stock cal cul ations and the
UK al so used data from buil ding societies, which have avail abl e data, on accrua
basis, for interest earned on commercial assets. The figures cover both |ending
secured on dwel lings and unsecured | endi ng.

45, Italy indicated that indirect sources were used to estimate interest flows
broken down by resident sectors. The main problemwas in constructing a matrix
of interest flows (received/ paid) consistent with that of the stocks.

46. Sweden uses published interest rates fromthe Swedish Central Bank to
estimate interest flows anong sectors. However these rates cannot be applied
automatically and the distribution is nmade with the aimof keeping the total and
of follow ng the common belief of the credibility of different sectors. Al
interest data are estinmated from sector distributed stocks, total interest and,
as a guide, the above nentioned interest rates. For the calculation of inports,
there is no information of interest flowsor interest rates.

47. Germany indicated that the constructing of the matrix of interest flows
consistent with that of the stocks was done at a very detailed level, with a
nmore precise sectorial breakdown than necessary for the FISIM exercise. Interest
fl ows broken down by institutional sector are not obtained fromdirect sources,
but by using published average interest rates avail able from banki ng and bal ance
of paynent statistics. An inconsistency appears fromthe fact that these rates
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correspond to new transactions, whereas they should integrate the historica
profile of stocks.

48. In Finland, the interest flows have been cal cul ated based on the average
interest rates nultiplied by the stocks. The average interest rates have been
cal cul ated using monthly data. Furthermore, for the years 1995 and 1996, there
was no information about interest rates by institutional sectors

G oup 2: Belgium Denmark and Spain could be seen as countries having nore

avail abl e data for a direct neasure of interest flows, also in its allocation by
institutional sectors. However, the data collection systemdiffers in these
three countries.

49. In Belgium interests received on |oans granted and paid for deposits are
not split into institutional sectors in the reporting schenme that credit
institutions have to fill in for statistical and supervisory purposes. The

breakdown of interest flows by sectors is directly collected by neans of a so-
call ed structural survey. This survey is not conpulsory for credit institutions,
and information by institutional sectors collected thorough the survey covers
75% of the total information on interest received and paid. Another problemin
Belgiumis that credit institutions report profit and | oss accounts including
the results of their foreign branches. Thus, some adjustnents were made based on
the stocks of credits and deposits relative to the activities of resident
Bel gi an credit institutions.

50. In Denmark, interest flows are directly avail able broken down into centra
bank, financial internediaries, general government, owners of unincorporated
enterprises and the incorporated sector. This institutional breakdown does not
correspond exactly to the one requested for the FISIM exercise. For the non-bank
institutions of the S122+S123 sectors, information on interest flows is
avai | abl e on an annual basis, but with no sectorial breakdown. To address this
probl em Denmark has assumed that these other institutions are generally
conducting their business with one or two specific institutional sectors: The
househol ds sector (consuner credit), the general governnent or the incorporated
sector. Contrary to the stocks, Denmark does not have any information on
interest flows paid by non-resident FIs.

51. In Spain, interest flows are obtained by using financial accounts prepared
for all sectors on a quarterly basis by the Central Bank
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MAI N PROBLEMS ENCOUNTERED
Cal cul ation of internal reference rate for nethods 1 and 2

Mat ch between assets and liabilities

52. In principle, between resident FIs of S122 and S123 sectors, the anount of
i nterbank transactions assets should be the same than the anmount of interbank
transactions liabilities. In practice, the total of |oans hold by resident Fls
vis-a-vis the other resident Fls (and the correspondi ng interest payable) do not
match the total of deposits held by resident FIs vis-a-vis the other resident
FI's (and the corresponding interest receivable). This point is inmportant for the
cal cul ati on of nethods 1 and 2, and has been described in detail in the Belgian
Dani sh, Dutch and Swedi sh studies.

53. Bel gi um has sol ved this problem by choosing the liabilities side as a
reference. As a result, the amount of interbank credits granted to Bel gi an
credit institutions and the correspondi ng i nterest have been adjusted, the
difference being allocated to transactions with non-resident FIs.

54. Denmark had to face a simlar situation and used all interbank
transactions even if sone of them had been counted twi ce. The fornmula used is
i nterest received by banks plus interest paid by banks to other residents of
sector S122, divided by the stock of |oans held by banks and deposits owned by
banks to and fromother institutions of sector S122.

55. The Net herl ands has adapted the reference rates proposed in nethods 1 and
2, by using different published interest rates, for short/long terml oans and
loans in foreign currencies. The published interest rates used are the six

mont hly Ai bor (interbanking rate), the average interest on |ong-term bank | oans
and the average interest rate on three nonthly Euro-dollar deposits.

56. The remai ning countri es have made no detailed conmrents on this particular
poi nt, and have presented in the proposed harnoni sed TABLE 1 consistent totals

on this issue. However, it mght be helpful to knowin the future if there were
signi ficant adjustnments made before obtaining a consistent table 1

57. Sweden has used the annual average stocks of |oans and deposits to solve
hi s probl em
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Securities other than shares (for nethod 2)

58. The cal cul ation of the reference rate according to method 2 al so takes
into account stocks and interest on securities other than shares issued by S122
and S123 sectors. It seens that no specific problens have been encountered by
the Menber States for the calculation of the internal reference rate for method
2. In some countries, interest on securities other than shares issued by S122
and S123 sectors were not avail able, but have been estimated with apparently no
specific difficulties and in line with the guidelines stated in the counci
regul ati on.

59. Bel gi um has al so included, for the calculation of reference rate 2,

i nterest received on securities held by the financial internediaries.
Furthernore, in this cal cul ation, Belgiumhas not considered as securities their
so-call ed “bons de caisse”. For the FISIM exercise, the "bons de cai sse" have
been consi dered as deposits since the credit institutions can influence the
interest rates, and derivatives have been excluded fromsecurities. Due to |ack
of reliable information, Belgiumhas al so excluded fromthe cal cul ati on
securities held and issued by the units of sector S123.

60. Denmark has no separate informati on about the accrued interest on bonds
i ssued by Fls.

61. Germany has reclassified as deposits sone registered bonds which have the
characteristics of deposits.

62. The United Kingdom has excluded identifiable series on nutual investnent
funds in order to obtain the appropriate coverage for cal cul ation of reference
rate 2. Furthernore, the United Kingdomindicated that interest flows reported
since 1998 on an accrual basis are thought to be of adequate quality, although
subj ect to definitional uncertainties, particularly as regards non-inclusion of
i nterest swap paynents.

63. The Net herl ands has applied the average interest rate on |long term bank
loans to calculate interest flows on securities other than shares.
Cal cul ation of internal reference rate for nmethod 3

Cal cul ati on made?

BE DK DE ES NL I T AT PT Fl SE UK SK

Yes Yes Yes Yes Yes Yes Yes No No No No No
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64. Seven of the twelve countries having presented their first results of the
FI SI M exerci se provi ded an evaluation of an internal reference rate for nethod
3, nanely Bel gium Denmark, Germany, Spain, the Netherlands, Italy and Austria.
Denmark cal culated its long-termreference rate for method 3 based on the 5
years General government bonds. Spain indicated the weakness of estimates of
maturities for the cal culation of FISIMunder this nethod.

65. The remaining five countries-Finland, Portugal, Sweden, the United Ki ngdom
and Sl ovaki a- have not calculated the internal reference rate for nethod 3, in
nost cases because of the absence of any adequate body of information on the
maturity structure of the liabilities of FISIM producers. In other words, it was
either inpossible or difficult to make a reliable split between short and | ong
term | oans and deposits.

66. Finally, w thout anticipating the conclusion of the FISIMexercise at this
earlier stage, it should be pointed out that, besides being inpossible for four

countries to calculate a reference rate for method 3, Belgium Spain, Italy and

the Netherlands clearly indicated that method 3 gives less reliable results than
t he ot hers.

Cal cul ation of internal reference rate for nethods 4a, 4b and 4c

67. This chapter will nmainly concentrate on the main problenms encountered in
the calcul ation of reference rate for nmethod 4a, as nethods 4b and 4c are just

averages of nethod 4a with either method 1 or nethod 2. It seens that no mgjor

difficulties have been nmet in the calculation of an internal reference rate for
t hese net hods.

68. Bel gi um and Spai n have expressed some doubts concerning the pertinence of
these nethods froma theoretical point of view, as their econom c sense do not
appear.

69. Denmark indicated that the three reference rates cal culated for nethods 4
are too high because they include a risk el ement.

70. The United Ki ngdom pointed out that the reference rate cal cul ated for

met hod 4a can vary according to the averagi ng nmethod used. The United Ki ngdom
has combi ned at the nost aggregated | evel the | oan and deposit bal ances for Sl11
S125, S13, S14 and S15 with donestic FISIM producers, and the interest payable
and receivable on them Then, a single average interest rate has been derived
for the entire business. At a nore disaggregated |evel, averaging the inplied
rates on deposits and |l ending for each consum ng sectors and taking an average
of these averages gave results up to 0.5 percentage points | ower.
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MAI N RESULTS

Conpari son between the "global" FISIMas defined in ESA 95 and the sum of FISIM
output allocated to institutional sectors

Conpari son done?

BE DK DE ES NL I'T AT PT Fl SE UK SK
Yes Yes No Yes Yes Yes No Yes No Yes Yes No
71. Ei ght of the twelve countries having provided their first test

calculations to Eurostat have nade a conparison of the "global” FISIM as
defined by the ESA 95, with the FISIM output cal cul ated according to the methods
1-4c defined in the Council regulation.

72. Wth exception to method 3, the results of methods 1-4c are, in nost
countries, quite simlar. But there is a gap between the results of these
nmet hods and the "global"™ FISIMcal cul ated accordi ng to ESA 95, paragraph 3.63.

73. In Belgium Italy and Portugal, the "global™ FISIMcalcul ation produces
hi gher amounts of FISIMthan the cal cul ati ons nmade according to the regul ation
met hods, mainly because the first nmethod includes the interest on securities

ot her than shares. In the regulation nethod, interest on securities other than
shares issued by FIs are used only for the calculation of the reference rate 2,
but the FISIM are produced only on | oans and deposits. Furthernore, sone
countries have included the FISIM produced by the Central bank in their globa
cal cul ati on.

74. In Spain and in the Netherlands, the results show for all years a | ower

| evel of "global"” FISIMconpared to the FISIMcal cul ated thorough the regul ation
met hods. In Spain, the gap dimnishes over the course of the observed period. In
the Netherlands, the lower |level of "global FISIM is due to the fact that
interest receipts and interest paynents on securities other than shares, which
were included in the global data but excluded fromthe regul ati on et hods,
showed a strong deficit of about 6 billion guilders. A substantive part of the

i nterest receipts on bonds is yield on net worth and thus not producing FISIM
and this deficit decreases the result of global FISIM

75. In Sweden, the gl obal FISIM produced is always | ower than the anmount of
FI SI M produced usi ng any ot her methods except nethod 2.

76. In the United Kingdom the sum of FISIMoutput allocated to different
institutional sectors and to the rest of the world is | ower than the "gl obal”
FI SIM as defined by the ESA 95 for the 1995-1996 period. The reverse situation
is observed for the 1997-1998 period. Wilst the FISIMoutput calcul ated
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according to the regul ation nethods is always increasing, whatever the reference
rate used, the amount of gl obal FISIM produced regularly decreased since 1995.
This falling rather than rising trend of the global data is mainly due to a
falling net incone on interest flows with the rest of the world financia

i nstitutions.

Qut put of the central bank

Cal cul ati ons done?

BE DK DE ES NL I'T AT PT Fl SE UK SK
Yes Yes No Yes Yes No No Yes Yes Yes Yes No
(*) (*)

(*) Only the calculation using the sumof the costs has been done.

77. Ei ght of the twel ve above-nentioned countries have cal culated the FISIM
produced by their Central Bank, at |east by using one of the two suggested

met hods, which are the sum of costs (according to the Regulation) or the
definition of global FISIM (as defined by ESA 95 for all FlIs-see paragraph
3.63). More precisely:

78. Bel gi um Denmark, Spain, the Netherlands, Portugal and Sweden have made
the conparison of the FISIMoutput of their respective Central bank using the
two proposed mnet hods.

79. Fi nl and and the United Kingdom have presented the results of the FISIM
out put of their central banks using the nmethod defined in the regulation (sum of
costs).

80. As expected, and except Portugal for the years 1995 and 1996, the tota
FI SI M produced by the central banks, as neasured follow ng the ESA 95
recommendati ons, is higher than the output of the central bank neasured
according to the sum of the costs.

81. In Spain, in the Netherlands and in Sweden, differences between the two
met hods are extrenely high: the results of the sumof the costs nethod
represented each year |less than 20% of the results obtained using the ESA 95
gui del i nes.

82. In Belgium the same ratio fluctuated between 36% and 41% Furthernore

Bel gi um has expressed its preference for the cal culation by the sum of the
costs, as suggested by the regulation, which represents better the real value of
the production of Central banks.
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83. The United Kingdom has not nade the conmparison with the ESA 95 rul es, but

i ndi cated that the global nmethod will have greatly exceeded the cost basis
figures, because the Bank earned | arge suns frominvestment, in particular from
those backing the note issue. The United Kingdom has al so cal cul ated the FISIM
out put of the Central bank using the reference rate 2 of the regulation, and the
results are much | ower than the ones obtained by the sum of the costs.

84. Fi nl and has cal cul ated the FISI M output of the Central bank according to
the sumof its costs. The appliance of the ESA 95 paragraph 3.63 was not
feasi bl e because the amobunt of own funds to the Finnish Central Bank is not
clear. In addition, the exchange reserves cannot be broken down into financia
assets.

Occurrence of negative FISIM

85. Negative FI SI M have been observed in the allocation of FISIMby user
sectors. However — except the case of the Netherlands for the insurance
corporations and pension funds sector — FISIMresults are always, with al

met hods, “structurally” positive. Only rare and sporadi c negative results were
obt ai ned. Sonme Menber States are reluctant to have negatives FISIM putting
forward the difficulty of presenting a service rendered with a negative val ue.
O her Menber States admit the possible existence of negative FISIM arguing that
revenues of the S122/S123 sectors are not generated only by the differential of
i nterest receivabl e/ payabl e, but also by the fees and commi ssi ons.

86. For all Menber States, all years and all nethods, negative FISIM have
never been observed on the non-financial corporations sector (S11), occurred
very rarely on the NPISHs sector (S15) and on the sub-conponents of the Sl14
sector (househol ds as consuners, owners of dwellings and owners of

uni ncor porated enterprises).

87. Wth the General governnent sector (S13), six of the ten Menber States
havi ng i npl emented the FISIMtest cal cul ati ons have encountered negative FISIM
nanely Denmark, Italy, the Netherlands, Portugal, Sweden and the United Ki ngdom
In general, amounts involved are always relatively small, not exceedi ng 1% of
the total FISIMon |oans or on deposits. Furthernore, the problem of negative
FISIMwi th the S13 sector seens to be nore relevant on the | oan side.

88. The problemis nore acute when the custoner is in the Insurance
corporations and pension funds (S125) sector. Five of the ten Menber States
havi ng i npl emented the FISIMtest cal cul ati ons have encountered negative FISIM
with this sector (Denmark, the Netherlands, Portugal, Sweden and the United

Ki ngdom). Unli ke the S13 sector, anmounts involved are relatively small only on
the | oan side, not exceeding 1% of the total FISIMon |oans.
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89. The situation is different on the deposit side and also differs by
country. In Denmark and Portugal, anpunts of negative FISIMallocated to the
S125 sector were al so marginal on the deposit side. In the United Ki ngdom
negative FISIMattributed to the deposits nade by the S125 sector accounted for
2.3% of the total (in absolute value) of donestic FISIM produced on deposits, in
1998 and for nethod 2: The same ratio in Sweden was 3.6% in 1995 and for

met hod 1.

90. The Netherlands is the only country having recorded negative FISIMon the
S125 sector for all nethods, for all years, and both on the assets and
liabilities sides. If negative FISIMare marginal on the |oans (like other
countries), significant anmounts have been detected on the deposits side.
Negative FISIM allocated to the deposits made by the Dutch insurance
corporations and pension funds represented, on average, 15% of the tota
domestic FISIM produced on deposits in 1995, 22%in 1996, 25% and 21%in 1997
and 1998 respectively. Wiile nmethod 1 gives the highest ratio (around 32% on
average for all years), it should be pointed out that significant amounts of
negati ves FI SI M have been observed whatever the nethod chosen

91. The structural persistence of negative FISIMwi th the S125 sector is
linked to the fact that actual interest rate payable on deposits nade by the

i nsurance corporations and pension funds sector are always nuch higher than the
actual interest rate receivable fromthe |oans granted to the sane sector
Therefore, any reference rate would lead to negative FISIM A prinmary

expl anation of this specific behaviour of the FIs m ght be given thorough the
anal ysis of their economc links with the insurance and pension funds sector
Indeed, it is nmore and nore comon to see closer relationships on the market

bet ween i nsurance conpani es and banks, with an integration of their respective
“traditional activities”. According to the Dutch paper, “insurance corporations,
pensi on funds and Fls are strongly intertw ned”.

92. Perhaps in such a case, allocating FISIMon the basis of raw data is not
meani ngful , and it should be better to consider that no FISIM are produced.

93. Negative FI SI M have al so been observed with the rest of the world sector
However, except only the 1997 Swedi sh exports of FISIM totals of exported and

i nported FISIM were always positive. Negative inports of FISIMby institutiona
sectors have been detected in three Menber States, but of negligible amunts and
only for particular years. FISIMexported towards non-resident non-Fls were
negative in only three Ms. This situation seens to be nore frequent vis-a-vis
the non-resident Fls, as five countries declared negative and sonetines

signi ficant values of FISIM exported towards non-resident FIs. A possibility of
avoi ding, at |east partially, this problemshould be to consider that
transacti ons between resident and non-resident Fls do not produce FISIM as it
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is already considered that transactions between residents FIs do not produce
FI SIM

Anal ysi s of the inpact on CDP

Aver age inpact on GDP by country

94. The conpari son of average inpact on GDP by country of allocating FISIM
only gives a partial view of the inportance of FIs in the econony, as Fls also
directly charge comm ssions and fees which are already allocated to user sectors
and therefore taken into account in the GDP calculation. As the part of FISIM on
the output of Fls differs significantly anong Menber States, allocating FISIMif
the nmethod is reliable enough- would | ead to a more conpl ete and accurate

i ntra-EU conpari son of GDP |evels, which would include the entire val ue added
generated by the activity of FlIs.

95. In some countries (particularly Spain) a decreasing trend of FISIMcan be
observed in the period, because Fls directly charge commi ssions and fees for an
i ncreasing part of their output.

96. For the average of the four years 1995, 1996, 1997 and 1998 and for the
different nmethods, the allocation of FISIMwuld increase GDP by about 1,5%
(average of the twelve countries).

97. The impact would be different according to the Menber States (fromO0,9%in
Austria to 2,7%in Portugal).

98. The foll owi ng table shows, by country, the inpact on GDP: average of the
di fferent methods and of the four years. This inpact is split into:

- the increase of final consunption of households (including the NPISHs when
this sector cannot be presented separately)

- the increase of final consunption of non-nmarket services provided by the
sectors Ceneral Covernnent and NPISHs (when this |ast sector is presented
separatel y)

- the exports of FISIM

- a marginal inmpact on GDP corresponds to the FISIMinported for
i nternmedi ate consunption of market producers, which corresponds to a
decrease of GDP. This inpact is significant for Belgium(-0,2% and Spain

(-0.19%.
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Country I mpact O which increase | O which increase O which
on GDP of final of final exports
consunpti on of consunpti on of non-
househol ds mar ket services
Por t ugal 2,7 2,3 0,4 -
Uni ted Ki ngdom 1,8 1,35 0, 05 0,4
Cer many 1,8 - - -
Denmar k 1,5 1,35 0, 05 0,1
Spai n 1,5 1,2 0,2 0,2
Sl ovaki a 1,5 0,9 0,6 0
Bel gi um 1,3 0,9 0,2 0,4
Sweden 1,2 1 0,2 0
The Net her | ands 1,2 1 0,1 0,1
Italy 1 0,9 0, 05 0, 05
Fi nl and 1 0,9 0,1 - -
Austria 0,9 0,3 0,2 0,4

99. The main part of this inpact (about 80% is explained by an increase of fina
consunption of househol ds, corresponding to FISIM allocated on | oans and credits
of househol ds as consuners. The results are in fact closely linked to the

met hods used by Menber States to breakdown the Househol ds sector

100. For instance, Austria — in order to split the deposits of househol ds — has
used the breakdown observed for | oans of households. On the contrary, due to

| ack of information and in accordance with the Regul ati on, Portugal has supposed
that all deposits from househol ds correspond to deposits of househol ds as
consumers. These differences of methodol ogies explain in part why the inpact of
FISIMis so different in Austria conmpared to Portugal. The breakdown of the
Househol ds sector appears to be the main itemto be discussed in a future
meeting of the FISIM Task Force, in order to assess comon rul es.

101. To a minor extent, exports of FISIMand the increase of final consunption
of non-market services provided by the sectors General government and NPl SHs
al so i npact on GDP

Average inpact on GDP by internal reference rate

| npact on GDP (average of four years and of Menber States)

METHCD | MPACT ON GDP (in %
Met hod 1 1,32
Met hod 2 1,51
Met hod 3 1,24
Met hod 4a 1, 47
Met hod 4b 1,42

Met hod 4c 1, 48
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Met hod 1 based on the inter-bank rate corresponds in average to an increase of
1, 32% of CDP

Met hod 2, which also includes the rate of bonds, has in average a higher effect
(1,51% of GDP): as, for the years under study, the long termrates were higher
than the inter-bank rates, the reference rate in nmethod 2 is higher than the
reference rate in nethod 1. As the stocks having an inpact on GDP (mainly | oans
and deposits of househol ds as consuners) are higher on the deposits side than on
the | oans side, the inpact on GDP of allocating FISIMincreases when the
reference rate increases. This is due to the fact that the increase on the
deposits side (FISIMon deposits) is higher than the decrease on the | oans side
(FI'SIMon | oans).

Met hod 3 has a | ower inpact, but can not be inplenented by three Menber States
as they can not breakdown | oans and deposits according to their maturity.
Moreover, as it introduces two reference rates (one for long termtransactions,
anot her for short termtransactions) this method has the inconvenient to
systematically elimnate the “matching benefits”, which is the use by Fls of
short term deposits to finance |loans with |longer maturity.

The inmpact on GDP of nethod 4a is higher than the inmpact of nethod 1, but | ower
than the inpact of nmethod 2. This method neasures only the gap between | oan and
deposit interest rates, neither of which has any neasurable relationship to the
pure interest concept (both include an el enent of service charge, but the size
of this service elenment within each is unknown).

Met hods 4b and 4c are a m xture of nethod 4a and of nethods 1 and 2,
respectively.

From a net hodol ogi cal point of view, the reference rate should neasure the pure
cost of funds appropriate to a borrowing or |ending transaction, w thout any

el ement of service charge or of risk. Therefore, nethods 1 and 2 are
conceptual ly better than methods 4, but methods 4 were introduced in the
regul ati on because it was supposed they would bring nore stable results.

I ndex of “volatility”

102. To verify such an assunption, the “volatility” in the results of each
met hod has been measured by the follow ng way.

I ndex of “volatility” of the allocation of FISIM based on the results by
cojntry and by net hod

impact on GDPyearn+1 - impact on GDPyear n
impact on GDP year n
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Exanpl e (fictive figures for country X and nethod Y):

Year | mpact on CDP I ndex of “volatility”

1995 2%

1996 1, 9% |1,9—2| / 2 = 5%

1997 2,3% | 2,3 -1,9 | /1,9 = 21%
= 13%

1998 2% |2—2,3| /2,3

Average “volatility” by country (average of nethods 1, 2, 4a, 4b, 4c¢)

103. The inplenentation of these cal culations for each Menmber State highlighted
different levels of "volatility". For the average of the six nethods, Germany
and Portugal had the nost stable results (index of "volatility" = 3%, followed,
by order of increasing volatility, by Denmark (5%, the United Ki ngdom (6%,
Austria and Sweden (7%, the Netherlands (9%, Italy (10%, Finland (12%, Spain
(15% and Bel gi um (20% .

Average “volatility” of the different nethods (average of 11 Menber States)

METHCD AVERAGE “VOLATI LI TY”
Met hod 1 13%

Met hod 2 8%

Met hod 3 10%

Met hod 4a 7%

Met hod 4b 8%

Met hod 4c 7%

104. Conclusion: not surprisingly, the nethod 4a is the |ess volatile. However,
the difference with nethod 2 is not significant: only 1 percentage. At this
stage of the trial period, it seens that nethod 2 is the best nethod as this

met hod is nmore satisfactory, froma conceptual point of view, than nethod 4a.

Al so because nethod 2 represents a qualitative advance over nmethod 1 as a rate
applicable to transactions over a wide maturity band, therefore producing nore
stable results. Nine out of eleven countries obtained a [ower volatility in
their results by using nmethod 2 conmpared with nmethod 1; however the differences
are generally small; in the average volatility, the gap (13% for method 1 and 8%
for nmethod 2) can be mainly explained by a extrenely high volatility of method 1
for Bel gi um

105. As the inpact on GDP of allocating FISIMis, on average, 1,5% this
“volatility” index result (8% neans that — on average — the inpact on GDP of
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the allocation of FISIMdiffers from1,5%x 8% = 0,1% of GDP, which is the
average difference on GDP between one year and the followi ng year. However sone
extrene variations could be observed in some countries, for instance 0, 35%
of CDP:

i mpact on GDP in 1995: 1,42%

i mpact on GDP in 1996: 1,07%

106. It would be useful to know if the average “volatility” comes from stock
changes or frominterest rate changes. As the inpact on GDP is nmostly (80% due
to | oans and deposits of households in their capacity as consuners, an index of
“volatility” for these | oans and deposits has been cal cul at ed.

107. Index of *“volatility” of stocks of |oans and deposits of househol ds as
consuners (in percentage of GDP)

stocksof loans + depositsyear n+1 - stocksof loans + deposits year n
stocksof loans + deposits year n

108. These anounts were expressed in ternms of GDP, to be consistent with the
general index of “volatility” previously presented.

109. The result of the index of “volatility” of |oans and deposits of
househol ds as consumers was 4% This nmeans that — if interest rates renai ned
unchanged — the volatility of FISIM having an i npact on GDP woul d be 4% and not
8% Therefore, this neans that the “volatility” of FISIM having an inpact on GDP
(8% is due, in equal parts, to changes in the levels of stocks and to changes
in interest rates.

110. It can be observed that, in sone years and for sone countries, the gap
between interest on |loans and interest on deposits quickly changes. If this gap
deeply decreases from one year to another, FISIMon |oans and deposits,
calculated as a margin on the basis of the reference rate, will al so decrease in
a significant way.

111. The fact that the reference rate is sonetines either closer to the
interest rates on loans or closer to the interest rates on deposits is |ess
rel evant because the “volatility” of the method 4a, which avoids such a
situation, is not significantly |ower than the “volatility” of other nethods,
and particularly nmethod 2.

Menber States preferences

112. Concerning the choice of the nmethod, some Menber States expressed their
preferences. A mgjority of countries have excluded nethod 3 fromtheir
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preference list. For the remaining five nmethods 1, 2, 4a, 4b and 4c seven of the
twel ve countries —Bel gium Denmark, Spain, Italy, the Netherlands, the United
Ki ngdom and Sl ovaki a- have expressed in a nore or |ess precise way their choice.

113. The United Kingdom presented a |ist of preferences, with a classification
of all nethods. Method 2 ranks first, followed by nmethods 1, 4c, 4b, 4a and 3
respectively.

114. Bel gium Denmark, Spain, Italy and the Netherl ands expressed their
preference in providing a restricted list of nmethods instead of choosing one
met hod: methods 1 and 2 for Belgium nmethods 1 to 3 for Denmark, nethod 1
(preferred) and nmethod 2 for Spain, nethods 4a and 4c for Italy, nethods 2 and
4a for the Netherl ands.

115. Slovakia, after the consideration of the results of experinenta
cal cul ati ons, choosed the procedure based on nethod 1 for the application in
nati onal accounts.

116. Finland indicated that, at this stage of the cal cul ations, neither no
single method of calculating the reference rate can be underlined nor can any
nmet hod be excl uded.

117. Sweden indicated that, at this stage of the calculations, it was too early
to give an opinion. If so, the Swedish choice would fall on nethod 2 or one of
the reference rates conbined with method 4a, preferably nethod 4c.

118. At this stage of the calculations, it seens interesting to have a | ook on
the criteria used to express the preferences. In reading the studies, six
criteria could be identified:

1. Reference interest rate that is free of service charge and risk.

2. Reference interest rate that gives nore reliable results.

3. Reference interest rate that gives nore stable results.

4, Ref erence interest rate keeping the “transformation gains” (this is a
problem w th nethod 3).

5. Reference interest rate that is sinple to be cal cul ated

6. Ref erence interest rate through which the sumof detailed FISIMw ||
approach best the global FISIM

119. Only six countries have expressed for the noment their preferences on
criteria to be used. These countries are Bel gium Denmark, Spain, Italy, the

Net herl ands, and the United Kingdom Alnost all of them seened to favour the
first criteria (Reference interest rate free of service charge and risk), which
al so indicates a choice froma conceptual point of view Furthernore, a ngjority
of countries have stressed the inportance of having reliable results (criteria
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2), and pointed out the fact that estimates made might sensibly alter the
results. lItaly and the Netherlands have al so used the criteria of stability of
the results. Spain indicated its preference for nethod 1 given the sinplicity of
its calculation. The criteria of “best approaching global FISIM has been
expressed only by the Netherl ands.

GENERAL CONCLUSI ON

120. Preferences expressed by the Menmber states have put forward two criteria
for the identification of relevant reference interest rates. These criteria are
the need of having an interest rate fairly close to the concept of “pure
interest rate” and giving the nost reliable results with regard to avail abl e
data. The analysis of the inpact on GDP, at this stage of the study, has put
forward nethod 2, which seens to bring best results. Furthernore, this analysis
has identified the specific area on which Menber States should concentrate their
effort in the future in order to obtain nore reliable results.

121. Allocating FISIMrequires further inprovenents in statistical sources in
order to:

Directly measure interest flows broken down by institutional sector
btain better nmeasures of exports and inports of FISIM

122. It should be also necessary to assess conmon rules for the breakdown of
t he Househol ds sector, particularly for deposits.

123. Those questions should be discussed in the next neeting of the FISIM Task
Force. Additionally, this Task Force could bring inprovements about the
presentation of the reports to be sent to the Comm ssion, assess conmpn practice
for a better conparability (sectorisation and cal cul ation of reference rates)
and treat sone remai ni ng met hodol ogi cal issues, in particular: breakdown by

i ndustry, existence of FISIMon acceptance finance and on transacti ons on | oans
and deposits between resident FlIs and non-resident Fls, occurrence of negative
FI SIM



