
B A N K F O R I N T E R N A T I O N A L S E T T L E M E N T S

71st Annual Report
1 Apri l  2000 – 31 March 2001

Basel, 11 June 2001



Copies of publications are available from:

Bank for International Settlements
Information, Press & Library Services
CH-4002 Basel, Switzerland

E-mail: publications@bis.org
Fax: (+41 61) 280 91 00 and (+41 61) 280 81 00

© Bank for International Settlements 2001. All rights reserved. Brief excerpts
may be reproduced or translated provided the source is cited.

ISSN 1021-2477
ISBN 92-9131-162-6
Also published in French, German, Italian and (summer 2001) Spanish.
Available on the BIS website (www.bis.org).



Table of Contents

Page

Letter of transmittal  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1

I. Introduction: a sudden change of fortunes?  . . . . . . . . . . . . . . 3

Sentiment, asset prices and macroeconomic developments  . . . . . . . . . . . . . . . 5
Coping with financial fragility  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8

II. Developments in industrial countries  . . . . . . . . . . . . . . . . . . . . 11

Highlights  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11
Buoyant economy through the first half of 2000  . . . . . . . . . . . . . . . . . . . . . . . . 12
Slowdown in the second half of the year  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14
Recent behaviour of inflation  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17
Productivity trends and prospects for the world economy . . . . . . . . . . . . . . . . . 21
Developments in financial balances, saving and debt  . . . . . . . . . . . . . . . . . . . . 25
Developments in world trade and external balances  . . . . . . . . . . . . . . . . . . . . . 30

III. Developments in the emerging market economies  . . . . . . 34

Highlights  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34
Financial market developments and capital flows  . . . . . . . . . . . . . . . . . . . . . . . 36
Asia  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38

Growth and external sector developments  . . . . . . . . . . . . . . . . . . . . . . . . 38
Banking sector performance and bank lending  . . . . . . . . . . . . . . . . . . . . . 40
Fiscal policy challenges  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42
Reliance of Asian economies on exports of high-tech products . . . . . . . . . 43
The near-term outlook  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 45

Latin America  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 45
Growth and external sector developments  . . . . . . . . . . . . . . . . . . . . . . . . 45
Changing macroeconomic policy mix  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 46
Recession in Argentina  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 47
Privatisation and restructuring in the banking industry  . . . . . . . . . . . . . . . 48

Africa  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 49
Middle East  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50
Central and eastern Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50

Growth and external sector developments  . . . . . . . . . . . . . . . . . . . . . . . . 50
Inflation, macroeconomic policies and unemployment  . . . . . . . . . . . . . . . 51

Crisis in Turkey  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53
Changes in the inflation process in the emerging market economies  . . . . . . . . 54

Main features of recent disinflation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 54
Sources of disinflation  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56
Keeping inflation low  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 58

iBIS  71st Annual Report



Page

IV. Monetary policy in the advanced industrial countries  . . . 61

Highlights  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61
United States  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 62
Japan  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 65
Euro area  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 67
Inflation targeting countries  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 69
Rethinking how to conduct monetary policy  . . . . . . . . . . . . . . . . . . . . . . . . . . . 73

The choice of policy indicators  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 74
Communicating with financial markets  . . . . . . . . . . . . . . . . . . . . . . . . . . . 76
The tactics of monetary policy changes  . . . . . . . . . . . . . . . . . . . . . . . . . . 78

V. Foreign exchange markets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 81

Highlights  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 81
The dollar, yen and euro . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 81

Key developments and long-term perspectives  . . . . . . . . . . . . . . . . . . . . . 81
Factors driving exchange rate movements  . . . . . . . . . . . . . . . . . . . . . . . . 85
Foreign exchange market intervention in the euro/dollar market  . . . . . . . . 89

Developments in other foreign exchange markets . . . . . . . . . . . . . . . . . . . . . . . 90
European currencies  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 90
Currencies of other industrial countries  . . . . . . . . . . . . . . . . . . . . . . . . . . 91
Emerging market currencies  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 93

Liquidity in foreign exchange markets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 97
The changing structure of foreign exchange markets  . . . . . . . . . . . . . . . . 98

VI. Financial markets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101

Highlights  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101
Equity markets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102

Asset price bubbles versus fundamentals  . . . . . . . . . . . . . . . . . . . . . . . . . 102
Information and stock prices . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104
The Tokyo stock market and Japanese banks  . . . . . . . . . . . . . . . . . . . . . . 106
Implications for the real economy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 106

Fixed income markets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 108
The pricing of credit risk and response of borrowers  . . . . . . . . . . . . . . . . 109
Credit cycles in 1990 and 2000  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 114

External financing for emerging markets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 115
Market functioning  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 119

VII. Cycles and the financial system  . . . . . . . . . . . . . . . . . . . . . . . . 123

Highlights  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 123
Financial cycles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 123

Credit and asset prices  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 124
Cyclical behaviour of institutions and markets  . . . . . . . . . . . . . . . . . . . . . 128

Mechanisms behind financial amplification  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 130
The assessment of risk through time  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 131
Incentives  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 132
Accounting and regulatory policies  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 133

Possible policy responses  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 135
Supervisory and regulatory policies  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 136
Monetary policy  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 139

ii BIS  71st Annual Report



iii

Page

VIII. Conclusion: the recent past as prologue?  . . . . . . . . . . . . . . 142

Policies to promote macroeconomic stability and growth  . . . . . . . . . . . . . . . . . 144
Policies to promote financial stability  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 149
Cooperation in the pursuit of financial stability  . . . . . . . . . . . . . . . . . . . . . . . . . 154

Activities of the Bank  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 157

Direct contributions of the BIS to international monetary and 
financial cooperation  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 157
Regular consultations on monetary and financial issues  . . . . . . . . . . . . . . . 157
Promotion of financial stability through the permanent committees  . . . . . . . 159

Basel Committee on Banking Supervision  . . . . . . . . . . . . . . . . . . . . . . . . 159
Committee on the Global Financial System  . . . . . . . . . . . . . . . . . . . . . . . 161
Committee on Payment and Settlement Systems  . . . . . . . . . . . . . . . . . . . 162

Representative Office for Asia and the Pacific  . . . . . . . . . . . . . . . . . . . . . . . 163
Financial Stability Institute  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 164

BIS contributions to broader international financial cooperation  . . . . . . . . . . . 165
Group of Ten  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 165
Financial Stability Forum  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 165
International Association of Insurance Supervisors  . . . . . . . . . . . . . . . . . . . 166

Other areas of central bank cooperation  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 167
Cooperation on statistical issues  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 167
Cooperation with regional central bank groupings  . . . . . . . . . . . . . . . . . . . . 168
Coordination of technical assistance and training  . . . . . . . . . . . . . . . . . . . . 168
Group of Computer Experts  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 168

Functions as Agent and Trustee  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 169
Trustee for international government loans  . . . . . . . . . . . . . . . . . . . . . . . . . 169
Collateral Agent functions  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 169

Operations of the Banking Department  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 169
Liabilities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 170
Assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 170

Net profits and their distribution  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 171
Amendment of the Bank’s Statutes  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 172

Withdrawal of privately held shares  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 172
Other matters  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 173

Changes in the Board of Directors  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 173

Balance Sheet and Profit and Loss Account  . . . . . . . . . . . . . . . . 175

Board of Directors  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 190

Senior Officials of the Bank . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 191

The chapters of this Report went to press between 14 and 22 May 2001.

BIS  71st Annual Report



iv

List of Graphs (*) and Tables

Page

Developments in industrial countries

Contributions to GDP growth*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12
Real interest rate, structural budget balance and output gaps*  . . . . . . . . . . . . . 13
General government debt*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14
Oil: price, production and demand*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15
Inflation and output gaps*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17
Labour share of income and inflation*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20
Changes in labour productivity in the business sector . . . . . . . . . . . . . . . . . . . . 21
Contribution to labour productivity growth in the US non-farm business sector . . 23
Real interest rates and earnings/price ratio in the United States*  . . . . . . . . . . . 24
Net sectoral financial balances*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25
Net private saving* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26
Private sector indebtedness in the United States* . . . . . . . . . . . . . . . . . . . . . . . 27
Developments in household saving rates  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28
Comparative developments in Japan and the United States  . . . . . . . . . . . . . . . 29
World trade and prices  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30
Foreign trade shares  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31
Balance of payments in the three major economic areas  . . . . . . . . . . . . . . . . . 31
Estimated relationship between national saving and investment  . . . . . . . . . . . . 32
Real interest rates and current account imbalances* . . . . . . . . . . . . . . . . . . . . . 32
Current account balances in the major regions  . . . . . . . . . . . . . . . . . . . . . . . . . 33

Developments in the emerging market economies

Growth, inflation and current account balances  . . . . . . . . . . . . . . . . . . . . . . . . 35
GDP growth forecasts for 2001*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36
Equity prices and bond spreads*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37
Correlations between changes in the Nasdaq index and equity prices . . . . . . . . 37
Net private capital flows to emerging market economies  . . . . . . . . . . . . . . . . . 38
Domestic demand and net exports  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39
Domestic credit and international borrowing* . . . . . . . . . . . . . . . . . . . . . . . . . . 40
Fiscal balances and public debt  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42
High-tech exports of Asian economies  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43
High-tech activity in Asian economies*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44
Trade, oil exports and growth in Latin America in 2000 . . . . . . . . . . . . . . . . . . . 46
Financial market developments in central Europe and Russia*  . . . . . . . . . . . . . 52
Inflation and GDP growth*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 55
Consumer price inflation and selected determinants*  . . . . . . . . . . . . . . . . . . . . 56
Budget balance and central bank claims*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 57
Consumer price inflation and selected components* . . . . . . . . . . . . . . . . . . . . . 60

Monetary policy in the advanced industrial countries

Economic indicators for the United States* . . . . . . . . . . . . . . . . . . . . . . . . . . . . 63
Economic indicators for Japan*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 66
Economic indicators for the euro area* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 68
Inflation and policy rates in countries with inflation targets* . . . . . . . . . . . . . . . 70

BIS  71st Annual Report



Page

Exchange rates in countries with inflation targets*  . . . . . . . . . . . . . . . . . . . . . . 72
Yield spreads and recessions in the United States* . . . . . . . . . . . . . . . . . . . . . . 75
Stock market indices and three-month interest rate expectations*  . . . . . . . . . . 77
Meeting frequency and interest rate smoothing  . . . . . . . . . . . . . . . . . . . . . . . . 79

Foreign exchange markets

Nominal effective exchange rates of the dollar, yen and euro*  . . . . . . . . . . . . . 82
Exchange rates, implied volatilities and risk reversals of the 

dollar, yen and euro*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 83
Net international investment position and income of the

United States, Japan and the euro area*  . . . . . . . . . . . . . . . . . . . . . . . . . . . 84
Official foreign exchange reserves  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 85
Growth forecast differentials between the three major economies*  . . . . . . . . . 86
Cumulative portfolio flows between the three major economies*  . . . . . . . . . . . 87
Merger and acquisition activity and the euro/dollar exchange rate*  . . . . . . . . . 88
The response of the euro/dollar rate to news about the euro area* . . . . . . . . . . 88
Exchange rates and interest rate differentials*  . . . . . . . . . . . . . . . . . . . . . . . . . 89
Probability distributions of the dollar against the euro*  . . . . . . . . . . . . . . . . . . 90
European exchange rates against the euro*  . . . . . . . . . . . . . . . . . . . . . . . . . . . 91
Commodity prices, growth and interest rate differentials and exchange rates*  . 92
Exchange rates in emerging markets*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 93
Stock markets, exchange rates and high-tech exports in 

emerging market economies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 94
Investors’ attitude towards risk and liquidity*  . . . . . . . . . . . . . . . . . . . . . . . . . . 95
Turnover and volatility in emerging markets*  . . . . . . . . . . . . . . . . . . . . . . . . . . 96
Exchange rate and interest rate volatility in emerging markets  . . . . . . . . . . . . . 97
Foreign exchange market turnover  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 98
Currency composition of foreign exchange turnover  . . . . . . . . . . . . . . . . . . . . . 99
Volatility in the major foreign exchange markets . . . . . . . . . . . . . . . . . . . . . . . . 99

Financial markets

Stock market indices*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102
Price/earnings ratios, price changes and earnings growth for technology stocks . . 103
Public information* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 105
Equity issuance* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 107
Consumer confidence, unemployment and the stock market . . . . . . . . . . . . . . . 107
Yield curves for interest rate swaps* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 108
Corporate and government bond spreads*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 109
Net issuance of debt securities*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 110
Gross issuance of international debt securities*  . . . . . . . . . . . . . . . . . . . . . . . . 111
Telecoms financing*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 112
US commercial paper spreads*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 113
Factors in the pricing of credit risk*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 115
Influence of the Nasdaq on emerging stock markets*  . . . . . . . . . . . . . . . . . . . . 116
International bank and securities financing in developing countries* . . . . . . . . . 117
Banks’ external positions vis-à-vis developing countries*  . . . . . . . . . . . . . . . . . 118
BIS reporting banks’ consolidated claims on developing countries*  . . . . . . . . . 119
Hedge fund flows and market liquidity*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 120
Interest rate swaps*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 121

Cycles and the financial system

Credit cycles and financial stress* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 125
Credit and asset price cycles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 126
Credit and commercial property prices*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 127

vBIS  71st Annual Report



Page

Credit spreads and access to capital*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 128
Bank profitability and provisioning expenses*  . . . . . . . . . . . . . . . . . . . . . . . . . 129
Profitability of major banks in 1999 and 2000  . . . . . . . . . . . . . . . . . . . . . . . . . . 130
Credit ratings around the Asian crisis*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 132
Correlation of capital and provisions with the business cycle*  . . . . . . . . . . . . . 133
Bank capital ratios*  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 134

Conventions used in this Report

e estimated
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Differences in totals are due to rounding.
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71st Annual Report

submitted to the Annual General Meeting 
of the Bank for International Settlements 
held in Basel on 11 June 2001

Ladies and Gentlemen,
It is my pleasure to submit to you the 71st Annual Report of the Bank for

International Settlements for the financial year which ended on 31 March 2001.
The net profit for the year amounted to 271.7 million gold francs,

compared with 307.8 million gold francs for the preceding year. Details of
the results for the financial year 2000/01 may be found on page 171 of this
Report under “Net profits and their distribution”.

The Board of Directors recommends that, in application of Article 51
of the Bank’s Statutes, the present General Meeting should apply the sum of
48.6 million gold francs in payment of a dividend of 360 Swiss francs per
share.

The Board further recommends that 44.6 million gold francs be
transferred to the general reserve fund, 3.0 million gold francs to the special
dividend reserve fund and the remainder – amounting to 175.5 million gold
francs – to the free reserve fund.

If these proposals are approved, the Bank’s dividend for the financial
year 2000/01 will be payable to shareholders on 1 July 2001.

Basel, 22 May 2001 ANDREW CROCKETT
General Manager
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