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CHAPTER 1

OVERVIEW OF THE SECURITIES
MARKETS



Overview of the securities markets

1. Overview of the securities markets

1.1 Economic situation

There was a generalised recovery of the global economy in 2003, with stronger growth than
the previous year and no notable inflation problems, at least in the largest economies. In the
US, there was a notable increase in GDP and imports, which boosted international economic
activity, and the strong growth in Japan suggests that it is finally overcoming the crisis that
has hampered its economy for more than a decade. Latin America also performed positively
following the difficulties suffered in 2002. The main exception in this healthy global economic
scenario was the euro zone, where overall growth was affected by the stagnation of the French,
German and Italian economies.

Table 1.1
International economic indicators

GDP®@ International demand®  Unemploment rate()
2001 2002 2003 2001 2002 2003 2001 2002 2003
OECD 1.0 1.7 2.2 0.7 1.9 2.5 6.4 6.9 7.1
us 0.5 2.2 3.1 0.7 2.8 3.3 4.8 5.8 6.0
Japan 0.4 -0.3 2.7 1.2 -1.0 2.0 5.0 5.4 5.3
Euro zone 1.7 0.9 0.5 1.1 0.5 1.2 8.0 8.4 8.8
Germany 1.0 0.2 -0.1 -0.7 -1.6 0.3 7.4 8.1 8.7
Spain 2.8 2.0 2.4 3.0 2.6 3.4 10.5 11.4 11.2
France 2.1 1.1 0.5 2.0 1.5 1.3 8.7 9.0 9.7
Italy 1.7 0.4 0.4 1.4 1.3 1.3 9.6 9.1 8.8
UK 2.1 1.6 2.2 2.7 2.8 2.5 5.1 5.2 5.0
Latin America 0.4 -0.4 1.5 - - - 9.8 10.6 10.7
Inflacién© Saldo ) Saldq cuenta
presupuestario( corriente(?)
2001 2002 2003 2001 2002 2003 2001 2002 2003
OECD 2.8 2.1 1.9 -1.1 -2.9 -3.7 -1.1 -1.2 -1.2
us 2.0 1.4 1.8 -0.2 -3.3 -4.8 -3.9 -4.6 -4.9
Japan -1.6 -1.3 -1.4 -6.1 -7.9 -8.0 2.1 2.8 3.1
Euro zone 2.3 2.2 1.9 -1.7 -2.3 -2.7 0.2 0.9 0.4
Germany 1.6 1.3 1.0 -2.8 -3.5 -3.9 0.2 2.2 2.2
Spain 3.3 3.5 3.1 -0.4 0.0 0.3 -2.8 -2.4 -2.8
France 1.4 1.7 1.8 -1.5 -3.3 -4.1 1.6 1.9 1.0
Italy 2.7 3.1 2.5 -2.7 -2.4 -2.5 -0.1 -0.8 -1.5
UK 2.2 1.3 1.5 0.7 -1.6 -3.2 -2.4 -1.7 -1.7
Latin America 6.0 12.1 9.0 -3.2 -3.0 -2.4 -2.8 -0.9 0.4

(@ Annual rate of change, in real terms (%).
(®) Annual average (% of active population).
(© Consumer spending deflator (%).

(@ Surplus (+) or deficit (-) as a % of GDP
Sources: OECD, INE and ECLAC.
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Public accounts in industrialised countries

There was a continuous generalised deterioration in the principal industrialised countries’ public
accounts, from fiscal equilibrium in 2000 to a 4.7% GDP deficit in 2003. According to the IMF’s
estimates, this downturn is due to: (i) the impact of certain budgetary decisions associated with
tax rate cuts and/or the increase in costs (close to 3 percentage points of GDP); and (ii) the
economic slowdown which impacted the government balance by about 2 percentage points of
GDP in 2000-2003.

This departure from the budgetary stability of recent years was not homogenous between coun-
tries. The economic slowdown had the greatest impact on the fiscal balance of economies in
the euro zone, especially Germany and Italy, while the US and the UK’s public accounts dete-
riorated most as a result of the very expansive fiscal policy in these economies due to sizeable
defence costs incurred by the war in Irag and to substantial tax cuts in the US. In Japan, the
public deficit remained high (always exceeding 7% of GDP, except in 2001), without any major
variation; the economic cycle had relatively little impact and fiscal policy was neutral.

In the European Union, the Stability and Growth Pact came under debate when, in 2002, the
public deficit in Germany and France exceeded the ceiling of 3% of GDP imposed by the Pact.
To date, the EU’s only demand on these two economies is a budgetary consolidation effort of
at least 0.5% of GDP per year, avoiding the application of sanctions for excessive deficit

The outlook for public accounts in developed countries in the coming years suggests a mode-
rate reduction in public deficits. In the US, the 2005 budget contemplates gradually halving the
public deficit by 2009 by adjusting public expenditure unrelated to defence. The fiscal balance
is also expected to improve gradually in the European Union due to the stability programmes
presented by the various economies, although there are significant variations between Member
States. Generally speaking, there is a certain lack of ambition in the fiscal consolidation in the
various countries, as highlighted by institutions such as the OECD and IMF, although they also
acknowledged the benefits of fiscal expansion for economic growth. These bodies have warned
of the potential medium- to long-term risks of maintaining a sizeable deficit (especially in the
case of the US) and the importance of taking the necessary measures to address the challen-
ges posed by an ageing population in the coming decades.

Government balance (% GDP)
2000 2001 2002 2003 2004 2005

us 1.6 -0.2 -3.3 -4.9 -4.8 -3.5
Euro zone -0.9 -1.7 -2.3 -2.8 -2.8 -2.4
Germany 1.3 -2.8 -3.5 -4.0 -3.5 -3.1
France -1.4 -1.4 -3.2 -4.1 -3.9 -3.2
Italy -0.6 -2.6 -2.3 -2.4 -2.9 -2.8
UK 3.9 0.8 -1.5 -3.0 -3.0 -3.0
Japan -7.5 -6.1 -7.9 -8.2 -7.1 -6.6
Canada 3.0 1.4 0.8 1.2 1.0 1.3
Advanced economies 0.0 -1.5 -3.7 -4.7 -4.5 -3.6

Source: IMF. World Economic Outlook. April 2004. Estimates in italics.

The arrival of US troops in Baghdad in March changed the economic and financial outlook. Before
this date, the growth of the global economy was weak due to the negative impact of the uncer-
tainties surrounding the war. Following the fall of Baghdad, confidence indexes started to recover
and macroeconomic data finally improved. The occupation of Iraq impacted oil prices, which
initially slumped. However, the price per barrel averaged US$28.9 in 2003, i.e. US$3.9 more than
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in 2002 due, inter alia, to political problems in exporting countries, the OPEC agreements, strong
demand in China, and the persisting uncertainty regarding the conflict in the Middle East.

Borrowing requirements increased in 2003 due to the greater public deficit in the world’s largest
economies (see table 1.1). Owing to expansive fiscal policy in the US, the deficit stood at 4.8% of
GDP in 2003, while the deficit in the euro zone was 2.7% of GDP due to the reduction in revenues
caused by the economic slowdown (see box). There was an additional increase in the already-large
US current account deficit, which rose 3 tenths of a point to 4.9% of GDP. This current account
deficit was financed in part by the acquisition of financial assets in the US by a number of mone-
tary institutions in Asia in order to avoid a greater depreciation of the US dollar against their
currencies. In the euro zone, the current account surplus fell to 0.4% of GDP in 2003, a year in
which the euro appreciated sharply.

The economic environment in Spain

The Spanish economy was a positive exception within the euro zone. Spain’s GDP grew 2.4%, i.e.
4 tenths of point more than in 2002 and 1.9% more than the average in the euro zone. The num-
ber of people in work rose substantially, and inflation was lower than in 2002 despite economic
growth. The public accounts also contributed to Spain’s healthy economy, generated a surplus of
0.3% of GDP. The deficit in the current and capital account balance increased by 3 tenths of a
points, to 1.6% of GDP. Economic growth in Spain was underpinned mainly by consumer spending.

Table 1.2
The Spanish economy: Economic indicators
Year-on-year change, except where indicated otherwise

1999 2000 2001 2002 2003

GDP (constant prices)

GDP (at market prices) 4.2 4.2 2.8 2.0 2.4
Domestic demand (1) 5.6 4.6 3.0 2.6 3.4
Household spending (2) 4.7 4.0 2.8 2.6 3.0
Public expenditure 4.2 5.1 3.6 4.4 4.6
Gross fixed capital formation 8.8 5.7 3.3 1.0 3.0
Machinery and equipment 8.6 5.1 0.4 -2.7 2.2
Construction 9.0 6.1 5.8 4.2 3.7
Net external demand (1) -1.4 -0.4 -0.2 -0.6 -1.3
Exports 7.7 10.0 3.6 0.0 4.0
Imports 12.6 10.6 4.0 1.8 6.7
Other indicators
CPI December to December 2.9 4.0 2.7 4.0 2.6
Employment: 4Q labour force survey (3) 5.7 5.5 3.1 1.6 3.0
Unemployment: 4Q labour force survey (% of active population) 15.3 13.4 10.5 11.5 11.2
Current & capital account balance (% of GDP) -1.2 -2.6 -2.0 -1.3 -1.6
Public administrations budget balance (% of GDP) -1.2 -0.9 -0.4 0.0 0.3

(1) Contribution to GDP growth.

@ Includes data of non-profit institutions serving households.

() The Labour Force Survey data since 2001 were obtained under the National Statistics Institute's (INE) new methodology for this survey.
Sources: INE, Bank of Spain and European Commission.

Economic growth in Spain was underpinned mainly by consumer spending and investment in
homes and capital goods. Accordingly, national savings were maintained at around 22.8% of GDP,
while gross fixed capital formation rose by 4 tenths of a point to 25.9%. Owing to the mismatch
between savings and investment, the Spanish economy’s borrowing requirement increased to
2.0% of GDP (compared with 1.6% in 2002).1.2.
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1.2 Financial flows in the Spanish economy

As illustrated by Figure 1.1, non-financial companies’ borrowing requirements remained high in
2003 (at similar levels to the two previous years), while there was a slight saving in the public
administrations, although this was not sufficient to offset the decline in households’ financial capa-
city. The most significant characteristics of the financial transactions in these sectors in 2003 are
detailed below.

Figure 1.1
The Spanish economy’s savings and borrowing requirements
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Source: Bank of Spain, "Financial Accounts of the Spanish economy".

Households!?

Households registered financial savings? equivalent to 0.8% of GDP in 2003 (1.5% of GDP in
2002), which is the lowest level since 1995. Their net acquisitions of financial assets reached
10.8% of GDP due to the increase in investments in equities and mutual funds. Acquisitions of
financial liabilities grew to 10% of GDP due to the sharp increase in long-term loans associated
with financing property investments by households.

The net acquisition of financial assets exceeded €80 billion in 2003, which is significantly higher
than 2002 (€62.4 billion, see Table 1.3). The distribution of financial investments in this sector
changed in 2003 since the some higher-risk assets gained importance at the expense of more con-
servative assets. Investments in mutual funds were the destination for close to 30% of house-
holds’ financial flows (compared with 12% in 2002), whereas the weighting of acquisitions of cash,

! This segment of the financial accounts includes not only households, but also non-profit institution serving households,
which account for a small percentage of the whole and whose funds come from voluntary contributions by households,
payments from the public administrations and property rental. This group of institutions consists primarily of trade unions
and professional, scientific, religious, recreational and cultural associations.

2 The financial savings by households and non-profit institution serving households consist of gross savings plus net capi-
tal transfers minus non-financial investments, on the basis of which we obtain the financing capacity (+) and borrowing
requirements (-) of this sector, i.e. the difference between net acquisitions of financial assets and net reduction in finan-
cial liabilities.
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deposits and hedging instruments (life insurance and pension funds?) declined from 90% of the
total in 2002 to 59% in 2003, although they continue to be the largest group. Investments in
fixed-income securities also increased, especially long-term securities, following a somewhat
mixed performance in the preceding years.

Figure 1.2

Savings and non-financial investment by households and non-profit
institution serving households
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Source: Bank of Spain, "Financial Accounts of the Spanish economy".

Table 1.3
Net increase in households’ financial assets (1)

Amounts in millions of euros

1998 1999 2000 2001 2002 2003

Cash and deposits 10,328 40,034 42,646 29,443 37,807 31,818
Securities other than shares -2,820 2,973 -1,033 549 -203 3,859
Loans
Shares and other equities 27,826 -12,049 -11,263 4,537 7,635 22,687
Shares -1,637 -3,238 5,514 -2,823 3,820 3,194
Other equities 1,706 1,845 2,919 2,373 2,553 2,085
Mutual funds 27,757 -10,656 -19,696 4,988 1,262 17,408
Insurance underwriting provisions 12,554 18,788 20,051 16,923 18,034 15,325
Other accounts receivable 3,250 5,956 6,682 -84 -851 6,888
Total 51,139 55,702 57,084 51,367 62,422 80,578

M Includes private non-profit institutions.
Source: Bank of Spain, "Financial accounts of the Spanish economy".

The value of the financial assets held by households at 2003 year-end amounted to €1.27 trillion,
which represents an increase of almost €156.603 billion compared with 2002. This difference bet-
ween this figure and the value of financial assets acquired by households (see Table 1.3) amounts

3 These items appear under the section for insurance underwriting provisions, along with the reserves for premiums and
claims.

19



Annual report on the securities markets. 2003

to €76.025 billion and was caused by rallying prices of financial assets in portfolios, especially sha-
res, in line with the stock market recovery during the year* .

The main characteristics of household investment in financial assets were as follows (see Table
1.4):

e Cash and deposits are still the largest component, with over 40% of the portfolio. However, this
represents a decline on 2002.

e The accumulated balance of shares represented close to 26% of households’ financial assets, i.e.
there was a recovery in their relative weighting following a decline of over 6 percentage points
in the three preceding years. Similarly, the decline in investments in mutual funds was turned
around and they once again account for over 12% of households’ portfolios. However, they are
still far from the record-high attained in 1998 (18.5%).

e Contingency hedging instruments retained their weighting in households’ portfolios (around
15%).

¢ Fixed-income securities continued to play a minor role, although they increased slightly.

Table 1.4
Breakdown (%) of households’ financial assets(?)

Ba_Iance Cash and Fixedincome Mutual Insurance

millons deposits securitis Shares funds underyv_rltlng Other

of euros provisions
1996 699,990 46.7 3.3 20.1 13.9 10.8 5.1
1997 796,115 40.8 2.8 24.1 17.7 11.3 3.4
1998 935,789 35.8 2.4 28.8 18.8 11.1 3.2
1999 1,029,312 36.4 2.4 29.3 16.6 12.0 3.3
2000 1,066,743 39.1 2.5 27.8 13.4 13.6 3.6
2001 1,125,450 39.6 2.3 27.9 12.5 14.2 3.4
2002 1,109,489 43.0 2.4 23.1 11.9 15.8 3.8
2003 1,266,092 40.2 2.9 26.1 12.1 15.1 3.7

(M Includes private non-profit institutions.
Source: Bank of Spain, "Financial accounts of the Spanish economy".

Financing of companies
Non-financial companies

Non-financial companies’ borrowing requirements continued to be higher than the rest of the resi-
dent sectors in the Spanish economy. These companies have a financial deficit due to their ordi-
nary activity and capital expenditure.

In 2003, their net financial transactions were negative to the tune of €34.4 billion (4.6% of GDP),
which represents a small increase on 2002 when borrowing requirements amounted to 4.5% of
GDP.

4 In 2002, net acquisitions of financial assets had totalled €62.422 billion, although asset depreciation in that period due to
major stock market losses caused the balance of financial assets of households and non-profit institution serving house-
holds to fall by €15.961 billion to €1.1 trillion.
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Figure 1.3
Savings and non-financial investment by non-financial companies
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Source: Bank of Spain, "Financial accounts of the Spanish economy".

The net acquisition of financial assets by non-financial companies amounted to €127.8 billion in
2003 (€114.5 billion in 2002) due to the increase in assets classed as "Other accounts receiva-
ble", which are linked to the credit granted by these entities to other companies in the perfor-
mance of their ordinary activity.

Table 1.5
Net increase in non-financial companies’ financial liabilities

Amounts in millions of euros

1999 2000 2001 2002 2003

Shares, held by 29,210 78,208 34,442 42,018 37,812
Non-financial companies 2,625 22,412 6,386 8,990 11,720
Financial institutions 4,209 5,520 -588 3,144 11,829
Public administrations 632 -92 681 997 1,863
Households and non-profit institutions 165 3,555 1,394 4,557 5,156
Rest of world 21,579 46,814 26,569 24,329 7,244

Securities other than shares, held by 2,314 -7,217 -717 -2,597 -1,024
Non-financial companies 299  -3,740 -323 -855 -666
Financial institutions 970 -2,868 -707 -1,228 -216
Public administrations 2 2 2 4 5
Households and non-profit institutions 265 -2,116 118 -593 72
Rest of world 777 1,505 193 75 -218

Loans, granted by 47,717 67,832 70,670 66,603 75,397
Non-financial companies 368 158 -391 -191 -57
Financial institutions 29,282 45,538 42,707 43,915 52,709
Public administrations 1,007 626 2,031 1,924 1,924
Rest of world 17,061 21,510 26,323 20,956 20,821

Trade credit and advances 44,787 41,256 36,652 41,120 50,249

Others 355 -1,823 -2,145 -1,606 -228

Total 124,382 178,256 138,902 145,539 162,206

Source: Bank of Spain, "Financial accounts of the Spanish economy".
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Non-financial companies acquired €162.2 billion of net financial liabilities in 2003, compared with
€145.5 billion in 2002. Commercial loans continued to be the main form of financing for non-finan-
cial companies, representing close to 78% of the total acquisition of liabilities. Their relative impor-
tance increased in 2003 compared with other sources of financing, such as shares (see Table 1.5).

As for counterparties in financing, the importance of non-residents continued to decline, and they
provided close to 20% of funds raised in 2003 (compared with 40% in 2000). All the resident ins-
titutional categories gained in importance in financing in this sector, especially financial institutions
and non-financial companies

Financial institutions>

Together with households and non-profit institutions and, more recently, public administrations,
financial institutions tend to present positive net financial savings. As in 2002, this positive balan-
ce amounted to 1.5% of GDP, although there was a sharp increase in the acquisition of financial
assets and liabilities.

The acquisition of financial assets by financial institutions increased to 37.1% of GDP in 2003 (com-
pared with 22.7% of GDP in 2002) due to growth in loans and to the acquisition of fixed-income
securities. Acquisitions of liabilities rose to 35.6% of GDP (21.2% in 2002) due to the large volu-
me of funds raised through the issuance of fixed-income securities, deposits and shares and other
equities.

Table 1.6

Net increase in financial institutions’ financial liabilities
(excluding the Bank of Spain)

Amounts in millions of euros

1999 2000 2001 2002 2003

Monetary financial institutions

Total 77,458 87,092 127,679 104,004 168,714
Cash and deposits 48,495 82,613 99,718 85,806 120,125
Fixed-income 28,598 -2,066 14,445 12,520 41,397
Loans 224 194 318 288 49
Shares and other equities -6,303 1,585 11,204 11,794 6,880
Insurance underwriting provisions 766 -17 187 -467 684
Other accounts receivable 5,678 4,783 1,808 -5,937 -422

Non-monetary financial institutions

Total 33,574 38,632 25,721 37,397 80,968
Cash and deposits 629 745 -1,614 444 -811
Fixed-income 6,014 6,376 10,133 19,346 32,304
Loans 454 -1,354 -1,573 213 -52
Shares and other equities 7,605 2,922 -159 -3,545 29,173
Insurance underwriting provisions 20,202 24,487 21,720 23,584 17,118
Other accounts receivable -1,330 5,456 -2,786 -2,646 3,236

Source: Bank of Spain, "Financial accounts of the Spanish economy

5 In accordance with SEC-95, this sector includes monetary financial institutions (Bank of Spain, private sector banks, thrifts,
credit cooperatives, ICO, credit finance institutions and some FIAMM) and non-monetary financial institutions (all other IICs,
securitisation funds, venture capital companies and funds, broker-dealers, private insurance companies, prudential institu-
tions, Consorcio de Compensacién de Seguros, pension funds and other financial services providers such as securities bro-
kers, stock market management companies, IIC management companies, etc.).
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Table 1.6 illustrates the breakdown of funds raised by both monetary and non-monetary financial
institutions. Monetary financial institutions, excluding the Bank of Spain, raised close to €169
billion in funds, 62% more than the previous year. Cash and deposits continued to be the main
funding source for these institutions, although their weighting declined in favour of fixed-income,
which accounted for close to 25% of funds. The third-largest source of funds continued to be the
issuance of shares and other equities, which performed in line with FIAMM subscriptions during the
year.

Non-monetary financial institutions increased their financial liabilities by 116% in 2003 to €80
billion. This large volume of funds was raised primarily in the form of fixed-income instruments
(40%) and shares and other equities (36%) due to sizeable subscriptions in FIM (see Chapter 5).
Insurance underwriting provisions were the third-largest source of funding (21%).

1.3 World financial markets

Securities markets were affected by several factors in 2003. The war in Iraq triggered a change in
trend in the markets of assets issued by private institutions, debt and shares, whose prices rose
considerably as the uncertainty decreased. In addition, these securities appreciated due to incre-
ased liquidity caused by expansive monetary policies and low returns on more conservative inves-
tments, such as developed countries’ public debt.

Figure 1.4
Official interest rates
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Official interest rates

The European Central Bank (ECB) and the Federal Reserve maintained a lax monetary policy,
which was reinforced with additional interest rate cuts. In the first half of 2003, the Federal
Reserve showed that it was concerned about a potential deflationary situation, and cut the inter-
vention rate to 1.0% in June, the lowest rate in over forty years. The ECB cut its minimum rate
twice (in March and June) to 2.0% because of the economic stagnation in the euro zone, where
growth and inflation data and projections fell gradually throughout the year.
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Currency markets

The euro again appreciated against the major currencies. In 2003, the dollar depreciated 20.4%
against the euro, 8.6% against the Japanese yen and 8.3% against the pound sterling. As in 2002,
the dollar depreciated sharply because the interest rate differential favoured the euro and there
was substantial trade and public deficit in the US economy, where no major correction is expec-
ted in the short-term.

Figure 1.5
Dollar-euro and yen-euro exchange rates
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The euro-dollar exchange rate

The exchange rate of the euro against the dollar has undergone several very different phases
since 1999. The euro depreciated constantly until November 2000 due to stronger economic
growth and higher short-term interest rates in the US. The losses accumulated by the euro in
this period amounted to 30%, and it reached a low of US$0.825.

The euro-dollar exchange rate was marked by volatility from the end of 2000 until the second
quarter of 2002, when the euro recovered slightly to US$0.87. This was due mainly to the
uncertainty about the recovery of the US economy, which slowed greatly in 2001, and to the
instability following the terrorist attacks on 11 September.

Since then, the euro has appreciated continuously against the dollar (with the exception of
summer 2003) because, despite the improvement in economic growth in the US, the exchan-
ge market paid more attention to the potential medium-term negative effects of the persis-
tent, huge current account deficit in the US and the increase in its budget deficit (see Table
1.1). In addition, the appreciation of the euro was favoured by higher interest rates in the
euro zone in both the money market (see Figure 1.3) and in the long-term debt market (see
Figure 1.5).
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Long-term interest rates

US and German debt yields reached record lows in 2003. Owing to the poor economic outlook in
the first half of the year and the downgrade in inflation expectations, lax monetary policy was

expected to be maintained in the US and Germany. However,

the improved situation in the US as

from mid-2003 changed these expectations; consequently, the US public debt yield curve steepe-
ned® and debt yield increased (the yield on the 10-year bond was 4.20% at year-end, 14 basis
points more than in 2002). Europe’s economic situation worsened, causing yields on the German

10-year bond to fall 6 basis points to 4.25%.

Figure 1.6
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6 The spread between 5-year and 2-year debt at 31/12/2003 was 140 basis points in the US, compared with 115 basis
points at 31/12/2003, while in Germany it was 68 basis points at 31/12/2003 and 104 basis points at 31/12/2002.
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The spread between private and public debt in both dollars and euros declined in 2003. A compa-
rison of yields on 10-year bonds with BBB and AAA ratings illustrates a sharp decline in the cost
of financing for companies with a low credit rating” (see Figure 1.6). This reduction can be explai-
ned by: (i) the improvement in corporate earnings and balance sheets; (ii) the reduction in the
number of company bankruptcies; (iii) market liquidity caused by low intervention rates; and (iv)
low yields on alternative investments, such as public debt.

Equities markets

Following three consecutive years of declining share prices, there was a significant generalised
rally in the world’s stock markets. This upswing was due, inter alia, to (i) the reduction in geopo-
litical uncertainty, (ii) the acceleration of global economic growth, (iii) lower volatility of these
assets, and (iv) low yields on fixed-income securities, which boosted investments in higher-risk
assets.

The Dow Jones Industrial Average (DJIA) rose 25.3%, the Nikkei rose 24.5% and the EuroStoxx-
50 gained 15.7%. In Europe, Germany’s Dax-30 gained most (37.1%), despite the stagnation of
the German economy, while Italy’s Mib-30 gained least (only 11.8%)8. There were generalised
gains in Latin America and Asia, particularly Argentina and Brazil.

Table 1.7
Equities markets: indexes and trading in 2003

Indixes Trading
Market .
Name Change (%) US$ billion Change. ($)®
Developed countries
New York DJIA 25.3 9.692.3 17.2
Nasdaq Nasdaq 50.0 7.068.2 6.6
Tokyo Nikkei 24.5 2.130.7 -2.8
London FTSE 100 13.6 3.624.0 -5.9
Euro zone (2) Euro Stoxx 50 15.7 4.295.7 -7.4
Euronext (3) Euronext 100 12.7 1.905.4 -7.0
Germany DAX 30 37.1 1.305.0 -13.3
Italy MIB 30 11.8 823.1 -10.4
Spain Ibex 35 28.2 566.2 11.4
Latin America
Buenos Aires Merval 104.2 3.1 89.3
Sao Paulo Bovespa 97.3 68.0 22.3
Santiago de Chile IGPA 46.2 6.8 -22.1
Mexico City IPC 43.5 25.9 -30.9
Lima IGRA 74.9 1.1 19.4
Southeast Asia
South Korea Korea Com Ex 29.2 459.2 -4.9
The Philippines Manila Composite 41.6 2.7 -31.6
Hong Kong Hang Seng 34.9 296.4 35.4
Indonesia Yakarta Comp. 62.8 14.8 70.4
Malaysia Kuala Lumpur Comp. 22.8 52.2 -5.7
Singapore SES All-Share 36.4 92.0 -29.0
Thailand Bangkok SET 116.6 105.1 24.3
Taiwan Taiwan Weighted Pr. 32.3 592.5 -14.9

(M In local currency.

@ Volume traded in the stock exchanges of the euro zone countries.
® Refers to the markets integrated into Euronext (Paris, Brussels, Amsterdam and the Portuguese bourses).
Source: World Federation of Exchanges.

7 The spread between debt rated BBB and AAA narrowed by 125 basis points to 71 basis points in the euro zone and by
178 basis points to 106 basis points in the US.

8 Poorer performance in the Italian index reflects the losses caused by the Parmalat financial scandal.
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The increase in yields was accompanied by a reduction of risk in these markets. Accordingly, ave-
rage volatility® declined with respect to the previous year: volatility declined from 23.2% to 15.8%
in the DJIA; from 33.5% to 25.2% in the EuroStoxx-50; and from 24.7% to 21.8% in the Nikkei.

Figure 1.7
Stock market index performance
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The "New Market" indexes gained faster than the conventional indexes following sizeable losses
since the tech bubble burst at the start of the decade. Nasdaq gained 50.0%, Techmarks 42.4%
and TecDax 62.1%. The recovery of those indexes was also accompanied by a reduction in volati-

lity.
Table 1.8
Nuevos Mercados: Evolucion de los indices y la volatilidad
i ) ili o, 1)
Country Market Yield(%) Volatility (%)

2002 2003 2002 2003
Germany TecDax (2) -63.1 62.1 33.6 24.4
us Nasdaq -31.5 50.0 33.8 22.4
Spain Nuevo Mercado -47.3 27.4 32.9 24.7
France Nouveau Marche -52.9 26.2 25.6 18.3
Italy Nuovo Mercato -50.1 27.3 33.0 22.9
Luxembourg Nasdaq Europe (3) -64.5 33.4 24.4 27.0
UK Techmarks -50.7 42.4 26.9 19.2

M Annual average of the standard deviation of daily variations with respect to the previous 20 sessions, re-scaled in annual terms.

() In 2003, the Neuer Markt changed its name to TecDax, becoming a segment within the general trading of the German stock market.
(3) Nasdaqg Europe ceased to exist in November 2003.

9 Calculated as the annualised average of the standard deviation of daily of the indexes.
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Performance of technological stocks in the main international markets

There was a strong recovery in the world’s technological indexes in 2003. The principal
index, the Nasdaq Composite, gained 50%, Germany’s TecAll gained 62.1% and the
Spanish Nuevo Mercado 27.4%—the first gains since the end of the tech euphoria in 2000.
These markets were created to accommodate the numerous TMT(1) companies, so less
demands were made of issuers. This sector peaked in the 1990s, which translated into
major rallies in share prices

Annual growth of the new market indexes
1997 1998 1999 2000 2001 2002 2003

Nasdaq Composite 21.6 39.6 85.6 -39.3 -21.1 -31.5 50.0
TecAll ® 63.6 174.0 66.2 -40.0 -60.2 -63.1 62.1
Nouveau Marché @ 22.8 26.4 135.3 -2.4 -62.7 -52.9 26.2
Nuovo Mercato @ = — — -28.3 -45.6 -50.1 27.3
Nuevo Mercado = — — -66.3 -22.4 -47.3 27.4
Techmarks 100 4.3 52.6 159.6 -32.2 -42.6 -55.9 56.4
Nasdaq Europe ) == == == == -65.5 -64.5 33.4

M) The TecAll index is the continuation of the Neuer Markt index. This market was created in March 1997.
() The Nouveau Marché was created in March 1996.

(3) The Nuovo Mercato was created in June 1999.

#) The Nuevo Mercado was created in April 2000.

() The Nasdaq Europe market was created in June 2001 and ceased to exist in October 2003..

However, the crisis of confidence in these companies caused a good number of them to close
and reduced share prices. In addition, the decline in capitalisation and trading caused some of
these markets to cease to exist. Germany’s Neuer Markt—Europe’s largest new market in its
time—disappeared in June 2003, and its stocks are now traded on the conventional market. The
Switzerland New Market ceased to exist in July 2003 and Luxembourg’s Nasdaq Europe in
November 2003.

Spain’s Nuevo Mercado was launched on 10 April 2000 with ten stocks issued by companies in
innovative high-tech and other sectors; in other words, the creation of this market coincided
with the crisis of the so-called "new economy". By 2003 year-end, it had accumulated losses
amounting to 82.5%. Nevertheless, hew companies have joined this market, which currently
has 14 names.

! Technology, Media & Telecommunications.

Trading figures varied from market to market. In the US, favourable prices boosted trading, whe-
reas trading fell in Japan and Europe (except Spain) despite higher prices.

1.4 Securities and derivatives markets in Spain

In 2003, Spain’s stock markets reflected the improved economic situation, with share prices rising
sharply (more so than in other European markets) following three consecutive years of losses. The
upswing in the markets was consolidated since the first quarter of 2003, which favoured a consi-
derable decline in volatility with respect to 2002. In the fixed-income markets, the expectations of
an economic recovery were reflected in interest rate rises in the second half of the year.

The improved market situation did not lead to an increase in financing through capital increases.
The private sector, underpinned by record-low interest rates, covered a large part of borrowing
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requirements through issues of private fixed-income securities, with notable growth in asset-bac-
ked securities. The stock market recovery also boosted investments in assets with a certain degree
of risk, although net subscriptions continued to be concentrated in FIAMM, guaranteed equities
funds and short-term fixed-income funds.

Interest rates and share prices

Yields on Spanish short-term public debt fell by 75 basis points to 2.25%, while benchmark 10-
year bonds remained unchanged around 4.25%. Accordingly, the slope of the yield curve betwe-
en three and ten years increased significantly, to 157 basis points. Yields on private fixed-income
performed in line with public debt, so the credit risk spread remained unchanged at 10-15 basis
points (short-term) and 75 basis points (long-term).

The Ibex-35 gained 28% and the Madrid Stock Exchange General Index (IGBM) gained 27%, follo-
wing three consecutive years of losses. In the first quarter of 2003, share prices continued to decli-
ne, and then the first signs of an economic recovery led to an upswing which was maintained until
year-end. The stock market recovery was accompanied by a reduction in volatility due to the
reduction of the uncertainty perceived by investors.

Primary markets and public offerings of securities

Gross issues of securities totalled €235 billion in 2003, 44.5% more than the previous year due
mainly to private fixed-income issues to take advantage of low interest rates.

Public administrations increased their gross issues by 5.3% to €78.5 billion. This is the second
consecutive year of growth after several years of significant declines. The favourable performan-
ce by Spain’s public accounts together with low interest rates enabled debt to be redeemed and
restructured; new issues were mainly in the short-term segment.

Private sector fixed-income issues soared by over 83% in 2003, exceeding €153 billion (almost
double the issues by the public administrations). Issues in Spain grew faster than in the rest of
the euro zone because the Spanish economy is performing better and because of the boost from
the mortgage market, which has greatly increased issues of mortgage-backed securities.

However, although share prices recovered, capital increases fell by 30% in 2003 and, following a
three-year slide, they amounted to little more than €3 billion, very far from the record high in
2000 (when they approached €44 billion). There was also a sharp reduction in secondary public
offerings (see Table 1.9)10,

Table 1.9
Gross issues and public offerings

Millions of euros

1999 2000 2001 2002 2003
Gross issues 164,496 180,033 153,814 162,853 235,313
Capital increases 14,748 43,937 9,623 4,692 3,289
of which primary offerings @ 7,373 17,811 155 0 0
Marketable public debt (3 92,130 87,316 69,570 74,549 78,480
Private fixed-income 57,591 52,300 74,626 83,702 153,543
Secondary offerings 4,419 9,446 3,044 3,330 470

() Effective value.

@ Primary public offerings.

3) Nominal value.

4 Includes volume offered in the domestic and international tranches.

10 In 2003, the number of secondary offerings registered with the CNMV was the same as the previous year (four), although
the total amount was _470 million, compared with _3.3 billion in 2002. Close to 89% of the total amount corresponds
to a single offering by electricity companies to divest their shares in Red Eléctrica de Espafia.
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Trading in the secondary and derivatives markets

Trading in equities on the Spanish stock exchanges increased by 11.4% in 2003 to €495.5 billion
due partly to higher prices and partly to the launch of several public offerings in the year which
generated considerable activity in the days following settlement.

Trading increased only in the Electronic Market (SIBE), while it fell 10.5% in the open outcry seg-
ment and 25.5% in the second market.

In the secondary fixed-income markets, trading fell 2.8% in the public debt book-entry system,
while it increased in the other markets (5.5% in fixed-income securities traded in the stock mar-
kets and 41% in the AIAF private fixed-income market).

Record-low yields on public debt, together with the increase in private fixed-income issues, boos-
ted trading in the latter, especially in commercial paper, debentures, bonds and mortgage covered
bonds. In the public debt book-entry system, trading declined in bonds and debentures while it
surged in treasury bills. Trading in fixed-income securities on the stock exchanges continued to
grow due mainly to debt issues by Generalitat de Catalunya (the Catalan regional government).

Trading in derivatives declined in 2003 for the second consecutive year. The reduction was most
notable on MEFF and was due mainly to the decline in trading of options on individual stocks.
Conversely, there was a considerable increase in trading in derivatives on other markets (mainly
the German-Swiss market Eurex through broker-dealer MEFF Euroservices S.V.—EuroMEFF) in con-
tracts on both European stock indexes and German public debt. There was also strong growth in
trading of warrants.

Table 1.10
Trading in the secondary and derivatives markets

Amounts in millions of euros, unless otherwise indicated

1999 2000 2001 2002 2003
Equities ("
Stock exchanges 289.354 492.302 444.302 444,936 495.494
Fixed-income
Public debt book-entry system 2.360.914 1.703.704 1.964.678 2.310.943 2.246.881
Stock exchanges 44,710 39.802 57.463 71.140 75.058
AIAF ® 85.766 100.759 143.733 272.470 384.089
Derivatives
MEFF RF 3.597 1.036 285 51 1,4
MEFF RV ¢ 12.838 20.966 30.652 27.867 21.747
Warrants ©) 205 898 1.636 1.232 1.610
FC&M * 0 0 0 0 0
Pro memoria:
EuroMEFF ® 17 1.440 3.239 4,199 5.234

(1) Effective value.

() Outright spot trades. Includes unstripped debt and STRIPs.
3) Nominal value.

) Thousand contracts, adjusted for changes in contract size.
() Premiums traded.

Collective Investment Schemes (IIC)

The assets of collective investment schemes which invest in securities amounted to €232.8 billion
at 2003 year-end, 20.2% more than at the end of the previous year. As illustrated by Table 1.11,
growth in FIM assets was especially strong. There was a considerable inflow of investment into
FIMs in 2003, especially the short-term fixed income and guaranteed equities classes. Equity funds
benefited from portfolio appreciation in the second half of the year.

Assets of real estate IIC grew by close to 35% in 2003, although they continued to represent only
a small proportion of total assets of collective investment schemes (1.2%).
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Assets of collective investment schemes

Billions of euros

1999 2000 2001 2002 2003

Securities investment 219,5 201,5 200,6 193,6 232,8
Mutual funds 206,3 186,1 181,3 174,7 210,6
FIAMM 42,6 33,4 43,8 53,4 58,1

FIM 163,7 152,7 137,5 121,4 152,6
Investment companies 13,2 15,4 19,3 18,9 22,2
SIM 3,3 2,8 2,5 2,0 2,0
SIMCAV 9,8 12,7 16,9 16,9 20,2
Real estate investment 0,9 1,2 1,5 2,1 2,8
Total IIC 220,3 202,7 202,2 195,7 235,7

Securities firms and asset management firms

Securities firms (brokers and broker-dealers) obtained a total of €250 million in pre-tax earnings
in 2003, which represented a 14.9% increase year-on-year.

Commission revenues fell with respect to 2002. Although the stock markets were quite dynamic in
2003, securities firms did not feel all the benefits of this since they lost market share in the han-
dling and execution of orders due to competition from credit entities.

However, owing to the containment of operating expenses, especially significant in the case of bro-
ker-dealers, operating margins narrowed by less. In the case of broker-dealers, the improvement
in the "Other gains and losses" item was vital to the increase in pre-tax earnings.

IIC management companies (SGIIC) obtained €444 million in pre-tax earnings, slightly less than
in 2002 (€447 million euros). The increase in commissions received for the management of IIC,
linked to the strong growth in assets of IIC managed by these institutions (20.7%), offset only part
of the increase in commissions paid to fund marketers.

As for portfolio management companies, pre-tax earnings fell considerably from €6.2 million in
2002 to €3.8 million in 2003. This decline reflects the removal of seven entities during 2003 and
the sharp decline in commission revenues for assets under advice, which fell by close to 40% in
2003.

Table 1.12
Pre-tax earnings of securities firms and asset management firms

Millions of euros

1999 2000 2001 2002 2003

Securities firms 400.8 617 303.9 217.3 249.7
Broker-dealers 369.7 587.2 284.4 202.3 223.4
Market members 326.8 551.3 264.3 170.8 195.8
Non-market members 42.9 35.8 20.1 31.4 27.7
Brokers 31 29.8 19.5 15.0 26.2
Market members 10.4 17.6 7.8 0.2 6.0
Non-market members 20.7 12.2 11.8 14.8 20.2

IIC management companies 1,012.80 1,007.00 703.6 447.2 443.9
Portfolio management companies 6.1 8.6 2.5 6.2 3.8
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Primary markets

2. Primary markets

2.1 General overview

Euro zone

Fixed-income issues in the euro zone rose significantly in the year, with issues by euro zone
residents totalling €7.2 trillion, up 8.4% on 2002. Euro-denominated issues (which accoun-
ted for 93.6% of the total amount) grew 8.9%, while issues in other currencies increased
1.6%?:*.
Table 2.1
Fixed-income securities issued by euro zone residents

Amounts in billions of euros

Amount Change (%)
2002 2003 2002 2003
Gross issues(™ 6,627.9 7,184.6 -1.8 8.4
Public administrations 1,368.2 1,561.5 20.6 14.1
Short term 672.3 794.6 23.9 18.2
Long term 695.9 766.9 17.6 10.2
Financial institutions 4,442.2 4,717.1 -4.5 6.2
Short term 3,579.5 3,735.5 -4.6 4.4
Long term 862.7 981.6 -4.0 13.8
Non-financial companies 817.5 906.0 -15.2 10.8
Short term 741.4 798.4 -11.4 7.7
Long term 76.1 107.6 -40.6 41.4
Outstanding balance( 96,795.2 102,587.4 6.8 6.0
Public administrations 46,930.6 49,300.0 4.9 5.0
Short term 3,885.9 4,614.0 12.6 18.7
Long term 43,044.7 44,686.0 4.3 3.8
Financial institutions 43,454.1 46,393.4 8.6 6.8
Short term 4,284.7 4,648.4 5.1 8.5
Long term 39,169.4 41,745.0 9.0 6.6
Non-financial companies 6,410.5 6,894.0 7.9 7.5
Short term 1,136.5 1,202.3 -8.0 5.8
Long term 5,274.0 5,691.7 12.1 7.9

™ Nominal value
Source: European Central Bank.

The bulk of fixed-income issues were by the private sector (Table 2.1), boosted by low inte-
rest rates and the expected growth in the economy (albeit less concrete than in other parts
of the world and to a differing extent in each member country). There was also a significant
improvement in perceived issuer credit risk, following better performance in their accounts.
As for public administrations, poor performance by the national accounts of several member

I Issues in euros totalled €6.7 trillion while issues in other currencies totalled €456 billion. In 2002, euro issues declined
1.1% and other currency issues 10%.
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countries, particularly France and Germany, led to a rise in gross issues, albeit smaller than
in 2002.

Equity issues remained low. For the first time since 2000, the amount of gross issues (capital
increases) rebounded, increasing from €54 billion in 2002 to €65 billion in 2003. However, almost
one-quarter of issues belonged to a single large transaction: the capital increase at France
Télécom, to which the French government contributed a large proportion2.

Spain

Gross securities issues in Spain amounted to €235 billion in 2003 (up 44.4% on 2002) due enti-
rely to fixed-income issues, which represented 99% of the total (table 2.2). In contrast, equity
issues (capital increases) registered at the CNMV fell sharply for the third consecutive year.
Despite the upward trend in share prices, the stock market was not ripe for financing transac-
tions, affecting not only primary but also secondary public offerings, which suffered a drastic
decline3.

Table 2.2
Gross issues in Spain

Amounts in millions of euros

1999 2000 2001 2002 2003

Equities (2 14,748 43,937 9,623 4,692 3,289
Fixed-income 149,721 139,617 144,196 158,251 232,024
Public administrations @ 92,130 87,316 69,570 74,549 78,480
Short term 45,061 41,616 28,880 34,746 38,973
Medium and long term 47,068 45,701 40,690 39,803 39,507
Private sectoro® 57,591 52,300 74,626 83,702 153,543
Short term 32,555 34,366 45,173 45,576 76,177
Medium and long term 25,037 17,934 29,453 38,127 77,366
Total 164,469 183,553 153,819 162,943 235,313
Pro memoria:
Secondary offerings 4,419 9,446 3,044 3,330 470

(1) Effective value.

() Capital increases registered with the CNMV, including primary offerings
3 Nominal value

) Issues registered with the CNMV

Source: Bank of Spain and CNMV.

The private sector increased its lead over public administrations in raising funds through the
securities markets, since it accounted for two-thirds of total gross issues*. Private sector issues,
including capital increases, totalled €156.8 billion, an increase of 77.4% on 2002, with approxi-
mately 98% corresponding to fixed-income. This dynamism in private sector issuing is explai-
ned by the growth expectations in the Spanish economy (stronger than in the euro zone as a
whole) and by the strength of the mortgage market, which led to a sharp increase in mortgage-
backed issues.

N

The capital increase (to reduce debt) at France Télécom totalled €15 billion, of which €9 billion was contributed by the

French government.

3 Four secondary public offerings were registered at the CNMV in 2003, the same as in 2002. However, the total amount
was €470 million, compared to €3.3 billion in 2002. Around 89% of the total corresponded to a single offering by elec-
tricity utilities to divest stakes in Red Eléctrica de Espafia.

4 In 2002, private sector gross issues accounted for 50% of total issues.
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Gross issues by public administrations amounted to €78.5 billion, 5.3% more than in 2002. Good
performance in public finances took pressure off issuing and led to debt amortisation and restruc-
turing operations. Nevertheless, as in 2002, issues continued to rise moderately, concentrated
exclusively in the short-term segment.

Figure 2.1
Gross issues in Spain, by type of instrument and sector
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2.2 Equities

The stock market recovery did not lead to a rise in capital increases in 2003; on the contrary, the
effective amount of new shares issued fell from €4.7 billion in 2002 to €3.3 billion in 2003, while
the number of issuers dropped from 35 to 32. Nine companies undertook bonus capital increases
totalling €186.6 million, compared with 17 companies and €293.8 million in 2002. No warrant
issues were registered>.

Table 2.3
Capital increases

Effective amount in millions of euros

1999 2000 2001 2002 2003
Primary offerings 7,373 17,811 155 - -
Other capital increases 7,375 26,126 9,468 4,692 3,289
Total 14,748 43,937 9,623 4,692 3,289
Pro memoria:
Domestic tranche of primary offerings
Amount 4,403 13,448 155 - -
% of total 59.7 75.5 100.0 - -

> See tables A.1.3 and A.1.4 in the Annex.
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The largest capital increases were undertaken by companies involved in mergers and acquisi-
tions, including Abertis Infraestructuras, ACS, Sogecable and Banco Popular. The effective
amount of the capital increase at Abertis Infraestructuras was €927.5 million, as part of the
merger of toll road concessions Aurea and Acesa®. A €501.6 million capital increase at cons-
truction company ACS was motivated by the absorption of Dragados, another construction
company. Media company Sogecable raised €449.5 million for the merger with Via Digital. The
€412.7 million capital increase at Bankinter was in order to finance the acquisition of
Portuguese credit institution Banco Nacional de Crédito Inmobiliario. Overall, these four incre-
ases represented almost 70% of the total registered amount.

2.3 Fixed-income

Gross fixed-income issues in the Spanish markets totalled a nominal €232 billion in 2003, a
46.6% increase on 2002, due mainly to the private sector. The nominal amount of private fixed-
income issues amounted to €153.6 billion, up 83.6% on 2002. The dynamism in the private sec-
tor was evidenced not only by the amounts issued but also by an increase in the number of
issuers, from 108 in 2002 to 137 in 2003. There was a slight drop in the weighting of large
issuers in the total issued amount’.

Table 2.4
Fixed-income issues in Spanish markets

Amounts in millions of euros

Amount Change (%)
2002 2003 2002 2003
Gross issues 158,251.3 232,023.2 9.7 46.6
Public administrations 74,549.0 78,480.0 7.2 5.3
Short term 34,746.0 38,973.0 20.3 12.2
Long term 39,803.0 39,507.0 -2.2 -0.7
Financial institutions » 72,059.3 138,736.1 18.1 92.5
Short term 36,548.2 66,193.0 -1.1 81.1
Long term 35,511.1 72,543.1 47.5 104.3
Non-financial companies ? 3 11,643.0 14,807.1 -14.3 27.2
Short term 9,027.4 9,984.0 10.0 10.6
Long term 2,615.6 4,823.1 -51.4 84.4
Outstanding balance () 467,363.4 539,372.7 8.9 15.4
Public administrations 326,915.8 326,319.1 2.7 -0.2
Short term 37,201.7 39,941.1 0.7 7.4
Long term 289,714.1 286,378.1 3.0 -1.2
Financial institutions 124,980.2 197,547.7 33.8 58.1
Short term 18,873.1 26,811.1 26.4 42.1
Long term 106,107.1 170,736.5 35.2 60.9
Non-financial companies 15,467.5 15,506.0 -11.8 0.2
Short term 3,007.5 2,240.9 -30.0 -25.5
Long term 12,460.0 13,265.1 -5.9 6.5

1) Nominal value; @ Issues and shelf registrations filed with the CNMV; ¢ Effective value.

Source: Bank of Spain and CNMV

6 The merger involved the absorption of Aurea by Acesa and the resulting company was renamed Abertis Infraestructuras.
7 The twelve largest issuers of private fixed-income represented 47% of the nominal amount registered at the CNMV, com-

pared to 52% in 2002. See table A.1.6. in the Annex.
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As in previous years, financial institutions were the leading issuers of private fixed-income securi-
ties, doubling the number of issues and accounting for almost 60% of total fixed-income issues in
Spain (table 2.4). Financial sector issues were concentrated in short-term securities (commercial
paper) and asset-backed securities. At non-financial companies, there was a sharp increase in
long-term issues, accompanied by a more moderate increase in commercial paper, the core seg-
ment of this market.

Issuing by public administrations performed differently according to the term. Gross short-term
issues amounted to €39 billion (up 12.2% on 2002), whereas gross long-term issues declined
slightly, from €39.8 billion in 2002 to €39.6 billion in 2003.

The outstanding balance of fixed-income securities issued by Spanish residents rose 15.4% in
2003 to €539.4 billion, solely due to private fixed-income, since redemption of securities issued
by public administrations slightly exceeded gross new issues. As a result, there was a surge in the
weighting of private sector issues in the total outstanding fixed-income balance, rising from 30%
in 2002 to 39.5% in 2003.

Figure 2.2
Fixed-income issues in the euro zone: breakdown of outstanding balance by issuer
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Issues filed with the CNMV

Medium- and long-term issues

A nominal €77.5 billion in medium- and long-term fixed-income issues were registered at the
CNMV (compared with €38 billion in 2002) and the number of issuers rose from 73 to 95. The most
significant increase was with regard to asset-backed issues (mortgage and securitisation bonds)
and in non-convertible bonds and debentures. One of the main new features in 2003 was the intro-
duction of territorial covered bond issues (cédulas territoriales) and the regulation, for the first
time in Spain, of synthetic securitisation issues.

There was a strong recovery in the non-convertible bonds and debentures segment. Issues tota-
lled €15 billion nominal, over four times greater than in 2002. The number of issuers rose from 30
to 43. Financial institutions (38 issuers) accounted for almost 84% of the amount registered in this
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segment, with the two main issuers being BBVA (€3.3 billion) and Banesto Banco de Emisiones
(€2.5 billion). The main issuer in the non-financial sector was RTVE (€1.5 billion). The bulk of
issues were at floating rates, with most maturing at 10 years or more, although shorter term
bonds represented a greater amount8.

Table 2.5

Fixed-income issues and shelf registrations filed with the CNMV
Breakdown by instrument

Nominal amounts in millions of euros

1999 2000 2001 2002 2003
Long term 23,773 17,938 29,463 38,129 77,465
Non-convertible bonds and debentures 7,354 4,974 7,076 3,587 15,021
Convertible bonds and debentures 800 132 456 238 179
Mortgage covered bonds 4,433 2,643 6,078 11,704 17,864
Territorial covered bonds - - - - 4,200
Securitisation bonds 6,770 7,308 11,793 18,803 36,740
Preferred shares 4,416 2,880 4,060 3,737 3,360
Other issues - - - 60 100
Short term 32,555 34,366 45,173 45,576 76,177
Commercial paper 32,555 34,366 45,173 45,576 76,177
Of which asset-backed 301 1,399 1,144 1,120 1,090
Total 56,328 52,304 74,635 83,705 153,642

Issues of convertible bonds and debentures totalled a nominal amount of €179 million, com-
pared with €238 million in 2002. There were just two issuers in this segment (three in 2002):
real estate company Bami, with an issue of around €150 million, and Iberia (around €30
million)?.

The boom in the property market led to renewed growth in the issue of mortgage covered bonds
(cédulas hipotecarias), with the nominal amount rising from €11.7 billion in 2002 to €17.9
billion, while the number of issuers in this important segment remained unchanged (8). The
main issuers were: La Caixa (€5.2 billion), SCH (€5 billion) and BBVA (€3 billion). A further
three entities (Banco Sabadell, Banesto and Caja Madrid) registered €1.5 billion each. In con-
trast to the non-convertible bonds and debentures segment, fixed-rate issues predominated over
floating-rate issues, both in number and volume!?, With regard to maturities, in terms of num-
ber and volume, the bulk of issues were under 10 years!!.

As indicated above, the first issues of territorial covered bonds took place in 2003 following regu-
lation of this instrument by Law 44/2002, of 22 November, on Measures to Reform the Financial
System?!2. Three issuers participated in this segment, with issues totalling a nominal amount of
€4.2 billion!3. The main issuer was SCH (€2 billion), followed by Banco de Crédito Local de Espana
(€1.5 billion) and Dexia Sabadell Banco Local (€700 million).

8 Floating rate issues represented around 82% of the registered total. Issues with maturities greater than or equal to ten
years accounted for 43% of the total. See table A.1.9 of the Annex for further information.

° See table A.1.8 in the Annex.

10 Fixed-rate issues accounted for 88% of the registered total. See table A.1.10 of the Annex for further information.

11 Issues with maturities under 10 years amounted to 64% of the total registered amount. See table A.1.10 of the Annex
for further information.

2 From an investor’s standpoint, territorial covered bonds are very similar to mortgage covered bonds in that they can only
be issued by credit institutions and their purpose is to finance loans from the issuer to territorial public administrations.
Like mortgage covered bonds, they are backed by the entirety of the issuer’s portfolio of loans to territorial public admi-
nistrations.

13 See table A.1.11 of the Annex.
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Issues of medium- and long-term securitisation bonds rose 95% on 2002, to €36.7 billiont4. This
surge in issues was entirely due to asset-backed bonds, which represented 86% of the issued
amount, and the number of issuers (asset securitisation funds—FTA) increased from 16 to 31. A
considerable number of asset-backed bonds were placed with foreign investors, who absorbed
31% of the total. The amount of mortgage-backed bond issues fell 26% and the number of issuers
(mortgage securitisation funds, FTH) decreased from 11 in 2002 to 6. All issues in this segment
were placed in the domestic market.

Despite the decline in mortgage-backed issues, mortgages continued to play a vital role in secu-
ritisation: 71% of asset-backed issues corresponded to one-off mortgage covered bonds, mortga-
ge participations and mortgage transfer certificates!>. Also significant was the securitisation of
loans to SMEs, which accounted for 20% of asset-backed issues. In addition to these assets, one-

Figure 2.3
Securitisation issues filed with the CNMV
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off territorial covered bonds and consumer loans, both originated by financial institutions, were
securitised, as well as construction certificates and other receivables originated by construction and
services companies!®. Synthetic securitisation transactions were regulated in 2003 although there
were no such issues in the year (see box below for further information).

Of the most significant individual securitisation operations, the largest transactions were in the
asset-backed bond segment, where four separate issues amounted to €2 million or more. The
two largest issues (€3.8 billion and €3.1 billion) were backed by one-off mortgage covered
bonds originated by several savings banks and undertaken by two asset securitisation funds
managed by Ahorro y Titulizacion. The other two issues (€2.1 billion and €2 billion) involved the

4 Among securitisation issues, there were two short-term commercial paper issues amounting to €1.1 billion. For further
information see table A.1.12 of the Annex.

> In accordance with Article 18 of Law 44/2002, of 22 November, on Measures to Reform the Financial System, mortgage
bonds relating to loans which do not fulfil the requirements established in Section 2 of Law 2/1981, of 25 March, regu-
lating the mortgage market, may be issued and sold under this denomination.

16 The securitisation of one-off territorial bonds accounted for 4% of asset-backed bond issues, the same as the securiti-
sation of consumer loans. Transactions backed by construction certificates and other receivables originated by construc-
tion companies and other services companies represented just under 1% of the total.
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securitisation of real estate financing receivables and were undertaken by FTA’s managed by
Europea de Titulizacién and Titulizacién de Activos, respectively. One of the most noteworthy
issues backed by other assets or receivables was the securitisation of SME loans worth €1.8
billion by an FTA managed by Santander Central Hispano Titulizacion. With regard to mortgage-
backed bonds, only two issues exceeded €1 billion. The largest (€1.5 billion) was placed by
Santander Central Hispano Titulizaciéon and the second (€1.25 billion) corresponded to an FTA
managed by Gesticaixa.

Total preferred share issues filed with the CNMV in 2003 amounted to €3.4 billion in nominal
terms, a 10.1% drop on 2002. As in 2002, there were eight issuers, of which six were subsidia-
ries of Spanish financial institutions and the remaining two were subsidiaries of Spanish electricity
companies?’. The largest issue was €1.5 billion by Santander Central Hispano Finance. The other
issues were below €1 billion.

The medium- and long-term issues filed with the CNMV included two subordinated financial con-
tributions performed by Basque cooperatives under the regulation established for these institu-
tions in the corresponding autonomous region legislation®. In nominal terms, the issues amoun-
ted to €100 million (included under Other issues in Table 2.5), of which €70 million were issued
by the cooperative Eroski, and the remainder by the cooperative Fagor Electrodomésticos!®. Eroski
had also filed an issue of this nature in 2002, with a nominal amount of €90 million.

Synthetic securitisation

Law 62/2003, dated 30 December, on fiscal, administrative and labour measures, increased the
operating possibilities of asset securitisation funds since it authorised those funds to perform
the synthetic securitisation of loans and other receivables, thus recognising and regulating an
activity that has grown significantly in the international arena and in which, to date, Spanish
financial entities could participate only by establishing special purpose vehicles in other coun-
tries.

The objective of synthetic securitisation is to transfer all or part of the credit risk of loans or
other receivables to the securitisation fund in return for a consideration or premium. This
transfer is performed through a credit derivative, normally a credit default swap (CDS). In
order to fulfil its commitments in the event of the non-payment of the loans or receivables
covered, the securitisation fund raises third-party funds by issuing fixed-income securities,
whose repayment is conditional on the evolution of credit protection payments made obliga-
torily by the securitisation fund. Funds thus raised are normally invested in highly-liquid,
high-rating assets (see diagram below).

Unlike traditional securitisation, synthetic securitisation is not intended to securitise a port-
folio of loans or receivables by removing it from an entity’s balance sheet, but to facilitate
the management of the portfolio’s credit risk. The covered assets remain on the entity’s
balance sheet, while the securitisation fund assumes the credit risk in the terms agreed in
the credit derivative contract. These operations can be especially beneficial to credit insti-
tutions as an alternative to traditional securitisation and other credit risk management tech-
nigues.

17 See Table A.1.7 of the Annex.

8 Article 57 of Law 4/1993, dated 24 June, on Cooperatives in the Basque Country, amended by Article 8 of Law 1/2000,
dated 29 June. In accordance with that law, subordinated financial contributions (i) do not grant voting rights to their
holders in the general assemblies of cooperative partners, (ii) may accrue fixed or variable remuneration, (iii) their term
is until the company is dissolved, although the issuer may call them after five years, and (iv) in terms of the order of
precedence, they come after all common creditors.

19 See Table A.1.14 of the Annex.

©
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Diagram of a typical synthetic securitisation operation

Credit derivative Segurities issue

Agreed premium Issue proceeds

Y
A

Originator ; i Asset
Credit protection

(financial securisation Interest and principal Investors
. . . payments (at . .
institution) : fund less credit protection
maturity)
payments
Investments A Interest and principal

Y

Collateral

The new regulation establishes that asset securitisation funds may sign credit derivative con-
tracts only with credit institutions, investment services firms and non-resident institutions
authorised to perform this activity. The regulation also establishes that the assets of the secu-
ritisation funds that perform synthetic securitisation operations may consist of deposits at cre-
dit institutions and fixed-income securities traded in official secondary markets, including rever-
se repos. Those deposits and securities may be assigned, encumbered or pledged in any way
as a guarantee of the commitments undertaken by the fund.

Commercial paper

In 2003, 64 issuers filed commercial paper issues and shelf registrations with the CNMV for a
total of €76.2 billion euros, compared with 52 issuers and €45.6 billion in 2002. Placements?®
amounted to €155.9 billion, approximately 47% more than the previous year. This dynamism
had an impact on the segment’s outstanding balance, which totalled €32.2 billion, 36% more
than in 2002.

As illustrated in Figure 2.4, issue interest rates declined until August 2003, and then stabilised. In
December 2003, the average APR of the placements was 2.14%, compared with 3.02% in the
same month of the previous year. Three-month issues were the most common, accounting for 79%
of total placements (see Table 2.5).

The financial sector accounted for 81% of issuers, 87% of the registered amount and 95% of
the placed amount. Within this sector, the largest placements were by Banco Popular Espafiol
(€30 billion), BBVA Banco de Financiacién (€21.3 billion) and Santander Consumer Finance
(€11.5 billion). Two of the issuers were asset securitisation funds, whose placements totalled
€3.9 billion?t. The largest placements by non-financial companies were by Renfe (€1.9 billion)
and Telefénica (€1.2 billion).

20 See Table A.1.13 of the Annex.
21 One asset securitisation fund was managed by Santander Central Hispano Titulizacién and the placement totalled €3.7
billion, and the other was managed by Ahorro y Titulizacién and the placement totalled €190 million.
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Figure 2.4
Comercial paper: placement and yields
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Commercial paper: break-down of placements by maturity
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2.4 Other issues registered at the CNMV?22

Warrant issues registered with the CNMV amounted to €1.3 billion in notional terms, down appro-
ximately €1 billion on 2002. The number of issuers fell from nine to seven. The main underlyings
were the shares of listed companies (57% of the notional amount registered) and equities inde-

22 See Table A.1.15 of the Annex.
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xes (37%). The principal issuer was Société Générale Acceptance (€505 million), followed by Caja
Guipuzcoa (€298 million) 23,

The CNMV also registered issues of other financial contracts marketed by financial institutions,
mainly deposits associated with options. These issues amounted to €501 million euros, compared
with €1.7 billion in 2002. The number of issuers fell from 14 to eight. As in the case of warrants,
shares of listed companies were the most common underlyings, accounting for 95% of the regis-
tered amount. Contracts on indexes accounted for the remaining 5%. A single bank, Banesto,
accounted for almost 51% of the registered amount in this segment.

23 A rare occurrence last year was the participation of a non-financial company, Sogecable, as an issuer in this segment.
The underlying of the issue, whose notional amount was €11.4 million, were the shares of Sogecable itself, and the issue
was in the context of the merger of digital platforms Canal Satélite and Via Digital.
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Secondary markets

3. Secondary markets

3.1 Equity markets

The Spanish stock market ended 2003 with a sizeable gain for the first time in four years. In 2003,
trading volume increased by 11.4% to 495.5 billion euros and market capitalisation gained 28.7%
to 615.6 billion euros.

Index performance

The Ibex-35 index closed the year at 7,737 points, i.e. 28.2% more than at 2002 year-end, after
losing a total of 48.1% in the three previous years. The IGBM (Madrid Stock Exchange General
Index) closed the year at 808.0 points, i.e. 27.4% higher than in 2002. In addition to the gene-
ral factors stated in chapter 1, the improvement in Latin America, where many large Spanish com-
panies have invested heavily, contributed positively to Spain’s equity performance. The annualised
implicit volatility of Ibex-35 derivatives declined by 21.6% to 13.1% at 2003 year-end. In the
IGBM, the best performer was the communications and information services sector (+44.5%),
followed by financial services (+31.5%). The only loser was the consumer goods sector (-4.1%)
as a result of large losses by a single stock!.

As in other Western countries, there were two clearly distinct phases in 2003 (see figure 3.1). The
first quarter was shaped by losses in all the Spanish stock markets and strong index volatility due
to instability in the Middle East. The rest of the year was characterised by a bullish trend and lower
volatility.

The shares listed on Latibex (the Latin American market) gained considerably in 2003 due to eco-
nomic and financial improvement in the region. In 2003, the FTSE Latibex All-Share index gained
37.3% and its volatility decreased.

The first transatlantic members in Latibex

The first transatlantic (i.e. remote) members joined Latibex in 2003: Bradesco Corretora (a
Sdo Paulo Stock Exchange broker) and Banchile Corredores de Bolsa (a Santiago de Chile
broker).

The Latin American Stock Exchange (Latibex) regulation® and one of its operating instruc-
tions® detail the procedure and conditions for becoming a non-resident member of this mar-
ket. Firms that are already members of Latin American stock markets whose securities are lis-
ted on Latibex can be remote members. The requirements include: (i) existence of an agree-
ment between the CNMV and the supervisor of the home market; (ii) compliance with the
requirements for investment services firms not resident in Spain; (iii) membership of a Latin
American stock market whose securities are listed on Latibex and where there are supervision
collaboration mechanisms between that market and Latibex; and (iv) having the necessary
capacity.

! The share price of Industria de Disefio Textil, S.A. (Inditex) fell 28.5% in 2003.
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are closed.

Latin American securities market.
(3) Bolsas y Mercados Espafioles.

(1 Latin American Securities Market Regulation, dated 18 November 1999.
(2) Operating instruction No. 9/2001, dated 16 November 2001, regarding admission of members of Latin American stock markets to the

) Visual Trader, the multilateral platform used by remote members to trade in Latibex, is owned by BME.
() Mexico, Puerto Rico, Panama, Brazil, Peru, Chile, Argentina and the US.

Latibex provides liquidity, facilitates arbitraging between the various markets, and provides
experience in trading in those securities. Moreover, since BME®) had already exported techno-
logy to several markets in the region, the technical costs of listing are lower (.

There are now 31 American® securities listed on Latibex and their market capitalisation totals
95.5 billion euros, making it one of the largest Latin American securities markets. Moreover,
since it operates within the European time zone, it provides liquidity when the home markets

Figure 3.1
Ibex-35 index performance and implicit volatility(V
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) Implicit volatility published by MEFF-RV for the front derivative contract.

Table 3.1
Sector index performance. Madrid Stock Exchange. 2003

Yield (% change)

Sector 2002 2003 1Q 2Q 3Q 4Q
Consumer goods -1.0 -4.1 -9.5 14.8 -6.0 -1.7
Capital and intermediate goods -8.4 29.6 -14.5 16.4 7.3 21.2
Energy -20.3 25.0 2.8 13.8 -2.8 10.0
Construction 4.2 25.4 4.7 3.6 4.2 11.0
Financial services -26.3 31.5 -8.0 22.6 -2.6 19.8
Communications and information services -41.6 44.5 3.4 20.2 1.5 14.6
Market services -7.3 21.3 3.7 10.0 2.8 3.5
IGBM -23.1 27.4 -3.1 17.2 -0.9 13.3
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Corporate earnings

After sizeable corporate losses in 2002, the companies in the Madrid Stock Exchange General
Index (IGBM) attained pre-tax profit of 35.2 billion euros in 2003 (see figure 3.2) due mainly
to an improvement in Latin American countries, which enabled Spanish companies with inves-
tments in the region to reduce their provisions. There were gains in the telecommunications and
bank subsectors with investments in America, and in the electronics and software subsectors,
due to narrower losses at Terra. Conversely, advertising, press and TV companies registered an
aggregate loss of 179 million euros? and the beverages and tobacco subsector saw profit decli-
ne by 27.4%. Of the 106 companies belonging to the IGBM, pre-tax profit increased at 74 com-
panies and decreased at 28 companies in 2003.

Table 3.2
Pre-tax profit of IGBM companies

Million euros and %

2000 2001 2002 2003 2003/02 (%)

Consumer goods 1,008.3 1,372.1 1,600.3 1,459.9 -8.8%
Capital and intermediate goods 1,167.0 766.7 917.4 897.0 -2.2%
Energy 9,979.8 7,308.2 7,816.2 9,498.0 21.5%
Construction 1,478.1 1,816.3 2,141.2 4,297.4 100.7%
Financial services 10,160.1 10,717.9 9,679.9 11,444.2 18.2%
Communications and information

services 2,427.9 2,645.6 -26,938.9 5,373.9 -
Market services 1,607.5 1,377.9 1,751.5 2,259.1 29.0%
Total IGBM 27,646.7 26,004.6 -3,099.5 35,229.4 -

Source: Bolsa de Madrid magazine

Earnings improvement at listed companies

Listed companies’ pre-tax profit grew substantially in 2003. IGBM companies, which posted
a loss of 3.099 billion euros in 2002, recorded a pre-tax profit of 35.229 billion euros in
2003®),

The bulk of the improvement in listed companies’ earnings was due not only to an increase in
ordinary profit but also to a reduction in extraordinary losses at companies with sizeable inves-
tments in Latin America. The telecommunications sector performed superbly: from a loss of
25.470 billion euros in 2002 to a profit of 5.628 billion euros in 2003 due to narrower extraor-
dinary losses at the Telefonica Group®. The banking sector also substantially reduced extraor-
dinary expenses related to financial investment write-downs® in Latin America so, despite
lower operating profit, pre-tax profit increased by 17.5% to 10.811 billion euros.

The gain by two other leading sectors was due to the general economic improvement. Profits
in the energy sector increased by 21.5% to 9.498 billion euros due mainly to higher oil prices,
which boosted earnings at Repsol YPF“ and Cepsa. The construction sector reflected strong
performance in Spain and doubled pre-tax profit to 4.297 billion euros.

Two sectors registered a decline in 2003: the advertising, press and television sector recor-
ded a loss of 179.8 million euros due to heavy losses at Sogecable as a result of restruc-
turing costs related to the digital platform merger, whereas the beverages and tobacco sec-

2 Due to higher losses at Sogecable (+384.2 million euros).
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tor’s earnings were positive but they fell substantially due to lower profit at Altadis as a
result of restructuring costs to absorb Moroccan tobacco company Régie des Tabacs du
Maroc.

(1) Madrid Stock Exchange data.

() The Telefénica Group recorded an extraordinary loss of 1.249 billion euros in 2003, much lower than the 16.218 billion euros in 2002.

(3) Consolidated extraordinary items at Banco Bilbao Vizcaya Argentaria plus Banco Santander Central Hispano went from a loss of 771
million euros in 2002 to a gain of 566 million euros in 2003.

@) Repsol YPF's ordinary profit increased from 2.202 billion euros to 3.432 billion euros in 2003.

Performance of companies listed in Spanish stock markets

At 2003 year-end, there were 3,235 companies listed in the Spanish stock markets (211 more
than in 2002), of which 159 traded on the electronic market (132 in the Spanish market and 27
in Latibex), 3,054 by open outcry (2,989 SIMs/SIMCAVs and 65 other companies) and 22 in the
second market (see figure 3.2).

Figure 3.2

Companies listed in the Spanish equity markets at year-end
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The electronic market figures include Latibex.

Table 3.3
Change in the number of listed companies, by market. 2003
Total Electronic market Open Second
ota Total Domestic Latibex outcry market
Listings 275 6 4 268 1
New listings 273 5 1 4 267 1
Listings due to mergers 0 0 0 0 0 0
Change of market 2 1 1 0 1 0
Delistings 64 11 11 0 50 3
Exclusions 53 6 6 0 45 2
Exclusions due to mergers 10 5 5 0 5 0
Change of market 1 0 0 0 0 1
Net change 211 -5 -9 4 218 -2
Pro memoria
Listed at 31/12/02 3,024 164 141 23 2,836 24
Listed at 31/12/03 3,235 159 132 27 3,054 22
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A total of 275 companies were listed in 2003 due almost entirely to additions in the open outcry seg-
ment (see table 3.3). Four new companies were listed in Latibex, two from Mexico, one from Brazil
and one from the US. A total of 64 companies were delisted, 11 of them in the electronic market.

Market capitalisation

As observed in figure 3.3, at 2003 year-end the market capitalisation of Spain’s bourses totalled
615.6 billion euros (28.7% more than in 2002); 70.5% corresponded to domestic companies in
the electronic market, 15.5% to Latibex and 8.1% to foreign companies in the electronic market?
(7.7% in 2002). The open outcry market’s capitalisation increased by 17.3%.

Figure 3.3
Capitalisation of the Spanish equity markets
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3 Foreign companies that are listed in the Spanish markets are: Bayer, Volkswagen, Jazztel, EADS, Reno de Medici, Melia
Inversiones Americanas, Commerzbank, Lafarge and Arcelor.
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The main increases in the sector weightings in 2003 were in oil and metal-mechanical. The weigh-
ting of textile & paper and SIMCAVs decreased. Transport & communications became the largest
sector in terms of market capitalisation (20.3%), followed by banks (19.7%).

Trading

Trading amounted to 495.5 billion euros in 2003, i.e. 11.4% higher than in 2002 (see table 3.4)
due mainly to price increases. The electronic market, whose activity rose by 11.6%, concentrated
99.1% of total trading. Regular session trading in the electronic market grew by 12.6% to 457.5
billion euros* due mainly to an increase in block trading.

Trading was concentrated in a small humber of securities. In the electronic market, ten securities
accounted for 81.0% of total trading and the 35 most-traded securities represented 94.8%.

Table 3.4
Equities trading in Spanish stock markets

Amounts in million euros

Trading Change (%) Share (%)

2001 2002 2003 2002/01 2003702 2002 2003
Electronic market  440,604.8 439,950.4 491,035.9 -0.1 11.6 98.9 99.1
Open outcry 3,672.1 4,967.3 4,444.7 35.3 -10.5 1.1 0.9
Madrid 2,469.6 3,235.3 3,009.8 31.0 -7.0 0.7 0.6
Barcelona 660.2 948.6 871.1 43.7 -8.2 0.2 0.2
Bilbao 296.7 297.8 147.5 0.4 -50.5 0.1 0.0
Valencia 245.6 485.5 416.3 97.7 -14.3 0.1 0.1
Total stock markets 444,301 444,935 495,494 0.1 11.4 100.0 100.0

Increased activity in the Spanish stock markets was also reflected in turnover velocity (ratio bet-
ween regular session trading and market capitalisation), which stood at 102.5%, i.e. 14.2 percen-
tage points higher than in 2002 (see figure 3.5).

Figure 3.5
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(1) Regular session trading as a % of market capitalisation.

4 See Annex 2.2.12
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Trading in individual sectors was very mixed (see table 3.5). Trading increased in ten sectors,
especially banks and oil, and decreased in seven sectors, especially transport & communications.
Turnover velocity in the electronic market was greatest in food (159.0%) and banks (148.6%),
and lowest in finance companies (4.1%) and metal-mechanical (4.7%)

Table 3.5
Trading in Spanish stock markets, by sector®

Million euros

1999 2000 2001 2002 2003
Qil 15,810.6 29,020.0 30,699.3 34,511.2 30,056.7
Energy & water 52,940.4 46,101.3 56,658.4 57,691.7 62,515.9
Mining & basic metals 4,663.3 3,583.2 4,163.2 6,476.5 7,622.4
Cement & construction materials 2,131.1 1,154.2 888.9 785.4 763.4
Chemicals 1,161.3 978.6 6,355.2 3,321.4 1,670.7
Textile & paper 2,669.3 834.1 1,577.8 10,666.0 7,899.7
Metal-mechanical 3,322.2 3,851.0 2,639.4 2,237.3 1,109.4
Food 12,409.4 10,019.4 13,314.0 9,409.7 13,947.9
Construction 7,223.6 10,345.8 9,046.1 9,257.2 15,287.0
Real estate 3,124.5 3,148.4 2,940.0 2,257.1 5,664.3
Transport & communications 53,970.8 60,756.9 161,057.4 144,379.6 111,475.3
Other 6,622.9 18,291.7 65,422.0 32,159.6 20,013.8
Total non-financial sector 166,049.2 188,084.8 354,761.8 313,152.7 278,026.5
Banks 87,409.1 95,085.3 129,536.5 122,665.5 158,505.0
Insurance companies 2,309.7 1,201.9 1,566.1 1,233.8 1,192.7
Portfolio companies 2,747.1 2,258.2 3,259.8 3,748.5 2,755.9
SIM/SIMCAV 2,538.3 2,664.4 3,048.1 3,472.4 4,422.7
Finance companies 0.0 28.3 0.6 4.1 15.0
Total financial sector 95,004.3 101,238.0 137,411.1 131,124.2 166,891.2
Total 261,053.5 289,322.8 492,172.9 444,276.9 444,917.6

(1) Second market data not included.

Other factors in Spanish equities

Despite the 9.7% increase in trading by non-resident investors in 2003, their share of the total
market fell to 50.7% of total trading (54.5% in 2002). As in 2002, they were net sellers, divesting

14.3 billion euros (21.0 billion euros in 2002).

Figure 3.6
Equities trading in Spanish stock markets by non-residents (half-yearly figures)
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Spanish FIM funds’ portfolio of Spanish stocks stood at 1.5% of market capitalisation at 2003 year-
end (see figure 3.7), one-tenth of a point more than in 2002. Their portfolio of foreign stocks
accounted for 63.8% of the shares held by FIM funds.

Figure 3.7
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In 2003, trading of Spanish securities in the New York Stock Exchange decreased to 4.410 billion
dollars, i.e. 22.1% less than in 2003. Trading of Spanish securities on foreign stock markets decre-
ased to 1.2% of trading on Spanish bourses, i.e. two-tenths of a point less than in 2002.

Table 3.6
Effective trading of Spanish securities in the New York Stock Exchange
BBVA BSCH Endesa Repsol YPF Telefonica Tel. Méviles Total

Million dollars

1997 410.1 697.5 1,043.5 2,640.9 4,682.7 - 9,474.7
1998 674.2 699.4 1,107.3 2,119.4 3,513.8 - 8,114.2
1999 331.4 323.8 566.8 1,373.3 2,183.3 - 4,778.6
2000 292.0 609.9 569.2 1,688.5 23,163.9 16.6 26,340.0
2001 790.6 555.1 430.3 1,161.7 6,300.2 11.0 9,249.0
2002 607.7 627.1 511.7 1,277.2 2,629.5 10.9 5,664.2
2003 496.1 520.7 435.5 890.9 2,042.3 24.4 4,409.8
% of trading on Spanish markets

1997 4.3 6.4 4.9 15.0 12.7 5.0
1998 3.1 2.9 3.3 12.4 6.2 2.6
1999 1.2 0.7 1.8 5.1 3.6 1.5
2000 0.4 1.1 1.8 5.1 14.1 0.2 4.9
2001 1.5 1.2 1.8 3.8 5.2 0.3 2.3
2002 0.9 0.9 2.0 4.6 2.7 0.5 1.4
2003 0.6 0.6 1.2 2.0 1.9 1.0 1.2

Source: Madrid Stock Exchange

Nuevo Mercado and second market

In 2003, the number of securities listed in the Nuevo Mercado remained unchanged at 14°. The
price increases in technological securities (the Ibex-Nuevo Mercado index gained 27.4%) boos-

5 Abengoa, Amper, Amadeus Global Travel Distribution, Avanzit, Puleva Biotech, Befesa Medio Ambiente, Tecnocom
Telecomunicaciones y Energia, Indra Sistemas, Jazztel, Natraceutical, Service Point Solutions, Telefonica Publicidad e
Informacion, Terra Networks and Zeltia.
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Secondary markets

ted market capitalisation to 11.9 billion euros (1.9% of total Spanish equities). Trading volu-
me increased by 14.1% to 14.3 billion euros (2.9% of total trading in the Spanish markets).

Trading in the second market remained low in 2003. Twenty-two companies were listed at 2003
year-end (two less than in 2002). Market capitalisation grew by 1.5% to 388.6 million euros but
trading declined by 25.5% to 13.3 million euros.

3.2 Fixed-income markets

In 2003, Spain’s secondary markets in fixed-income securities operated in a context of low short-
and long-term interest rates. Low yields on public debt meant that investors preferred corporate
fixed-income: trading increased in bonds and debentures listed in the stock markets (+5.5%) and
in the AIAF market (+41.0%), but decreased in the government debt book-entry market (-2.8%)
(see table 3.7).

Table 3.7
Trading in organised fixed-income markets

Nominal trading in million euros

2001 2002 2003 Change (%)
Government debt book-entry market() 1,964,678 2,310,943 2,246,881 -2.8
Bonds and debentures 1,899,590 2,270,847 2,157,130 -5.0
Treasury bills 65,088 40,096 89,751 123.8
Stock exchanges(® 57,463 71,140 75,058 5.5
Electronic market 2,384 2,046 2,354 15.1
Open outcry 55,079 69,094 72,704 5.2
AIAF 143,733 272,470 384,089 41.0
Commercial paper 100,812 212,702 265,604 24.9
Matador bonds 2,001 3,458 3,107 -10.1
Mortgage bonds 2,100 4,164 20,684 396.8
Bonds and debentures 38,820 52,146 94,694 81.6
(1) Qutright spot trades only
@ Effective amount
Source: Bank of Spain, AIAF and CNMV
Figure 3.8

Interest rates on 3-month commercial paper, interbank deposits and repos in 2003
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In the AIAF market, the average yield on 3-month commercial paper fell by 77 basis points and on
12-month commercial paper by 51 basis points; their spread against public debt repos narrowed
slightly (see figure 3.9).

Figure 3.9
Long-term fixed-income yields in 2002 (corporate vs. public)
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The Spanish ten-year public debt yield stood at 4.25% at 2003 year-end (the same as at 2002
year-end) and the three-year yield narrowed 75 basis points to 2.25%, so the slope curve increa-
sed significantly. The spread with respect to German long-term public debt fell from 10 basis points
to five. Yields on over 10-year corporate debt traded in the AIAF market performed in parallel with
sovereign debt and closed 2003 at 4.95%.

Public debt book-entry market

Outright spot trades in the public debt book-entry market decreased by 2.8% to 2.2 trillion euros
in 2003%. Trading decreased in bonds and debentures (-5.0%) but increased in Treasury bills
(123.8%). Trading for third parties represented 63.7% of the total debt market, i.e. less than the
65.6% registered in 2002.

AIAF

The private debt market benefited from low yields on public securities. The number of issuers
and issues in the AIAF market increased in 20037. The number of issuers was 270 at 2003 year-
end, 42 more than at the end of 2002. The outstanding listed balance increased by 55.2% to
197.1 billion euros due to sharp growth in commercial paper and asset-backed securities (secu-
ritisation bonds, and mortgage bonds and territorial covered bonds).

Trading on AIAF increased by 39.5% to 384.1 billion euros in 2003 (see figure 3.11). Commercial
paper was the most dynamic segment of AIAF: trading amounted to 261.6 billion euros, i.e. 56
billion euros more than in 2002, and it accounted for 68.1% of the total vo