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What is the IFC?

The Irving Fisher Committee (IFC) is aforum for dis-
cussion of statistical issuesthat are of interest to central
banks. The Committee, which derivesitsnamefromthe
great American economist and statistician Irving Fisher,
is part of the International Statistical Institute (1SI).

Objectives

By providing aforum for discussion, the IFC aims at:

* participating in the discussion on adapting statistical
systems to changing requirements;

» promoting the adoption of international statistical
standards and methodologies;

» sharing experience on the development of new statis-
tics and the implementation of new methods of col-
lecting, compiling and disseminating statistical infor-
mation;

 exchanging views between central bankers and aca-
demics on statistical methods and techniques;

« facilitating persona contacts between central-bank
statisticians.

Strategy

Toachieveitsobjectives, the | FC organizes conferences
at which papers are presented. These conferences take
place both inside and outside the framework of thelSI’s
biennial sessions. The conferences are supported by the
publication of the |FC Bulletin, in which conference pa-
pers are reproduced.

What kind of topics are discussed?

Any kind of theoretical or practical statistical subject
that hasarel ationship with the activitiesof central banks
can be considered for discussion. The subjects will
mostly bein the areaof monetary, financial and balance
of payments statistics.

Membership and Structure

In principle, the IFC has no personal members. Central
banks and other institutionsinterested in statistical sys-
temsand statistical techniquesthat haveabearing onthe
collection, compilation and distribution of central -bank
statistics can become members by simple application.
Sofar, morethan 60 central banksand anumber of other
institutions have applied for membership. Members are
entitled to appoint delegates to participate in the IFC’'s

activitiesandto contributeto itsconferences by present-
ing papers.

The prime decision-taking body is the assembly of
members delegates at the “administrative meetings’
that are organized within the framework of theS! bien-
nial sessions. Here the IFC’ s strategy is determined. At
these meetings an Executive Body is elected, which is
charged with the committee’ s day-to-day business and
with the preparation of the “administrative meetings”.
Likewise, at the “administrative meetings’ topics are
proposed for future conferences, and a Programme
Committeeiselected to choose from these topicsand to
organize the conferences.

A Short History

The Irving Fisher Committee (IFC) was established on
the initiative of a number of central banks statisticians
who were attending the ISl Corporate Members Meet-
ing at the 1995 S| Session in Beijing.

In 1997, during the 51st IS Session in Istanbul, the
IFC helditsinaugural meeting. Insidetheframework of
the Istanbul Conference the IFC organized several ses-
sions, on a variety of subjects. At the administrative
meeting an Executive Body was established and it was
decided to start publishing the IFC Bulletin devoted to
the activities of the IFC.

In Helsinki, at the 52nd ISl Session, the IFC pre-
sented a programme comprising an invited papers ses-
sion and a contributed papers session on “ Globalisation
of Marketsand Cross-Border Holdings of Financial As-
sets’, and a contributed papers session on “The Central
Banks Function in the Field of Statistics’. Further-
more, the Committee held, in co-operation with the
IAOS, asession on “How to measure deregulation”. At
the admini strative meeting, decisions were taken about
the IFC's future strategy. A new Executive Body was
elected and a Programme Committee was instituted.

IFC Bulletin

The IFC Bulletin isthe official periodical of the Irving
Fisher Committee. The Bulletin contains articles and
thetext of papers presented within the framework of the
ISI Conferences. It also sees asitstask the recording of
interesting events concerning Fisher’s life. Institutions
and individualsactiveinthefield of central bank statis-
tics can subscribe to the Bulletin free of charge.
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Programme of the |IFC Conference

Since October 2000, when the previousissue of the IFC Bulletin was published, not much new in-
formation on the Seoul Conference has emerged. There are afew changesin and additionsto the
programme of the I FC sessions, which have beenincorporated in the scheme on the next page. Par-
ticulars on the Invited Papers Session are shown on page 8.

Just beforethisnumber went to press, we got somefirst information on part of thetime schedul e of
the IFC sessions:

Invited Papers Session No 30 23 August 2001, 15:45 — 18:00
“Financial Stability Statistics”

Administrative Meeting Irving Fisher 24 August 2001, 11:45-13.15
Committee

Wewereinformed that the time schedule for the Contributed Papers Sessionswill only be avail-
ablein May or June.

We adviseyou toregularly visit the Web site of the conference (http://mwww.nso.go.kr/isi2001) to
acquire the necessary information in time and to register for the conference.

Any important new information will also be published in the section “Latest News’ of the IFC
Web site (http://mww.ifcommittee.org).

Deadlines

We remind those who want to present a paper in any of the IFC sessionsthat final versions of (in-
vited and contributed) papers must be submitted to both the organiser of the session and the Secre-
tary of the Irving Fisher Committee before 22 April 2001.

Publication in IFC Bulletin

For publication in the IFC Bulletin, final versions of papers must be put at the Editor’ sdisposal —
preferably by e-mail —immediately after the conference, at the latest. Although papers submitted
for presentation at the conference should not exceed 4 pages (invited papers) or 2 pages (contrib-
uted papers), no upper limit is set to the length of the versionsto be published inthe IFC Bulletin.
Indeed, authors are encouraged to send more comprehensive versions of their papersto the Editor
of this Bulletin.

IFC Bulletin 8 — March 2001



IRVING FISHER COMMITTEE

Provisona Programme of the IFC Conference
within the framework of the 53rd ISl Session

Seoul, 22-29 August 2001

Invited Papers Session No 30
“Financial Stability Statistics’
23 August, 15:45—-18:00

General theme:
Recent developmentsin statistical requirementsfor financial stability, and their use

Organiser: Philip Turnbull (Bank of England)
Chair: Philip Turnbull (Bank of England)

Session 1: The perspective of international organisations
Paper: Paul van den Bergh (BIS) and Charles Enoch (IMF)

Session 2: The perspective of a central bank of a developed country
Paper: Sarah Wharmby (Bank of England)

Session 3: Monitoring statistics for financial stability of a small opened economy
Paper: Sunny Y ung (Hong Kong Monetary Authority)

Discussants: Jean-Marc Israél (ECB)
Federico Signorini (Bancad'Italia)

Contributed Papers Session No 153

“The M easurement of External Debt and Exter nal Reserves’

Organiser: Carol S. Carson (IMF)
Chair: Carol S. Carson (IMF)

Papers:  Paul van den Bergh and Carol S. Carson
“Introduction and Update in the Field”

Daniel O. Boamah (Central Bank of Barbados)
“ The Measurement of Foreign Reserves: Three Carribean Examples”

Petr Vojtisek (Czech National Bank)
“ The Measurement of External Debt and Reserves: The Czech Experience”

Jean-Marc Israél (ECB)
“ Compilation of External Debt and External Reserve Satistics’

Elena Pak (Central Bank of Russia)
“ The Measurement of Exter nal Debt and Exter nal Reserves. The Russian Fed-
eration Experience’

IFC Bulletin 8 — March 2001



ABSTRACTS OF PAPERS

Organiser:
Chair:

Papers:

Contributed Papers Session No 152

“Collection of Financial Data from Companies:
Statistics and I nter national Accountancy Standards’

Satoru Hagino (IMF)
Jozef Olevaski (National Bank of Poland)

Satoru Hagino (IMF)
“New Monetary and Financial Satistics and International Accounting
Sandards’

Susan Hume Mclntosh (Board of Governors of the Federal Reserve)
“ Treatment of underfunding of pension funds’

Kiyohito Utsunomiya (Bank of Japan)
“ Impacts of recent financial innovations on the measurement of income”

Chris Wright (Bank of England)
“ Measurement of commissions of brokers’ or
“ Fair valuemethod ininter national accounting standardsand rel ated issues’

L.V. Voronova (National Bank of Ukraine)

Ghidlain Poullet (National Bank of Belgium)
“ The non-resident question and the national statistics’ .

Contributed Papers Session No 154

“The Relationship between Central Banks and Statistical I nstitutes’

Organiser:
Chair:

Papers:

Bart Meganck
Mediyamere Radipotsane (Bank of Botswana)

Gregor Bajtay (National Bank of Slovakia)
Assad Mongjemi (Bank Markazi Iran)
Eva-Maria Nesvadba and Aurel Schubert (Oesterrei chische National bank)

Mediyamere Radipotsane (Bank of Botswana)
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IRVING FISHER COMMITTEE

ISI INVITED PAPERS SESSION 30
“FINANCIAL STABILITY STATISTICS’

OUTLINE OF SESSION AND TITLES OF PAPERS/PRESENTATIONS

Version as at 22 November 2000

GENERAL THEME:
Recent developmentsin statistical requirementsfor financial stability, and in their use

INTRODUCTION: 10mins

Philip Turnbull, Head of Monetary and Financial Statistics Division
Bank of England

Tel: 44207601 4311, Fax: 44 20 7601 3334

E-mail: philip.turnbull @bankofengland.co.uk

SESSION 1: Theperspectiveof inter national organisations 2x20mins

Paul Van den Bergh, Head of Information, Statistics and Administration.
Bank for International Settlements

Tel: 41 61 280 8432

E-mail: paul.van-den-bergh@bis.org

AND:

Charles Enoch, Statistics Division

International Monetary Fund

Tel: 00 1202 623 5372

E-mail: cenoch@imf.org

Abstract: Page 11

SESSION 2:  Theper spectiveof acentral bank of adeveloped country 30mins
Sarah Wharmby, Monetary and Financial Statistics Division,
Bank of England
Tel: 44 20 7601 5573
E-mail: sarah.wharmby@bankofengland.co.uk

Abstract: Page 11

SESSION 3:  Monitoringstatisticsfor financial stability of asmall opened economy 30mins
Sunny Yung, Hong Kong Monetary Authority
Tel: 00 852 2878 8196
E-mail: sunny WS YUNG@hkma.gov.hk

Abstract: Page 12
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ABSTRACTS OF PAPERS

DISCUSSANTS:

2x5mins

Jean-Marc Israel, Head of Balance of Payments
Statistics and External Reserves Division, DG Statistics,

European Central Bank
Tel: +49 69 1344 7686 (fax 7693).
E-mail: (jean-marc.israel @ech.int).

Federico Signorini, Statistics Division,
Bancad'Itaia
Tel: + 39 06 4792 3713

E-mail: signorini.luigifederico@insedia.interbusiness.it

OPEN DISCUSSION FROM THE FLOOR

15mins

Philip Turnbull, Organiser and chair of session

Bank of England.

IFC Executive Body and Programme Committee

Mariusvan Nieuwkerk (Chairman)

Deputy Director

De Nederlandsche Bank

P. 0. Box 98

1000 AB Amsterdam, Netherlands

Tel.: +31-20-524 3337 Fax: +31-20-524 2526
E-Mail: m.van.nieuwkerk@dnb.nl

Bart Meganck (Secretary)
Directorate B

Eurostat

Batiment Jean Monnet

Rue Alcide de Gasperi

L-2920 Luxembourg

Tel.: +352-4301-33533

Fax: +352-4301-34150

E-Mail: bart.meganck@cec.eu.int

Hansvan Wijk (Editor IFC Bulletin)
Burg. s Jacoblaan 63

1401 BP Bussum, Netherlands
Tel./Fax: +31-35-6931532

E-mail: wucwo@wxs.nl

Adviser: Paul van den Bergh

Bank for International Settlements

Monetary and Economic Department

4002 Basle, Switzerland

Tel.: +41-61-2808432 Fax: +41-61-2809100
E-Mail: paul.van-den-bergh@bis.org

Carol S. Carson

International Monetary Fund

Statistics Department

700 19th Street, NW

Washington, DC 20431, USA

Tel.: +1-202-6237900 Fax: +1-202-6236460

E-Mail: ccarson@imf.org

Satoru Hagino

International Monetary Fund
Statistics Department

700 19th Street, NW
Washington, DC 20431, USA
shagino@imf.or

Jézef Olefiski

National Bank of Poland

Department of Statistics

Ul. Swigtokrzyska 11/21

00919 Warsaw, Poland

Tel.: +48-22-6531713 Fax: +48-22-6532263

E-Mail: nbpds@tel bank.pl

M ediyamer e Radipotsane

Bank of Botswana

P. O. Box 712 Gaborone, Private Bag 154
Khama Crescent

Gaborone, Botswana

Tel.: +267-3606239 Fax: +267-309015
E-Mail: radipotsanem@bob.bw
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ABSTRACTS
I

FINANCIAL STABILITY STATISTICS

The Perspective of International Organisations

Paul van den Bergh (BIS
Charles Enoch (IMF)

Developmentsin international financial markets have always been monitored closely by the cen-
tral banking community meeting at the Bank for International Settlements. Following the emer-
gence of the so-called euro-dollar market in the early sixties, initiatives were taken to collect and
publish relevant statistics on theseinternational banking markets. Over time the geographical and
analytical coverage of these statistics have been expanded, most recently toinclude measurements
of banks' exposures on a consolidated and ultimate risk basis. As aresult of the growing impor-
tance of capital, derivatives and foreign exchange marketsin the last two decades, statistics have
also been collected and published for these areas. The Bl S statistics on international financial mar-
kets are an invaluable source of information for policy makers and financial market participants
alike. However, with the ever increasing pace at which financial markets move andinnovate, con-
stant efforts have to be made by the Bl S and the Basel-based groupsto improve thetimelinessand
coverage of the international financial statistics

Part 2 of the paper from Charles Enoch will present abrief discussion of the results of asurvey of
macro-prudential indicators (MPIs). An extensive questionnairewas sent in June 2000to all IMF
member country central banks (for onward transmittal also to other agencies and market partici-
pants), aswell as someregional organizations, asking for views on the usefulness and availability
of arange of MPIs. Replies were received from around 120 countries.

The Perspective of a Central Bank of a Developed Country

Sarah Wharmby (Bank of England)

The 1997/8 Asian financial crisis provided afocusfor central bankers' thoughts on global finan-
cial stability issues, and an impetusto re-examinethe use of statisticsinthisarea. Thisarticlewill
look at the datasets available, their relative advantages and deficiencies, and recent initiativesto
use these series to address key issues in financial stability analysis. A range of work in thisarea
will be covered, including the UK contribution to theinternational work on Macro Prudential Indi-
cators, but thearticlewill focusonthe International Banking series, for which we have comprehen-
sive datasets, and how these can be used to address financial stability issues. This will include
looking at different approachesto measuring risk and how to view and interpret such measuresin
the context of London as amajor financial centre.

IFC Bulletin 8 — March 2001
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Monitoring statistics for financial stability of a small
opened economy

unny Yung (Hong Kong Monetary Authority)

Thefinancial crisesin 1998 have stimul ated renewed interest from the public sector, the academia
and theinternational financial community to review and find waysto improve transparency of fi-
nancial marketsand capital flows. Therehasbeen abroadinternational consensusthat theneed for
more timely and better quality statisticsin these aspectsis pressing, yet views remain divided on
how practically this could be achieved. This paper will examine the recent developmentsin this
aspect from the perspective of a small-opened economy. It will consist of three major parts.

» Experience of the 1998 financial turmoil.

» The concerns of small-open economies.

* Strengthening the domestic monitoring framework and fostering regional co-operation.

EXTERNAL DEBT AND EXTERNAL RESERVES

The Measurement of Foreign Reserves.
Three Caribbean Examples

Daniel O. Boamah (Central Bank of Barbados)

Foreign exchangereservesarefinancial instrumentsat the disposal of monetary authoritiesfor the
primary purpose of financing international payments imbal ances.

Foreign assets in most countries are decomposed into two broad components: those of mone-
tary authorities and those of commercial banks. The former usually consist of holdings of mone-
tary gold, claims on non-residents, special drawing right, reserve position in the Fund and the use
of Fund Credit. Whether or not aforeign asset should beincluded inacountry’ sforeign reservesis
dictated by twointernationally accepted criteria: “effectivecontrol” and“ availability” . Themone-
tary authorities should not only have“ effective control” over the asset but it should also be“ avail-
able” to meet a balance of payments (BOP) need.

The Central Bank of Barbados, Jamaicaand Trinidad and Tobago have used slightly different
approaches to identify reserve assets over time. For instance, Barbados includes amounts receiv-
able from the Caricom Multilateral Clearing Facility (CMCF), which became bankrupt in 1983,
but Trinidad and Tobago does not include that and any other loans to its Caricom neighbours. Ja-
maica s net foreign position excludes the Central Bank’s medium term liabilities, but such
borrowingsareincluded in Barbadosforeign position. Additionally, Jamaicaand Trinidad and To-
bago have moved from regimes of fixed exchange rate systemsto floating rate systemssince 1991
and 1993, respectively.

This paper seeks to document and discuss the alternative approaches to the measurements of
foreign reserves in the three countries and assess how they conform to BOP accounting proce-
dures. Following this, the paper discusses how changes in the exchange rate regimes have im-
pacted on theidentification and measurement of reserve assetsin Jamaicaand in Trinidad and To-
bago. Finally the paper looksat trendsin thenet international reserves, and net foreign positions of
the three countries to provide a synopsis on the adequacy of foreign reservesin relation to the re-
spective countries’ level of imports.

12
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ABSTRACTS OF PAPERS

Compilation of External Debt and
External Reserve Statistics

Jean-Marc Israél

External debt — The Board of Executive Directors of the International Monetary Fund (IMF)
agreed in December 1998 on refinements of the Special Data Dissemination Standard (SDDS). As
aresult, the IMF s Board introduced (i) the International 1nvestment Position (11P) as a compul-
sory category of the SDDS asfrom end-June 2002 —and subsequently end-September 2002" — (for
datareferring to end-2001); and (ii) aseparate SDDS data category for external debt. With regard
to(ii) external debt statistics, these should mainly consist of thecomponentsof thellPliabilities. In
addition, the introduction of further breakdowns, such as residual maturity, currency breakdown
and off-bal ance-sheet positions was recommended. External debt dataare to be disseminated on a
quarterly basis with a one-quarter time-lag from 2002 onwards.

Although the SDDS requirements do not impose direct obligationswith regard to the compila-
tion of euro areastatistics, the Directorate General Statisticsof the ECB intendsto comply within-
ternational standardson euro areastatisticsto the greatest extent possible. Moreover, the ECB con-
sidersthat for industrialised countries/regions, such asthe euro area, the dissemination of external
liabilities (debt) ismeaningful only in conjunctionwith dataon external assets, asmany of thedebt
positions, especially the very short-term ones, are offset by corresponding assets. Therefore, the
approach of using theliabilitiesside of thellPfor the compilation of external debt statisticswas, in
principle, regarded as useful by the ECB.

However, thiswould only be possible if participating Member States' data were provided to
theECB inaform permitting theexternal assetsand liabilitiesof theeuro areato be compiled sepa-
rately (“step 2data’), whichisnot currently thecase. Theeuro areal Pis, at present, compiledona
net basisrelying on aggregated national data (i.e. including the euro areaMember States' national
net positions vis-a-vis the rest of the world, assuming that intra-euro area positions cancel each
other out, whichisnot certain). Full implementation of step 2 datain al instrumentsis envisaged
for end-September 2002 (for datareferring to end-2001). Furthermore, the compilation of a euro
areallPonaquarterly or semi-annual basiswas not regarded asapriority by themajority of Mem-
ber States. Consequently, the ECB could only derive quarterly external debt figures by simply ac-
cumulating quarterly b.o.p. flows and the latest real stock data available.

External reserves— Since April 1999, the ECB has required and published monthly data on the
stock of international reserves held by the Eurosystem (the ECB and the 11 participating national
central banks). Thedefinition of the Eurosystem’ sreserve assets, which was approved by the Gov-
erning Council of the ECB in March 1999, is consistent with the guidelines outlined in the 5th edi-
tion of the IMF Balance of Payments Manual (BPM5). The reserve assets of the euro area consist
of the Eurosystem’ sreserve assets, i.e. the ECB’ sreserve assets and the reserve assets held by the
national central banks of the participating Member States. Reserve assets must (i) be under the ef-
fectivecontrol of therelevant monetary authority, whether the ECB or the national central banks of
the participating Member States; and (ii) refer to highly liquid, marketable and creditworthy for-
eign (non-euro) currency-denominated claims on non-residents of the euro area— or gold, Special
Drawing Rights (SDRs) or the reserve positions in the IMF of the participating national central
banks. This definition expressly precludes foreign currency claims on residents in the euro area
from being regarded as reserve assets either at the national or at the euro arealevel.

Although governments may hold working balances in foreign currencies, foreign exchange
positionsof central governmentsand/or Treasuriesare not included inthereserve assetsdefinition
for the euro areain accordance with the institutional arrangementsin the Treaty establishing the
European Community. Reserve assets data are compiled on the basis of the information provided
by the accounting or operations departments of the national central banks forming part of the
Eurosystem and of the ECB.

In addition, each month the ECB compiles and publishes on its website Eurosystem and ECB
dataoninternational reservesand other related assetsand liabilities, in linewith thetemplate enti-
tled “ International reservesand foreign currency liquidity”, which was set out in early 2000in the
IMF' s SDDS. This information covers not only data on reserve assets, but also data on the re-
serve-related liabilities of the Eurosystem.

1 In March 2000, additional requirements were endorsed by the Board of Executive Directors, while it was consid-
ered that the timeliness for 11P would be more realistic if it were extended to a nine-month time lag.

IFC Bulletin 8 — March 2001
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The Measurement of External Debt and
External Reserves:
The Czech Republic Experience

Petr Vojtisek (Czech National Bank)

The Czech National Bank (CNB) isresponsiblein the Czech Republic for measuring external debt
and external reserves and for compiling the balance of payments and the international investment
position. The CNB isallowed to demand dataon flowsand on assetsand liabilitiesfor thispurpose.

Theinformation on external debtisavailableinthreevariables. Thefirstistheinternational in-
vestment position, whichincludesall external liabilities. The second, external debt, representslia-
bilities excluding equity capital and equity securities. All thisinformation is published quarterly.
External debt is broken down as follows: by convertible and non-convertible currencies, by
short-term and long-term debt according to original maturity, and by debtor and creditor sectors.
Dataare collected fromthe central bank, banks, brokers, the government and non-financial institu-
tions. Thethird variableisdebt service. Thiscoversliabilitieslonger than oneyear broken down by
debtor and creditor sectors and by year. The data are collected from all banks and from selected
non-financial ingtitutions.

The data on external reserves are published monthly. Since April 2000 they have been pub-
lishedin accordancewith the Special Data Dissemination Standards. Themain sourcesarethe bal-
ance sheet and dealings of the central bank.

The CNB usesthedataon external debt and reservesfor analytical purposes, especialy inrelative
terms. The external debt and reserves figures represent most of the “early warning” indicatorsin
the external sector. These indicators are broken down into four parts:

1 Indicatorsof external imbalance
* ratio of current account deficit to GDP,
« ratio of balance of trade deficit to GDP,
* current account deficit financing by non-debt inflow (foreign direct investment).

2 Debt indicators
* ratio of debt to GDP,
* ratio of debt service to exports of goods and services,
* ratio of debt serviceto GDP,
* international investment position.

3 Liquidity indicators
 coverage of highly mobile debt (debt service plus short-term debt) by external reserves,
* ratio of external reservesto money supply,
» external reserves relative to three months' imports of goods and services.

4 Other indicators
« nominal effective exchange rate,
« real effective exchange rate.

Theseindicatorsaremonitoredintwoways. Their development isanalysed and, where applicable,
their current trend is compared with the sensitive level. The sensitive level for each indicator is
based on prevailing standardsininternational markets(e.g. 40%for theexternal debt/GDPratio).

The Statistics Department of the CNB isresponsiblefor statistical activitiesin the balance of pay-
mentsarea. It coversmethodol ogy, collection of information from banksand non-financial institu-
tions, datapublication according to afixed calendar and presentation of selected datafor analytical
purposes within the central bank

14
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ABSTRACTS OF PAPERS

THE RELATIONSHIP BETWEEN CENTRAL
BANKSAND STATISTICAL INSTITUTES

The Relationship between Central Banks and
Statistical Institutes

Eva-Maria Nesvadba and Aurel Schubert (Austrian National Bank)

Central banksand statistical insritutes are natural partnersin the production of information on the

state of the economy.

» They haveto find adivision of labour that builds on the comparative advantages of the respec-
tiveingtitutions.

« Thetwo institutions have to work in a complementary way and should not compete with each
other.

 ltisintheinterest of the respondents as well as of the tax payers that redundancies are being
avoided.

» The central banks should concentrate on the financial statistics while the statistical institutes
should focus on the rea side of the economy .

* InAustria, anewly enacted Statistics Act 2000 aswell asareorgani sation of the national statisti-
cal institute could form the basis for aredefinition of the relationship of the two statistics-pro-
ducing institutions.

IFC Bulletin 8 — March 2001
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ARTICLES
I

Securities market statistics
from the standpoint of a central bank

The experience of the Banco de Espana

Miguel Angel Menéndez
Beatriz Sanz

lintroduction

Thecompi lationof complete, reli ableandrel atively timely (inrespect of theperiodtowhich they
refer) statisticsonissuesand holdingsof securi tiesby resi dentsin Spain, thestudy of their char ac-
teristicsand, generally, theex planationof devel opmentson Spanishsecuri tiesmark ets have all
beenacentral concernof theBanco de Espafiasinceamonetary pol icy inthetruesenseof theterm
wasfirst pur sued in the sec ond half of the sev enties. There were three main reasonsfor thiscon-
cern: a) thewish for in-depth knowl edge of Spanish securi tiesmar ketsasthese de vel oped and
grew, asafur ther facet of theknowl edgethat all central banksshould haveonthefi nancialsystem
inwhichthey op er ate; b) the very pur suit of an activemon etary pol icy by the Banco de Espafia,
whichrequired sound know! edgeof securi tiesmar ketsasanel ement for proper assessmentof the
monetary pol icy transmissionmechanism®; andc) thepreparation of thefi nancial accountswhich
theBanco de Espafiaun der took asfromthelatesev enties, themainaimof whichwastoact asa ba
sisfortheanal y sisof theinter-sectoral fi nancial imbal ancesinthe Annua Report ontheSpanish
economy and of thelevel of indebt ed nessof thenational economy andthevari oussectorscompris
ingit, madesecuri tiesstatisticsapiv otal com po nent for analysing stocksand flowsof inter-sec-
toral fi nancing.

Thesethreereasonswereim por tant enough to con vincethe Banco de Espariato un der takethe
task of compil ingqual ity statisticsonsecuri tiesmar ketsasfromtheonset of theeight ieswithouta
legal provi sionexplicitlyrequiringthishavingbeenpromul gated. Infact,itwasnotun til theenact
ment of Law 13/1994, of 1 June, on the Au ton omy of the Banco de Espafia, that there was an ex-
plicitref erenceforthecentral bankto“compileand publishstatisticsrelatedtoitsfunctions’. The
updatingof thislegislationasaresult of thestart of Monetary Union(Law 12/1998, of 28 April) es-
tab lishesasone of thetasks of the Banco de Espafiathat it shall “com pileand publish statigicsre-
latedtoitsfunctionsandassistthe ECB inthecom pi lation of thestatisti cal infor mat ion needed for
theful fil ment of theESCB’ sfunctions” Arti cle 7(5)(f)]. Prior totheLaw of Autonomy, thefunc-
tionsof theBanco de Espafiawerelaid downinAr ti cle 3 of Law 30/1980, of 21 June, ontheregu la
tionof itsgov erningbodies, inwhichtherewasnoex plicit mention of thecompi lation ofstatistics.
Nonetheless, theneedfor statisticslogi cally arosefromtheother functionsof thecentral bank, in
par ticular thesu per vi sionof creditinsti tutionsandtheimplementation of monetary pol icy .2

1 Indeed, fromthemid-eighties, when Spainfirstbegantoundergointensefi nancial innovation (linked to thede vel-
opmentofthemar ketsfor publicdebt, ini tially, andfor short-termpri vatesecuri ties, sub sequently), tothemid-nine
ties,whentheBancodeEspanaaban donedthemonetarypol icyframeworkbasedonthecontrol o fthemonetaryag
gregates,theavail abil ityof accuratedataonsecuri tiesmar ketswasessential inor der toassesscor rectlythemone
tary pol icy beingimplemented by the Banco de Esparia.
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Currently, thelegal basisfor compiling statisticsisto befound, apart fromin Law 13/1994 on
the Autonomy of the Banco de Esparia, in the Spanish Administration’ sfour-year Statistical Plans.
Theseinclude, as part of the General Statistics of the Nation, the Financial Accounts, the Balance
of Payments and the International Investment Position compiled by the Banco de Espafia. More-
over, the Banco de Espaiia, asamember of the ESCB, isobliged to compile and make available to
the ECB the statistics the latter deems necessary for the proper conduct of monetary policy in the
euro area. Among these statistics, the ECB has stipul ated thoserel ating to euro areasecuritiesmar-
kets (euro arearesidents’ issues, in both euro and other currencies, and those by non-residentsin
€euro).

Adgainst this background, the aim of thisarticleisto document the experience of the Banco de
Espaniain compiling securities statistics. The articleisthus organised in five sections, in addition
to this introduction. One of the qualities securities statistics compilers should have is a sound
knowledge of the markets, operations and agents through which securities activities are con-
ducted. Inthis connection, section 2 summarisesthe key events occurring in the Spanish financial
system sincethelate seventiesthat have contributed to the devel opment of the securities markets,
and it details how, in parallel, the Banco de Esparia has set about compiling the related statistics.
Section 3 analysesthe current status of these statistics, their main characteristics and their limita-
tions. Section 4 discussestheintegration of securities statisticsinto thefinancial accounts, afactor
which has added internal consistency to these statistics. Next, section 5 examines the work under
way withinthe ECB to devel op andimprovethequality of thesestatistics. Thearticlefinaliseswith
summary and conclusions in section 6.

2 The different stages of development of the securities markets and of the
compilation of securities statistics by the Banco de Espafia

Securitiesmarketsin Spain did not devel op and grow until theeightiesonce, at theend of theprevi-
ous decade, the foundations had begun to be set in placeto free the Spanish financial system from
theregulatory stranglehold that had impeded its development. Indeed, the main elements charac-
terising thefinancial systeminthefirst half of the seventieswere, firstly, firm Stateinterventionin
economic activity, exerted through awelter of rulesand regulationsincluding most notably, asfar
asthisarticleis concerned, the obligation for credit institutions to meet compulsory ratiosviain-
vestment in public and private securitiesand viaspecia |oans, the aim of which wasto extend priv-
ileged finance at lower-than-market rates to specific economic activities and companies. In ex-
change, credit institutions could automatically pledge at the Banco de Espafiathe public debt held
by them and avail themselves of the rediscounting of private bills at the central bank. Secondly,
there was no active monetary policy; asaresult, the Banco de Espafialacked the necessary instru-
mentsto enableit to drain off theliquidity generated automatically by the arrangementsfor public
debt pledging and therediscounting of bills. Thirdly, private bankswereclosely linked toindustry.
Thiswas reflected by the predominance of bank credit in the non-privileged financing of compa-
nies and by the fact that, in the scant medium and long-term fixed-income securities issues by
banks, these ensured their liquidity where necessary. Together with the relatively high costsin-
curred in transactions both on the primary and secondary markets, this prevented the devel opment
of the markets. Finally, during those years the Spani sh economy was almost completely closed to
the foreign sector.

In 1974 the Government announced itswish to set an orthodox monetary policy based on the
control of liquidity in place, capableof redressing theintenseinflationary processthat had progres-
sively taken hold and which had rai sed consumer-priceinflation from an average of around 4% in
the period 1965-69 to 11% between 1970 and 1974, with afigure of 18%for thelatter year®. None-
theless, not until 1977 did the Banco de Espafia, theinstitution entrusted with monetary implemen-
tation, equip itself with the tool s necessary to control liquidity®; until 1980 the Bank had no auton-
omy intheimplementation of monetary policy; and until 1982, withthe creation of Monetary Reg-
ulation Certificates, theinstrumentsfor absorbing liquidity were not reinforced. Besidesthese de-

2) In this connection, the 1962 |egislation on the nationalisation and reorganisation of the Banco de Espafia estab-
lished that, in connection with itsfunctions as an adviser on and executor of monetary policy and credit, banks (in-
cluding Sate-held entities) and savings banks would report accounting information to the Banco de Espafia. Fur-
ther, thisLaw established that the Banco de Esparia coul d request statistical data of other entitiesand institutionsin
order to conduct statistical studies.

3) The inflation figure peaked at 26.5% in 1977.

4) Among thesetool swasthedistribution of |oansto credit institutionsto extend liquidity to the system by means of ten-
ders, compared with the procedurein forceuntil then consisting of all ocating such loanson the basisof eachinstitu-
tion’s own resourcesl.
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cisions, others were adopted in this period to reorganise and liberalise the markets. The events
which, thereafter, most contributed to the devel opment of securitiesmarketswere: thecreationof a
Public Debt Book-Entry System in 1987, the administration of which was entrusted to the Banco
de Espafia; the creation of the A ssociation of Securities Dealers[Asociacion delntermediariosde
Activos Financieros (Al AF)], alsoin 1987; the promul gation of Law 24/1988, of 28 July, on the se-
curities market; and the inception of the markets for financial derivativesin 1989°. A discussion
follows of the content of all these measuresin termsof their contribution to the expansion of secu-
rities markets and the statistics which, in step with this expansion, have been compiled by the
Banco de Espafia.

2.1 Theinitial stage of the development of securities markets

The new system of monetary implementation adopted in 1977 marked the start of the expansion of
the interbank market which, at a subsequent stage, contributed notably to the development of the
public debt market. That same year, the government decided to commence issuing medium and
long-term public debt at market rates; it continued the procedureit had initiated some yearsback of
exchanging pledgeable for non-pledgeabl e debt; and 18 months later, it did away with the system
of rediscounting billsinthe Banco de Espafia. Subsequently, 1981 saw thefirst issue of short-term
securities (Treasury notes), which cameinto being endowed with the possibility of taking theform
of an electronic accounting record (book entries)®. Despite all these measures, securities markets
developed very slowly sincethe burden of the compulsory ratiosand, therefore, the accessto privi-
leged financing by major economic sectors and companies was still at that time very important.
Thus, in 1984 theinvestment ratio, set on the borrowed funds of banks, was still between 25% and
22% (depending on the kind of banks) and for savings banksit still stood at close to 40%, despite
having been reduced considerably’. It was necessary towait until January 1989 beforethe govern-
ment finally decided to eliminatetheseratios, phasing them out over the period to end-1992. None-
theless, it should beclarified that, inthelast sevenyears of their existence, theratioswereaimed at
supporting the expansion of public debt, the markets for which were growing very slowly. Infact,
although the government began issuing medium and long-term public securities at market ratesin
1977, and short-term instrumentsin 1981, the proportion of general government debt covered by
theseinstrumentswasonly 16% at end-1982. Andthisdespitethefact that, inthisperiod, outstand-
ing general government debt asa percentage of GDProsefrom 13.5% to 28% (see Charts 1 and 2).
Consequently, most of the growing budget deficit of the Spanish economy had to be financed with
non-marketabl e debt and with loans from the Banco de Espafia and, at the close of 1982, both in-
struments accounted for 67% of outstanding general government liabilities.

Public securitiesreally began to take off after 1984 when credit i nstitutions were authorised to
conduct repo transactionsboth on theinterbank market and with thepublicin general, and these se-
curities began to be used to implement monetary policy. Thus, by the close of 1990, the degree of
significance of debt instruments had turned around from the situation prevailing eight years ear-
lier. In 1990, 78% of outstanding public debt wasin the form of public securities and the overall
amount of loansfrom the Banco de Espafiaand non-marketabl e securities accounted for only 11%
(see Chart 2).

On the private securities markets, the outlook in the early eighties was not better than on the
market for public securities. Among the credit institutions in early 1980, only certain types of
banks (theindustrial banks) issued fixed-income securities maturing at over two years, frequently
at around fiveyears, which had tax benefits. At theend of 1980, commercial bankswereauthorised
to issuesimilar instruments called bank bonds, which typically matured after three years. Finally,
as from 1982, medium and long-term mortgage securities began to be issued. Generally, the fact
that theissuing entity would, for all these securities, guaranteetheir liquidity explained the non-ex-
istence of a secondary market, which in turn limited their issuance. Only one of these types of
mortgage securities - mortgage certificates - grew to any extent in the eighties.

Turning to short-term securities, the trading of those issued by specialised credit institutions
(mortgage lending, financing, leasing and factoring companies) received aboost with the creation
of the fixed-income AIAF market. Conversely, those issued by banks, savings banks and credit
co-operatives, which were known as bank promissory notes, were mostly not traded on the mar-
ketsand weretreated rather astimedeposits. Thissituation changed in 1999 when such institutions
began actively to issue short-term securities negotiable on the AIAF market.

5) Other more recent measures that have also contributed to the devel opment of the securities markets have been: the
fiscal reformof 1991 and other, subsequent years, which contributed to the surgein securities mutual funds, and the
creation of securitisationfundsin 1992 (initially only mortgage-backedinstruments, and all other assetsin 1998).

6) Dematerialisation, which underpins the book-entry system and is one of the key aspects of the Law on Securities
Markets, decisively boosted securitiestrading on secondary marketsasphysical securitiesgradually disappeared.

7 The figure had stood at 80 per cent in the early seventiees.
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Asregards non-financial corporations, theinstruments present on the market until thelate sev-
enties took the form of medium and long-term fixed-income issues by State-owned corporations
and electric utilities, all of which were eligible to meet the obligatory investment ratio require-
ments. The early eighties saw two new short-term negotiabl e instruments linked to non-financial
corporations come into being: commercial bills and commercial paper. Commercial bills, which
were also called endorsed bills, came about when abanking institution drew abill onitsown order
and against one of itsclients, normally alarge corporation, which accepted it. Thisinstrument was
actually a substitute for bank credit which was made viaabill instead of aloan contract. Subse-
quently, these billswere endorsed in blank and made availabl e either through the Stock Exchange
or directly tothedeposit clientsof thedrawer institution, which actually converted themintoavery
close substitute for bank deposits. Thereafter, the bill would circulate freely with the letter of
credit. The market grew relatively strongly in the early eighties before declining mid-decade, be-
ing replaced by that for bank billsand commercial paper. Boththelatter are short-terminstruments
issued at adiscount by credit institutions and non-financial corporations of a certain size, respec-
tively.

Throughout this period, the compilation of securities statistics could be described as a
“hand-made” process, owing to the scant I T resources then in place. Thus, the medium that acted
as a basis for obtaining and storing the required information was initially paper, and the main
sourcesfor public securities were provided by the Directorate General of the Treasury and Finan-
cia Policy of the Ministry of Finance. This was because, at that time, it was this government
agency which hadto authoriseall issuesof such securities. Inaddition, direct information wasused
from issuers themselves, such as the Autonomous (Regional) Governments and Local Govern-
ments. Regarding credit institutions, theinformation on securitieswas essentially fromtherelated
issuance prospectuses, from Stock Exchange gazettes, from the former Instituto de Crédito a
Medioy Largo Plazo (Medium and Long-Term Credit Institute) of the aforementioned Directorate
General of the Treasury and Financial Policy and from the balance sheetsand supplementary state-
ments thereto which these institutions were obliged to report to the Banco de Espafiafor supervi-
sory purposes. As to issues of fixed-income securities and shares via the Stock Exchanges by
non-financial corporations, these were obtained (up until the 1988 securities market reform) di-
rectly from the daily gazettes published by the Stock Exchanges.

Inthelight of such rudimentary resources, the Banco de Espaiiaaddressed, intheearly eighties,
the creation of a security-by-security database and constructed time series, in most cases back to
theearly sixties. In additionto the above-mentioned sources, datafrom commercial supplierswere
used. The concern of the Banco de Espafiafor these statistics at that time was patent in theway in
whichit tackled thecompilation of dataonthecommercial paper market. The Banco de Espafiade-
vised a questionnaire aimed at issuers (then mainly large State-owned corporations and electric
utilities) and requested it be completed on a monthly basis.

The data set compiled and disseminated in the Banco de Espafia’ s monthly Boletin estadistico
of all these statistics was, from the outset, most complete. Within each group of issuers, break-
downswere provided by type of instrument and by various features thereof, namely: grossissues,
redemptions and net issues, interest rate or yield at issue, and trading on the secondary market. In
respect of the equity market, data were also furnished on share price indices by sector and divi-
dend/priceratio of the electric utilities, which were then the biggest group of non-financial corpo-
rations listed on the stock market.

2.2 Thecreation of the Public Debt Book-Entry System

Thefirm resolve of the Government to finance the budget deficit with market instruments and the
momentum gathered by public securitiesoncerepo transactionswereauthorised in 1984 prompted
the authoritiesto reorganisethe public debt marketsin the spring of 1987 by means of the creation
of abook-entry system for public debt. Characterising this system isthe fact that securitiesare not
in paper form but dematerialised as simple entriesin el ectronic accounting records. The purchase
and holding of securities under this system is unrestricted and open to any type of investor. How-
ever, only certain intermediaries can hold accounts under their namein the Public Debt Book-En-
try System (PDBS). Virtualy all financial intermediarieswho are duly listed in the official regis-
ters can be account holders (market members), as can too the international financial agencies of
which Spainisamember and the central banks of the member countriesof thelnternational Mone-
tary Fund®. Other non-member investors have to hold their securities in the accounts of duly
authorised entidades gestoras (registered dealers). Only banks, savings banks, credit co-opera-
tives, official credit institutesand securiti es-deal er compani esand securitiesagenciescan beregis-

8) Since 1999 financial institutions without a permanent establishment in Spain can al so be market members, ascan,
from 2001, certain general government agencies.
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tered dealers. Inturn, there are different types of registered deal ers. Within the group of so-called
full-capacity registered dealers’ is a sub-group called market-makers, whose main task isto pro-
vide liquidity to the wholesale segment of the market.

By meansof therelated |egal provisions, therequirementsto bemet by financial intermediaries
and other institutionsto gain accessto PDBS market membership and to acquire statusasaregis-
tered deal er or market-maker™® were established and updated. For the purposes of this article, the
obligations of registered dealers include most notably the direct notification to the PDBS of the
stocks of each security relating to non-members; keeping record of each transaction entered into
with its customers or those operations which, transacted by said customers, affect the stock of
book-entry debt; and the weekly communication of the daily breakdown of these records.

Thetypesof transactionsthat can be conducted through the PDBS arewidely varied and cover:
outright spot and forward transactions, set-date or on-demand transactions with a repurchase
agreement and repos involving simultaneous spot and forward transactions, with futures and op-
tionscontractsbeing regulated in early 1989. Since mid-1997, there has been the added possibility
of trading in government bond strips, apossibility progressively extended to the other i ssues nego-
tiated on the PDBS.

The boost given by this system to the market for public securities was substantial. Traded on
thismarket today are not only the securitiesissued by the State but al so thoserelating to 12 Auton-
omous (Regional) Governments (of atotal of 17in Spain™') and several State-controlled agencies.

From the standpoint of the compilation of statistics, theinception of the book-entry system has
proven pivotal since, through it, the Banco de Espafia hasfull accessto information onissuesand
virtually full accessto that on secondary market operations'2. Thesignificanceof thisisclearifitis
bornein mind that, over the past ten years, between 60% and 75% of thetotal outstanding stock of
securitiesother than shares, except financial derivatives, issued by Spanish residents (general gov-
ernment, financial intermediaries and non-financial corporations) has related to public securities
of the Banco de Espafia Book-Entry System. On the secondary market, the turnover of book-entry
fixed-income securities accounts for virtually 100% of total tradesin Spain.

2.3 Theestablishment of the Association of Securities Dealers

At the beginning of the 1980s, the financing of Spanish non-financial corporationswas centred on
bank lending. Private bond issuance wasrigidly controlled, with the former Institute of Medium
and Long-term Lending (Instituto de Crédito a Medio y Largo Plazo) establishing limits, sched-
ulesand interest ratesfor i ssues, whilethe secondary markets suffered from serious organisational
and operational problems, which al so restricted both bond and equity financing.

Against this background, in 1982, Spanish non-financial corporations began to issue, by auc-
tion, short-term discount securities known as commercial paper (pagarés de empresa). At first,
theseissues were made through the stock market. However, given the excessiveregulation and ri-
gidity of thismarket, theissuance and trading of commercial paper began to take place, with nota-
ble success, through direct bank-sponsored channel s between issuers and purchasers. Thisinstru-
ment eventually replaced the corporate or endorsed bills (letras de empresa or letras endosadas)
referred to in section 2.1, once these were included in the reserve base for calculating banks' re-
serve requirements, given that they were clearly substitutes for bank deposits, and because, in
comparisonwith endorsed bills, commercial paper involvedlow costsfor thefirmintermsof com-
missions and taxes.

In responseto the emerging boom inthe commercial paper market, the Banco de Espafia, from
1986, promoted aforum in which the main issuers and most activefinancial intermediariesin this
market could address then main problems that might arise in relation to issuance, collateral, the
secondary market and statistical information. Thisled initially to rules of self-regulation for the
market and subsequently to the establishment in July 1987 of the A ssociation of SecuritiesDealers
[Asociacion de Intermediarios de Activos Financieros, (AIAF)]. This was made up of the main
credit institutions, with most securities-dealer companies and securities agencies eventually join-
ing. The basic objectives of the association were to increase legal certainty, investor guarantees
and market transparency. A decisivestep in thisdirection wastaken in mid-1989 with the creation
of a system for the registration, clearing and settlement of securities known as ESPACLEAR.
These operations are currently carried out through the Al AF Fixed-income Market Clearing and
Settlement System (Sistema de Compensacion y Liquidacion de AIAF Mercado de Renta Fija),

9) These are market members and can operate with non-memberswithout any restrictions.

10)  Thefigureof the market-maker wasre-defined in 1999, and isnow called public debt market-maker of the Kingdom
of Spain, to which group financial institutions without a permanent establishment in Spain may belong.

11) TheRegional Governmentsof Catal oniaand the Basgue Country havetheir ownbook-entry systemfor public debt.

12) A small part of this market has been conducted through the Sock Exchanges since the trading of public debt
book-entry operations via the Stock Exchanges was authorised in 1992.
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which runs the Securities Clearing and Settlement Service (Servicio de Compensacion y
Liquidacion de Valores).

The passing of Law 24/1988 of 28 July 1988, under which the securitiesmarketswerereorgan-
ised, raised the problem of how to fit the AIAF into the securities markets' new organisational
structure. Initially the AIAF was classified as a decentralised, wholesale and unofficia organised
secondary market, on which fixed-income securities fulfilling certain requirements were traded.
One such requirement was compliance with the issuance conditions laid down in the Securities
Market Law, e.g. registering theissue prospectuswith the National SecuritiesMarket Commission
and issuing the securitiesin book-entry form. In 1998, an amendment to thislaw madethe AIAF an
official market. Besides short and medium-term commercial paper, other fixed-income securities
issued by residents are traded on the AIAF market, including ordinary, indexed or mortgage-se-
cured non-convertible bonds, mortgage bonds, certificates and participations, mortgage-backed
bonds and, since 1988, preference sharestoo. Peseta-denominated, generally long-term, fixed-in-
come securitiesissued by non-residents, commonly known as* matador bonds’, are also traded on
this market.

The development of the commercial paper market underwent a tremendous boom between
mid-July 1989 and the beginning of 1991. During thisperiod, owing to the need to control liquid-
ity, the monetary authorities established direct administrative controls over bank lending to the
private sector. Commercial paper became established asthe obvious substitute both for bank credit
(an alternative way to obtain financing) and for bank depositsand other instrumentsfor theinvest-
ment of short-term savings (an alternative for savers). Following thelifting of credit restrictions,
the rate of expansion of this market moderated.

Beforethe AIAF was set up, the Banco de Esparia coll ected statistical information onthe com-
mercial paper market directly from issuers, by sending them questionnaires, as mentioned above,
and al so from formsrequesting information sent to credit institutions, given their activeintermedi-
ation rolein thismarket. Sincetheinception of the Al AF, these data, and al so data on medium and
long-term fixed-income securities, have been obtained directly from thisassociation by electronic
means.

2.4 Thestock exchanges and the reorganisation of the securities markets pursuant to
Law 24/1988 of 28 June 1988

After along gestation process, that began in 1977 when acommission was set up to study the secu-
rities market, reform finally came 11 years later with the passing of Law 24/1988 of 28th June
1988™, Thislaw attempted to respond to thelong-felt need within the Spanish financial systemfor
primary and secondary securities markets that would widen the financing possibilities for eco-
nomic agents and improve the workings of the markets. The law laid down a code of conduct for
market participantsin line with the recommendations of the European Communities, whose cor-
nerstoneswere the protection of investor interests and market transparency. It regul atesthe use of
privileged information and requirestheimmediate rel ease of information on any event or decision
that might affect the price of asecurity. The core elements of the reform were: @) the setting up of
the National Securities Market Commission [Comision Nacional del Mercado de Valores
(CNMV)] which was assigned significant powers to ensure the smooth working of the system; b)
the vesting of the management of the stock exchanges (bolsas de valores) (known, until then, as
bolsas oficiales de comercio) in apublic limited company; and, c) the abolition of individual bro-
kers. The existence of organised futures and options markets was not explicitly envisaged by the
law until its amendment in 1990.

This reorganisation of the securities market also changed the regulation of collective invest-
ment undertakings; they were brought within the ambit of the CNMV (they had previously come
withinthat of the Directorate General of the Treasury and Financial Policy of the Ministry of Econ-
omy and Finance) and adapted to Community law.

The CNMV was set up asaseparate public-law legal entity. It wasassigned thetasksof regul at-
ing, supervising and inspecting securities markets, to ensure the transparency of their operations,
efficient price formation and adeguate investor protection. To thisend, it was granted sanctioning
powers over natural and legal persons operating on the securities markets. Thisingtitutionisalso
reguired to publish all such information as may be necessary to achieveitsgoals. The dissemina-
tion of information on securities markets is very complete and takes place on the Internet
(www.cnmv.es)

The aim of abolishing individual brokers and replacing them by specialised financial institu-
tions, incorporated aspublic limited companiesand call ed securities-deal er companiesand securi-

13) Thislaw hasbeen subject to various amendments, notably in 1990, to include futur es and options marketsasorgan-
ised markets, and in 1998 to transpose various EU directives.
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tiesagencies (sociedadesdeval oresand agenciasdeval ores), wasto adapt the system to thework-
ings of other stock markets and to ensure that brokers had greater resources. The difference be-
tween these two types of institution liesin the fact that securities-deal er companies can take posi-
tionsfor their own account or for the account of third parties, while securitiesagenciescan only act
for third parties. Therangeof transactionsthat both typesof institution can carry out isvery varied.
However, some of them may also be performed by credit institutions, by portfolio management
companies and by exchange brokers (corredores de comercio colegiados).

With regard tothe stock exchanges, securities-deal er companiesand securitiesagenciescan be
members. Each exchange shall be managed by a public limited company whose capital isheld by
its members'™. Securities-dealer companies and securities agencies can be members of more than
oneexchangeat atime. Theexisting exchanges, and any new onesthat may be set up, must beinte-
grated by means of acomputer network to form anational electronic stock-exchangeinterconnec-
tion system on which those securities determined by the CNMV and listed on at least two ex-
changes are traded. The management of the stock-exchangeinterconnection systemwasvestedin
Sociedad de Bolsas, formed by the managing companiesof all of theexchanges. The new law also
established the Securities Clearing and Settlement Service (Servicio de Compensacion y
Liquidacion de Valores) with the status of a public limited company, whose functions areto keep
the accounting records for securitieslisted on the stock exchanges and to manage exclusively the
clearing of securities and cash deriving from market trading. A similar electronic trading system
was introduced from 1991 for the trading of fixed-income securities on the exchanges.

Inrelationto the primary market, thelaw established that securitiesmay befreely issued with-
out the need for authorisation or placement. However, very strict ruleswere established for the ad-
vertising of new issues. For example, issuers are required to publish a prospectus setting out the
features of theissue. The law also envisages the possibility of all the securities being represented
by book entries.’®

Inthe case of the secondary marketsthelaw distinguishes between official and unofficial mar-
kets. Officia markets are those which operate in accordance with the provisions of the law. The
law establishes three types of official secondary market: a) stock exchanges; the only market on
which shares and securities convertible into shares can be traded; b) the market for public debt,
represented by book entries; and, c) such others asthe government may grant the status of official
secondary securities market. Asregards the public debt book-entry market, the law providesfor
co-ordination of the Banco de Espafia and the CNMV through the establishment of an advisory
committeeto ensure the sound operation of the public debt book-entry market, which both institu-
tions belong to. Another important aspect of thelaw isthat it dispensed with the requirement for a
Notary Public to beinvolved in transactions.

Inview of theabove, following the passing of Law 24/1988, and its 1998 amendment, the offi-
cial organised securities markets in Spain are: the stock exchanges; the public debt book-entry
market, the AlAF private fixed-income market; and the financial futures and options markets.

From the outset, the collaboration of both the CNMV and the stock exchanges with the Banco
de Espanafor the compilation of securities market statistics has been very close and effective, en-
suring avery high degree of detail and quality. Initially, theinformation was supplied by means of
magnetic tape or floppy disk, but now computer connections are used.

25 Theofficial financial futuresand options markets

Asinthecase of thecommercial paper market several yearsearlier, inthelateeighties, inthefinan-
cial futuresand options markets, operations and events al so took place before the government had
established the related legal regime. In this case, the large portfolios of government securitiesis-
sued at arm’s length built up by holders led the latter, especially ingtitutional investors, to press
continually for the authorisation of instrumentsfor hedging the market risk to which they were ex-
posed. Thiswas made more difficult by the ban then in force on forward transactions with clients
on the debt book-entry secondary market.

The response of the authoritiesto these pressures was a decision of the Directorate General of
the Treasury and Financial Policy of 31 March 1989. This authorised registered dealers to enter
into forward transactionsin public debt with any natural or legal person who does not hold an ac-
count withthe Book-Entry System and to set up aclearing and settlement system to enabl e an unof -
ficial organised market in book-entry government debt futures and options to operate, with the
Banco de Esparia being made responsiblefor their supervision. Thisisthe basison which the op-
tions market managed by the firm Options Market Ibérica (OMIB) and the futures market man-

14) Asfrom 2001, it is possible for non-market-membersto particpate in the capital of these companies.
15) The spread of book-entry representation of securities has meant that most trading on these markets is now elec-
tronic, and ring or open-outcry trading has decreased significantly.
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aged by the firm Mercado de Futuros Financieros, SA. (MEFF) came into existence, in Novem-
ber 1989 and March 1990, respectively. Subsequently, inlate June 1990, L aw 24/1988 on the secu-
rities market was amended to recognise the futures and options markets as unofficial organised
secondary markets, enabling those that already existed to trade contracts on 3-month peseta-de-
nominated interbank deposit interest rates. OMIB and MEFF both came within the scope of these
new provisions and, therefore, responsibility for their supervision passed to the CNMV and they
wereableto expand their operations. Finally, Royal Decree 1814/1991 of 20 December 1991 regu-
lated generally the establishment, organisation and operation of official financial futuresand op-
tions markets. Markets of this type that had been authorised before this decree entered into force
were given six monthsin which to obtain official statusunder the new legidlation. This decreeleft
open the possihility of setting up markets for non-financial futures and options.*®

Under these new legal provisions, the power to authorise official financia futuresand options
markets was vested in the CNMV. This institution was also made responsible for approving the
general terms and conditions of the contracts traded on each market. Special prominence was
given to the market rules that must be drawn up by the relevant managing company. Theserules
had to cover the status of market members, the rights and obligations of clients, the contents of
standard contracts, thelisting, and trading and settlement system, the commi ssions systems, disci-
plinary rules and collateral requirements, both for market members and clients, as well as the
method for making daily adjustmentsto collateral at thecloseof business, in accordancewith price
movements.

The members of these markets had to be securities-dealer companies, securities agencies or
creditinstitutions. At their request, members may be sharehol ders of the managing company. This
is an intermediate position between the stock exchanges, in which all market members are also
sharehol ders of the managing company, and the Banco de Espafia Book-Entry System, in which
there is complete separation between the market members and the managing institution, namely
the Banco de Espafia.

Following this Royal Decree, OMIB and MEFF merged under the name MEFF, with the new
company being subject to its provisions. MEFF had two centres, onein Madrid specialising in eg-
uity futuresand options (MEFF Renta Variable) and the other in Barcelonaconcentrating oninter-
est-rate and currency contracts (MEFF Renta Fija). Today both markets are fully consolidated
within the Spanish financial system.

The statisticson these marketswereinitially compiled on the basis of datasupplied directly by
MEFF on floppy disk for fixed-income contracts and by the CNMV for equity contracts. Nowa-
days the data are obtained from the information that MEFF publishes on the Internet
(www.meff.es).

* k k k%

As this section has clearly shown, although the securities markets have developed with alag in
Spain, comparison with the situation just fifteen years ago confirmsthat they have come aconsid-
erable distance. Admittedly there are still many aspects that could be improved, but the current
state of development of the Spanish securities marketsis clearly shown by the figures for funds
rai sed on them by general government (52%in 1985 and 86% in 2000) and non-financial corpora-
tions(12%in 1985 and almost 30% in 2000), for market capitalisation, and for turnover onthe sec-
ondary markets.

For further details of these developmentsthe reader should consult the statistical annex at the
end of this paper, which covers both the primary and secondary securities markets.

16) A market for citrusfruit futures was set up in Valenciain 1995.
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3 Banco de Espafia securities statistics: current status,
main characteristics, sources and limitations

The securities market information currently disseminated by the Banco de Espafiaisin Chapters
21 and 22 of itsmonthly Boletin estadistico, whichison the Internet at www.bde.es’. Chapter 21
covers primary markets and Chapter 22 secondary markets and the markets for financial deriva-
tives. This section will follow the same order in which these chapters are found.

3.1 Primary domestic markets for securities (Chapter 21 of the Banco de Espafia
Boletin estadistico)

Thevariousseriescovered by thisinformation are classified by issuing economic sector and by in-
strument, in both cases according to the categories established in ESA 95. Thus, itemised informa-
tionisprovidedfor the sectors Financial institutions, General gover nment and Non-financial cor-
porations. In addition, series of peseta issues by Non-residents are published. In connection with
instruments, there are data on Securities other than shares (distinguishing between the short and
long term) and on Shares and other equity*®. For the various instruments, information is given on
grossissues(placements), redemptions (whether dueto maturity, early redemption or conversion),
net i ssues (grossissueslessredemptions), outstanding balances, interest ratesat issue and currency
of issue(pesetag/euro or currencies other than pesetas/euro). Inthe case of equity instruments, data
areoffered on capitalisation and on capital increasesinvolving anincreasein paid-up sharecapital,
detailing those relating to listed shares.

The significance of each sector as a securitiesissuer, the specific instrumentsit isissuing and
whether such instruments are financed in the securities markets in pesetas/euro can be deduced
from the information in this chapter.

The Banco de Espafia stores the information on the primary marketsin two security-by-secu-
rity databases. One shows the information on fixed-income securities, the other that on equities.
Theinformationthese databasesincludeisspecified in Scheme 1 and, ascan be seen, itisquiteex-
tensive.

Currently, the main source of information for these basesisthe CNMV which, asindicated in
section 2.4, isthe agency entrusted in Spain with the regulation, supervision and inspection of se-
curities markets. As a consequence of these functions, the CNMV keeps officia records of issu-
ance-rel ated notificationsand prospectuseswhich, in accordancewith current regul ations, must be
disclosed in order to issue securities. Also among the functions allocated to the CNMV is the cod-
ing of negotiable securities (entrusted to it pursuant to RD 291/1992, of 27th March), whichled to
the creation of the National Securities Coding Agency (Agencia Nacional de Codificacion de
Valores). Asaresult of the foregoing, both the registration of issues and the process arising from
coding functions are the main sources for preparing securities statistics.

Scheme 2 explains how the registration of securitiesis carried out, showing how maximumin-
formation can be had for the issues that have to comply with all stipulated registration require-
ments. For issues exempt from registration, alternative sources of information must beused. Toil-
lustrate the registration system, Scheme 2 uses as a basis the distinction between negotiable and
non-negotiable securities. A breakdown of theinstruments making up both typesof security isthen
givenin Scheme 3. Asregards negotiable securities, the placement of which isviaapublic offer-
ing, Scheme 4 furnishes abreakdown of those that are exempt from registration requirements and
of theinformation sources used in this case. On occasions, the National Securities Coding Agency
of the CNMV isavaluable source of information. Other key sources arethe Directorate General of
the Treasury and the Public Debt Book-Entry System for central government securities. Thelatter
isalso asourcefor certain regional government issuesand, in general, for issues admitted to trad-
ing on this System. Credit institutions, for their part, regularly report detailed information to the
Banco de Espafia on their issues of securities other than shares. Complementing these sourcesare
the official gazettes of the State and the Autonomous (Regional) Governments, the records with
which the Balance of Paymentsis drawn up and specialist publications, in particular those cover-
ing resident issues on foreign markets.

17)  Completing thisinformation on securities marketsare further datain Chapter 20 of the Boletin Estadistico, cover-
ing interbank market statistics. Information on the monetary regulation operations conducted by the Banco de
Esparia (since 1999 these oper ations have been deter mined by the Eur opean Central Bank’ smonetary policyimple-
mentation decisions) is disseminated, as are interbank operations between Spanish credit institutions.

18)  Therecent completion of specific work hasallowed for a breakdown of theinfor mation on sharesinto listed and un-
listed categories.
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Scheme 1

VARIABLESINCLUDED IN THE SECURITY-BY-SECURITY
DATABASES

Fixed-income database

Equity database

1. Data on theissuer and the issue

Name of the issuer

ISIN code of the security

Issuer’s CNAE (Spanish national
classification of economic activities)

Issuer’s code

Currency of the issue

Type of security

1. Data on theissuer and theissue

Name of the issuer

ISIN code of the security

I ssuer’ s taxpayer identification number
Currency of the issue

2. Data on the date of issuance

Date of issuance

Date of subsequent placements
Average placement price

Amount of theissue

Amount of subsegquent placements
Order number of the issue

2. Data on the date of issuance

Date of issuance

Nominal amount of the capital increase
Amount of the bonusissue

Paid-up amount of the capital increase
Paid-up amount of the share premium

3. Data on the date of redemption

Date of first redemption

Date of subsequent redemptions
Date of final redemption
Redemption price (if other than par)
Amount of successive redemptions
Number of redemptions

3. Data on the date of redemption

Date of capital reduction
Nominal amount of the capital reduction

4. Coupon data

Coupon rate: fixed, indexed, variable
or zero
Initial coupon
Frequency of coupon payment
Coupon applicable in each period (except
for issues with indexed interest rate)

4. Data on dividends®)

5. Other data

Indication of domestic markets
onwhich listed

Indication of convertibility

Indication of guarantees

5. Other data

Indication of whether the security islisted

@ At present the database does not have any information on dividends distributed by public limited companies, al-

though it is planned to include such data shortly.
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Scheme 2

REGISTRATION OF ISSUESWITH THE NATIONAL
SECURITIESMARKET COMMISSION

ISSUANCE OR SALE OF
SECURITIES
IN SPAIN (1) ABROAD
NEGOTIABLE NON-NEGOTIABL
SECURITIES (2) E SECURITIES (2)
PUBLIC PRIVATE
OFFERINGS PLACEMENTS
REGISTERED UNREGISTERED
ISSUES ISSUES (3)

NOTIFICATION TO THE
CNMV

REGISTRATION OF THE
ISSUANCE RESOLUTION

ISSUES WITHOUT

PROSPECTUSES OR

REGISTRATION OF
ACCOUNTS (4)

REGISTRATION OF
PROSPECTUS (5)

ISSUES WITHOUT
REGISTRATION OF
ACCOUNTS OR AUDITORS
REPORTS (6)

REGISTRATION OF
ANNUAL ACCOUNTS
AND AUDITORS
REPORTS

(1) Domestically advertised securities offering and/or securities analogous to other securities of the same issuer
listed on domestic secondary markets.

(2) See Scheme 3.

(3) See Scheme 4.

(4)Thisexemption appliesto: securitiesmarketed toinstitutional investors; securitiesmarketed to fewer than 50in-
vestorsor to current or retired employees of theissuing entity or itsgroup; issueswith a total value of lessthan one
billion pesetas or whose actual unit price or minimumpayment isgreater than or equal to 25 million pesetas; bonus
shares; securitiesofferedin exchangefor othersof the samecompany; and sharesrequiredinmergersor spin-offs.
(5) Arrangements have beenin place since 1998 allowing a prospectusr el ating to an i ssuancefacility or scheduleto
be registered.

(6) This exemption appliesto securities of public agencies connected with or reporting to the Sate or the Autono-

mous (Regional) Governments, which do not have the status of commercial companies, and to issues of interna-
tional agencies of a public nature or foreign states.

26

IFC Bulletin 5— March 2001



ARTICLES

Scheme 3

NEGOTIABLE AND NON-NEGOTIABLE SECURITIES

Negotiable securities Non-negotiable securities

Shares, equity units, subscription rightsand | Sharesin private limited companies
warrants

Bonds Partners’ sharesin general and limited
partnerships
Bills of exchange, promissory notes, Capital contributions to co-operatives

certificates of deposit not deriving from
commercial transactions or issued
individually

Mortgage certificates, mortgage bonds and Shares in the capital of mutual guarantee
mortgage participation companies

Sharesin mutual funds Sharesin Stock Exchange Managing
Companies and market authorities (1)

Rights tradable on a market

(1) Asfrom 2001, it is possible for non-market-membersto participatein the capital of Stock Exchange Managing
Companies. As a result, these shares will become negotiable.

Accordingly, the main approach used for preparing securitiesissuance statisticsisto store data se-
curity by security for those securities on which sufficient information is available. The Banco de
Espafia has a series of computer applications for storing and using the information on securities.
These applicationswere set in placetwenty yearsago. Initially, they were designed for acomputer
configuration based on an IBM mainframe with an MV S operating system and 3270-type termi-
nals. TheinformationisstoredinVSAM and rel ated sequential files. It isused by meansof Fortran
applications or ad hoc developmentsin SAS. This application has progressively been adapted as
and when required by the changesin recent yearsin securities markets. Currently, asthisapplica-
tion has become outdated in view of the new database management techniques available, the pro-
cesses have been set in motion to design asystem that will run on acomputer network using Win-
dows-NT and Al X operating systems. ORACLE and FAME will beemployed as database manag-
ersand thiswill allow the use of SQL (System Query Language) for information retrieval. Thisre-
view of storage and use procedures will enable the Banco de Espafia to participate actively in the
preparation of the Centralised Securities Database of the European Central Bank.
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Scheme 4

ISSUESEXEMPT FROM REGISTRATION REQUIREMENTS

Issues

Alternative source

State

Directorate General of the Treasury
Book-Entry System &)

Autonomous (Regional) Governments

Autonomous (Regional) Governments

Directorate General of Co-ordination with
Territorial Finance Departments

National Securities Coding Agency
(CNMV) @
Book-Entry System @
AIAF (Association of Securities Dealers) ()
Stock Exchanges
Balance of Payments

State and Autonomous (Regional)
Government agencies

National Securities Coding Agency
(CNMV) (?)
Book-Entry System (1)
AIAF (Association of Securities Dedlers) (3)
Stock Exchanges
Balance of Payments

Banco de Espafia

Banco de Espafia

ECB and ESCB

Credit ingtitutions' securities with agreed
maturity of lessthan 12 months that
are traded between the institution and
its customers, or that are marketed to
ingtitutional investors

Credit institutions (Banco de Esparia)

Shares in public limited companiesis-

sued to founders upon its formation(4)

Securities issued upon the exercise of
options or rights

Stock Exchanges

Sharesin mutual funds

Mutual funds (CNMV) (2)

Mortgage securities issued individually
for institutional investors

Credit institutions (Banco de Esparia)
Securitisation funds (CNMV) (2)

Promissory notes issued individually that
do not derive from commercial
transactions

(1) Banco de Espafia Book-Entry System, which manages the official secondary market for government debt.
(2) National Securities Market Commission (Comision Nacional del Mercado de Valores).

(3) Official fixed-income market.

(4) Sharessold by public subscription upontheformation of a publiclimited company shall complywith registration

requirements.
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Drawing on the sources indicated, virtually all issues of securties other than shares, except fi-
nancia derivatives, and listed shares are included in a security-by-security database. Excluded
from this security-by-security approach are private placements of securities other than shares on
whichinformationislacking, unlisted sharesthat do not involvetheresort to thegeneral publicfor
funds, and other equity other than sharesin mutual funds. Intheseinstances, the securitiesissuance
statistics should be prepared through an alternative approach drawing on sources making it possi-
ble at |east to obtain an aggregate breakdown by sector of financing via securities issues. In the
Banco de Espafa statistics, the alternative sources available to do this are taken from the Central
Balance Sheet Office. Nonethel ess, this source does not allow the data to be obtained monthly, as
is the case with the security-by-security information. Consequently, these statistics are not pro-
vided monthly and, asaresult, they are not included in Chapter 21 of the Boletin estadistico, only
quarterly in the Financial Accounts of the Spanish Economy.

Scheme 5

REGISTED BY THE ISSUE OF NOT REGISTERED BY THE
CNMV SECURITIES CNMV
ISIN CODE DECISION BY ISIN CODE ISIN CODE
DIRECTLY CNMV TO APPLIED FOR APPLIED FOR BY
ASSIGNED BY ASSIGN AN BY THE A FINANCIAL
THE CNMV l ISIN CODE ISSUER INSTITUTION

CNMV LIST OF NEW AND
CANCELLED ISIN CODES

ISIN CODE ASSIGNED BY THE
CNMV

Asmentioned above, besides the CNMV registers, thereis another basic source for compiling
securities statistics, namely the records of the CNMV* s National Securities Coding Agency. This
source complements both the information obtained from the CNMV' s process of registering secu-
ritiesand that obtained from alternative sources. | ssues registered with the CNMV are assigned an
ISIN code (International Securities Identification Number) by the CNMV. Issues not registered
withthe CNMV areassigned an | SIN codeinthefollowing cases: ) at the discretion of the CNMV;
b) at the request of theissuer and; c) at the request of afinancial institution'®. Scheme 5 showsthe
complete procedurefor assigning I SIN codes, which concludeswith the publication by the CNMV
of alist of new and cancelled ISIN codes.

3.2 The secondary securities markets
Information on secondary securities marketsis essential to be ableto value negotiable securitiesat

19)  Itisgenerally custodian banksthat request coding, although other institutions, e.g. collectiveinvestment undertak-

ings, also do so.
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market prices, and to provide abenchmark for estimating the approximate market val ue of non-ne-
gotiable securities. These data are crucial for certain important aspects of economic analysis: for
exampl e, inthe caseof equity markets, for observing trendsinthefinancial wealth of non-financial
corporationsand households, which will affect their spending decisions; and, in the case of securi-
ties other than shares, prices provide information on the transmission of monetary policy from
short-term to longer-term interest rates, and therefore on how the financing conditions of eco-
nomic agents are affected. With thisinformation it isalso possible to construct a curve of interest
rates over time, showing expectations of future financing conditions. Moreover, ESA 95 requires
securities to be valued at market prices when preparing the financial balance sheets and revalua-
tion accounts for the Financial Accounts®. From the viewpoint of inter-sectoral imbalances, the
importance of the secondary marketsis determined by the degree of liquidity they afford to securi-
ties. Accordingly, thetrading of securitieson secondary marketsand net i ssuance on primary mar-
kets account for alarge part of the financing between economic sectors.

Asmentioned at the beginning of this section, the Banco de Espafia publishes stati stics on sec-
ondary securities marketsin Chapter 22 of its Boletin estadistico (www.bde.es). Thischapter con-
tainsinformation on the four official organised marketsexisting in Spain: the Public Debt Market
of the Banco de Espafia s Book-Entry System (el Mercado de Deuda Publica de la Central de
Anotacionesdel Banco de Espafia); the Spanish Association of Securities Dealers[Asociacion de
Intermediarios de Activos Fianncieros (AlAF)] fixed-income market; the stock exchanges; and
lastly, theorganised financial derivativesmarkets. The statistical seriesrefer toturnover and prices
or interest rates. The sources of information for these statistics are the authorities of the respective
organised markets: the Book-Entry System, managed by the Banco de Esparia, for the Public Debt
book-entry market; the AIAF for the AIAF market; in the case of the stock exchanges, their manag-
ing companies; and MEFF for thefinancia derivatives markets. Depending on the source, the data
availablefor preparing the published statistical seriesrange from practically transaction by trans-
action (in the case of the Book-Entry System) to security-by-security trading and aggregate data
for different categoriesof security (inthe case of the stock exchangesand the Al AF market) and ag-
gregate data by type of contract (derivatives market).

A brief reference is made below to the information contained in Chapter 22 of the Banco de
Espafia’ s Boletin estadistico on these four markets.

As regards the Public Debt book-entry market, statistical series are published of outstanding
stocks, turnover and interest ratesby maturity, with abreakdown by instrument (Treasury billsand
medium and long-term government bonds) and by different types of transaction (outright and
repos). Also ayieldindex ispublished for medium and long-term bonds, along with its component
price and interest indices. Finally, information is given on market turnover ratios (ratios between
turnover and outstanding stocks). It should be noted that these data published monthly in the
Boletin estadistico can be supplemented by those published daily in the Bulletin of the Book-Entry
System. Both publications are released on the Internet (www.bde.es).

Inthe case of the stock exchanges, information isgiven onturnover in equitiesand bonds, with
details of transactions by the sector of the issuer and by stock exchange. In Spain there are four
stock exchanges (Madrid, Barcelona, Bilbao and Vaencia) and an exchange interconnection sys-
tem, managed by the Sociedad de Bolsas, for executing trades of securitieslisted on at |east two of
them. For thelatter market, dataare collected on thetotal nominal value of thelisted securities. As
abenchmark for equity prices, seriesareincluded for the share priceindex of the Madrid Stock Ex-
change and the IBEX-35 index published by Sociedad de Bolsas™.

For the AIAF market, information is published on turnover and interest rates, with abreakdown
by instrument (commercial paper, mortgage notes and medium and long-term bonds) and maturity
and the nominal value of outstanding listed commercial paper.

Asfor thefinancial derivativesmarket, information isgiven on trades executed and open posi-
tions for each type of contract.?

4 Securities statistics in the context of the Boletin estadistico and the Finan-
cial Accounts compiled by the Banco de Espafia

The Banco de Espariabegan to compile Financial Accounts of the Spanish Economy (FASE) inthe
late seventies, within the reference framework of the National Accounts. Initially, the methodol-
ogy followed was that of ESA 79%* and their periodicity was annual®®. Since the 2000 edition, the

20) SeeSection4.
21)  The Stock Exchanges publishinformation daily on market trading in their trading bulletins, which can befound on
the Internet (www.bolsamadrid.es; www.bor saben.es; www.bol sabilbao.es; www.bolsavalencia.es and
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accounts are compiled on the basis of ESA 95 methodology and published in a bilingual Span-
ish/English edition. Annual series currently exist for the period 1994-1999 for stocks and
1995-1999 for flows, and quarterly series for the period 1995 Q1-2000 Q3%. These accountsare
published on the Internet (www.bde.es) (annual and quarterly) and, once a year (in June), in a
hard-copy monograph, concurrently with the Annual Report on the Spanish economy. Indeed,
they form the basis of the analysis contained in the chapter of the Annual Report devoted to the fi-
nancing of the economy. The quarterly updating of the accounts on the Internet takes place with a
sixteen-week lag on the calendar quarter to which the latest observation relates.

Asiswell known, the systems of National Accountsestablishthedifferent categories of finan-
cial assetsand liabilitieswhosetransactionsarerecorded in the Financial Account. ESA 95 further
estabilishes the revaluation account, the other changes in volume of assets account and the finan-
cial balance sheets.

Within the Financial Account for which ESA 95 establishes the various instrument catego-
ries”, financial assetsand liabilitiesin theform of negotiable securities make up asubsystem of fi-
nancial instrumentsthat are negotiated or may be negotiated on amarket and that areincluded in
the categories Securities other than shares and Shares and other equity. To obtain more details of
thefinancing channelled through the securitiesmarketsit is useful to have more detailed informa-
tion on these categories, namely whether afinancial derivative transaction isinvolved, whether a
fixed-income issue is short or long-term, whether listed or unlisted shares corporations are in-
volved, or other equity in firms. This subsystem is extremely valuable for financial analysis. In
fact, these categories show the flows of financing, between the various sectors and between these
and therest of the world, channelled through negotiable securities. For the issuer of the securities
these transactions are an alternative to credit financing, and it is possible to analyse the extent to
which these securities are acquired by institutional investors, by non-financial corporations and
households and by non-residents. For the holders of the securities, these instruments, dueto their
negotiability, incorporatethe possibility, unlike other assetsthey hold, of being transferred on sec-
ondary markets’®, and therefore, of constituting a source of financing. All these elements provide
significant data on: the process of intermediation or disintermediation in the economy; the struc-
ture of issues and of securities holdings by maturity, alerting to any possible vulnerability of the
system; onthedepth of the capital markets, through the outstanding stocks of securities; and onthe
international role of the national or area currency, through the issues in that currency made by
non-residents.

Themain sourceof information for the securities categoriesincludedin the Financial Accounts
isthe securities stati stics obtai ned from the primary markets, fromthe secondary marketsand from
the markets for financial derivatives. The statistics on these markets that are currently compiled
and released by the Banco the Espariawere described in the preceding section. These data provide
the basisfor preparing what has been called the securities subsystem of the Financial Accounts of
the Spanish Economy. Thissubsystem is structured in such away that it providesacompleteview
of the flows of financing exchanged between the various sectors. In fact, as mentioned in section
3.1, for the primary market, the data provided by the monthly series of the Boletin estadistico are
completed by other additional data so that sufficient quarterly information is available on securi-
tiesissues by economic sector. However, to have acomplete overview of the securities marketsit
isnecessary to incorporate the dataon the counterpart sectors, which arethe holders of these secu-
rities. Thus, information is given in the FASE for each sector on the financial instruments used to
raisefinancing from other sectors (liabilities) and on the financial instruments used, in turn, to fi-
nance other sectors (financial assets). Moreover, the criteria established in ESA 95 for the valua-
tion and allocation of accrued interest must be followed when the Financial Accounts are com-

www.bolsas.es).

22)  TheAlAF also publishesadaily bulletin containing extensive details of market trading. Thisinformationisalsore-
leased on the Internet (www.aiaf.es).

23)  MEFF publishes monthly trading information in its quarterly publication “ MEFF News’ . It also releases daily
trading data on the Internet (www.meff.es).

24)  European System of Accounts, second edition, 1979.

25)  Theannual timeseriesspan the period 1970-1998. Quarterly seriesarealso availablefor the period 1997 Q1-1999
Q4.

26) Itisplanned to extend thetime seriesback to 1990 by the end of the year 2001 and beyond 1990 as soon aspossible,
although it is still difficult to specify precisely when that will be.

27)  Monetary gold and special drawing rights (SDRs); Currency and deposits; Securities other than shares; Loans;
Shares and other equity; Insurance technical reserves; and Other accounts receivable/payable.

28)  Althoughloanscan betransferred, such transactionsarenot normal for individual loans. Moreover, if aloanisne-
gotiableon a secondary market, under ESA 95 it isclassified as Securities other than sharesinstead of Loans. Like-
wise, securities that arise from securitisation, whether directly or through a specialised financial intermediary
(such as securitisation funds), are classified under the category Securities other than shares.
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Scheme 6

SCHEME OF PREPARATION OF THE NATIONAL ACCOUNTS
FOR THE CATEGORIES OF SECURITIES OTHER THAN
SHARES, EXCLUDING FINANCIAL DERIVATIVES

Issues of sectors resident in Spain®®

BALANCE SHEETS
(FINANCIAL BALANCES)

SECONDARY PRICES ' Financial Liabilities
MARKETS Assets -

SECONDARY
PRICES MARKETS
HOLDING ACCUMULATION ACCOUNTS (2)
SECTORS NOMINAL
X K BALANCES
= Financial
institutions: RELATIONSHIP REVALUATION ACCOUNT
balance sheets BETWEEN =
and profit and BOOK VALUES N N
loss accounts AND MARKET 5| Financial NET ISSUANCE
| PRICES assets Liabilities
SECURITY-
= General BY-
government: SECURITY
Capital DATABASES
accounts PREMIUMS AT
ISSUE AND
FINANCIAL ACCOUNT
= Rest of the REALISED REDEMPTION
world GAINS AND Financial
Balance of — CHANGE IN » naj ?a Liabilt
payments and BOOK STOCKS assets labilities
!nternauonal ACCRUED
investment A INTEREST
position

Non-financial

residual INTEREST PROFIT AND

computation OTHER CHANGES IN LOSS
VOLUME OF ASSETS ACCOUNTS OF

ISSUING
ACCOUNT
WRITE-DOWNS SECTORS (3)

SECTORISATION
RECORDS FOR CHANGES Financial <

INSTITUTIONAL IN assets Liabilities
UNITS HOLDING |—
SECTOR

4

SECTORISATION
RECORDS FOR

CHANGES IN INSTITUIONAL
ISSUING UNITS

SECTOR

corporations L
and BALANCE
households: | | WRITE-DOWNS | ACCRUED SHEETS AND

(2) Theinformation onissues of non-residentsis obtained formaggregate Balance of paymentsand I nternational investment
position records. The preparation of a centralised database of securities will enable a statistical security-by-security ap-
proach to be applied to these issues too.

(2) The capital account, whichwill be affected by the accrued interest recorded in the distribution and use of income accounts
as resources (for holders) and uses (for issuers) is not included in this scheme.

(3) Includes Central Balance Sheet Data Office information for non-financial corporations.
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piled. For al the abovereasons, thereare threefundamental differencesbetween the Financia Ac-
counts and the statistics on securities issuance contained in the Boletin estadistico, namely:

a) They incorporate the counterpart sectors of theissuing sectors, i.e. the holders of the securi-
ties. Thisrequires sourcesof information from which such dataon securities portfolios may be ob-
tained. Asin the case of issuance, the approach can be a security-by-security one, with dataon the
holders of each outstanding security, classified by sector (with monthly or quarterly periodicity),
or else aggregated data may be used. This latter case requires data on the securities portfolio of
each sector, with abreakdown of the different categories of security (other than shares, short and
long-term, listed and unlisted shares, other equities, financial derivatives) by issuing sector. In our
case an aggregated approach isfollowed to obtai n the portfolios, using asthe basic source of infor-
mation the bal ance sheetsand other supplementary accounting statementsof financial institutions:
credit institutions, insurance corporations and pension funds, collectiveinvestment undertakings,
other financial intermediaries and financial auxiliaries.

b) Thefinancial transactions correspond to the issuance less redemptions (a concept that basi-
cally coincideswith that of net issuancein Chapter 21 of the Boletin Estadistico) plusthe interest
accrued lessinterest paid during the period. Therecording of interest thusfollowsthecriterialaid
downinESA 95: accrual sand all ocation to thefinancial transactionsof theinstrumentsby whichit
is generated®.

¢) Stocksare valued at market prices. For securities other than shares, except financial deriva-
tives, either the prices observed on the secondary market are used or a market value is approxi-
mated for those securities whose quotation is not frequent. For listed shares, stock-market
capitalisation is used, and for unlisted shares market value is approximated on the basis of the
changesin pricesobserved for listed shares of the sector or sub-sector in the event that such sector
or sub-sector is considered sufficiently represented on stock markets. For those sectorsin which
thisbenchmark doesnot exist they are valued by an alternative method based on the discounting of
estimated ordinary profits®®. Finally, the valuation method applied for other equity is that of the
corporation’s own funds.

Scheme 6 summarises the preparation procedure followed for categories of securities other
than shares, except financial derivatives, issued by residents, of the Financial Accounts of the
Spanish Economy.

5 Work currently under way at the ECB to improve securities statistics

According to Article 5 (1) of the Statute of the European System of Central Banks (ESCB) and of
the European Central Bank (ECB), the ECB, assisted by the national central banks, shall collect the
necessary statistical information in order for the ESCB to undertakeits tasks. In accordance with
Article3 of such Statute, thesetasksinclude defining and implementing themonetary policy of the
Community and contributing to the smooth conduct of the policies pursued by the competent au-
thoritiesrelating to the prudential supervision of credit institutionsand the stability of thefinancial
system, in accordance with Article 105 of the Treaty on European Union. The statistics that the
ESCB hasestablished asnecessary to carry out effectively itstasksare monetary and banking, bal-
ance of payments, financial accounts and other statisticsrelating to financia intermediation. The
latter include securities statistics.

Against this background the ECB, in collaboration with the national central banks and the
Bank for International Settlements (BIS), addressed the compilation of securities statisticsfor the
euro areasometime ago. Thistask isgoing to be performed in two phases. Phase one of thiswork
hasfocused on the construction of statistical serieson securities, of certain quality, which refer to:
1) securitiesissuedin euroandin other currenciesby euro arearesidents, with monthly periodicity,
and 2) securitiesissued by non-residents of the euro area, in euro (or national denominationsof the
euro), with quarterly periodicity. The ECB began to publish these seriesin the Euro area statistics
section of the November 1999 edition of itsMonthly Bulletin (www.ech.int). Currently thisinfor-
mation is contained in Tables 3.5 and 3.6 of the Monthly Bulletin and refersto: Securitiesissues
other than shares(issues, redemptions, net i ssues and amounts outstanding) by original maturity,
residency of theissuer (by euro arearesidentsand by non-residents of the euro area) and currency
denomination (euro and other) (Table 3.5) and to Euro-denominated securities other than shares
by original maturity, residency (by euro arearesidents and by non-residents of the euro area) and

29)  Theaccrualsprinciplehasbeen applied fromthe so-called issuer’ sviewpoint; i.e. theinterest hasaccrued fromthe
internal rate of return upon issuance of the securities.

30) A summarised version of this method may be found in the methodological note of the publication Cuentas
Financieras dela Economia Espafiola 1995-1999, June 2000.
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sector of the issuer [Monetary Financia Institutions (Banks in the case of non-residents),
non-monetary financial corporations, non-financial corporations, central government and other
general government] (Table 3.6).

In attempting to compilethese statistics, the ECB encounterstwo typesof problem. First, those
of any euro area country that compiles statistics on the areas mentioned (monetary, banking, bal-
ance of payments and financial accounts), which arise from the fact that the information sources
for compiling data on each of them are generally different and use different accounting and trans-
action-recording systems, so that, attempting to make the information provided by each of these
groups of statistics consistent frequently becomes an arduous task. Second, the ECB hasthe addi-
tional problem arising from thefact that the proceduresfor compiling these data, their characteris-
tics, their coverageand their quality differ greatly acrossthe countriesmaking up theeuro area. For
all theabovereasons, and given theimportance attached by the ESCB to securities statistics, at the
same time as efforts are being made to improve the quality of the data regularly supplied by the
countriesand to extend thetime series, the ECB began in late 1999 an ambiti ous project to compile
statisticsmore efficiently and with awider coverage. This project, which will constitute phasetwo
of itsapproximation to the subject of securities statistics, is based on the creation of a centralised
security-by-security database (CSDB) whose information is used both for securities statistics
themsel ves (which should supplement the information on monetary aggregates and their counter-
parts) and those of the balance of payments, those on the international investment position and
those onthefinancial accounts. The ECB iscarrying out thiswork with the collaboration of the na-
tional central banks (including the Banco de Espafia) and the BIS. Thiswork should be set in the
framework of the questionnaire prepared jointly in June 2000 by the BIS, the ECB and the IMF to
obtain information on the existence, scope and coverage of security-by-security databasesin dif-
ferent countries, with the purpose of obtaining a CSDB at the international level.

An initial stage of the ESCB’s CSDB project has focused on identifying user requirements.
Giventheextensiverangeof users(securities, monetary, banking, balance-of -paymentsand finan-
cial-accounts statistics compilers and analysts), one of the main conclusions of this phaseis that
itemi sed data are needed not only on theissuers of securitiesbut also ontheholders. Thislatter as-
pect is undoubtedly the most complex one. Thus, it would be best initially if effortswere tofocus
on resolving how to obtai n data.on securitiesissues. Other key aspects of the project include estab-
lishing the supply sourcesfor the CSDB; determining how static or dynamicit should be; incorpo-
rating data quality control; and reducing, where possible, data availability lags.

Thediversity of the sources posesthe problem of their hierarchisation. Itislikely that themain
CSDB supply sourcewill bethe National Central Banksin possession of security-by-security da-
tabases, and the BI Swill act asacomplementary source. Thereisconsensusthat the CSDB should
be dynamic, i.e. that datashould be avail able on both theissuer and theissue throughout thelife of
saidissue. Finally, the ECB accordsgreat importanceto the aspectsof dataquality andlagsintheir
availability. Inthisconnection it will devote substantial effort and resourcesto ensuring, first, that
the necessary checks are performed to avoid gaps and duplication and, further, that lags are lim-
ited.

6 Summary and conclusions

Thedevelopment of securitiesmarketsin Spainwasfairly belated asaresult of the excessiveregu-
lationsburdening thefinancial system for many years. Devel opment did not take off until well into
the eighties, once the financial markets began to be progressively liberalised and modernised.
However, there hasbeen such significant headway over the past 15 yearsthat, today, Spanish secu-
rities markets may be said to be as dynamic and efficient asthose of any other developed country.
This explainswhy currently more than 85% of general government financing and approximately
30% of that of non-financial corporationsis covered by the securities markets.

At all times, the Banco de Espafiahas paid particular attention to the compilation of securities
statistics, convinced that they areimportant for aproper assessment of monetary policy and of spe-
cific aspects of the financial system asawhole. Asin other areas of statistics, the compilation of
quality data on the securities markets requires, firstly, in-depth knowledge of the markets, opera-
tions and agents on which it is wished to gather statistical information. Secondly, fluid contact
must be maintai ned with the primary sources of dataproduction. Andfinally, suitable! T resources
must be at hand for rapid and reliable use of the information. The Banco de Espafia has spared no
resourcesor effortsinall theseareassoit may have Spanish securitiesmarkets stati sticsthat areex-
tensive, timely and comparable with those in other European countries. These statistics are dis-
seminated in the monthly Boletin estadistico and the quarterly Financial Accountsviathe Internet
(www.bde.es) and also in hard copy.
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The quality of the Banco de Espaia’ s securities statistics and the experience it has built up in
thisareahavebeen placed at thedisposal of the ECB inthe ongoing project to devel op acentralised
security-by-security database for the entire European Union.
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Chart 1

STATISTICAL ANNEX

SPAIN : General Government deficit and outstanding

80

70

60

DEFICIT / GDP

%

debt

PR G SS NN MO RN TR NVOOI | N B '

T

I R |

71 73 75 77 79 81 83 85 87 89

% : DEBT / GDP

91 93 95

%
80
.

4 60

71 73 75 77 79 81 83 85 87 89 91 93 95 97 99

Source : Banco de Espania

36

IFC Bulletin 5— March 2001



ARTICLES

Chart 2
Spain: General Government cutstanding debt
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Table 1
Domestic primary market for securities
Securities other than shares, except financial derivatives
Breakdown by issuing sector and subsector
Nominal value (euro millions and percentages)
Y ear Total Amounts outstanding
General Government Financial institutions Non-finan- | Rest of the
Central Autono- Local Monetary |Securitisa- | Other cial world
Govt. mous Govt. Fi ngncilal tion funds tci(c);rn[?s,ora-
(regional) Institutions
Govt.
1990 164566 | 100406 1695 4557 30875 - 173 26856 3256
1991 173722 | 109525 2215 2604 32315 76 194 26789 4987
1992 192617 | 120885 3531 867 39046 73 215 27996 5994
1993 237032 | 163911 5935 1377 38179 218 201 27210 8063
1994 251151 | 179374 7836 1779 37329 674 248 23908 8333
1995 273507 | 203624 10629 1873 35060 1203 244 20872 9029
1996 303530 | 233919 12705 1983 33807 2204 249 18661 12130
1997 324695 | 252725 15051 2252 34512 2348 181 17625 17891
1998 342464 | 265192 16279 2375 35539 5630 111 17337 17241
1999 390846 | 280844 18446 2177 57719 10862 159 20638 15622
2000 401266 | 291553 19749 2202 52946 16336 373 18104 13311
Table 2
Domestic primary market for securities
Total economy
Securities other than shares, except financial derivatives
Breakdown by issuing sector and term
Nominal value (euro millions and percentages)
Year Amounts outstanding
Total General Government Financial institutions Non-financial corporations
Shortterm |Longterm |Shortterm |Longterm |Shortterm |Longterm |Shortterm |Longterm
1990 84838 79727 71264 35398 - 31048 13575 13282
1991 77101 96621 65112 49235 - 32586 11990 14800
1992 83469 109148 64634 60652 6884 32450 11960 16046
1993 79356 157676 65434 105791 4362 34236 9561 17649
1994 82370 168780 71196 117796 3741 34510 7434 16474
1995 80808 192699 72056 144073 2348 34159 6405 14467
1996 89473 214057 82095 166515 1591 34668 5787 12874
1997 79512 245184 72822 197208 938 36103 5752 11872
1998 68157 274307 61036 222812 1041 40238 6080 11257
1999 76500 314346 54335 247132 14817 53923 7347 13291
2000 59630 341635 45784 267721 10301 59355 3545 14559
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Percentage of total issues

General Financial Non-finan-
Government |institutions qial corpora-
tions

64.8 18.9 16.3
65.8 18.8 15.4
65.0 204 145
72.2 16.3 115
75.2 15.2 9.5
79.0 133 7.6
81.9 119 6.1
83.2 114 54
829 12.1 51
77.1 17.6 53
78.1 174 45

Percentage of total issues

General Government

Financial institutions

Non-financial corporations

Shortterm |Longterm |[Shortterm |Longterm |Shortterm |Longterm
433 215 - 189 8.2 8.1
375 28.3 - 18.8 6.9 85
33.6 315 36 16.8 6.2 8.3
27.6 446 18 144 4.0 7.4
28.3 46.9 15 137 3.0 6.6
26.3 52.7 09 125 23 53
27.0 54.9 05 114 19 42
224 60.7 0.3 111 18 37
17.8 65.1 0.3 11.7 18 33
139 63.2 38 138 19 34
114 66.7 26 14.8 0.9 3.6
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Table 3
Domestic primary market for securities
Total economy
Securities other than shares, except financial derivatives
Breakdown by issuing sector and currencies (1)
Nominal value (euro millions and percentages)
Year Amounts outstanding
Total General Government Financial institutions Non—fingncia]
corporations
Euro Non-M U Euro Non-MU Euro Non-M U Euro Non-M U
currencies currencies currencies currencies

1990 161145 3420 104836 1825 30283 765 26026 830
1991 170362 3360 112542 1805 31811 775 26009 780
1992 186285 6331 120827 4459 38598 736 26861 1135
1993 228911 8121 165684 5541 37476 1122 25752 1458
1994 242741 8409 182998 5993 37290 961 22453 1455
1995 265290 8218 | 209287 6842 36249 258 19754 1118
1996 293871 9658 | 241023 7587 35369 890 17480 1181
1997 312474 12221 | 261396 8633 35253 1788 15825 1800
1998 328078 14386 | 273646 10201 38394 2886 16037 1300
1999 373285 17561 | 289116 12351 64983 3757 19185 1453
2000 380708 20558 | 299971 13534 64034 5622 16703 1402

1) The “Euro” column includes al national MU currencies for the whole period.

Table 4
Secondary market for securities
Turnover (euro billions)
Year Public Debt | Stock Exchanges AlAF
Shares Securities
other than
shares, ex-
cept finan-
cial derivar
tives
1990 1984 27 4 3
1995 6697 48 32 16
1999 13110 292 45 86
2000 - 493 40 100
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Percentage of total issued
General Government Financial institutions Non-financial
corporations
Euro Non-MU Euro Non-MU Euro Non-MU
currencies currencies currencies
63.7 11 18.4 0.5 15.8 0.5
64.8 10 18.3 04 15.0 0.4
62.7 2.3 20.0 04 13.9 0.6
69.9 23 15.8 0.5 10.9 0.6
72.9 24 14.8 04 8.9 0.6
76.5 25 13.3 0.1 7.2 0.4
79.4 25 11.7 0.3 58 04
80.5 2.7 10.9 0.6 49 0.6
79.9 30 11.2 0.8 4.7 0.4
74.0 32 16.6 1.0 49 0.4
74.8 34 16.0 1.4 4.2 0.3
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FISHER'S SHORT STORIES
-

Fisher’ s Short Stories on Wedth 49-55

Arthur Vogt

The present batch deals with distribution of wealth, i.e. with the inequality of its distribution.
Wealth may be expressed by income or by capital. Fisher was pioneer in distinguishing these two
kinds of magnitudes in economics. Three scientific inspirations happened to the young Irving
Fisher according to aletter of June 19, 1901 to hiswife (Vogt and Barta 1997:6):

Night beforelast | had asort of inspiration about animportant problemin Economics. It
isanideal have hunted for, or rather waited for, for many yearsand when duly set forth
will, | feel sure, solvethe problem of “interest” and bring your old bobby some game.
Foolish boy, heistaking satisfaction aready init. Thisisthethird time such athought
hascometo mein aflash and without effort, and the three times are connected in anatu-
ral series. The first time was in Switzerland when driving from Lauterbrunnen to
Zermatt.

Thisfirstinspiration suddenly occurred to Fisher onamountain trip hemadein Switzerlandin July
1894 on hiswedding tour whilelooking at awatering trough, and itsinflow and outflow: Thebasic
distinction needed in order to distinguish capital and incomewas substantially the same asthedis-
tinction between thewater through and the flow into or out of it (Fisher 1947). Thiswas, according
to Tobin, the follower of Fisher at hischair at Yale University and winner of the Nobel Price in
Economics in 1981, the very moment when the distinction between flows and funds was intro-
duced in the economic science, adistinction which wastraditionally made before by bookkeepers!
However, Fisher (1909) mentioned that Newcomb already showed clearly the distinction between
flows and funds.

Fisher’'s Short Sories on Wealth, 1926-1933

Dr. Arthur Vogt has drawn our attention to a series of simple explanations of elementary
principlesof economi cswhich Fisher wrotein an agreement with theWorker’ sEducation Bu-
reau. Fisher called them* Short Soriesof Wealth” . The bureau issued them monthly for pub-
lication in any union newspaper that desired to print them. They appeared in the “ Brother-
hood of Locomotive Firemen and Enginemen’s Magazine” , “ Trade Union News’ , “ Labor
Herald” etc.

The stories had never been reprinted and had not been included in “ The Works of Irving
Fisher” (General Editor W.J. Bates, Consulting Editor J. Tobin), which was published in
1997. However, the Sories are worth to be read up to the present day. Besides the scientific
and historical interest they are of didactical use as they are models of explaining economic
phenomena to the public. The IFC Bulletin decided to publish all these “ Short Sories of
Wealth”
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Fisher starts Story 79 “Social Insurance” with:

| have now finished discussing the various practicable ways of increasing per capita
prosperity and turn to its distribution. A complete program for improving the distribu-
tion of wealth should aim at limiting the minimum and maximum [...] Thereare special
measuresfor raising the minimumin additionto merely raisingthegeneral average.

Thetitleof Story 84 iseven“Remediesfor Wrong (sic!) Distribution”, Fisher thus distinguishes
not only between just and unjust distributions but even between right and wrong ones.

Fisher would not be Fisher if hewould not al so think at measuring inequality of distribution. In
Story 83 “Inequality of distribution” he did so. He not only suggested simple measures for static
distributions corresponding to a particular point in time. He also proposed dynamic inequality
measuresfor the change of inequality. One might speak of theinequality problemin thetwo-situa-
tion-case analogously to the priceindex problem in the two-situation-case (cf. Story 8in |FC Bul-
letin of December 1998). This dynamic inequality problem has two versions: One might investi-
gatethe change in the distribution neglecting who earnsthe wealth. More interesting isto observe
each individual’ s career. When, at the second point of time, the distribution is the same as before
but many individual have changed their placein the“wealth pyramid”, it isreasonableto speak of
great mobility. Fisher, in Story 83, is concerned with this second version of dynamic inequality.
This was developed further later e.g. by Shorrocks (1978).

49-51: Distribution

Thefirst Story of the present batch (No. 49) hasthe sametitleas Story 33, reprinted in IFC Bulletin
of April 2000. Then, the distribution of income among the factors of production, land, labour and
capital was treated, now the distribution among individuals. Fisher (1910:464) differs

« thedistribution of incomerelativeto theagentsor i nstrumentswhich producethat income, and

« thedistribution of this same income relative to those who own and enjoy it.

In Story 50, Fisher appliesthe concepts of impatience and exchange of present and future income
introduced in the interest batch in Stories 27f. He uses the expression that from individuals who
have alow appreciation of the future “the more durableinstrumentswill tend to gravitate into the
handsof thosewho havethe oppositetrait.” Thisremindstothejoke: “Money istheonly thing that
does not obey to the law of gravity, it goes from down upwards.”

In Story 51, Fisher mentions different reasons for an unequal distribution. One of them is (good)
luck and bad luck. Hedid not mention hisown bad luck: Asmentioned inthe preludeto Stories40 -
48, Fisher lost hisfortune of $10,000,000 in the Stock Market Crash of October 1929, after which
hisfortune melted down to minus half amillion (IFC Bulletin 7, 20). It isnoteworthy that the pres-
ent Story was published only half ayear after this crash...

52: How rich can a man become?

Inthe comment to Story 23, the question How rich can aman become?wasraised (IFC Bulletin 5:
110). There, references were give to Marx (1894) and Price (1772) who raised the same question
with acompound interest examplesimilar tothe present one by Fisher: Onedollar put at compound
interest for 2000 years at 4% would amount to many, many timesas much asthe earth composed of
solid gold.

The conclusion of Fisher isthat thisabsurdity of compound interest would not happen. Accord-
ing to him, said accumul ation of adollar over 2000 yearswould, after acertain time, reduce oppor-
tunities for reinvestment and therefore reduce the rate of interest. The sum would no longer in-
creaseat 4% but at 3, then at 2, and finally, conceivable at zero per cent. One might say that funds
would not grow according to the exponential curve but according to thelogistic curve. Thiscurve
iscommon in ecology, asubject treated by Fisher in Story 74. It describes growth in afinite (lim-
ited) surrounding. Itisto mention herethat thetaxation of inheritanceisanother limit to thegrowth
of capitals.

Referring to the comment to Story 24, we will now present the solution by Leibniz to the com-
pound-interest-paradox. I n order to protect debtors, L eibniz proposed to use hiscompound interest
formulaonly for (backwards) discounting (German: abzinsen) but not for (forward) capitalizing
(German: aufzinsen). Forward capitalizing should be donewith the simpleinterest formula. Inthe
present example: If adebtor hasto pay now for the globe bigger than the earth in gold duein 2000
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years, hehasonly to pay 1$. But if somebody placesthe 1$ now, he, in 2000 years, hasnot theright
of the gold globe but only of simpleinterest, e.g.

801% = 1$+ 0.04* 2000%.
Generaly, with
T as the base moment,
t as the observed moment
K asthe capital at the base moment
i astheinterest rate and
V asthe capital at the observed moment
the interest formula used today reads
V(K,T,t)=e' DK (1)

and the one attributed to Leibniz here

je® DK t<T
Viaibniz (K, T,t) =] @
Lebniz fi(t-T)K tsT

Theinterest formula (2) yields the following graph.

v'{

¢, T t,
Figure 1

When |, asadebitor, haveto pay back intimeT thecapital K, and | pay it back before, intime t,<T,
the compound interest formula (upper part of formula (2)) is used. On the other hand, when | re-
ceiveintimeT thecapital K and will haveto pay it back intimet,>T thesimpleinterest formulais
used (lower part of formula (2)). The first problem, backwards discounting, is the subject of
Leibniz (16834). The“ discount” you get when paying back the debt earlier than agreed upon origi-
nally iscalledinterusurumin Latin. For the second problem, forward capitalising, Leibniz’ s solu-
tion solvesthe paradox of impossibly high final values shown in the present Story by Fisher. This
solutionismoreappealing than the one often mentioned, saying that “ revol utionsand wars prevent
capitalsto grow too much”. It wasalready mentionedinthe comment to Story 24in |FC Bulletin of
October 1999 referring to aletter of Leibniz to Pfautz (Leibniz 1683b ).

Capital accumulation (and the corresponding interest formula) can be characterised by two
properties. Firstly, thefinal amount doesnot depend onasplitting of thecapital. It yiel sthe samefi-
nal sumif the capital isplaced at one bank only or if it issplit and placed at two banks. Secondly,
the final capital does not depend on a splitting of thetimeinterval. That is, it yielsthe samefina
sumif themoney isplaced at one bank first and subsequently the resulting amount is placed at an-
other bank (Aczé and Eichhorn 2002). The second condition is not fulfilled by the proposal of
Leibniz mentioned above.
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Figure2

53-55: The Limits of Accumulating Fortunes; Mobility of Distribution;
A “Word Picture” of Distribution

In 53, Fisher gives historical examples of long-continued reinvestments. He states that “with a
world market for investment, we have every prospect of agreat increasein private fortunes’.

In 54, Fisher treats the mobility of distribution, the falling down of rich peopleto poverty and the
rising of poor people becoming rich. He uses the image of the goldfish in aaguarium. In Fisher
(1910:490) it is printed:

It may be compared to an age pyramid. Instead of age, fortune givesthehighinthefigure. Asthere
arefew old people there are few rich people. And asthere are many young people there are many
poor people. As mentioned above, Fisher comes back to the subject of mobility in Story 83.

In 55, a“word picture” of adistribution is given. Thisword pictureisakind of Lorenz curvein
prose. Lorenz introduced his curve in 1905, Gini his measure in 1912 (Dagum 1983). Between
these dates, Fisher (1906:142) mentioned the “ distribution curve by Pareto” dating from 1897.

Theword pictureisalong, didactical and popular quotation comparing the inequality of for-
tunes with the differences in height of plantsin afictitious parc.
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Short Stories on Wedth

Irving Fisher

49. Distribution?

HAVING considered aggregate and per capitaincomeand capital, we comefinally tothemoreim-
portant subject of their distribution among different individuals. Although awhole nation may be
rich or poor relatively to another nation, the widest differences between nations are small as com-
pared with thedifferencewithin onenation. Every nation hasitsextremely poor, itsextremely rich,
and its classes in intermediate conditions. In the United States there are many wage earners who
can not earn aliving and who have no income except what they earn by labor, while at the opposite
extreme are multimillionaires who receive incomes of over $1,000,000 a month.

What arethereasonsfor such prodigiousinequalitiesin personal distribution Aresuchinequal -
ities contrary to the public interest? If so, are they preventable? It so, by what means? These are
some of the most burning questions of the day. Out of them spring many proposalsfor reform such
as socialism, communism, anarchism, syndicalism, the single tax, the trade union movement, la-
bor legidation, thrift campaigns, industrial education, high inheritancetaxes, and so on. No proper
answer can be madeto thelast question —how to curethe unequal distribution of wealth —until we
have answered the first question —what causes this unequal distribution. As often happens, more
study has already been devoted to cure than to diagnosis, and with the usual ineffective result of
guack remedies.

Our present object wil 1 beto set forth the causeswhich effect therel ative personal distribution
of wealth. Whatever these causes may be, they are evidently fundamental and universal; for we
find that extremesof poverty and richeshaveexisted at all timesand places. They arementionedin
the Bible and other histories of peoplesin all agesand stages of civilization. It isprobable that the
degree of inequality differs as between the Oriental civilizations; like Chinaand India, onthe one
hand, and the Occidental, like England and France, on the other, and al so as between the ol der set-
tlements of western civilization, like Russia and Italy, and the newer, like the United States and
Canada. But thefact of inequality and also its causes are hearly the same everywhere. Distribution
differsin some degree, it istrue, according to political institutions, as, for instance, between Ger-
many and England. Therewas, before the war, a comparative absence of extreme poverty in Ger-
many as contrasted with England and the United States; a comparative prevalence of poverty in
Russiaand Italy; and a comparative frequency of extreme opulencein Holland.

The causes which have produced the present inequalities of wealth are largely historical; that
is, they lie in the past. It usually takes more than one generation to affect greatly the economic
standing of afamily. For this reason some people have foolishly imagined that if today we could
once correct the inequalities in wealth handed down to us from the past, the problem would be
solved, and with anew and even start wewould beforever rid of great poverty by the side of great
wealth. But if wealth were once equally divided, it would not remain so. The analysis of what
would happen will serve as the best introduction to our study of distribution.

Let us suppose that, through some communistic or socialistic law, the wealth in the United
Stateswere divided with substantial equality. Such equality could not long endure. Differencesin
thrift alone would re-establish inequality. We cannot suppose that human nature could be so
changed and become so uniform that society would not still bedivided into “:spenders” and “ sav-
ers’; much lesscan we supposethat different peoplewould all spend or all savein exactly thesame
degree. Solong asthere are any differenceswhatever between peoplein regard to their degrees of
impatience to spend or reluctance to save under like conditions, they will be led by these differ-
encesto exchange present and futureincomes among themselves. Asaconsequencetherewill en-
sue differences in spending and saving, and therefore differences in capital accumulated.

1) The Lather, Cleveland, Vol. XXX, No. ?, March 1930, pp. 30-31
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50. The Effect of Thrift and Thriftlessness
on Distribution?

THE larger theamountssaved or spent, themorerapidly iscapital gained, or lost. Aswehave seen,
the process by which individual s thus gain or lose fortunes by saving or spending consists, in the
last analysis, of an exchange of present and future income.

If two men have to start with the same income, but one has arate of impatience of 10 per cent,
that ishevalues$100 in hand today asworth to him asmuch as$110 due ayear from now, whilehe
findshe can borrow for less, say, 5 per cent; and the other man hasarate of impatience of 2 percent,
whichisbelow themarket rate of interest, thefirst will continueto get rid of futureincomefor the
sakeof itsequivalent inimmediateincome, and the other to do exactly the opposite. Thefirst man,
with spendthrift tendencies, will borrow, i.e., pledgefutureincomefor the sake of presentincome;
or hewill sell any durablegoodswhich offer remoteincome, such asfarmsor forests, and buy per-
ishablegoodswhich offerimmediateincome,  suchasfood, clothing and amusements; or hewill
change the uses to which he puts his capital, avoiding those which require improvements, and
choosing instead those on which he can realize quickly, thus letting his property run down.

The second man, with saving tendencies, ontheother hand, will lendorinvest presentincome
for the sake of future, will sell perishable and buy durable goods, and will make farsighted uses of
his capital. He will invest in stocks and bonds and in real estate capable of large future income.
Bothmenwill pursuetheir respective policiesup to the point whereit forcestheir marginal rates of
impatience to harmonize with the rate of interest.

The first man will borrow until heis lessimpatient, so that his rate of impatience is reduced
from 10 per cent to 5 percent. The second man will lend until hisimpatience israised from 2 per
cent to 5 per cent.

Spendthrift individuals or those of the type of Rip Van Winkle, if in possession of land and
other durable instruments, will proceed to sell or mortgage them in order to secure the means for
obtaining enjoyable servicesmorerapidly. The effect will be, for society asawhole, that thesein-
dividualswho have an abnormally low appreciation of the future and its needswill gradually part
with the moredurableinstruments, and that thesewill tend to gravitateinto the hands of thosewho
have the opposite trait.

It requiresonly avery small degree of saving or spending tolead to comparativewealth or pov-
erty, eveninonegeneration. It isremarkable how much may be savedin alifetime by thrift. Cases
are sometimes found of day laborers who, by saving and putting at interest, accumulate within a
lifetime asmall fortune, and in the meantime rear afamily. As Micawber said, aman with anin-
come of one pound sterling aweek will reach ultimately poverty if he spendsjust one penny more,
and reach opulence if he spends just one penny less.

A central roleinthe distribution of wealth isthus played by the degrees of impatience, or pref-
erencefor present over futureincome as compared with the market rate of interest. The existence
of ageneral market rate of interest to which each man adjusts hisimpatience or rate of time prefer-
ence suppliesan easy highway for the changein hiscapital in onedirection or the other. If anindi-
vidual has spendthrift tendencies, their indulgenceisfacilitated by accessto aloan market; and re-
versely, if hedesiresto save, hemay do sothe moreeasily if thereisamarket for savings. Therate
of interestissimply the market pricefor such exchanges. By means of thismarket price thosewho
wish to trade present for futureincome and those who wish to do the reverse may both satisfy their
desires. The former will gradually increase, and the latter gradually diminish, their capital.

If all individual swere hermits, it would be much more difficult either to accumul ate or to dissi-
patefortunes, and the distribution of wealth woul d therefore be much moreeven. Inequality indis-
tributionariseslargely from theexchange of present and futureincome, carrying, someindividuals
toward wealth and otherstoward poverty. Theimprovident sink likelead to the bottom, while the
provident riseto or toward thetop. | once asked alabor leader of great ability why he and laboring
men generally did not more generally save money. He said “ probably because welack the acquisi-
tiveinstinct.”

But thrift, important asit is, is not the only road to wealth, nor thriftlessness the only road to
poverty. Besides differencesin the rates of impatience, there are equally important differencesin
ability, industry, luck, and inheritance. These will be considered next.

2) The Lather, Cleveland, Vol. XXX, No. 7, March 1930, pp. 31-32.
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51. Causes of Unequal Distribution?

WE have seen that thrift gradually enriches a person or family while thriftlessness impover-
ishes. But thrift is only one of many factors in explaining the enrichment of some people and
groupsof people. Wemust add ability, industry, inheritanceand luck, force, and fraud. By the abil-
ity ismeant one’ s capacity to earn: by industry, the use of this capacity. Examples of getting rich
from ability and industry are very common. Almost al of the rich men in this country who have
madetheir fortunes have done so in part at least, through ability and industry. Inheritanceissoim-
portant and variablethat it will be given special consideration later. Often luck hasaided greatly in
,making some peoplerich. Thereare many examplesof minerswho got richin Colorado by simply
stumbling on agold mine. Luck playsalarger rolein the accumulation of fortunes than many are
inclined to believe. Unforeseen increasein ground rents has given riseto large fortunes fromtime
immemorial. Itisalsounfortunately truethat somemen havereally got their start, if not their larger
accumulations, through fraud. This has sometimes occurred through “high finance,” which con-
sistsvery largely in making contracts with one' s self at the expense of others whose intereststhe
defrauder, asadirector, trustee, etc., happensto control. If amanisadirector in acorporation, and
votesto haveit buy materials of himself at prices which he himself sets, he naturally can become
rapidly wealthy at the expense of the stockholders. Also through political “graft,” and especially
through getting city franchisesfor gas and waterworks and street car companies, and through spe-
cial tariff legidation, many men have become wealthy. Poverty, on the other hand, has often re-
sulted not only from thriftlessness, but from incompetence, i.e., lack of ability, slothfulness (lack
of industry), and misfortune or bad luck, and from having been defrauded by others.

Weconclude, therefore, that equality of wealthisan unstable condition and, evenif once estab-
lished, would not endure, because of unequal forces of thrift, ability, industry, inheritance, luck,
and fraud.

But inequality once established tends, by inheritance, to perpetuateitself infuture generations.
The workman who accumulates afew thousand dollars from nothing makesit easier for his chil-
drento accumulatemore. Hegivesthem astart or a“ nest egg.” Recently four sonsof aConnecticut
farmer met in afamily reunion. Many years previously the father had sent them into the world to
maketheir fortune, giving each $700 to start with. When they met at the recent family reunion, all
wereworth thousands. The well-known woman millionaire, Mrs. Hetty Green, was an exampl e of
aperson who inherited alarge fortune and then accumulated more, largely by virtue of her thrift,
her preference to accumulate for the future rather than to spend in the present. A fortune of
$6,000,000 was bequeathed her and at her death her fortune was reputed to be worth over $100,i-
000,000.

Likewise poverty may be passed down from generation to generation. A special cause for
handing down inequality of fortunesliesin the reduction of the birth rate among therich. Theten-
dency today isfor thepoor to haveahigh birth rateand for therichto havealow birth rate. Therere-
sultsatendency toward anincreasein the numbers of the poor and adecreaseinthe numbersof the
rich. This result tends to exaggerate the differences in the per capita wealth between the two
classes; for in the upper classesthere will be arelatively larger share for the few who inherit for-
tunes, and in the lower classes there will be an increasingly smaller share for the many.

We see then, that there is at least atendency for the rich to grow richer and the poor to grow
poorer. We may even go so far asto say that the richer aman or family becomes, the easier itisto
brow richer, and that the poorer afamily becomes, the more difficult it isto keep from growing
poorer. Largefortunes often grow without effort. Usually all that isnecessary isfor their ownersto
refrain from squandering. On the other hand, a family once caught in poverty is apt to be drawn
deeper into the mire. Overwork, anxiety, and unsanitary surroundings bring on disease or disabil-
ity, which robsthefamily of what littleit once had. The opportunity of thewealthy istheir wealth,
and the curse of the poor is their poverty.

3) The Lather, Cleveland, Vol. XXX, No.8, April 193], pp. 32-33.
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52. How Rich a Man can Become™

WHAT are limits of the possible enrichment or impoverishment of an individual? The ordinary
downward limit is reached when aman loses all his capital. He has then no source of income | eft
except hisown labor. When aman haslost all hiscapital, the process of |osing usually comesto an
end, because society, in self-protection, decreesthat it shall go no further. Heisin most civilized
lands not allowed to sell himself or to pledge much of hisdistant future services. But wherethereis
no such safeguard, the unfortunate victims may sink into even lower stages, such asthe debt servi-
tudein the Malay Archipelago or in Russiaunder the czars, and to some extent in Ireland; or they
may even sell themselves or their families into slavery. In moat countries the poor come to be a
large and permanent and sometimes a hel pless class.

Astotheupper limit, the opportunity to increase one’ swealth depends upon the extent of avail-
able markets. A hermit cannot become immensely wealthy; nor can any of the inhabitants of a
small island, if cut off from the rest of the world. The utmost that aman in an isolated community
can ownisthe capital whichthat community hasor can get —itsland, dwellings, means of locomo-
tion, instruments of manufacture, and so on. These are necessarily limited by the size of the com-
munity. Asthe market widens, the limitsto the growth of large fortunes widen also. Today, with
world markets, thereisno limit towhat one man likeaFord or Rockefeller may accumulate except
that he cannot more than “own the earth.”

Thisrelationship between the possible size of individual fortunes and the size of the market to
which the owner of thefortunes has accessisimportant. Practically it meansthat, in these modern
times, the possibilities of individual fortunes are greater than ever before. Few peoplerealize this
fact; for most people imagine that at any time in the world’ s history any fortune could have in-
creased at compound interest. But afortuneiscapital value, and, aswehave seen, capital-value has
no power to produce income, but on the contrary, ismerely the discounted val ue of anticipatedin-
come. The only way aman’s fortune can increase at compound interest is by his constantly rein-
vesting income asit comesin; that is, exchanging it for rightsto other and later income at its pres-
ent, or discounted, value. But evidently he must find willing sellers before he can buy. Hisincome
has no power whatever of itself to create other income. In short, an extreme upper limit to the
growth of any individual fortuneisset by the scarcity of income-producing instrumentsavailable.

The common ideathat “ money has power to breed money” leadsto absurdity when applied to
compound interest. Were it true, any person might leave fortunes to posterity far exceeding the
possible wealth which this earth can hold. The prodigious figures which result from reckoning
compound interest alway's surprise those who make the computation for the first time. One dollar
put at compound interest at 4 per cent would amount in one century to $50, in a second century to
$2,500, in athird century to $125,000, in afourth century to over $6,000,000, in afifth century to
over $300,000,000, in asixth century to over fifteen billions, in aseventh century to over 750 bil-
lions, in an eighth century to over forty trillions, in aninth century to over two quadrillions, and a
thousand yearsto over 100 quadrilliondollars. Now thetotal capital inthe United Statesislessthan
half atrillion, and that in theworld at large— even assuming that the per capitawealth elsewhereis
aslarge asthe United States, which isan absurdly large allowance — must be far lessthan tentril-
lions, whichisonly oneten-thousandth part of what we have just cal culated asthe amount at com-
pound interest of $1in 1,000 years. Y et, 1,000 yearsisonly half thetimesincethe Christian erabe-
gan. In 2,000 years the $1 would

amount to 100 quadrillion times 100 quadrillions, which is many, many times as much as a
world composed of solid gold! We can scarcely believe that such a prodigiousincrease of wealth
could ever actually take place, for the simple reason that thisis afinite world.

What istheanswer? Thedifficulty lies, not simply inthereluctance of peopleto providefor ac-
cumulation several centuriesafter their death, but al sotothefact above mentioned, that |large accu-
mulations would reduce opportunities for reinvestment and therefore reduce the rate of interest.
The attempt, for instance, to invest trillions every year, on say Long Island, or even in the United
States, or even thiswhol e planet would drive up the prices of al investable property, bonds, stocks,
real estateand other capital. Toinvest such sumswould practically requirethe purchase by the sup-
posed rich man or hisestate of all existing railways, steamships, factories, lands, dwellings, and so
on. But many of the present owners of these, having already sold alarge portion of their property
and thusreduced their degrees of impatience to equality with the prevailing rate of interest, would
not part with any more except at prices so high that the purchaser would makelittle or no profit or
interest on hisinvestment. Thusthe approach toward thelimit of investment would reducetherate

4)  TheLather, Cleveland, Vol. XXX, No. 9, May 1930, pp. 32-33.
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of interest. Thesumwould nolonger increaseat 4 per cent per annum but at 3, then 2, then 1, and fi-
nally, conceivably at zero per cent. That is, the process would retard, and finally, altogether pre-
vent, further accumulation.

53. The Limits of Accumulating Fortunes®

THERE are someinteresting exampl es of long-continued reinvestments. Benjamin Franklinat his
death, in 1790, left £1.000 to the town of Boston and the same sum to Philadelphia, with the pro-
viso that these sumswereto accumulate for ahundred years, at the end of whichtimehecal culated
that, at apercent compound interest, each legacy would amount to £131,000, or about $650,000. In
the case of the Boston gift, it actually amounted, at the end of the century, to $400,000, and has
since accumulated to about $600,000. The sum received by the city of Philadelphia did not in-
crease so fast.

Another interesting case of accumulation isthat of the Lowell Institutein Boston, which was
founded in 1838 by abequest of $200,000, with the condition that 10 per cent of theincomefromit
should bereinvested every year and added to the principal. A peculiarity of thisprovisionisthat it
appliesin perpetuity. There is, therefore, theoretically, no limit to the future accumulation thus
made possible, and it would beinteresting to know what will beitshistory infuture centuries. The
fund, after only 67 years, amounted to $1,100,000. Another exampleisthe* Sailors’ Snug Harbor”
of New Y ork. Thishas outgrown thework originally intended and the trustees have had to apply to
the courts for relief.

With aworld market for investment, we have every prospect of agreat increasein private for-
tunesin the next few centuries. But practically the limit reached in the history of most large for-
tunesisvery far from“owning the earth.” Thereisusually areaction against the desire to accumu-
late. Each reduction in the rate of interest tends, apparently, to - check the desire to accumul ate.
Moreover, thisdesire often pallswith theincrease of wealth, if notin the mind of the accumulator,
inthat of hisdescendants. A multimillionaire recently left hisfortune to accumulate until 21 years
after the death of theyoungest heir, with theintention of accumulating by that timethelargest for-
tuneonrecord. Inhiscasetherewasscarcely any limit to hisambition. But hisheirshad no such de-
sire. They much preferred to use the fortune during their own lifetime, and succeeded in breaking
the will. Even had they not succeeded, those who finally came into the fortune would probably
havebegun, at |east in afew generationsto dissipateit; for theusual effect of great wealthisto pro-
duce habits of spending.

One’ sdegree of impatience for futureincomewill be high or low according to one’ s past hab-
its. If aman hasbeen accustomed to simpleinexpensiveways, hefindsit fairly easy to save and ul-
timately to accumul ate aconsiderable amount of property. These habits of thrift, being transmitted
to the next generation, result in still further accumulation, until, in the case of some of the descen-
dants, affluenceor great wealth may result. But if aman hasbeen brought upinthelap of luxury, he
may have akeener desirefor present children of therich, who have been accustomed to thesimple
living of the poor. The effect of this factor is that the children of the rich, who have been accus-
tomed toluxuriousliving, and who haveinherited only afraction of their parents’ means, and often
lack their ability and business training, will, in attempting to keep up the former pace, be com-
pelled to check the accumulation and even to start the opposite process of the dissipation of their
family fortune. It requires a certain amount of ability merely to maintain a fortune. Bad invest-
ments carelessly entered into are often the means of impairing or even annihilating afortune. And
then the unfavorabl e effects of luxury begin. A few years ago there came to this country an Eng-
lishmanwho had inherited alarge fortune, but who had also inherited the desireto indul ge himsel f
inthe present to the full extent o! his capacity. To defeat the effects of thisdesire, his parents had
left himonly theincomeof their wealth“intrust”. Itisnot an unusual thingin England, wherethere
are spendthrift sons, to |eave property so that they may use only the income so ashot toimpair the
capital value. Neverthel ess, thisman contrived, by chattel mortgagesand in other ways, to spend a
good deal more than the interest annually accruing, and as a consequence he was always in debt
and in trouble. The result of such a course is, sooner or later, what is called a “shabby genteel”
class. Eventually peopleinthisclasswill haveto overcometheir pride, go to work, and becomela
borers—and often common laborers. After afew generationsof poverty and theilliteracy which of -
ten goeswith it the wealth-holding ancestry isforgotten. It is said that examples of such ancestry
are common among laboring men, and would be more generally recognized wereit not for theloss
of records which is the inevitable accompaniment of illiterate poverty.

5) The Lather, Cleveland, Vol. XXX, No. 10, June 1930, p.p. 32-33.
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54. Mobility of Distribution®

WE have seen that the limits set by scarcity of investments (i.e., scarcity of purchasable instru-
mentsor sharesin them) to the possible growth of largefortunesare alwaysfar higher than thevast
majority of fortunes ever approach. Most fortunesrise and then fall, the turning point being dueto
the abandonment of thrift and the substitution of thriftlessness which the fortune itself sooner or
later engenders. An old adage has put this observation in the form, “From shirt sleeves to shirt
sleevesin four generations.” We have no inheritors today of the fortune of Croesus, who, in his
day, was supposed to be awealthier man than Rockefeller, not only in proportion to the wealth of
histime, but “absolutely.” A man with astart of that kind ought to have been ableto makethefor-
tuneincrease rather than decrease with the future, and yet we know of no heirsto that fortune. To-
day we havealarge number of wealthy familiesin thiscountry, but most of them are only onegen-
eration old! Thusthevery rich families, so far from growing rich indefinitely usually do not even
continue rich more than afew generations but grow poor, arriving, too, at that condition without
the vitality or the character necessary to retrieve themselves.

Likewise, at the opposite extreme, it does not always happen that the poor grow poorer or even
remain poor. Just as wealth often relaxes thrift, so poverty sometimes stimulates thrift. The chil-
dren of the poor then become fired with ambition to get on in the world simply because they are
poor. Thesepeoplerisefromtheranks, and riserapidly. It should be noted, however, that unlikethe
downward movement of large fortunes, this upward movement is the exception, not the rule. It
may be that 90 per cent of large fortunes reach a maximum and decline, but it is doubtful if 1 or 2
per cent of the poor reach aminimum and rise. Many fall into pauperism or die. Thevast mgjority
simply remain poor.

Wesee, then, that whileitisvery easy for those who have once reached thetop of the economic
stratato stay at thetop, thisresult seldom occurs, chiefly because of their conversionfrom saversto
spenders; and whilereversely it isvery easy for those who once reach the bottom to stay at the bot-
tom, they do not always do so, chiefly because of their conversion from spenders to savers.

Thechurning up of society resulting from saving and spending and other causes neutralizesthe
tendency for therich to grow richer and the poor to grow poorer, and, what is more important, it
prevents—to someextent —the establishment of weal th castes; by continually changing the person-
nel of wealth and poverty. Theindividuals of society arelike goldfish in an aguarium. Those once
started upward continue to ascend for atime, whereupon they start down again. Those once

started downward continue to descend until perhaps they reach the bottom whereupon they
(may) start up again. To compl ete thefigure, we must suppose the shape of the aquariumto belike
gbell, very small at thetop and very large at the-bottom. Thereisroomfor only afew at thetop and
the struggle of the many to get there makesit difficult for any, whileit makesit easy for all to de-
scend. There is most room at the bottom, and consequently there is less change there than any-
whereelse. Reversely, at thetop thereismost change. The constant changing of positioninthisbell
jar, while of great moment to the individual, does not greatly affect the distribution of society asa
whole. There will always be about the same proportion of fish at each successive stratum.

55. A “Word Picture’ of Distribution?

WE have been discussing the inequality of the distribution of wealth. This distribution is some-
times pictured asasocial pyramid. Mr. Karl C. Karsten, an able statistician, has made amodel of
such a pyramid for me for use in my classes at Yale. In his book, Charts and Graphs, he has de-
scribed such a pyramid on alarge scale as follows:

“Therange of modernincomes bafflestheimagination. It isimpossible at the same moment to
visualize the very small incomes of the great mass of families and the large fortunes enjoyed by a
small handful of them. Thevariationistoo great, both asto size of incomesand number of families.

“Imaginearoundfield, onemileacross, inevery squarefoot of which oneplantisgrowing. The
plants, about twenty-two millionin number, will represent approximately the familiesof the coun-
try, each plant for one family; and we can assume that the height of the plant indicates the annual
income of thefamily, onefoot for each thousand dollars, and that thetallest plantsare clustered to-

6) The Lather, Cleveland, Vol. XXX, No. 11, July 1930, p.34.
7 The Lather, Cleveland, Vol. XXX, No. 12, August 1930, p. 34.

IFC Bulletin 8 — March 2001

51



IRVING FISHER COMMITTEE

gether inthe center of thefield. Let usstart at the edge of thiscircular field and walk the distance of
ahalf mile to the center, observing the height of the plants which we pass on the way.

“For more than three-quarters of our walk we can only specul ate on the height of the plantswe
pass, for lack of any definiteinformation from any source. If thetax collector catcheseventhe ma-
jority of those who haveincome of three thousand dollars or more, none of the plantsthusfar will
reach up ayard from theground. On the basisof theincomeshedoesreport, however, we can make
Intelligent speculations, one of which isthat the first half of our walk will be among plants puny
and ill-nourished, reaching about our ankles. At 300 yardsfrom the center we reach what iscalled
the” upper tenth,” the plants growing nearly to our knees. At 200 yards from the center they stand
up two feet and at 150 yards they will be ayard high.

“Wenow enter theinner cluster of plants, comprising two or three per cent of thetotal, and with
definite information from the government we watch arapid increase in height. Thus at 300 feet
fromthe center the plantsclimb to fivefeet, at 200 feet they rise overhead 10 feet from the ground,
at 100 feet they reach up 30feet, at 50 feet they tower ahundred feet high. At 30 feet from the center
they climbto 200 feet, at 15 to 500, at nineto athousand feet high. Theselast represent nearly 300
familieswhoseincome exceedsamillion dollarsayear. In the center of these, extending far out of
sight, about adozen rise to heights of which we know little except that they stretch at least amile
into the sky.”

Two special figures may interest the readers. Half of the incomesin the United States areless
than $1,100, 99 per cent are less than $9,000:

Thefrequency of changesinfortunes, whether up or down, will differ greatly in different coun-
tries according to the ages of the countries, and their laws and customs. Among these factors the
laws and customs asto the inheritance of property are of great importance. If thereisan equal dis-
tribution among the children of therich, thefortuneis pretty sureto runitself out in afew genera-
tionsor centuries; but in England thisresult is prevented by giving to the oldest son the bulk of the
estate and cutting everybody el se off with small stipends. The effect of this custom isto maintain
thefamily “dignity” and theintegrity of thelarge estate. In this country thereare signsthat we are
gradually changing toward this English custom by which arich man, instead of dividing his for-
tuneevenly, leavesthebulk of it to oneof hisheirs. Such achangein customwill furnishanew and
powerful tendency for existing inequalities to be accentuated and perpetuated.

52

IFC Bulletin 8 — March 2001



	SEOUL MEETING 2001
	Programme of the IFC Conference

	ABSTRACTS
	ARTICLES
	Security market statistics, Miguel Ángel Menéndez and Beatriz Sanz

	FISHER'S SHORT STORIES
	Stories 49-55, Arthur Vogt
	Short Stories on Wealth


