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Eurostat hat die Aufgabe, den Informa-
tionsbedarf der Kommission und aller am
Aufbau des Binnenmarktes Beteiligten
mit Hilfe des europdéischen statistischen
Systems zu decken.

Um der Offentlichkeit die gro3e Menge an
verfligbaren Daten zugénglich zu machen
und Benutzem die Orientierung zu
erleichtern, werden zwei Arten von Publi-
kationen angeboten: Statistische Doku-
mente und Verdffentlichungen.

Statistische Dokumente sind fir den
Fachmann konzipiert und enthaiten das
ausflhrliche Datenmaterial: Bezugs-
daten, bei denen die Konzepte allgemein
bekannt, standardisiert und wissenschaft-
lich fundiert sind. Diese Daten werden in
einer sehr tiefen Gliederung dargeboten.
Die Statistischen Dokumente wenden
sich an Fachleute, die in der Lage sind,
selbstandig die benétigten Daten aus der
Fulle des dargebotenen Materials auszu-
wahlen. Diese Daten sind in gedruckter
Form und/oder auf Diskette, Magnet-
band, CD-ROM verflgbar. Statistische
Dokumente unterscheiden sich auch
optisch von anderen Veréffentlichungen
durch den mit einer stilisierten Graphik
versehenen weillen Einband.

Veréffentlichungen wenden sich an eine
ganz bestimmte Zielgruppe, wie zum
Beispiel an den Bildungsbereich oder an
Entscheidungstréger in Politik und Ver-
waltung. Sie enthalten ausgewéhlite und
auf die Bedirfnisse einer Zielgruppe
abgestelite und kommentierte Informa-
tionen. Eurostat Gbernimmt hier also eine
Art Beraterrolle.

Flr einen breiteren Benutzerkreis gibt
Eurostat Jahrbiicher und periodische
Verdffentlichungen heraus. Diese enthal-
ten statistische Ergebnisse fir eine erste
Analyse sowie Hinweise auf weiteres
Datenmaterial fiir vertiefende Unter-
suchungen. Diese Verdffentlichungen
werden in gedruckter Form und in Daten-
banken angeboten, die in Menitechnik
zugénglich sind.

Um Benutzern die Datensuche zu erleich-
tern, hat Eurostat Themenkreise, d. h.
eine Untergliederung nach Sachgebieten,
eingefihrt. Daneben sind sowohl die
Statistischen Dokumente als auch die
Veréffentlichungen in bestimmte Reihen,
wie zum Beispiel ,,Jahrbicher”, , Kon-
junktur®, , Methoden", untergliedert, um
den Zugriff auf die statistischen Informa-
tionen zu erleichtern.

Y. Franchet
Generaldirektor

It is Eurostat’s responsibility to use the
European statistical system to meet the
requirements of the Commission and all
parties involved in the development of the
single market.

To ensure that the vast quantity of ac-
cessible data is made widely available,
and to help each user make proper use of
this information, Eurostat has set up two
main categories of document: statistical
documents and publications.

The statistical document is aimed at spe-
cialists and provides the most complete
sets of data: reference data where the
methodology is well-established, stand-
ardized, uniform and scientific. These
data are presented in great detail. The
statistical document is intended for ex-
perts who are capable of using their own
means to seek out what they require. The
information is provided on paper and/or
ondiskette, magnetic tape, CD-ROM. The
white cover sheet bears a stylized motif
which distinguishes the statistical docu-
ment from other publications.

The publications proper tend to be com-
piled for a well-defined and targeted
public, such as educational circles or
political and administrative decision-
makers. The information in these docu-
ments is selected, sorted and annotated
to suit the target public. In this instance,
therefore, Eurostat works in an advisory
capacity.

Where the readership is wider and less
well-defined, Eurostat provides the infor-
mation required for an initial analysis,
such as yearbooks and periodicals which
contain data permitting more in-depth
studies. These publications are available
on paper or in videotext databases. -

To help the user focus his research,
Eurostat has created ‘themes’, i.e. subject
classifications. The statistical documents
and publications are listed by series: e.g.
yearbooks, short-term trends or method-
ology in order to facilitate access to the
statistical data.

Y. Franchet
Director-General

Pour établir, évaluer ou apprécier les dif-
férentes politiques communautaires, la
Commission européenne a besoin d'infor-
mations. )

Eurostat a pour mission, a travers le sys-
téme statistique européen, de répondre
aux besoins de la Commission et de I'en-
semble des personnes impliquées dans
le développement du marché unique.

. Pour mettre a la disposition de tous I'im-

portante quantité de données accessibles
et faire en sorte que chacun puisse
s’orienter correctement dans cet ensem-
ble, deux grandes catégories de docu-
ments ont été créées: les documents
statistiques et les publications.

Le document statistique s’adresse aux
spécialistes. Il fournit les données les plus
complétes: données de référence ou la
méthodologie est bien connue, standar-
disée, normalisée et scientifique. Ces
données sont présentées a un niveau tres
détaillé. Le document statistique est des-
tiné aux experts capables de rechercher,
par leurs propres moyens, les données
requises. Les informations sont alors
disponibles sur papier et/ou sur disquette,
bande magnétique, CD-ROM. La couver-
ture blanche ornée d’un graphisme stylisé
démarque le document statistique des
autres publications.

Les publications proprement dites peu-
vent, elles, étre réalisées pour un public
bien déterminé, ciblé, par exemple
Penseignement ou les décideurs politi-
ques ou administratifs. Des informations
sélectionnées, triées et commentées en
fonction de ce public lui sont apportées.
Eurostat joue, dés lors, le rdle de conseil-
ler.

Dans le cas d'un public plus large, moins
défini, Eurostat procure des éléments
nécessaires a une premiere analyse, les
annuaires et les périodiques, dans les-
quels figurent les renseignements adé-
quats pour approfondir I'étude. Ces
publications sont présentées sur papier
ou dans des banques de données de type
vidéotex.

Pour aider l'utilisateur a s’orienter dans
ses recherches, Eurostat a créé les
thémes, c'est-a-dire une classification
par sujet. Les documents statistiques et
les publications sont répertoriés par
série — par exemple, annuaire, conjonc-
ture, méthodologie — afin de faciliter
I'accés aux informations statistiques.

Y. Franchet
Directeur général
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Preface

This new statistical document on the economic
accounts of the European Union is the fruit of
cooperation between Eurostat and the statistical
institutes of the Member States. It represents one
of the first milestones on the road to collaborative
development of the European Statistical System.
In addition to developmental work on statistical
standards, cooperation between Eurostat und the
national statistical institutes should, with this
publication, open a new era of more active, high-
profile partnership.

For this initial project, Eurostat was joined by five
national statistical institutes. These consisted of
the Netherlands Central Bureau of Statistics, the
UK Central Statistical Office, the French National
Institute of Statistics and Economic Studies, the
German Federal Statistical Office and the ltalian
National Statistical Institute. The ultimate aim is
to involve all the Member States in this report on
the Accounts of the Union, which is to be a
permanent product of the European Statistical
System as a whole.

As with similar publications produced by certain
statistical institutes at national level, as for ex-
ample France and lItaly, this document is de-
signed to set out in a single volume wide-ranging
macroeconomic data on the European Union and
the Member States and to provide statistical
analysis of those data. This is, too, a reponse of
Eurostat to the mission which has been
transmitted to this service by the Commission of
the European Union. The mission is to provide to
the European Union statistical information of high
quality. Along with business cycle effects, study of
structural differences between Member States
and their developments will be made.

Although the statistical analysis makes reference
to specific national situations, its purpose is to
draw a profile of the Union, which is still the Union
of 12 in 1994, comparing it, where possible, with
its main trading partners. In addition to the
analysis of the main economic variables, which
will be a permanent feature, the Report will
contain a study of a topical subject which
obviously will vary from year to year. This year's
Report looks at the enlargement, from EUR 12 to
EUR 15, and how it will affect the Union's macro-
economic data.

The Report focuses on 1994, the most recent full
calendar year, while also giving a broader view

for retrospective series. In an age where up-to-
the-minute information is crucial to our under-
standing of socio-economic phenomena and how
they are translated into policies and strategies, it
may seem not suitable to publish data relating to
1994 at the end of 1995.

However, these relatively old data give certain
advantages:

- They have been compiled on the basis of
uniform definitions and methodologies - those
used in the ESA second edition (1979).

- The data used have been largely obtained
from the National Statistical Offices, the very
bodies which, together with Eurostat, analyse
them in this publication. This ensures objec-
tivity.

- A knowledge of recent trends helps to teach
much about the present. In the various fields
considered in this publication, the economic
problems currently facing European societies
are explained in broad terms, and current
trends are brought into focus.

In order to distinguish this statistical document
clearly form the economical analyses and fore-
casts made by DGII, this paper has been pre-
pared without any economical explanations of the
statistical facts.

The approach adopted by Eurostat for this new
publication was to set up a Task Force comprising
representatives of certain Member States, whose
brief was confined to defining what the contents
of the Report should be and how it should be
compiled, and discussing and solving the
numerous methodological and practical difficulties
which a project of this type entailed.

One of the major problems arising in the course
of this project concerned data availability. At the
time of drafting the report (June/ July1995), Euro-
stat had not yet received all 1994 national ac-
counts data. It should also be mentioned that revi-
sions of data take place at different points in time
for the Member States. This means that the quali-
ty and scope of data at any given moment in time
is not the same for all countries. Also, for this
reason the data available at the deadline for this
report and used therein may not correspond to the
latest data now available for certain countries.



It should also be added that some Member States
do not supply any data for a large number of
variables, or do so a year or several years after
the reference year, or compile their data in
accordance with national definitions.

For this reason, and despite certain estimates that
could have been made across alternative
sources, it has not always been possible to pres-
ent and analyse data right up to the year 1994.
This certainly represents a serious restriction for
business cycle analyses, although less so for
studies of structures. This actually unsatisfactory
situation will improve with the ESA-1995 and with

a legal instrument for governing its application
and the transmission of data to Eurostat.

This statistical document is a pilot version. During
its creation we benefited from a lot of comments
from several Statistical Offices of the EU Member
states, and from Directorates general of the Com-
mission, which have been carefully taken into
consideration.

I look for more comments to further improve this
document, which will become an annual publica-
tion of Eurostat.

Y. Franchet
Director general



| ECONOMIC DEVELOPMENTS IN THE UNION 1994

1.1 An overview

1.1  The international picture in 1994

Economic growth

The year 1994 saw an extention to all western
economies of the recovery in economic growth
that began in late 1993; this followed a period of
recession which started in early 1990 and
continued and deepened during 1991 and 1992.
The recovery has not, however, had a uniform
impact throughout the world. The USA and certain
developing countries, the "emerging economies"
of Asia (China, India and the "Asian tigers") and
of Latin America (Argentina, Brazil and Mexico),
were the first to benefit from the recovery back in
1992/1993. Meantime, the Least Developed
Countries (LDCs) have remained largely
untouched by the recovery. The countries of the
Community of independent states (CIS) and, to a
lesser extent, the Central and Eastern European
countries (CEEC) have also not seen a real
benefit from the international recovery in world
demand.

hailand

Source: Eurostat, OECD, United Nations
*DAE: Dynamic Asian Economies

International trade

International trade again grew more rapidly than
world production in 1994 (world exports rose by
9% compared with world production of 3.5%).
This was the largest annual increase in world ex-

ports since 1976. On 15th April 1994, the Final
Act of the Uruguay Round was signed in
Marrakesh. After several years of tough negotia-
tion, the international community finally managed
to reach agreement on the 3 main issues: the
problematic agricultural issue, the inclusion of the
services sector in the agreement and the creation
of the World Trade Organization (WTO), to re-
place the GATT.

Source: Eurostat

Figure 1.1.1: Evolution of the world export of goods

a2

——-Exports -— Agriculture
---Mining  ----- Manufacturing

Source: GATT

In parallel with this, negotiations between Can-
ada, USA (both already linked by a Free Trade
Agreement (FTA) since 1989), and Mexico cre-
ated the North American Free Trade Agreement
(NAFTA) on the first of January 1994. The eco-



nomic area thus formed, embraces more than
360 million people, with a total GNP of the order
of $ 7,000 Mrd., in 1993, with trade within the
area amounting to more than $ 300 Mrd., in 1993.
This new free trade area is on a scale very similar
to that of the European Union, although internal
trade is by no means so highly developed.

Capital movements and indebtedness

In 1993 there could be noticed the movement of
capital, in the form of both portfolio and direct
investment, to a number of more attractive
developing countries, especially in eastern Asia
(China but also India) and Latin America (Mexico
and Argentina). Nineteen ninety four saw a slight
slowdown in this trend, particularly in the case of
portfolio investments, when interest rates began
to rise again in the USA and, subsequently, Japan
and Europe. Flows of private capital to the
developing countries have grown very rapidly in
recent years, a 400% increase between 1990 and
1994, at a time when public funding of develop-
ment has remained largely stagnant. Therefore,
private capital now accounts for almost three-
quarters of flows of resources to developing
countries.

Figure 1.1.2: Entrance of capital by zone,

% of total
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Source: Bank of International Settlements

This trend has been of only limited benefit to the
ieast developed countries (LDCs). Inequalities
between the developing countries themselves, the
LDCs on the one hand and the "more rapidly
developing economies” on the other have be-
come more marked, in terms of both the meas

urement of economic growth and other indicators
of progress, for example in the areas of health
and education and food security.

The level of indebtedness of the developing
countries has swollen to reach $ 1,945 Mrd. in
1994 (compared with $ 1,812 Mrd. in 1993) - an
increase of more than 7% over one year.

Poverty and instability

The recession of the early 1990s had a significant
social impact on the world economy. It com-
pounded inequalities, both between the North and
South but also between the countries of the
South. There were also increased instances of
instability, more particularly in the LDCs but also
in the countries in transition and the developed
countries. This was apparent in employment, in-
come and other factors which provide a secure
existence (food, health, the environment and
politics).

Poorest coun. 45 42 6 67
Source: UN Development Program

Unemployment rates in Europe are in fact almost
twice as high as in the USA, four times higher
than in Japan and far above the OECD average.
Aside from the USA, where unemployment rates
remain very stable, there has been a general
deterioration in labour market conditions in the
rest of the world (see table 1.1.4).

Source: OECD



Growth trends in the countries in transition
Since'the late 1980s, the economies in transition
have been in a period of deep recession charac-
terized by a substantial decline in production,
strong inflationary pressures and a rapid increase
in..unemployment. While . the . CEE "are .gradually
moving towards a stable position, major uncer-
tainty continues to surround the countr/es of the
ClS. .

Evolution of growth in transition countries
Evolutlon of GDP of some countries between 1989
: and 1993,.in %

Source. Economic Commission for Europe

Unit labour costs in certain countries

‘The differences befween unit costs in industry in
the developed countries and the developing
countries are very wide (1 to-50, for-example, if
we :compare Indonesia and Germany). These are
not, however, the sole factors to be taken into
account in_comparing industrial competitiveness.
In" the. developing countries, non-wage costs
(/nfrastructure communications and transport) are
considerably higher than those same costs in the
developed -countries. The cost differentials are in
part offset by the higher productivity rates in the
developed. countries and by better access to
lnnovat/on and greater product var/ety

i: Unit Labour costs in some countries
: Hourly unlt costs-in some countries -1993,.in USD

Poland

- "Mexico

. Taiwan_

Source: Morgan Stanley .

1.2 The main developments in the
Union in 1994

Greece and then Germany held the EU presi-
dency in 1994. They organised two European
summits, the first on 24 and 25 June in Corfu and
the second on 9 and 10 December in Essen.

The Institutions of the Union

The Institutions of the Union were extensively
renewed in 1994. On 12 June, a new European
Parliament (EP) was elected. As a result of those
elections, the two largest political groups in the
parliament are the Party of European Socialists
(PSE) and the European People's Party (PPE)
which account for 35% and 28% respectively of
the 567 Members of the European Parliament. If
representatives of the new Member states are
included (21 for Austria, 16 for Finland and 22 for
Sweden) there are now 626 MEPs. A German
Social-Democrat, Klaus Hansch, has been elect-
ed President of the new Parliament for the next
two and a half years.

The discussions on the appointment of the new
Commission began in June, in accordance with
the new procedure set in place under the Union
Treaty. After consulting the European Parliament
at its July part-session, the representatives of the
Member states held a special meeting of the
European Council in Brussels, on 15 July, and
nominated Jacques Santer for the post of Presi-
dent of the Commission as of January 1995. Ap-
pointed by the representatives of the Member
states on 31st October, the Commission Presi-
dent and Commissioners attended hearings of the
European Parliament's specialist committees. The
EP subsequently approved their appointment in
January 1995. Jacques Delors left office in Janu-
ary 1995, after 10 years at the head of the Com-
mission.

The second stage of the Economical and
Monetary Union (EMU)

On 1 January 1994, the Member states embarked
upon the second stage of EMU, as provided for
under the Union Treaty. The European Fund for
Monetary Cooperation was dissolved and
replaced by the European Monetary Institute
(EMI]). The Council of the EMI, comprising the
governors of the national central banks, met for
the first time on 15th November, in Frankfurt,
under the presidency of Alexandre Lamfalussy. Its
main task will be to achieve the conditions
necessary for transition to the third stage of EMU.



The Member states continued to make the
changes in legislation needed to move forward
towards EMU, particularly those concerning
certain restrictions on the financing of national
deficits (Art. 104 EC Treaty) and the
independence of the central banks (Art. 109 EC
Treaty). In addition, an initial process of
assessment of excessive deficits was set under
way during the first half of 1994. The commission
for this purpose improved statistical instruments
(consumer price index, System of accounts),
which are necessary for measuring the conver-
gence of the Member states economies.

Figure 1.1.3: Issues of international debitors -
stocks 93, in Mrd. USD

CAD |
ECU
SFR
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FF |
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Source: BIS

The criteria for convergence -under the Union
Treaty

1. Price stability: the rate of inflation (consumer
price ‘index), ‘observed. over a period of :one
year before the examination, does not. exceed
by more than 1.5 percentage points that of, at
most, the three best performing Member
States in terms of price stability

2. Government budgetary: at the moment of
the examination exists no excessive deficit (the
government deficit to GDP-at market prices is
not more than-3% and:the-government debt to
GDP at-market prices is'not. more-than 60%)

3. Exchange rate stability: national currencies
must remain within the normal exchange-rate
fluctuation ~margins provided ‘for: by - the
exchange rate mechanism on -the European
Monetary System for at least -the: last two
years before the examination;

4. Interest rates. average nominal long-term
interest rafes does not exceed by more than 2
percentage points that of at most, the three
best performing Member States in terms of
price stability.

At the end of 1993, the ECU was the third most
frequently used currency for the cross-border
claims of the banks of the industrial countries
(behind the US$ and the DM). In 1991, it was
second only to the US$ as the most-widely used
currency for bond issues on the international
markets.

Accession negotiations with Austria, Finland,
Norway and Sweden

The signing, on 2nd May 1992, of the Treaty of
Oporto establishing the European Economic Area
(EEA) had laid the foundations for greater inte-
gration of the markets of the European Union and
those of the European Free Trade Association
(EFTA) countries, and opened the way for the
latter gradually to accede to the Union.

Political negotiations for the accession of Austria,
Finland, Norway and Sweden were completed in
March, following the conference on accession
held in Brussels between 25th February and 1st
March. The main problems involved the Common
Agricultural Policy in respect of which Austria
(mountain and hill farming) and Finland (fisheries)
were granted S year transitional periods. Some
specific issues were dealt with, such as fishing
(Norway) and transit through the Alps (Austria).

On 19th April, the Commission gave a favourable
opinion on the four applications for accession
and, on 4th May, the European Parliament also
gave its assent. Following the signing of the ac-
cession agreements (Corfu European Council of
24th and 25th June), a referendum held in Nor-
way revealed that the Norwegian people did not
wish to become part of the European Union. Fol-
lowing successful referendums, Austria, Finland
and Sweden became the 13th, 14th and 15th
Member states of the Union on 1st January 1995.
The impact of this enlargement to the National
Accounts statistics of the European Union is
analysed in Chapter || of this publication.

Sburbe: Eurostat



The European Union budget in 1994

Expenditure under the European Union budget
rose to ECU 72.4 Mrd. in 1994, or 1.28% of the
Union's total GDP or a contribution of some 207
ECU for every citizen of the Union. In 1984, these
same figures were ECU 27.3 Mrd., 0.98% of the
Union's GDP or 100 ECU per citizen. Since 1988,
the average rate of annual increase has been
10.5%. In 1994, however, expenditure by the
European Union accounted for only 2.4% of pub-
lic expenditure of the Member states of the Union.
This percentage has only increased very slowly
since 1970 when it stood at 1.9%.

The main source of European budget revenue
(more than 50%) derives from a levy on the gross
value added of every Member state, with other
revenue coming from customs duties (on goods
entering the Union and on agricultural products -
approximately 20%), GNP contributions from the
Member states (approximately 25%) and sugar
and isoglucose levies (an incentive to limit excess
production -2%).

Figure 1.1.4: Receipts 1994

Net change
from the Agricultural
previous levies Cust.oms
exercise 1% duties

18%

Sugar
levies
2%

VAT - own
ressources
o 3
S0% GNP - own
Other ressources
receipts 27%

1%

Source: Eurostat

Support to the agricultural sector alone, through
the Common Agricultural Policy, accounts for
nearly two-thirds of the Union's expenditure. The
other areas of expenditure are regional policy (the
regional funds) and transport which accounts for
15%, the social policy (social fund) some 8%, de-
velopment cooperation 4% and the research, en-
ergy and technology policy approximately 3.5%.
In recent years, there has been little variation in
that distribution between programmes. Finally, the
European Union has approximately 23,000 em-
ployees, with running costs that absorb some 5%
of the budget.

Figure 1.1.5: Expenses 1994

External Administra-
actions tion
Internal 5% 4%
policies
6%
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Source: Eurostat

The White Paper

In December 1993, the Commission presented to
the European Council the White Paper ("Growth,
Competitiveness, Employment: The Challenges
and Ways Forward into the 21st Century"). It was
the subject of debate, particularly the financial
aspects, throughout 1994. Substantial progress
has been made in implementing the guidelines
contained in the White Paper, mainly in relation to
the integrated programme to assist Small and
midium enterprices and the craft industry,
employment and the development of human
resources and the adoption of lists of priority in-
frastructure projects. At the Corfu and Essen
summits, the European Council finally agreed to
launch a programme of major works totalling ECU
20 Mrd. in areas of infrastructure, transport and
energy, designed both to modernize communica-
tions networks within the Union and to stimulate
job creation in those sectors within two years. The
major projects include expansion of the high-
speed train networks (North-South- Verona/
Munich, North - Paris/ Amsterdam, South - Ma-
drid/ Montpellier and Lyon/ Trieste, East -Paris/
Mannheim and Metz/Luxembourg), plus extension
to the conventional rail, motorway and airport
networks. In the energy sector, the programme
also provides for joint projects with Algeria and
Morocco, on the one hand, and Russia, Belarus
and Poland on the other for the operation of gas
pipelines.

The European Investment Bank (EIB) has been
asked to set in place a special facility making it
easier to fund infrastructure projects of common
interest and, in particular, the priority trans-Euro-
pean projects approved by the Essen European
Council.



I.1.3 The Union in the World
An economic area on a world scale

The territory of the European Union of the 12 is
almost as big as that of Algeria or Argentina but is
equal to only one quarter of that of the United
States.

Figure 1.1.6: Distribution of the world
population, 1992
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Figure 1.1.7: Distribution of the
world GDP, 1992
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Figure 1.1.8: Per capita GNP - 1992, in USD
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The population of Europe in 1994 numbers about
348 million, that is 6.4% of the world population.
That percentage is likely to decline in the future,
falling to 5.8% in the year 2000 and 4.3% in 2025
(World Bank forecasts). However, the European
Union generates 28% of world GDP, that is rather
more than the USA (26%) and Japan (16%). Per
capita GDP in the Union ranges from US$ 7,290
in Greece to US$ 26,000 in Denmark; the
European average is slightly below that of the
United States and Japan.

An important trading zone

The European Union of 12 accounts for 36.4% of
world exports of goods and 34.7% of imports
making it the world's premier trading zone, more
than double the figures for USA. However, growth
in trade in the Union, both exports and imports,
slowed down in 1992 and 1993 as other areas,
particularly Asia and Latin America increased
their share of world trade.

Figure 1.1.9: International trade of goods -
1993, by zone, in %
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Source: GATT

The bulk of the European Union's trade, some
70% (imports as well as exports - 1993 data), is
between countries within the Union and Western
Europe as a whole: in comparison trade of Asia
and, above all, North America is far more diversi-
fied (47% and 36% respectively was intra-regional
trade in 1993). The volume of trade between Asia
and North America is greater (amounting to some
25% of total trade) than the volume of either of
their trade with Europe (20% of total trade in the
case of North America and 18% for Asia).

Western Europe accounts for almost half of world
exports in manufactured products, one quarter of



mining/mineral products and 45% of agricultural
products. It far outstrips North America (with 17%,
10% and 20% respectively) and Asia (30%, 16%
and 19%).

Since the early 1990s, Western Europe has
substantially increased its trade with the countries
of Central and Eastern Europe. In particular, the
European Union share of those countries' imports
has risen from 45% in 1990 to 61% in 1993, and
its share of exports has also risen from 46% to
64%. EFTA has also benefited from this trend
which was largely at the expense of intra-regional
trade and trade with the traditional trading
partners from the countries of CEE, particularly
the countries of the former Soviet Union. Between
1990 and 1993, the former Soviet Union's share
of imports of EFTA fell from 25% to 18% and its
share of exports from 27% to 11%.

A financial and monetary heavyweight

The European Union continues to be the main
destination and source of direct foreign invest-
ment (some 50% of both inward and outward in-
vestment) easily outstripping its main competi-
tors, the USA and Japan. That trend has re-
mained constant since the early 1990s and is
gradually becoming more pronounced. However,
the developing countries, with strong growth
rates, are playing an increasing significant role.

Figure 1.1.10: Foreign direct investment -
outflow, in % of total
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The financial standing of the Union is also appar-
ent in relation to issues on the international bond
markets where the European currencies (DM, FF,
£UK, Lire, Florin, Peseta and ECU in particular)
are used in more than 50% of transactions, com-
pared with an average of 30% for the US$.

Figure 1.1.11: Foreign direct investment -
entrance, in % of total
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Figure 1.1.12: Issues of international
debitors, in % of total
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Source: Bank for International Settlements

Internationally, the European Union holds, via its
Member states, more than one quarter of the
shares in the IMF and is the main shareholder in
the IBRD and the EBRD. The European curren-
cies make up 39% of the Special Drawing Rights
currency basket, equivalent to the US$ (40%) and
almost double that of the Japanese Yen (21%).

A function of openness and economic
cooperation

The Union's foreign economic policy concerns in
1994 focused on the process of enlargement to
include the EFTA applicant countries, with pre-
parations for the accession of Austria, Finland
and Sweden. At its meeting in Essen, the Euro-
pean Council confirmed that the next stage of en-
largement would involve Cyprus and Malta. On
31st March and 5th April respectively, Hungary
and Poland formally applied to accede to the
European Union.
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The aid and cooperation programmes with the
CEE countries (PHARE) and the countries of the
former Soviet Union (TACIS) continued to oper-
ate. In 1994, total funding of ECU 963.3 Mrd. was
granted via the PHARE programme, and the total
of contracts signed at the end of 1994 under the
TACIS programme amounted to almost ECU 800
million. In addition, the deliveries of foodstuffs
and medicinal products, provided under the 1991
special agreement with the countries of the for-
mer Soviet Union, reached ECU 950 million, and
requests for emergency aid totalled almost ECU
350 million.

Figure 1.1.13: Public development aid for
the CAD-countries, 1991
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Source: OECD

The Essen European Council also confirmed the
status of the Mediterranean as a priority zone of
strategic interest for the Union. The Commission
put forward a general programme of assistance
amounting to ECU 5.5 Mrd. for the period 1995-
1999.

Technical and financial cooperation with the
Asian countries stood at ECU 180 million, and
economic cooperation ECU 59 million Aid granted
to Latin America totalled ECU 470 million.

The financing decisions under Lomé IV reached
nearly ECU 2 Mrd. in 1994. The mid-term review
process was set under way and was due to be
completed in February 1995.

Alongside the regional agreements, the European
Union bolstered its cooperation with the
developing countries inter alia through its support
to the non-governmental organizations to ECU
145 million. Loans were granted to help the
environment (ECU 20 million), the tropical forests
(ECU 50 million), humanitarian aid (ECU 764
million) and food aid (ECU 590 million).

In the area of Official Development Assistance
(ODA), the European Union provides some 40%
of the funding of the Development Assistance
Committee (DAC) to the developing countries, as
compared with 15% for both the USA and Japan.



1.2 The total economy of the Union

l.2.1 The economic cycle

Main results of 1994

From the second half of 1993 there was a gradual
realignment of growth rates of the main world
economies. The consolidation of trends in pro-
duction in the Anglo-Saxon countries (USA, Can-
ada and the United Kingdom) coincided with the
final emergence from the crisis of all the other
main industrialised economies, for which real
growths were higher than expected in 1994.

The annual accounts of the main international
economic areas show a rise in GDP of 2.9% for
the OECD countries as a whole (see figure 1.2.1).
That of the G7 was a little higher, at 3.0%. In the
European OECD area there was a 2.4% increase,
whereas in the Union as a whole, following the
reduction of 0.7% in 1993, there was an increase
of 2.7% in 1994. In the G7 countries there was an
increase of 4.5% in Canada, 4.1% in the USA and
0.6% in Japan.

Within the Union the most dynamic economies
were those of lIreland (6.0%), Denmark (4.4%),
the United Kingdom (3.8%) and Germany (2.9%),
while growth was lower than average in Portugal
(1.2%), Greece (1.5%), Spain (2.0%) and ltaly
(2.2%).

Recent developments in the Union, the USA
and Japan

For the Union as a whole, the increase in
production in 1994 was due mainly to the positive
trend in exports to the rest of the world, followed
by a rapid and unexpected rise in investment (see
table 1.2.1). At the same time, the rebuilding of
stocks gained strength, following a net decrease
in the most acute phases of the crisis.

Export trends, in real terms, were already showing
very strong growth as early as the third quarter of
1993 has been dynamic. From the second quarter
of 1994, the rise accelerated to around 9%
compared with the same quarter a year ago.

The capital formation which had previously
declined since the second quarter of 1992, grew
again. The rebuilding of stocks wasmore dynamic,
particularly from the second half of the year. The
growth in production also stimulated imports,
which from the beginning of 1994 recovered to
the levels of the first few months of 1992.

Figure 1.2.1: GDP growth rates, 1994, in %
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Source: Eurostat

(1) countries with quarterly accounts (DK, D, E, F, |,
NL, UK)
Source: Eurostat

Throughout 1994 there was strong growth in the
United States, thus confirming the continuation of
the period of expansion that began in the second
half of 1991. The demand for capital goods rose
by more than 10% for the year as a whole. The
substantial increase in income and the shift away
from saving contributed to an increase in house-
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hold consumption, which rose by around 3.5%
over the year.

Figure 1.2.2: GDP growth rates compared with the same
quarter of the previous year

6 T
5
4 _I
5 1
2
1
0
-1
2
Q1 Q2 Q3 Q4/Q1 Q2 Q3 Q4| Q1 Q2 Q3 Q4|Q1 Q2 Q3 Q4}Q1 Q2 Q3 Q4
[1990‘ I1991‘ [1992‘ |1993| ‘19941

[—EUR7 ——JAP - - USA]

Source: Eurostat

The upturn in the Japanese economy remained
fragile throughout 1994 (see figure 1.2.2 and
1.2.3). The previous phase of expansion, which
began in the first half of 1987, lasted until the end
of 1991 and was followed by a recession of ex-
ceptional gravity for Japan. Although the lowest
point of the cycle has been estimated in the last
quarter of 1993, the quarterly results of 1994 are
as yet uncertain. In the fourth quarter of the year,
GDP fell surprisingly sharply given the economic
situation, by 0.9%.

Figure 1.2.3: GDP growth rates compared with
the previous quarter
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Compared with the previous quarter investments
slowed down for the third consecutive vyear.
External demand was seriously damaged by the
increase in value of the yen, and this had a
negative effect on GDP. The negative impact on
GDP of the slowdown in external demand was
0.5%.

The economic situation in 1994 in the EU
Member states

Apart from the United Kingdom, which entered
the current period of expansion in the first few

months of 1991, the Member states have con-
solidated their emergence, which began in the
second half of 1993, from the profound recession.

Germany experienced a high level of growth in
1994, particularly in the first half of the year.
Economic growth in the first quarter of the year
amounted to 1.2%, then stabilised at 0.5%,
compared in the previous quarter. The period
investments in construction were particularly high.
Private consumption, after a promising start, lost
ground in the second half of the year.

In France the revival went on the whole year
1994. Compared with the previous quarter, the
real growth rates have been 0.8%, 1.5%, 1% and
1%.

During the first three quarters the private
consumption of manufactured goods got an
acceleration benefiting from pricing measures by
the government.

Investments in construction were particularly high
from the third quarter of the year. Exports also
rose rapidly in the first part of 1994,

After reaching its trough in the second quarter of
1993, the ltalian economy began to show clear
signs of revival from the end of 1993. The contri-
bution of external demand, which was at first
strong, was gradually offset by the considerable
rise in imports from the first quarter of the year.
The growth in exports of goods and services re-
mained high throughout the year, with increases
of around 10% against the same quarter of the
previous year. Growth in private consumption,
like the overall growth in internal demand, was
concentrated in the first part of the year.

in the United Kingdom, the economic upturn
began in the second quarter of 1991 and
continued strongly throughout 1994. Again it was
the strength of exports that was the decisive
factor, particularly from the third quarter of 1993.
Private consumption was especially high, with
increases of over 3% from the final quarter of
1993, compared with the same quarter of the
previous year. For Spain and the Netherlands, the
lowest point of the recession was between the
second and third quarters of 1993, three years
after the peak in the previous cycle. In both
countries the high growth of external demand
played a decisive role.

After reaching a peak in growth in the first few
months of 1986, the Danish economy recorded
extremely [imited growth rates throughout the
1987-1993 period (never higher than 1.5%
against the same quarter of the previous year). It
reached the trough of the cycle between the



second and third quarters of 1992, which was
around one year earlier than most of the other
Member states. However, it was only from the
third quarter of 1993 that growth began to be
consolidated.

After reaching the lowest point of the cycle in
1993, the Belgian, Luxembourg and Portuguese
economies showed significant improvements in
the course of 1994 as a result of the strong per-
formance of external demand. Internal demand
continued to- be weak, and was even down on
1993 in Portugal. The increase of internal de-
mand, on the other hand, played a decisive role in
Ireland and helped to strengthen the period of
steady economic growth now in progress since
1987. Finally, in Greece the weak upturn in pro-
duction was due to a slight increase in internal
demand and a stronger increase in exports of
goods and services.

Growth trends and the economic cycle in the
European Union from 1980

Although the alternation between periods of
growtn and recession was more obvious in the
1970s than in the following period, the average
relative growth rates of the Member states was
more marked in the 1971-1980 period than in the
following decade (see figure 1.2.4). All the
Member states, with the exception of the United
Kingdom and Luxembourg, had different rates of
development in these two periods, especially
those economies with a low initial income level.

Figure .2.4: Average annual GDP growth
rates for the periods 1971-1980 and 1981-
1994, in %

1981-1994

1971-1980

Source: Eurostat

The economic cycle of the Union in the last
fifteen years began in recession and reached its
trough point in the second half of 1982 (see figure
1.2.5). This phase was followed by a long period
of growth (1983-1990), at first moderate, and then
stronger, which ended after about eight years, in
the second half of 1990. The latest recession

lasted around three years, with the trough
occurring in the second quarter of 1993. The start
of the downward side of the cycle and the
subsequent emergence from the recession took
place over five quarters, shorter than that of the
cycle in the early 1980s, but, even with the
shorter period of decline, the impact was more
pronounced in the 1990’s.

Figure 1.2.5: Comparison of the cyclical trends for
EUR? for the periods 1980-1993 and 1991-1994
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Until 1990, short and medium-term trends in the
Union were close to those of the United States,
but then differed appreciably in the next four
years. Japan did not undergo significant cyclical
fluctuations, at least until the end of 1987, but
then began to follow a similar pattern of growth as
the Community average.

In the Member states, the trough of the economic
cycle was reached by Italy, Germany and the
United Kingdom in the second half of 1982. It
occurred a few months later in Spain and about
one year earlier in Denmark and the Netherlands.

In the early 1980s, France had a greater growth,
but an increase in the trade deficit. in subsequent
years (84-86), this deficit could be lowered with
respect to other European Union countries.

The period from 1983 to the end of 1986 was in
general less clear as growth patterns varied. In
Germany this phase lasted until the middle of
1989, then (following unification) ended in a pe-
riod of strong growth which reached its peak in
the first few months of 1991. In Denmark there
was a steady upturn throughout the three-year
period 1984 to 1986.

The subsequent growth phase reached its peak
between the end of 1990 (the Netherlands and
Spain) and the first half of 1991 (ltaly, Spain and
Germany). In the United Kingdom it occurred two
years earlier.
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Review of the interdependence of the Member
states

The interdependence of the Union's economies,
which developed partly as a result of a spontane-
ous trend towards the ‘internalization” of trade
between the Member states, intensified through-
out the period from the early 1970s to the present
time. Apart from making the economies more vul-
nerable to shocks from outside the domestic
economy, it has contributed to a substantial de-
gree of alignment between the medium:and long-
term rates of development of the various eco-
nomic systems. The cross-correlations of the
growth rates of real GDP calculated in the 1971-
1994 period reveal, however, the existence of
blocs of countries which are more inter-related.
The following groups in particular are apparent:

a first bloc of countries .comprising - the
economies of Germany, the.. Netherlands,
Belgium and Luxembourg, whose respective
growth rates are strongly inter-related, with
average cross-correlations of around 0.7.

— a second bloc comprising the -economies  of
France, Italy and  Germany, with- cross
correlations of an average value of just below
0.6;

— athird group consisting of Spain, Greece and
Portugal, which are "moderately” inter-related
with the other economies of the Union (with
average cross- correlations with the other
Member states of between 0.4 and 0.5) and
with each other (0.4);

— a fourth group comprising: Ireland, Denmark
and the United. Kingdom, . are largely
peripheral to the Union's growth in production,
with correlations of frequently less than 0.3.

1.2.2 Overall demand
Trends in internal demand

Bolstered by a rapid improvement in the climate
of confidence among economic agents and the
boost provided by growth in external markets,
internal demand within the Community pro-
gressed steadily throughout 1994 compared with
the most acute stages of the earlier recession.

According to the Iatest estimates, internal de-
mand of the Union rose by 2.2% compared with
1993. In real terms, its contribution to the growth
of GDP, excluding stock variations, amounted to

1.4%. Among the components of demand, private
consumption rose by 1.6% in 1994, after remain-
ing constant in 1993, while public consumption
changed by 0.9%. Total capital formation showed
an increase of 1.5%, after three years of reduc-
tion in real terms. This was as a result of a strong
increase in machinery and transport equipment,
by 2.3%, and to a lesser extent the increase in
construction, by 0.9%. In 1993 the total reduction
in fixed capital had been 6.5%.

In the United States internal demand grew by
4.2% in 1994. Unlike in the EU Member states,
the main reason for the upturn was growth in
capital formation, of 12.3%. In particular there
was a steady increase in machinery and equip-
ment, by 17.6% as a result of the favourable de-
mand prospects and high levels of profitability.
The growth in internal demand contributed 4.2%
to the change in GDP.

In Japan, the slight upturn in internal demand, by
1.0%, which was largely due to the increase in
private consumption, of 2.2%, accounted almost
entirely for the overall change in GDP up 0.5%.
Capital formation fell sharply, by 2.4% for the
third consecutive year.

P
Collective consumption
Gl

- Construction

Source: Eurostat, OECD

Capital formation

From the second half of 1993 there was a strong
improvement in the climate of confidence of
industrial firms in the EU. The results of the
monthly surveys of Union firms confirm that the
earlier recessionary period is over (see figure
1.2.6).



Figure 1.2.6: Variation rates of GFCF compared with
the results of the business surveys to the enterprises
in the Union
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After the sharp drop in the previous two years, the
capacity utilisation rate in the manufacturing
sector returned to its average long-term level,
around 81.9% at the end of 1994, which it also
reached in the second half of 1991. The im-
provements in production expectations and in the
assessment of total and external orders created a
favourable framework for the revival of the proc-
ess of capital formation by EU firms. The marked
improvement in international macro-economic
performance and internal micro-economic per-
formance has contributed towards the reversal in
trend of the main indicators. The strong growth of
production and world imports on the one hand
combined with factors such as productivity gains,
reductions in real unit labour costs and the strong
recovery of profitability on the other, have all had
an effect (see table [.2.3).

1990 -1.1 11,0 0,6 -

Source: European Commission

While overall capital formation remained essen-
tially unchanged in some Member states
(Belgium, Greece and ltaly), fixed capital con-
tributed considerably to the total increase in GDP
in Germany, Ireland, Denmark and Portugal. The
rise was due mainly to the considerable growth in
the construction sector in the economies of north-
ern Europe (Germany, the Netherlands and Den-
mark), which benefited from the various types of
government intervention in the building of hous-
ing. In the other countries, growth in the ma-
chinery and transport equipment sector was in ge-
neral steadier, as could be seen from the impro-
ving climate of confidence and the level of orders

in some Member states (ltaly, Greece, Portugal
and Luxembourg), offsetting the effects of the
recession in the building sector.

Source: European Commission
Consumption

Private consumption had a similar growth profile
to that of the main indicators of the economic
survey of Union households. Throughout the EU,
the consumer confidence indicator rose in the
early months of 1994 with the gradual improve-
ment in the perception of the general economic
situation (see figure 1.2.7). This was despite the
basic stagnation of indicators of the financial
situation of households, in the presence of mod-
erate but growing optimism about job prospects
and inflation trends.

The increase in private consumption, although
limited, also benefited from the reduction in the
tendency towards households saving, which acted
as a stimulus despite the fact that real disposable
income remained essentially at the same level
(see table 1.2.5). Finally, the increase in private
expenditure benefited from the increase in sales
of durable goods, the purchase of which was
supported by government intervention in certain
Member states (France and Denmark), following
slow growth in previous years.

Figure 1.2.7: Variation rates of private
consumption compared with the opinion
polis to the consumers in the Union
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External demand

The rapid growth in exports was the main factor
for the emergence from recession of most of the
Member states in the early 1990s. In 1993 high
rates of growth began to emerge in exports of
goods, which were stimulated, on the one hand,
by the growth in demand from the traditional
Community markets (North America, South-East
Asia, Japan, China and Latin America), and on
the other by the steady increase in market shares
due to the improvement in competitiveness.

Intra-Community trade trends

The data on intra-Community “trade in- goods
show, after the downturn of 1993, 'a marked
upturn in trade between the EU Member states in
1994. The growth of exports is expected to have
amounted - to: - around:: :7:5% --in . . 1994....-This
development  follows -the -marked  downtumn. .of
1993, by 6.3%. All the EU Member states, with
the sole exception of Ireland, experienced an in-
crease in the course of 1994 in the share of GDP
accounted for by- intra-Community. imports and
exports. Throughout the EU, this rate rose by
around-half a percentage point for both flows and
significantly contributed to the growth of produc-
tion and the improvement. in the climate: of confi-
dence among businesses, which, in 1994, also
benefited from the increase. in orders from abroad.
The contribution of the intra-EU balance of. trade
to the growth of nominal - GDP was strong.in Ire-
land, Portugal and Spain. In contrast it was nega-
tive i Greece, Denmark and France. Compared
with 1993:it was significantly worse in Italy, Den-
mark, Belgium and Luxembourg.

Figure .2.8: Contribution to the growth of GDP of the
balance of external trade of goods and services, 1994
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In value terms, there was an increase of 2.2% in
EU exports of goods in 1993, and growth
accelerated to 10.0% in 1994 (see figure 1.2.9). At
the same time imports of goods rose by 8.6%.
The contribution of the extra-EU balance of trade
to the growth of nominal GDP, after being
negative throughout the 1988-1991 period,
became positive again from 1992. In 1994 it
stood at 0.7%.

In contrast, the balance of trade was still negative
for the United States, Japan and, on average, for
the OECD and G7 countries and thus had an
adverse effect on GDP growth (see figure 1.2.8).

Evolution of imports from third world couny 3,3| -05 7.9
Source: European Commission

Figure 1.2.9: Contribution to the growth of GDP of the
balance of the EU (EUR12) trade of goods,
1985-1994
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.2.3 Extra and Intra - EU Trade

* As extra and intra trade flows are taken together, these percentage rates of change represent an average of the

individual Member states Source : Eurostat

GDP and external trade flows in goods and
services

While in volume terms the yearly average per-
centage change of the EU GDP amounted to
2.6% during 1985 and 1994, total exports and
imports of the Union increased by 4.2% and 5.3%
respectively.

Figure 1.210: GDP, Exports(*) and imports{*), 1985 prices
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EU trade in services, which in 1994 accounted for
nearly 19% of the total EU trade, registered a
more significant growth than trade in goods. In

1985, this share amounted to less than 16%. In
current prices, the external balance (goods
+services) as a percentage of the GDP showed
almost the same surplus in 1994 as in 1985 (over
1%). However, during this period the trend was
not stable, with a deterioration in 1991-92 (slight
deficit) and a recovery in the last two years.
Between 1985 and 1994, the two components of
the external balance showed a quite different
evolution: the surplus in services worsened from
1.7% of the GDP to 0.6%, while the 1985 deficit
in goods went up to a positive balance in 1994
(0.7% of the GDP).

Trade in goods

External trade data

The following analysis is based on the external
trade figures .(exports fob, imports cif) for goods
collected by the Custom Authorities that, due-to
different methodologies,: are- not -exactly com-
parable with the -data used for the National
Accounts. All the figures below are in value terms.

Total extra-EU trade flows

After two years of declining trade flows, the ex-
ternal trade of the Union moderately expanded
from 1988 to 1992. However, In 1993 and 1994,
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the EUR12 flows (in 1993 only on the exports'
side) showed a significant upturn.

In 1994, the value of extra-EU exports registered
a 10.6% percentage change over the previous
year, while between 1985 and 1994, the annual
average rate of growth amounted to a modest
4%. :

Figure.2.11: EU external trade 1985-1994
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Among the 12 Member states, Germany is the
main extra-EU exporter, accounting for 33.8% of
the total in 1994, followed by France and the
United Kingdom with 15.3% and 14.5% respec-
tively.

During the ten year period considered, the annual
average growth rate for the extra-EU imports was
3.2%. After stagnating in 1993, the EU purchases
from the third countries registered a sharp in-
crease in 1994 (+10.8% over the previous year).
Germany is the main outlet for the third countries'
exports to the Union (29% of the total in 1994),
followed by the United Kingdom (18.2%) and
France (13.2%).

The EUR12 trade deficit, which amounted to ECU
28 Mrd in 1985, was almost cancelled out in the
last two years. However, its development path
registered remarkable deficits during 1988-92.
Whilst the extra-EU trade flows were virtually in
equilibrium in 1993 and 1994, the balances of
some individual Member states were widely
divergent.

5,3

7 1 16,3

6,2 17,8

* percentage rate of change, Source: Eurostat

336,8 ] 3405 387,5] 4467

487,2] 5398 10,8] 32

EUR12] 4063

D 240 | 26,4 | 263 | 255 | 255

186 | 18,6 :

28,9 29,3 | 29,0 9,7 54

* percentage rate of change, Source: Eurostat



Germany showed the biggest extra-EU surplus
among the Member states (ECU 256 Mrd in
1994), while the Netherlands and the United
Kingdom registered the highest deficits with ECU
22 Mrd and ECU 20.5 Mrd respectively in 1994.

By main partners

During the last ten years, an important
redeployment of the extra-EU exports occurred.

The share of the industrialised countries in total
exports went down to 53% in 1994, from 57.6%
registered in 1985. The USA and EFTA markets
became relatively less important, while the share
of the exports to Japan increased to 5% in 1994
(it was 2.8% ten years before).

In 1994, the export share of the developing
countries remained relatively stable between
1985 and 1994 (around 34%) In fact, an
increased share of the exports to the Dynamic
Asian Economies and China compensated for the
reduction in the importance of the ACP and
Mediterranean countries markets.

The Central and Eastern European countries and
the Commonwealth of Independent States
together represented around 9% of the extra-EU
exports in 1994, this is an increase of 3.4
percentage points as compared with 1985.

The industrialised countries are also by far the
most important suppliers of the European Union.
Their share of the extra-EU imports sharply
increased between 1985 and 1988 by nearly 10
percentage points and, although it went down in
the early 90's, it represented around 56% of the
total in 1994.

5,0 2,4 1.1

F 1,9

0,9

3,2

9,4

10,8

Developing countries

. Singapore, Hong Kong, Taiwan, South Korea, Thailand, Malaysia ,

Source: Eurostat
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Source: Eurostat

After the crisis that followed the Council for Mu-
tual Economic Assistance's (CMEA) dissolution,
the CEEC quickly redirected their trade towards
the EU markets: in 1994, their share on the total
extra-EU imports went up to 5% compared with
2.2% registered in 1990.

The EURI2 trade balance with the industrialised
countries which was positive in 1985-87, turned into a
huge deficit from 1988 until 1992. Nevertheless, in
the last two years, considerable improvements
have been recorded, mainly due to the sensible
reduction of the bilateral deficits with Japan and
the USA.

The European Union also registered important
improvements in its trade positions with the
developing countries: the deficit accounting for
21% of the exports to these countries in 1985,
went up to a surplus of 13% in 1994.

By main products

The European Union is a traditional exporter of
manufactures: in 1994, the share of the
transformed products of the total extra-EU
exports reached 86% compared to the 79%
registered in 1985.

The corresponding reduction of the raw materials'
share is mainly due to the declining importance
of the extra-EU exports of fuel products (from 5%
to 2.6% between 1985 and 1994), while the
exports of agri-foodstuff industries remained
reasonably stable at around 7%.

Among the manufactured products, the most
important increase (+6.5%) in the last ten years
was recorded for the machinery and transport
equipment.

~ China 452 | 354| 54

-6,8 -82| 11,1 -16,7} -117 0,0 -0,2

-20,7| -4361-101,2|-1672]|-1450| -73,2| -844

Source: Eurostat

* Singapore, Hong Kong, Taiwan, South Korea, Thailand, Malaysia



Extra-EU total

Extra-EU total

ther manufactur

Extra-EU total 2,3

- Fuel products

11| -16,7

The evolution of the extra-EU imports clearly
shows the growing role of manufactured products.

The commodities, still representing in 1985 a
share of 48% of the total extra-EU imports,
accounted for only 27% in 1994. During this
decade, different factors (such as declining
-commodity prices, intra-industry trade) deeply
modified the EU import structure and, in
consequence, the share of manufactured imports
increased from 46% in 1985, to 70% in 1994.

For exports, the product category that showed the
most dynamic increase in the last ten years was
machinery and transport equipment which, in

1994 represented over 31% of the total extra-EU
imports, compared to less than 20% in 1985.

The European Union economy, based on the
manufacturing industry, has a structural external
trade deficit in the primary sector. However, this
deficit improved in relative terms between 1985
and 1994, from 241% to 125% of the extra-EU
exports of raw materials.

As far as the manufactured products are con-
cerned, in the last ten years, the surplus went
down from 37% to 18% of the total exports of ma-
nufactures, evidencing the growing importance of
the intra-industry flows in EU external trade re-
lations.
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Share of the intra-EU trade in the total EU trade flows

DK 44,8 46,8 48,7 498

F 53,8 57,9 60,4 61,6

50,7

61,6

52,1 54,2 546 541 53,3

62,7 63,6 63,1 599 60,7

[ 47,3 55,6 56,6 57,6

56,9

57,6 58,0 59,2 55,5 56,2

Table 17 and 18, Source: Eurostat

Intra-EU trade

The Intrastat system was introduced on the1st of
January 1993, due to the abandonment: of the
customns = formalities  within.. the EU. Data is
collected from this date directly from the firms. As
the Intrastat organisation for collecting data is
different from that of the former  years, . the
transition from the year 1992 to 1993-94 data
should be interpreted with caution.

Figure 1.2.12: Intra-EU Trade

as a % of the total trade
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The relative importance of the intra-EU trade in
the total trade of the Union had been significantly
increasing by about 6 percentage points between
1985 and 1994.

However, since 1993, when the Internal Market
was introduced, the collection of the intra-EU
trade data had to be reorganised. In
consequence, a substantial downward break
occurred in intra-EU statistics. Until now it has
been difficult to assess whether or not this shift in
1993 and 1994 only represents a purely statistical
phenomenon.

For individual Member states, the share of intra-
EU trade is quite different: for relatively small
countries such as Portugal, Belgium-Luxembourg
and the Netherlands these shares are highest,
while on the other hand, Germany and the United
Kingdom (52%) had the lowest ratios.

Among the EU Member states in 1994, Germany
registered the highest share of the intra-EU trade
with around 24% of exports (i.e. "dispatches"
which are thought to be more reliably recorded
than the intra-EU imports, or “arrivals"). France



(with 17% of the total EU dispatches), the
Netherlands (13%) and the United Kingdom
(12%) follow afterwards.

By 1993-94, the share of intra-EU trade in total
EU trade for raw materials and manufactured
products converged to similar levels (around
57%), although from 1985 to 1992 the ratio for
manufactured products was always significantly
higher.

Figure 1.2.13: Shares of the individual
Member States in Intra-EU exports, 1994

IRL+DK+
GR+P+E F
13% 17%
UK
12% BIL
1%
[
11%
NL
13%
D
23%

Source: Eurostat

Within the group of raw materials, the intra ratios
for food products were conspicuously higher (60-
70%) than those for fuel products (around 40%).
As for manufactured products, the intra-EU ratios
for chemicals were significantly higher than those
for machinery and transport equipment.

Intra-EU trade balances

Due to intra-EU statistical discrepancies, the
sums of the intra-EU surpluses and deficits
recorded by the Member states do not match,
although in theory, they should approximately do
s0.

Recent analyses of these problems suggest that
between 1990 and 1992, some countries didn't
fully report the re-export flows to other Member
states.

From 1993, with the change of the data collecting
system (Intrastat System, see note above), other
statistical problems occurred. It seems that
imports (arrivals) are consistently under-recorded,
mainly due to the effect of the reporting
thresholds introduced, and to the institutional links
between the statistical and fiscal declarations in
some countries.

Intra-EU total

ot classiile

(*) Imports+Exports, Source:Eurostat

Intra-EU total -0,2 0,7

1,2 69 | 149 | 194 27,5 34,2
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The sharply increased statistical discrepancy of
intra-EU trade flows, makes it difficult to assess
the development of intra-EU trade balances by
Member states. This particularly applies to the
transition from 1992 and 1993. However,
admitting that the balances for 1993 and 1994 on
average showed a strong bias towards a surplus,
the following comments can be made.

Figure 1.2.14: Sum of the Intra-EU surplus and
deficits in absolute values
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Source: Eurostat

The most significant intra-EU surplus in 1994 was
registered by the Netherlands (ECU 24.8 Mrd),
followed by Germany (ECU 13.0 Mrd) and
Belgium-Luxembourg (ECU 11.6 Mrd). This
structure does not change significatively when
compared to 1993. The Netherlands is a
particular case, in the sense that an important
part of its trade is "in transit” (i.e coming from
outside the EU and going to a different EU
Member state). This result is consistent with its
large extra-EU deficit.

Greece (ECU 7.3 Mrd), the United Kingdom (ECU
6.8 Mrd) and Spain (ECU 5.7 Mrd) have shown
the largest intra-EU deficits among the EU
countries both in 1993 and 1994.

Figure 1.2.15: Intra-EU trade balance
by Member States

Mrd. ECU

International trade in services

International trade in services

ITS statistics for the EU is compiled on the basis
of the balance of payments of Member states.
Balance  of - Paymenis . statistics = record
transactions between the residents and the non-
residents of a country or geographical region.

Up to 1993, the annual information transmitted by
Member states should have been drawn up
according to the IMF Manual (4th edition, 1977).
Nevertheless, there were major discrepancies in
details amongst Member states: methodologies.
Several operations had to be carried out in order
to harmonise the different balances of payments
and to produce a- European Union balance ‘as
meaningful as possible.

| 01993 w1994

Source: Eurostat

International Trade in Services (ITS) has become
of increasing importance in the last decades.
Therefore, relevant statistical information on ITS
concerning the European Union and its partners is
necessary to assist and monitor a variety of
events like Economic and Monetary Union or
bilateral and multilateral negotiations such as the
GATS agreement ("Uruguay Round").

ITS information provided here is recorded by
Eurostat in the framework of Balance of
Payments statistics. This information is available
only up to 1993 and concerns the European
Union with 12 Member states (situation before 1st
January 1995).

Main features of ITS for the European Union
(period covered 1984-1993)

The European Union was the world's largest
trader in services throughout the period 1988-
1993 in comparison with USA and Japan. In 1993
the total volume of external trade in services of
the EU represented 47% of the total volume of
services traded by the three economies (EU, USA
and Japan) with the rest of the world; the USA
accounted for 34% and Japan for 19%. With a
total volume of services traded of ECU 334 Mrd,
the EU represents 1.4 times (ECU 239 Mrd) that
of the USA and 2.5 times (ECU 135 Mrd) that of
Japan's volumes. Nonetheless, the EU balance of
services decreased from ECU 24 Mrd to ECU 2
Mrd.

The volume of services traded by the EU is
continuously growing and seems to be almost
equally partitioned between Intra-EU and Extra-




EU. From 1984 to 1993 the total volume of
services between the EU and the world (Intra-EU
and Extra-EU) almost doubled, passing from ECU
365 Mrd to ECU 670 Mrd. The part of Intra-EU
trade in services, which represented 45% of the
total EU trade in services in 1984 has grown
almost regularly, reaching 50% in 1993.

Figure 1.2.16: EU balance of trade in services
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France, Germany, ltaly and the United Kingdom
contributed more than 65% of the volume of
services traded by the EU with the world.
Throughout the reference period the contribution
of MS to the EU total has remained fairly stable.
Nonetheless, the UK accounted for 16% of the
EU total in 1984 and has steadily decreased its
contribution reaching 12% in 1993. On the other
hand ltaly's contribution increased from 11% in
1984 to 14% in 1993.

The EU carries out most of its external trade in
services with Industrialised countries. In 1984 the
Industrialised countries accounted for 63% of the

EU external trade in services. This figure rose
during the period, reaching 70% in 1993.

Figure 1.2.17: Breakdown of trade (*)
in services: Intra-EU / Extra-EU
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The USA and the EFTA countries are by far the
EU most important partners, accounting
respectively for 34% and 24% of EU external
trade in services in 1993. On the other hand,
Developing countries, traditionally another
important EU partner in services, accounted for
22% in 1993.

"Other services" make the greatest contribution to
the volume of EU trade in services vis-a-vis the
world. This item comprises all trade in services
other than Transport and Travel and covers such
highly varied sectors as trade earnings,
insurance, banking activities, business services,
construction, communication, and property
income (excluding capital income). This item
increased its share in the total volume of
services, passing from 38% in 1984 to 44% in
1993.

Services 364590 395636| 382736| 398490

Notallocated | 7912|  8565| 8219] 8814

429375| 488969| 539077| 572604| 635025 670022

9831| 10878/ 10959 10773| 11002 8654

Not allocated

* Exports und Imports, Source: Eurostat*
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Limits of existing BoP figures for ITS
evaluation

Recording problems linked to the intangible nature
of ITS; Availability of statistics in terms of current
values only, without taking info account inflation or
exchange rates, Figures include quite a number of
corrections/estimates carried out by Eurostat to
reduce asymmetries and fill confidential or
missing information.

.2.4 Distribution of GDP, disposable
income, savings and net lending/
borrowing

Distribution of GDP

Compensation of employees absorbs more than
half the Union's GDP (51.2% in 1994). This pro-
portion has diminished steadily since 1980. The
figures for the Member states are fairly close to
this, excluding Greece, at less than 32% (1993),
and Luxembourg, highest at over 56% (1993).
Net operating surplus of the Union represents a
quarter of GDP, 24.2% in 1993.

These percentages are very similar in the USA
and Japan, where in 1993 they were 60.6% and
57.2% respectively for compensation of employ-
ees and 19.3% and 20.1 % for net operating sur-
plus.

Compensation of employees| 55,8 52,5 512

Source: Eurostat

Figure 1.2.18: Evolution of the net
disposable income, Mrd ECU
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In 1993, the compensation of employees per cap-
ita was ECU 25300 in the Union compared with
the higher rates of ECU 30700 in the USA and
ECU 37900 in Japan.

Trends in disposable income

The net national disposable income of the Euro-
pean Union increased at an annual rate of 6.7%
between 1980 and 1994 (in ECUs at current
prices). In 1993, the Union's net national dispos-
able income was ECU 5030 Mrd., equivalent to
ECU 14200 per capita; in comparison, it was
ECU 4700 Mrd. in the USA (ECU 18100 per cap-
ita, 1993) and ECU 3000 Mrd. in Japan (ECU
24600 per capita, 1993).

Savings and net lending/ borrowing

Figure 1.2.19: Evolution of the
net national saving, Mrd. ECU
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The Union's net national savings amounted to
ECU 397 Mrd. in 1994 (current prices) and
increased at a rate of 4% per year between 1980
and 1994.

Figure 1.2.20: Net saving,
% of net national disposable income
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In comparison, it was ECU 146 Mrd.(1993) in the
USA, with an annual increase of 1.3%, and ECU
645 Mrd.(1993) in Japan, with an annual increase
of 12.5% over the same period. In 1994, per cap-
ita national savings were ECU 1100 for EUR12,
ECU 570 for the USA (1993)and ECU 5200
(1993) for Japan.

Savings ratios in the Union
The average savings ratio in the Union in 1993
% of net natlonal dlsposable mcome

The saving rates in the Union - Net'saving,
<:%:ofthe netnaticnal-disposable income, 1993~

"EUR12

o 10 200 o0 - a0
*Portugal and Greece refer to 1992
Source: Eurostat

The net savings ratio is a good deal higher in Ja-
pan than in EUR12 and the USA: it was 21.0% in
1993, i.e. almost three times higher than the
European figure, of 7.6%, and almost seven
times higher than that of the USA , of 3.1%. In
1994 the ratio of the Union was about 7.8%.

in 1994 households of the Union contributed
about ECU 529.2 Mrd to net savings., enterprises
about ECU 708.7 Mrd. Compared with 1993, the
net savings of households went down by 4.1%,
those of enterprises climed by 15.2%.

The net lending of the European Union in 1993
was ECU 16 Mio., which represents the first net
lending since 1988, albeit on a small scale. Com-
parable international data showed that the United
States had a deficit of ECU 77 Mrd., or 1.5% of
GDP, while that of Japan revealed a surplus of
ECU 114 Mrd., or 3.2% of GDP in 1993.

Figure 1.2.21: Net lending or net borrowing
of the economy, Mrd ECU
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1.3 The enterprises in the Union

1.3.1 The value added of enterprises

Between 1975 and 1987 the growth rate of value
added in volume terms was lower for the Union
than for the United States and Japan. At the end
of the 1980s and the beginning of the 1990s, the
relative situation of the Union and the United
States was reversed, and the difference between
growth rates increased from one point in 1988 to
two points in 1991 -the lowest point in the last
cycle in the United States. The upturn occurred
sooner in the United States than in the Union and
Japan.

Figure 1.3.1: Value added in volume terms,
growth rates
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Source: Eurostat, OECD

The distribution of value added

The profit margin (ratio between operating surplus
and value added) of enterprises was maintained
during the last recession, in contrast to the two
previous recessions (74-75 and 80-81). The
situation in the United States is typified by a fairly
stable distribution of value added from 84-85
onwards, while from the beginning of the 1980s
the distribution of value added continued to shift
in favour of enterprises in Japan and in the Union.
The present level in the Union is now on a par
with that in the United States.

Trends in the distribution of value added can be
analysed on the basis of the relative fluctuations
of the price of value added and the unit wage cost
(ratio of nominal wages to the volume of value
added). Thus the marked increase in the profit
margin in the Union from 1982 was mainly due to
a considerable slowdown in the rate of increase of

the unit wage cost: in 1982 it increased by a rate
of almost 10%, but in 1993 it fell. At the same
time, the growth rate of the price of value added
fell from about 10% to almost 2.5%.

Figure 1.3.2: Profit margin,
index 100 in 1970
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The less marked increase in the profit margin in
the United States between 1975 and 1992 may be
due to a trend less favourable to enterprises in
value added in relation to the unit wage cost. The
considerable increase in the profit margin in the
Union between 1991 and 1993 was mainly the
result of the downward trend of the unit wage
cost, itself due mainly to wage restraint, since in
the Union the growth rate of per capita earnings
fell from 7.5% in 1990 to 2.5% in 1993.

Figure 1.3.3: Per capita earnings,
growth rates
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The trends in per capita earnings also reflect the
fact that there is a time lag in the economic cycle
between the United States on the one hand and
the Union and Japan on the other, since the last
economic cycle produced an earlier downturn in
rate of increase of per capita wages in the United
States but also an earlier upturn as early as 1991.
In terms of productivity, the Union is in an
intermediate position between Japan, where the
trend is more pronounced, and the United States,
where it is less pronounced. The increase in
productivity in the Union in 1993 can be explained
by the decrease in employment and by a recovery
which had already got off the ground in certain
countries (e.g. the United Kingdom).

Figure 1.3.4: Productivity evolution
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By comparing the fluctuations of per capita
earnings with productivity, it can be seen quite
clearly that the slowdown in per capita earnings
and the increase in productivity produced a drop
in the unit wage cost, expressed in national
currency, in 1993. ‘

Figure 1.3.5: Unit wage cost, in current ecus
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Expressed in ecus, the unit wage cost provides an
indication of the relative trend in the cost
competitiveness of the various zones. The steep
rise in the value of the dollar at the beginning of
the 1980s led to a considerable increase in the
unit wage cost in the United States, which in turn
adversely affected competitiveness.

.3.2 Investment and productivity

Investment effort

The average annual growth of investment in the
Union (Table 1.3.1) was very rapid during the
1960s (approximately 6%), then fell by five points
at the beginning of the 1970s, after which it
fluctuated between 1.4% and 2.1% during the
subsequent sub-periods. There was a fairly
similar pattern in both the United States and
Japan. It is quite striking to note that over the
entire period under consideration (1960-1993) the
growth rate in investment was on average the
same in the Union and the United States. Except
in very few years, growth was more marked in
Japan. The difference was very marked during
the 1960s (approximately ten points per year) and
less so (one to three points) thereafter. Over the
entire period (1960-1993), growth in investment in
Japan was on average over four points higher
than that in the Union and the United States
(7.5% compared with 3.1%).

1960-1971 6,4 4,1 15,1

1975-1980

1988-1993

Source : Eurostat

It is also important to stress that the investment
effort in Japan was well above that in the Union
and the United States: Japan's investment ratio
was consistently ten or more points higher
throughout the period (figure 1.3.6 and table 1.3.2).
The difference between the Union and the United
States was less marked. The cyclic trend in the
investment ratio appears to have been more or
less in phase between the Union and Japan,
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although with wider fluctuations in the latter.
Since the first half of the 1980s, the trend in the
USA investment ratio seems to have been out of
phase with the Union and Japan, particularly in
the most recent period.

1970-1974| 23,8 18,8 35,0

1981-1987

Source : Eurostat

Figure 1.3.6: Investment ratio in value terms
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The growth of capital

These trends in investment affect trends in capital
stock and hence in production capacity. Trends in
fixed capital stock are derived here by means of a
perpetual inventory method for which the law of
mortality was based on the average and simplistic
assumptions of sudden death (i.e. all the plant
and equipment of the same generation are
decommissioned at the same time) and a fixed
lifespan (i.e. not changing over time) of 12 years.
The evaluation of capital stock carried out in this
way is therefore based on a set of assumptions
which are in line with those normally used for this
purpose and, while simplifying to the extreme, are
homogeneous for the three economic zones
being compared.

The growth in capital stock changed slowly and
reflected fairly smoothly the cyclical trends in
investment. In the Union, four major phases stand
out fairly clearly between 1972 and 1993 (Table

1.3.3). Until the first oil crisis (1972-1974), there
was a steep average annual increase in capital
stock (approximately 5.3%). In the period
following the first oil crisis (1975-1980), there was
a considerable slowdown of over two points per
year on average. This slowdown became even
more marked in the period starting with the
second oil crisis (1981-1987), with a fall of about
two and a half points. The combined effect of
these two decreases was considerable: it means,
all other things being equal, that after the second
oil crisis growth in production capacity was almost
five points down on the sub-period preceding the
first oil crisis. Lastly, in the period from 1988 to
1993, the growth in capital stock picked up by two
points and stabilized at a rate which was still
lower than that of the two sub-periods preceding
the second oil crisis.

1972-1974

1981-1987

1972-1993

Source : Eurostat

For the United States, the only significant drop
occurred after the first oil crisis, when the growth
rate of capital stock fell from just over 4% to just
over 2%. Thus over the entire period under
consideration (1972-1993), the average growth in
capital stock (2.5%) was hardly higher than in the
Union (2.3%). In Japan the growth in capital stock
followed the same pattern as in the Union: a
decrease with each of the two oil crises and an
increase at the end of the 1980s. However, in
each of the sub-periods under consideration, this
growth was between two and six points higher
than the European rate. Thus, over the entire
period, the growth in capital stock was an average
of three points higher than the rate for the Union
and the United States.

Apparent productivity of capital

There are fairly wide differences between the
three economic areas as regards the productivity
of capital (the ratio of GDP to capital stock)
(figure 1.3.7 and table 1.3.4). In view of the large
margins of uncertainty in the evaluation of capital,
only relative trends have any meaning, and so the
pattern is logically the reflection of that described



above for investment. the Union is situated
between the United States (where the average
figure is about 15% higher) and Japan (where the
average figure is about 17% lower). These
differences mean that the same level of domestic
production requires a smaller stock of capital
assets in the United States than in the Union and
a smaller stock in the Union than in Japan.

Furthermore, there are also fairly considerable
differences in the pattern of the productivity of
capital in the three economic zones. In the United
States, there were short-lived fluctuations around
a level which is stable in the long term. In the
Union, there was an overall downward trend
during the first half of the period, followed by an
upward trend. Thus the level at the end of the
1980s was the same as at the beginning of the
1970s, which prompts the assumption of very
long-term stability of capital efficiency at an
average level of about 15% lower than in the
United States. In Japan, there are two distinct
sub-periods.

From the beginning of the 1970s until the
beginning of the 1980s, the productivity of capital
fell very sharply (approximately 30%). During the
following decade, it initially increased and then
decreased, the level at the beginning of the 1990s
being about the same as at the beginning of the
1980s, which also suggests, following the first
sub-period of structural adjustment, a long-term
stabilization at an average level of about 28%
below that of the United States and 17% below
that of the Union.

it should be stressed that such structural
differences in the long-term levels of capital
productivity in the three economic zones under
consideration do not mean that there are identical

differences in the combined performance of the
various factors of production, since they may be a
logical response to differences in the relative cost
of the factors of production 'capital' and 'labour'
and therefore be the result of different technical
choices.

1972-1974

1972-1993

Source : Eurostat

Note : Productivity of capital is calculated here as the
ratio of the volume of GDP to the volume of the
productive capital at the end of the preceding period.

43,7 50,2 36,3

Figure 1.3.7: Apparent productivity
of capital by zone
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.4 The private households in the Union

.4.1 The private households as a consumer

The final consumption of households represents
the purchases of goods and services.  These
items appear in Eurostat's Integrated Economic
Accounts in highly detailed form, broken down by
groups of goods.

In order to illustrate differences in the per capita
consumption of households between the various
Member States and in relation to the Union aver-
age, data at PPS has been used (see chapter
1.7). This is the best way of taking .account: of
changes in the relative prices of consumer goods.

This chapter looks at some of the key features of
the changes in consumption structures in the
Union and individual Member States.

If private consumption per inhabitant in PPS (Fig.
1.4.1, Table 1.41) is measured against the Union
average, 1993 once again shows major varia-
tions, ranging from 72% of the average for Portu-
gal to 139% for Luxembourg. On the other hand,
the trend towards a reduction in differences in per
capita consumption again clearly continued in
1993.

Portugal's position has improved considerably,
from an average per capita consumption of 60%
of the Union average in the second half of the
eighties. This figure rose to 67% in 1991, 68% in
1992 and 72% in 1993, the latter figure repre-

senting an increase of 12 percentage points over
the second half of the eighties and a year-on-year
change of 4 percentage points.

EUR12 7510 | 9281 9752 9848

F 8247 10290 10578 10576

NL 7442 9224 9716 9946

UK 7652 9126 9666 9901

(1) old Léander
Source: Eurostat

Similar headway was made in Ireland, where per
capita consumption increased from 65% of the
Community average in 1985-90 to 73% (in 1993).
By contrast, less progress was made in Greece
over the same period, the corresponding figures
being 70% in the average for 1985-90 to 76% in
1993.

Figure 1.4.1: Household consumption per inhabitant, in PPS
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The structure of the final consumption of
households by main purpose

The eight main purposes provide a quick sum-
mary of the structural changes in the final con-
sumption of households. These in turn are subdi-
vided into individual purposes. In the following,
however, only the main purposes are analysed.

Food, beverages and tobacco (Table 1.4.2) still
account for the bulk of the total consumption of
households in the Union, the downward trend
continued in 1993 together with rents and energy
in 1993. For the Union as a whole, the proportion
of consumption spent on food, beverages and
tobacco was down some 2.1 points in 1993 on the
average for the second half of the eighties.

In Luxembourg and Spain in 1993, the share of
food, beverages and tobacco, fell more signifi-
cantly than the European Union average com-
pared with 1985-90; by 3.4% and 3.1% respec-
tively.

| 22,6 20,2 19,9 20,1

(1) old Lénder
Source: Eurostat

Against the overall trend, the share went up in by
0.3 percentage points (in Portugal).

Similar trends were recorded for expenditure on
clothing and footwear (Table 1.4.3). For the Union
as a whole, the share accounted for by this
component once again fell slightly in 1993
compared with the previous year (from 7.4 to
7.1). Although this confirms the downward trend,
the pace is slower than for food, beverages and
tobacco.

The structural shares accounted for by clothing
and footwear were thus in line with the Union-
wide trend in six of the twelve Member States,

although the continued falls in Greece, France,
Luxembourg and the United Kingdom were
comparatively greater. Year-on-year comparisons
show 1993 figures to be down in all Member
States except Germany and Denmark, where they
were stable, and Ireland where there was a rise.

(1) old Lénder
Source: Eurostat

The year-on-year increase in the share of total
consumption accounted for by gross rent, fuel and
power (Table 1.4.4, Fig. 1.4.2) accelerated in 1993
in the Union after more moderate growth and
stability in 1991 and 1992. At 18.6%, the 1993
figure is well up on the average for the second
half of the eighties (17.5%).

(1) old Lander
Source: Eurostat

Compared with the previous year, there was an
above-average increase in the share of gross
rent, fuel and power in 1993 in Germany and
Belgium.
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Figure 1.4.2: Share of gross rent, fuel and power, as % of total consumption
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(1) old Lénder
Source: Eurostat

The only main purpose to have remained virtually
unchanged throughout the Union as a proportion
of total consumption is purchases of furniture and
household articles (Table 1.4.5).

(1) old Lander
Source: Eurostat

Trends in this component do, however, differ
markedly from one Member State to the next.
Only in Greece, France and Denmark has there
been a steady downward trend in this item. In
Germany, the share are significantly higher than
in the late 1980s which may reflect a need for
household furnishings in the new Lander.

The Union-wide trend towards a structural
increase in the share of consumption accounted
for by health care (Table 1.4.6) continued in 1993
- indeed, the pace accelerated. All countries
showed increases in this component, the only
exceptions being Germany, where there were
slight falls, and in Denmark, where it remained
constant.

Overall, the proportion of consumption accounted
for by health care has also increased in the ma-
jority of countries, quite considerably in some
cases, since the second half of the 1980s. There
were particularly striking increases of more than 1
percentage point in Belgium, France and ltaly.
However, it was approximately stable in Luxem-
bourg, and fell slightly in Portugal.

(1) old Lander
Source: Eurostat

Trends in the share of household consumption
accounted for by transport and communications
are much more varied (see Table 1.4.7).

In the European Union as a whole, this item
fluctuated around the 15% level, with the share in
1993 significantly lower on the year before and
slightly lower on the second half of the 1980s.

In the majority of countries, this share rose in
1991 and 1992, but fell slightly in 1993.



Exceptions to this are: Luxembourg, where the occurred in Greece, while the values for other

share continued to rise in 1993; Denmark, where countries remained broadly stable.

the share remained constant in 1993; and the

United Kingdom, where it rose in 1993 compared The group 'Other goods and services' (Table
with 1992. In Ireland, this share remained roughly 1.4.9) comprises such disparate components as
constant over the period shown. personal hygiene, hotels and restaurants, and

package holidays.

| 16,4 17,3 17,2 17,3

NL 12,6 12,6 13,0 12,7

UK 17,5 17,1 16,9 17,1

(1) old Lénder UK 16,4 18,5 18,1 18,2
Source: Eurostat (1) oid Lander

Source: Eurostat

In the European Union as a whole, the proportion

of private hpusehold consumption accognted for The share of this group in the EU tended to grow

by ~entertainment, recreation, education and in the early 1990's compared with the late 1980's.

culture (Table 1.4.8) was almost unchanged in This tendency was more marked in Spain and the

1993 compared with the two previous years, and United Kingdom. Compared with the previous

about 0.3 points higher than in the second half of year, the share was slightly lower in 1993 in

the 1980s. Denmark, France, Ireland, Luxembourg and the
Netherlands.

1.4.2 The private households as a saver

EUR12 84 86 86 8.7 The savings habits of private households will be
examined in this section using savings ratios.
This form of measurement, namely the savings
ratio, has the advantage that it is not influenced
by exchange rate movements.

The savings ratio, calculated as the ratio of gross
disposable income and gross savings, is shown in
table 1.4.10 for the nine countries for which data is
available.

Savings ratios for the EU continued to fall, from
1980 to 1985, and from 1985 to 1990, so that it
was 2 percentage points below that of 1980.
However, the EU average recovered somewhat
from its 1985 and 1990 values, but was still below
the level in 1980. Within the EU average, there
The share of these items continued to grow in are significant differences between individual
Ireland, Portugal and the United Kingdom. Falls countries. Denmark had the lowest ratio in all the

(1) old Lénder
Source: Eurostat
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years between 1980 and 1993. Between 1985 and
1987, this rate was even negative. This meant
that expenditure was greater than income, thus
needing to be financed from savings accumulated
previously.

(1) 1981, (2) 1991
Source: Eurostat

Between 1980 and 1985, Portugal and Italy,
alternated as the country with the highest saving
ratio, out of the nine European countries shown
above. However, from 1986, ltaly consistently
had the highest saving ratio.

In 1993, compared with 1980, savings ratios rose
slightly in Belgium, Denmark, Germany, Spain
and the Netherlands. This long term comparison
shows that ratios edged higher in France and the
United Kingdom in 1993 over 1980. The countries
with the highest rates in the comparison, Italy and
Portugal, had significant falls - from 26.9% in
1980 to 22.8% in 1993 for Italy, and from 28.4%
in 1980 to 17.4% in 1991 for Portugal. Figures for
Portugal only refers up to 1991, as data is
unavailable after this year.

Between the years shown in the table, significant
movements occurred in the savings ratios. Sav-
ings, which are the residual between income and
consumption, can thus move substantially from
year to year (both up and down).



.5  General government in the Union

Definition of general government

The ESA states that "the 'general. government
sector ‘includes all institutional units: which are
principally. engaged in the production of non-mar-
ket services intended. for collective consumption
and/or in the redistribution of national income and
wealth. The principal resources of these units are
derived - directly -or - indirectly - from - compulsory
payments made by units belonging to-other sec-
fors”. It is divided into three sub-sectors: central
government, local government and social security
funds. Government institutions provide their serv-
ices to the community free of charge or at a price
(chargé) -which covers less than half of. the pro-
duction costs. Institutions are classified as public
enterprises when:they:charge for:their services at
a rate which should normally cover more than half
the costs, _They are therefore not recorded in the
sector general .government but under. corporate
and quasi-corporate enterprises.. The:main. differ-
ence between social security funds and insurance
enterprises is that there is a statutory requirement
for certain population groups to insure themselves
with-such-funds -against: risks-suchasillness,old
age or-unemployment. In addition to the admini-
stration of 'social security:funds, government insti-
tutions are typically responsible for areas such as
public, - administration, : security -and defence.
However; . its  responsibility - usually extends: to
education; public health, social welfare and sew-
age and waste water disposal if the revenue from
sales (including charges): amounts -to -less than
half - of ‘current ‘revenue ‘(as explained above).
However,:theré may be considerable differences
between-the individual countries in the sectors to
which these activities, particularly the last two, are
allocated.

Valuation of general government

Since there are no market prices for the services
general .government  usually  provides . free of
charge, their value is determined, by agreement,
on . the . basis . of ' the  :production - costs
(compensation of employees, -intermediate::con-
sumption, depreciation, and:taxes on production),
whereby - it .is assumed that neither. profits nor
losses are generated. If income. from (incidental)
sales (including user charges) and the value of
own-account output of - fixed. capital. goods are
deducted from the production value, the result is
general government . consumption, : the entire
amount of which is, by agreement, entered under
final consumption of gross domestic product, even
though parts of public services are used by other
producers .and  are actually intermediate  con-
sumption.

.5.1 General governments revenues

and expenditures

Within general government revenue and expendi-
ture, a distinction is made between current and
capital transactions. The latter results in a direct
change in the assets of at least of one of the par-
ties to the transaction (mostly the non-govern-
ment sectors). Typical examples are inheritance
tax or investment subsidies. It should also be not-
ed that redistribution transactions between units
of a sub-sector of general government have been
consolidated, i.e. are not entered under either
revenue or expenditure. However, this does not
apply to taxes on production paid by government
producers or to subsidies received by them. The
EU's own resources are entered according to the
ESA as direct payments to the rest of the world,
and therefore the agricultural levies, the import
duties and the VAT-own resources are not
included under either revenue or expenditure of
general government.

Taxes and social security contributions are the
main sources of general government revenue.
There are, however, others (as shown in table
1.5.1).

Current taxes 1315 58,3

ncome from property an

9
Capital-forming revenue
Source: Eurostat

Purely financial transactions, on the other hand,
are not included as revenue in this sense. Exam-
ples of such transactions are income from borrow-
ing, from issuing public loans or expenditure on
repaying public loans.

The main item of general government expendi-
ture is current transfers, such as payment of pen-
sions and other assistance to private households,
subsidies to producers, or development aid to the
rest of the world. This is followed by compensa-
tion of employees working for general govern-
ment (manual and non-manual workers, civil ser-
vants and military personnel). Imputed social se-
curity contributions (e.g. reserves for civil service
pensions) are, in contrast to the usual practice
elsewhere in national accounts, not included here.
Purchases for intermediate consumption and in-
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terest payments are also important (see table
1.5.2 below):

1267 50,5

Income from property and
net indemnity insurance

premiums
[

276 11,0

Capitattran

less: sales and own-account
output of fixed capital goods

-136 -5,4

Tofalaxpenditur
Source: Eurostat

The difference between revenue and expenditure
is the financial balance. If expenditure is greater,
the financial deficit shows by how much the gen-
eral government debt has increased over the pe-
riod. The revenue and expenditure of general
government as defined here refer primarily to
actual payment transactions with other. sectors.
They differ from more comprehensive ap-
proaches in that:

- intra-sectoral transactions are consolidated

- no account is taken of depreciation

- no account is taken of imputed social security
contributions.

These differences have exactly the same impact
on revenue and expenditure, so that the financial
balance is not affected.

The following points about difficulties with the
data should be borne in mind when interpreting
the data in the tables below and in comparing
them with other sources: the results for 1993/1994

are mainly Eurostat estimates which may be
substantially revised from 1991 onwards. The
data for Germany also inciude the new L&nder
and East Berlin. In order to take account of the
territorial increase, the figures and growth rates
from that year on have been recalculated on the
basis of the 1991 situation. The pre-1985 data for
the Netherlands are not fully comparable with the
revised data from 1985 on. The revised data for
Portugal from 1986 on also include the Azores
and Madeira. In comparisons over time, no ad-
justments have been made for the breaks in the
time series resulting from these territorial
changes.

.5.2 General governments share in GDP

In the individual Member States of the EU there
are considerable differences in the form and ex-
tent of general government involvement in eco-
nomic activity. This is usually measured by
means of the "general government share", i.e.
general government expenditure as a percentage
of gross domestic product. This is an artificial
share, since expenditure also includes payments
which are not components of GDP, e.g. transfers.

In the EU, general government expenditure in
1994 accounted for between 60% (Denmark) and
about 40% (ireland, Portugal and the United
Kingdom) of GDP. It has long been observed that
this "general government share" increases over
time. If this is correct, general government
expenditure (in %) should increase more rapidly
than GDP, and the elasticity of such expenditure
would be greater than 1. As Table 1.5.3 shows, in
the 1990s this has been the case mainly in
Germany, Greece and Portugal, while in Ireland
and Luxembourg, general government

expenditure has been increasing at a lower rate
than GDP.

1980/94 1,00 | 1,01 | 1,01
1990/94 1,01

1 ,02-r 1,01
103 | 1,03

1,00 | 1,01 | 1,00 | 1,01
1.02

0,98
1,01 | 0,99

Source: Eurostat



Source: Eurostat

1.5.3 General government as producer

General government produces administration,
security, health-care, education and similar serv-
ices which are provided free of charge to the
community. In national accounts the value of
these services is measured on the basis of the
production costs (minus purchases and gross
fixed capital formation produced on own account)
and recorded as general government consump-
tion under uses of GDP.

In the EU, 17% of GDP was used for general
government consumption in 1994 (see table
1.5.4). Among the Member States, Denmark pro-
duced the largest share of public services from
GDP, about 25%, while this figure was relatively
low in Germany, 13%, Luxembourg, 14.1%, and
the Netherlands, 14.2%. However, these differ-
ences are to some extent due to the way in which
social health-care services are recorded.

In Denmark, the United Kingdom and Ireland
these services are financed from the general
public sector budget and are therefore included in
general government consumption, while in the
other countries it is the social security funds which
finance the (imputed) expenditure of private
households, so that these health-care services
are recorded as private consumption.

.5.4 General government as employer

In all economies, general government is one of
the main employers. Many people earn their
living as civil servants, as public-sector manual
and

non-manual workers or as military personnel (see
table 1.5.5).

In the European Union, 17% of all employed or
self-employed persons work in the public sector.
The percentage is particularly high in Denmark, at
32% and relatively small in Greece, just over
11%, and Luxembourg, just under 11%.

About a quarter of general government expendi-
ture in the twelve EU countries was spent on
wages and salaries, which also include actual
contributions to social security funds. Table 1.5.6
shows that this proportion has decreased some-
what over time, as transfers by general govern-
ment have increased disproportionately.

.6.5 General government as purchaser

In order to perform its functions, not only as pro-
ducer of public services but also as provider of
public infrastructure facilities (such as the road
network), general government must use substan-
tial quantities of goods and services as interme-
diate consumption or as capital goods, which it
usually purchases in the market (see table 1.5.6).

in the ten EU countries with data on general gov-
ernment purchases of goods and services, such
purchases accounted for just under 20% of gen-
eral government expenditure in 1994. The figure
is particularly high in the United Kingdom, at 35%.
General government is therefore a significant
customer of market producers, especially those in
the construction branches.

Source: Eurostat

39



40

1994 46,5 329 53,0) 27,0 | 38,0

45,2

50,6 30,1

44,8

39,5 40,0 | 52,8

(1) withut imputed social contributions

(2) intermediate consumption and gross fixed capital fomation of the general government

Source: Eurostat

.5.6 General government as
redistributor

General government is unique in that it finances
itself through compulsory payments (taxes and
social security contributions) but, on the other
hand, spends a large part of its revenue, without
receiving anything specific in return, on those in
need (the sick, the unemployed, etc.) or to
recipients of old age pensions. This redistributive
function of general government reflects its social
function, particularly in relation to private
households.

In 1994 current transfers by general government
to private households in the Union accounted for
about 45% of general government expenditure,
with a moderate upward trend in recent years
(see Table 1.5.6). The proportion is highest in
Germany, at 53%, and lowest in Portugal, at 26%,
and Greece, at 27%. It is often not so much the
need of the people concerned as the performance
of the economy which determines the extent to

which general government performs this social
function. The low percentages for Denmark (33%)
and the United Kingdom (36%) are connected
with the above-mentioned recording of social
health-care services.

I.6.7 Financing of general government

The general government in principal should not
spend more than it receives. As Table 1.5.7
shows, this requirement is not often met in the
EU. In 1994, general government revenue from
taxes, social security contributions, charges etc.
covered only 91.2% of expenditure, the shortfall
being made up by additional borrowing.
Luxembourg is the only EU country where
revenue is higher than expenditure.

The way in which government expenditure is
financed is largely determined by the way in
which social benefits are financed. In Denmark,

1980 66,3 ] 885| 587] 620| 479

54,5

64,2 46,9 79,8 61,6

Source: Eurostat



Value added tax

Current taxes on income and wealth |58,9| 64,1 | 48,7

- ]3921500(561] - |584] - |47,4 -

Source: Eurostat

Ireland and the United Kingdom, they are largely
financed from tax revenue, so that the share of
social security contributions in revenue is corre-
spondingly small (5.7%, 13.9% and 17.3% re-
spectively in 1994), and tax revenue accounts for
a correspondingly higher proportion. In 1994 just
under 60% of general government revenue in the
EU came from taxes, except in the three
above-mentioned countries, where the figures
were higher.

Within the EU, however, there are also consider-
able differences in the form of taxation. Although
the main tax source in all Member States is direct
taxes on income and property, the differences are
considerable, ranging from only 39.2% of total
tax revenue in France in 1993 to 64.1% in Den-
mark (see Table 1.5.8).

Value added tax is the main indirect tax, ac-
counting for just under 20% of total tax revenue
in Italy and Denmark in 1992 and for considerably
higher proportions in France (28.7%), Germany
(26.4%) and the United Kingdom (25.1%).It
should be noted that other forms of EU own re-
venue, are not included in either the revenue or
expenditure of general government.

The burden placed on the economy by payments
to general government is illustrated by the ratio of
general government revenue to GDP (see table
1.5.9). In 1993 it was 44.2% in the EU. Denmark

(54.9%) and the Netherlands (51.7%) were above
this average, while Portugal (31.5%), Greece
(34.7%) and the United Kingdom (36.0%) werebe-
low it. The differences were even more marked in
the absolute per capita figures. In 1993, general
government received about ECU 7 000 per capita
in the European Union. The figure was relatively
fow in Portugal (ECU 2 300 per capita) and
extremely high in Denmark (ECU 12 200).

Table 1.5.7 shows the extent to which government
expenditure is covered by "normal" revenue
(excluding erratic contributions such as
privatisation proceeds). A further indicator of the
burden placed on an economy by public net
borrowing is the financial balance of general
government as a percentage of GDP.

Table 1.5.10 shows the considerable differences
within the Union. The data shown in the table are
for the sector accounts. They have been taken
from the Protocol on excessive deficit procedures
(article 109j of the Treaty establishing the Euro-
pean Community, prepared following the Council
regulation no. 3605/93).

This data show that Luxembourg enjoys the most
favourable situation, in that it has constantly
achieved a net surplus, which in the period 1990-
1994 was on average 2.5% of the country's GDP.
Greece and ltaly are at the other end of the scale
with deficits of 12.1% and 9.8%, respectively, of
GDP in the same period.

1980 3900 | 4600 | 4100 { 900 | 1200

1993 8800

3800

4500 | 4300 | 800 | 2500

2800

Source: Eurostat
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1992

1994

131,1] 69,01 44,1| 91,6( 48,4

48,4] 91,7/125/4 6,1] 78,0 69,4 50,3

135,01 75,6f 50,2 3,0

1) Average of the period
Source: Eurostat

On average only Luxembourg, Ireland, Germany
and Denmark have been below or at the 3% limit
over the last five years. However, Denmark ex-
ceeded the limit in 1993 and 1994.

Table 1.5.10 shows general government debt at
the end of the year as a percentage of GDP.
Debts between government institutions are not
included. With 135% in 1994, Belgium has the
highest government debt. This means that the
total GDP of a particular year would, in accoun-

2) Debt held by non-public institutions at the end of the year

ting terms, be insufficient to pay off the govern-
ment debt in full.

The government debt is also high in ltaly (125.4%
of GDP) and Greece (113%). It is not surprising,
given the positive financial balances, that the
most favourable situation is in Luxembourg. In
1994 only Luxembourg, the United Kingdom,
France and Germany were below the 60% limit of
general government debt in relation to GDP.



1.6 The labour market in the Union

1.6.1 Population

(1)German Democratic Republic included

At the beginning of 1994, the population of the 12
Member States of the EU amounted to 348.6 mil-
lion. This is about 90% of the combined popula-
tions of the US (260.6 million) and Japan (124.8
million). Of the EU Member States, Germany had
the largest number of inhabitants (81.3 million)
followed by the UK, France and ltaly (all three just
below 60 million).

In 1993, the population of the EU increased by
0.37%. A comparison of this figure with those of
Japan (0.12%) and the US (1.18%) reveals the
difference in growth. Table 1.6.1 shows the cumu-
lated growth rates for the period 1970-1993.
While the relative increase in the US fell only
slightly during those 23 years, the growth rate in
Japan declined dramatically. In the EU the growth
rates used to be relatively low, but started to rise
again in the mid-eighties, due to increasing immi-
gration.

Within the EU, the population has grown by 8.8%
in the last two-and-a half decades. The increase
was less than 5% in Germany, Belgium and the
UK. In Ireland however, a population growth of
more than 20% was recorded.

The relative weight of the elements contributing
to population growth differed between the three
economic areas in 1992 (see table 1.6.2). The US
had a high rate of natural increase (births minus
deaths). In Japan and the EU this rate was much
lower. In both the EU and the US, net migration
(immigration minus emigration) was an important
factor. In the EU it caused no less than 70% of
the total population growth in 1992. In Japan
almost 90% of the population growth in 1992 was
caused by natural increase; thus net migration is
of little importance.

Within the EU Germany had the highest level of
net migration in 1992, amounting to almost two-
thirds of the total EU-figure of 1216 thousand net
migrants.

Source: Eurostat, OECD, Council of Europe

0,502

= Popuul'étion change
Source: Eurostat, OECD

1057 176323

When we relate the number of inhabitants to the
surface of the three economic areas (see table
1.6.3), Japan appears to be the most densely
populated. Its surface (377.8 thousand km? is
much smaller than that of the EU (2362.8) and
the US (9363.5).

Within the EU there
is a wide variation
in population den-
sity. The Nether-
lands and Belgium
have the highest
densities. It is to
note that the most
sparsely populated
EU-country, Ireland,
is still inhabited by
twice as many
people per km? as
the US.

IRL 51

In table 1.6.4 the po-
pulation is split into
: several age-groups.
: ' In all three areas
JAP 330 the proportion of
Source: Eurostat young persons (O-
14) has declined in the last 20 years. During that
period the share of this group has remained much
higher in the US than in the EU or Japan.

0
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JSA 272 1219

JAP 240 173

697

74| 130]| 108 187

458 | 43,4

(1) German Democratic Republic included

In the EU, Ireland has the highest proportion of
children (32% in 1972 and 26% in 1993). The
proportion of elderly people (65+) increased
considerably, especially in Japan. The ageing
index (65+/15-64) was higher in the EU than in
Japan and the US. Of the EU Member States the
highest index was recorded for the UK (24.2% in
1993).

The dependency ratio is difficult to calculate for
the Union as the age of entry and exit from the
labour market varies by country. For this
comparison the ages used are 0 to 14 and 65
plus, with the working population aged between
15-64. The dependency ratio of all three areas
dropped in the last twenty years, with the EU
being most affected. In Japan the fall in the share
of children in the population was almost offset by
a rise in that of the elderly.

The share of women in the total population shows
little difference between the three areas (see
table 1.6.5). In totai, and particularly among the
elderly, there are more women than men. In the
youngest age-group men are in the majority, as
they are at birth.

JAP 487 | 499 | 594 | 509
(1)German Democratic Republic included
Source: Eurostat, OECD

.6.2 Employment

In this sub-section, employment will be discussed
in terms of persons in employment. This includes
employers, the self-employed, relations working
in family firms and employees.

In 1994, for the third consecutive year, the num-
ber of people employed in the Union fell. Table
1.1.6 shows that in the United States there was a
fairly significant improvement in employment, up
3.1%, whereas the situation in Japan was stable.
Since 1990, the greatest increase in employment

Source: Eurostat, OECD

has been in Japan, up 5.4%, while in the United
States the number of jobs has risen by 4.1%. In
the EU, however, employment declined by 0.3%.

The five-year trend, however, shows that the
situation in the Union has improved since 1992:
the drop in employment is slowing down. In Ja-
pan, the growth in employment of the early nine-
ties has ended; compared with 1993 no additional
people were at work in 1994. Employment trends
in the United States are even better. After a de-
crease in 1991, employment levels have steadily
risen. This reflects, in-part, the stage of the eco-
nomic cycle in the US, Japan and the EU.

There were major differences among the EU-
countries in 1994 (see table 1.6.7); employment
growth was highest in Greece, at almost 2%,
while the largest fall was in Italy, at 1.5%.

1994 04 .3..,1 00 i
Note: The figures for Germany refer to Germany after
Unification from 1991. For 1994 there were no figures

available for Luxembourg, Ireland and Denmark.
Source: Eurostat, OECD

In the majority of the Member States, recent
trends have been similar to that of the EU as a
whole: the relatively high employment growth in
1990 was followed by a decrease in 1992, which
has decelerated in recent years. Exceptions are
France, the Netherlands and Denmark. Den-
mark's most pronounced decrease in employment
was in 1993. (The 1994 figures for Denmark are
not yet available).

Another exception to the general trend is the
employment situation in the Netherlands. Here
trends have been consistently positive and above
the EU-average. This may be partly due to the
increase of part-time employment.



(2) For 1994 there were no figures available for Luxembourg, Ireland and Denmark. For these countries the 1989-1993

changes are shown.  Source: Eurostat

Employment by activity

As regards the proportion of people working in
agriculture, industry and services, the employ-
ment structures in Japan and the EU appears to
be very similar (see table 1.6.8). In both econo-
mies 5-6% of the economically active work in ag-
riculture, while almost a third have a job in indus-
try. The majority of the workforce (over 60%)
work in the services sector. Services provide
substantially more work in the United States than
in the other two economies. Almost three quarters
of the workforce are employed in the services
sector. Thus, industry and agriculture have a
relatively small role.

Tot 00011000 [1000
Notes: The figures for Germany refer to Germany after
unification, from 1991. For 1994 there were no figures
available for Luxembourg, Ireland and Denmark.
Source: Eurostat, OECD

Employment in agriculture fell by an annual
average of 5% in the EU and 4% in Japan. Rather
surprisingly the number of persons employed in
agriculture in the United States rose significantly
up 6% between 1989-1994. This is not in line

with the trend in other economies. This increase
took place entirely in 1994.

In all three economies, there were more people
working in the services sector in 1994 than in
1989. The 1994 changes were in line with the
trend of a fairly steady growth in employment in
services apparent over the last five years.

The most notable difference between the Union
and Japan concerns the trend in the number of
jobs. Between 1989 and 1994 the number fell by
more than 9% in the European Union, while it
continued to increase by almost 5% in Japan.
However, the figures for 1993 and 1994 show that
the role of industry in Japan as a job creator
ended. Between 1992 and 1994 the number of
persons employed in industry fell by more than
1%.

To illustrate the enormous variety among EU-
countries regarding employment structure, table
1.6.9 shows the employment shares of the three
main sectors of activity. For instance, in the
United Kingdom one out of every 48 workers is
employed in agriculture, while the proportion is
ten times higher in Greece. Agriculture still ac-
counts for a substantial number of jobs in the
southern Member States and lIreland in particular.

The countries with the largest and smallest share
of employment in manufacturing are Germany, at
38%, and its neighbour the Netherlands, at 23%.

1
Sewices

68,2| 68,5 58,6 60,0

67,9

505| 602] 700| 712| 557| 69,7] €37

Agriculture
!

3

Notes: The figures for Germany refer to Germany after unification, since 1991. For 1994 there were no figures available

for Luxembourg, Ireland and Denmark. For these countries the 1993 shares and the 1989-1993 changes are shown.

Source: Eurostat
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In the Netherlands no less than 71% of the
working population are employed in the services
sector. It should be noted however that this is less
than in the United States. In Greece and Portugal,
services only account for just over half of the
jobs.

The general trend in the past five years
concerning employment was practical the same
across the European Union. Since 1989, the
number of persons employed in agriculture and
industry fell in all countries. In contrast, the
number of persons employed in the services
sector rose in all EU-countries except Italy.

The speed of change in the division of labour
varied considerably from country to country. The
decline in agricultural employment was more than
25% in Germany, Spain and France. At the same
time, industrial employment also fell significantly,
by 11%, in Spain and France. However, the
largest fall in industrial employment took place in
the United Kingdom, almost 4% per year. As
regards employment in the services sector, it
should be noted that the countries where services
are relatively least important, Greece and
Portugal, showed by far the fastest growth in the
1989-1994 period. At the same time, third place
regarding growth in employment in the services
sector was the country with the highest share of
employment in this activity, the Netherlands (see
table 1.6.10).

.6.3 Unemployment

In 1994, unemployment in the European Union
increased by 8.5%. This growth rate was lower
than in 1993, at 15%. In Japan, unemployment
growth remained quite high, albeit from a much
iower level. In the US, unemployment decreased
by 8.4%. There, the number of jobless has been
falling since 1993, after sharp rises in 1991 and
1992 (see table 1.6.10).

Within the Union, developments differed quite a
lot among the Member States. The unemploy-
ment level in the United Kingdom fell by more
than 6% in 1994. In most other countries the level
increased more than the average. Unemployment
rose fastest, by over 20%, in Belgium and
Portugal.

Spain and Germany accounted for two fifths of
EU unemployment in 1994. The share of France
in total unemployment was just below 18%, while
both ltaly and the UK accounted for some 15% of
the EU's unemployed. Almost 90% of all the
unemployed in the EU lived in one of these five
countries (compared with 84% of all persons).

Source: Eurostat, OECD

Although the growth of unemployment in the Un-
ion slowed down, the number of unemployed still
increased faster than the total labour force.
Therefore, the unemployment rate in the EU con-
tinued to rise, reaching no less than 11.4% in
1994 (see graph 1.6.1). Unemployment in Japan
remained relatively low, despite recent increases.
The US rate fell to 6.1% in 1994. In each region,
the 1994 rates exceeded those of 1990.

Within the Union, unemployment rates only fell in
Denmark, Ireland and the United Kingdom in
1994. The Spanish, French and Irish unemploy-
ment rates were above the European average,
the Spanish rate being more than twice the aver-
age. Luxembourg had the lowest unemployment
rate in the Union, at 3.5%.

Figure 1.6.1: Unemployment, % of total labour force
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Long-term unemployment in the EU

-Unemployment lasting over a year as
percentage of total unemployment

1990 §
1991
1992
1993
1994

35,0 400 o 450 50,0

Source: Eurostat

From 1990 through 1992 the growth of the
unemployment rate in the Union: coincided with a
relative fall: in" long-term -unemployment. = This
growth in . unemployment resulted in arise:in 1993
of the proportion -of the-unemployed who had not
worked for over a year, reversing the earlier trend.

unemployment rate went down, but the share of
young people in the total number of jobless in-
creased. Here the reduction in unemployment
was fastest among adults.

The share of young people in the total number of
unemployed was highest in Italy and Greece
(almost 40%) and lowest in Germany (13%).

in 1994, more than a quarter of the total number
of unemployed in the Union consisted of young
peopie between 16 and 24 years of age (see table
[.6.11). This proportion was slightly higher than in
Japan, but lower than in the US.

1994

(1) for Japan: 15-24 years
Source: Eurostat, OECD

27,6

in the EU, this share has fallen steadily since
1990, so that in 1994 it was 20% lower than in
1990. In the US, it fell in 1991 and 1992, but
increased in 1993 and 1994, so that the 1994
proportion of young people almost equalled the
1990 figure. In 1994, Japan, like the EU, showed
a decrease in the proportion of young people in
total unemployment. But the level in 1994 was not
much lower than that of 1990.

The decline of the share of young people in total
unemployment in Europe and Japan was not
caused by a decrease in youth unemployment
itself: the youth unemployment rate increased in
Europe and Japan. The falling share was mainly
due to the fact that unemployment rose fastest
amongst people aged 25 years and over. The US
showed the opposite development. The youth

Unemployment in the EU by occupation

last occupation of unemployed persons in the
EU in 1993 as percentage of total EU-
unemployment

Armned forces 0,1

{Craft and related trades worker:
Plant and machine operators and
assemblers

None 43,4
Source; Eurostat

Four out of ten unemployed. in:the Union in 1993
did* not “have -any- previous - working -experience.
40% of those who did have a job before,
consisted of craft and related trades workers and
people. with elementary occupations.. As these
occupations account: for -about-25%of the ftotal
number -of jobs, the chances of these people
returning to their professions. are less than the
average.

In the Union, the proportion of women in the total
number of jobless was close to 50% in 1994.
Table 1.6.12 shows that this share was lower in
the US and Japan. In the EU, the share has fallen
markedly since 1990, whereas in the US and
Japan the 1994 proportion was more or less
comparable to that of 1990.

A comparison of the number of unemployed
women with the total number of women in the
fabour force shows the opposite picture. The
unemployed rate of women increased in the
European Union and Japan, whereas it decreased
in the US. This can be explained by the fact that
in the EU and Japan unemployment rose faster
for men than for women. In the US, male
unemployment benefited more from the decrease
in the unemployment level.
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Greece had the highest share of women amongst
its unemployed: 50% in 1994. This share was
smallest in the UK (34%) and Ireland (37%).

To conclude, both the level and the rate of
unemployment in the Union increased in 1994.
This concerned adults and men in particular. In
the US unemployment fell, while in Japan it rose
even faster than in the EU. The unemployment
rate of the Union remained by far the highest of
the three main OECD-regions.

1990 52,7

Source: Eurostat, OECD




Consumer prices

Prices, conversion rates and interest rates in the Union
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Source: Eurostat

For both the European Union and the Member
States, the fight against inflation is currently one
of the main concerns of economic policy.

Trends in the overall index

For the Union as a whole, the objective of price
stability, which is one of the convergence criteria
referred to in the UnionTreaty, has to some extent
been achieved in recent years. As the data in
Table 1.7.1 on the consumer price index show,
since the beginning of the 1990s there has even
been a slowdown in annual inflation for EUR12
(5.0% in 1991; 4.2% in 1992; 3.4% in 1993; 3.2%
in 1994).

The characteristic of the EUR12 index

The ‘indices shown here are the national indices
calculated according to the national methodolo-
gies. This means that there are differences with
regard to coverage, index formula, base year and
treatment of seasonal variations. In order to calcu-
fate the overall index, the national indices for the
different product groups have been aggregated
according to the ESA classification for the func-
tions ‘of consumption of households. The weight-
ing used to obtain the EUR12 index corresponds
to ‘each country's share in the Union's final con-
sumption of households expressed in purchasing
power parities.

However, the good resutt for the Union as a whole
conceal great differences between the Member
States, ranging from a change of 1.7% for France
to 10.9% for Greece between 1993 and 1994. It
must also be pointed out that in 1994 the inflation

rates of the Union's major economic partners, i.e.
the United States and Japan, were lower than that
of the Union, with 2.6% for the United States and,
especially, only 0.7% for Japan. The differences
in inflation in 1994 are illustrated in Figure {.7.1,
in which the countries are classified according to
the size of their inflation rate.

Figure .7.1: Yearly inflation rates, 1994

USA
JAP

EUR12

Source: Eurostat

Over the past ten years, it is Japan which has had
the lowest inflation rate (rose by 14.6 percentage
points between 1985 and 1994), with the Nether-
fands achieving the best result (17.8 percentage
points) among the EU countries. Japan's better
performance on prices than that of the United
States and the Union is illustrated for the period
1985-1994 in Figure 1.7.2. During that period price
trends in the Union and the United States were
fairly similar.
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Source: Eurostat

Over the same period the rise in prices was
relatively moderate (between approximately 21
percentage points and 23 percentage points) for a
good number of Member States except the United
Kingdom, ltaly and Spain, whose rates ranged
between 52 percentage points and 68 percentage
points, and particularly in Portugal (131.50
percentage points) and Greece (291.1 percentage
points). However, the relatively small weight of
these two countries in the EUR12 index does not
have too dramatic an effect on the result for the
Union as a whole, where there was an increase of
43.5 percentage points between 1985 and 1994.

Figure 1.7.2: Prices indices 1986-1994 (1985=100)
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The main functions of consumption

The differences between the Member States in
the rate of increase of the overall index are even
greater if we analyse the main functions of
consumption, for which Table 1.7.2 shows the
trends between 1990 and 1994.

In most countries, for instance, the price increase
for food was moderate and lower than that of the
overall index (approximately 5% for Denmark,
France, Ireland and Luxembourg and only 2.2%
for Belgium over a four-year period). It is only in
Greece and lItaly that the trends in the overall

index and the food index were
same.

approximately the

On the other hand, the index for beverages and
tobacco rose more than the overall index every-
where except Denmark and Germany, and espe-
cially in Greece (which rose by 107.8%). Another
index which rose more rapidly than the overall
index is that of rents and fuel, except in Ireland
and the United Kingdom (where there was even a
decrease of 1.2%).

In addition to comparing these indices from
country to country, it is interesting to see how the
prices for the various categories of products
varied within a country. This analysis shows that
the price trends in most of the countries were very
heterogeneous, and the same also applies to
EUR12.

The structure of consumption

The effect of the price trends for the various
functions of consumption on the overall index is
illustrated by the share of the various functions in
the total consumption of households. The
weightings used to calculate the overall index
(see Table 1.7.3), which differ sometimes from the
expenditure data coming from the National ac-
counts, reveal great differences between the
Member States in the structure of consumption.
Food, for example, represents 39.2% of total con-
sumption in Portugal, 29.0% in Greece and only
13.2% in the United Kingdom. Housing accounts
for 28.5% of the Danish index, but only 7.6% of
the Italian index; expenditure on health care ac-
counts for 9.1% of the French index compared
with only 0.6% of the Netherlands index. These
figures, which should reflect consumption habits
in the various countries, are nevertheless influ-
enced by the differences in the prices of the vari-
ous product groups (since they are based on ex-
penditure values) and by the institutional differ-
ences in the provision of certain services in the
Member States. This last remark applies particu-
larly to health-care services.
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.7.2 Exchange rates and the ECU

The Exchange Mechanism

The. Exchange - Rate .Mechanism (ERM) of .the
European Monetary System is aimed at achieving
greater exchange rate stability. The ERM is based
on a grid- of -central. parities between individual
currencies and between each currency and the
FcU

Since 2nd August
1993 the exchange
rates of the curren-
cies participating in
the ERM (all EU cur-
rencies except the
Greek drachma, Brit-
ish pound and the
ltalian lira for which
“notional ECU central
rates” have been set
up) could not diverge

BILFR| 40,2123

om 1,9496

FF 6,5388

HFL 2,1967

UKL

265,5130

0,7867

more than +15% from
the bilateral central
rates in the grid (ECU

central and notional
rates are shown in
table 1.7.4). In prin-
ciple intervention is compulsory when the inter-
vention points defined by the fluctuation margins
are reached. In addition, when a currency crosses
its “threshold of divergence”, i.e. 75% of the
maximum spread of divergence for each cur-
rency, consultations results, as well as a pre-
sumption that the authorities concerned will cor-
rect this situation by adequate measures; namely

Source:
Commission of the EU

— diversified currency intervention,
domestic monetary policy,

other economic policy measures,
changes in central rates

@ without alcoholic beverages and tobacco

The ECU is an important component of the
European Monetary System (EMS). It is valued in
terms of a basket which is defined by specific
amounts of the currencies of 12 Member States
of the European Union.

The official ex-
change rate of the
ECU vis-a-vis its
constituent  curren-
cies and some 10
other currencies is

0,21980 .
calculated daily on
LER 0.13000 the ba_s.ls of the
composition of the
: ECU basket (see
019760 | taple 1.7.5) and the

doliar exchange

rates of the constitu-
ent currencies. The
following method of
calculation is used
by the EU Commis-

éource: sion. The central
Commission of the EU banks of the member
states inform the

National Bank of Belgium of their dollar exchange
rate which prevails on their foreign exchange
market. This information is channeled to the
Commission which calculates an ECU equivalent
first in US dollars and then in the currencies of
the Member states.

Table 1.7.6 shows the yearly averages of the
exchange rates for the ECU against the national
currencies of the Member States of the
Community, the USD and the YEN (the amount of
each currency per unit of ECU).
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1138,430

Source: Eurostat

Table 1.7.7 contains the annual average
exchange rates of the currencies participating in
the EMS as well as the exchange rates of the
USD and the YEN in terms of an index. This
shows the amount of ECU per unit of national
currency with a base year of 1980.

This table illustrates that in the 15 years to 1994,
four ERM currencies have appreciated vis-a-vis
the ECU, of which the biggest rise was the DM by
31%. The USD also appreciated by 17% and the
YEN rose by 158%. Another important conclusion
drawn from the above table is the relative stability
of the ERM currencies during the period 1988 -
1991 in comparison to the period 1980 - 1987.

Graph 1.7.3 and table 1.7.8 illustrate the evolution
of the ERM exchange rates in comparison with
the exchange rates of UKP and ITL as well as
with those of the USD and YEN during 1994. The

graph shows the monthly percentage deviations
of each currency from its 1994 average rate.
These exchange rates are expressed in terms of
the index which shows the amount of ECU per
unit of national currency. Downwards (upwards)
sloping curves indicate an depreciation (ap-
preciation) of a respective currency vis-a-vis the
ECU, (data calculated by Eurostat).

The graph portrays the coherence of the ERM
currencies during 1994. With the exceptions of
the BLF and the IRP in January 1994 and the
ESC and the IRP in June and August 1994
respectively, the ERM currencies moved within a
band of about 2 % during the whole period
considered. The EMS currencies which do not
participate in the ERM were characterized by
more volatility, as their monthly exchange rates
deviated from their annual averages by more
than that observed among the ERM currencies.

1994 1102,374 1 103,766 | 131,153 [ 62,665 [ 89,157 | 85,181

127,895

106,641
1,801
17

128 662

207,013

83,737 | 109,505 | 170,7

77,022 1 117,126 | 258,272

35314 | 20,597 | 62.109

Source: Eurostat
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In particular the deviation in exchange rates and
of the UK pound and lItalian Lira were stronger
than the ECU. For the UK pound it rose by 3.9%
in January 1994, but by 22% in August 1994. The
ltalian lira followed a similar pattern as it rose by
3.4% in April 1994 and fell by 3.6% in December
1994. Table 1.7.8 shows also that the above
currencies depreciated against the ECU by 4.5%
and by 4.6% respectively over the 12 months to

December 1994. The USD seems to be the most
volatile currency as it shows the largest upward
and downward deviations from its annual average
in comparison with the respective deviations of
the rest currencies in the sample. It is also shown
that from January to December 1994 the USD
depreciated against the ECU by 8.9% while the
YEN appreciated by 1.9%.

Figure 1.7.3:
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Source: Eurostat

1.7.3 Purchasing power parities

Since its creation in 1978, the ECU has continu-
ally grown in importance, becoming the reference
currency in the European Monetary System and
the currency in which a large number of financial
operations are denominated. However, as a
means of comparing the value of national cur-
rencies, its use remains limited.

Exchange rates and purchasing power
parities

The reason that the ECU is not so useful as a de-
nominator is that official exchange rates, which
are based on conversions into and out of ECU, do
not necessarily reflect the real purchasing power
of a currency in its national territory and therefore
do not always give a good indication of the
volume of goods and services which make up

GDP. Exchange rates are in fact mainly
determined by, on the one hand, the supply of
and demand for currencies necessary to effect
commercial flows and, on the other, by factors
such as capital flows, speculation, and a country's
political and economic situation.

It is interesting to observe the changes in PPSs
shown in Table 1.7.9, which shows the figures
from 1970 to 1994 and, in particular, to compare
them with the exchange rates of the ECU, which
are shown in Table 1.7.4. For example, on the
basis of the official exchange rate, an ECU was
worth ITL 1915 in 1994, whereas on the basis of
purchasing power parities, ITL 1685 was sufficient
to purchase the volume of goods and services
corresponding to one PPS. n 1994, therefore, the
real purchasing power of the Italian lira compared
with the Community average was much higher,
(+14%) than a comparison based on the official
exchange rate would suggest.
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In periods of major exchange-rate fluctuations,
therefore, there are clear advantages to using
purchasing power parities for comparison, since
they are hardly affected by such fluctuations, if at
all.

How to establish the parities?

The disadvantages of conversion using exchange
rates can, however, be eliminated or, at least,
greatly reduced by using purchasing power pari-
ties as conversion rates. These parities represent
the relationship between the amounts of national
currencies needed to purchase a. comparable,
representative._basket of goods. in the countries
concerned. The ratio between the prices of indi-
vidual products is-then aggregated in accordance
with - carefully. defined :criteria, .s0- as to obtain.a
higher parity for the aggregates and, finally, the
global parity of GDP itself.. These parities are ex-
pressed relative to the value for the Union as:a
whole, and the unit in which the values are ex-
pressed is known as the "Purchasing Power
Standard” (PPS), which is, in fact, the ECU in real
terms.

Price level index

The ratio between the value of a PPS and the
ECU allows us to calculate a price level index for
each country, which measures the difference
between price levels in a given country and the
Community average (EUR12 = 100) and permits
direct comparison between price levels in one
country and another.

Table 1.7.10 shows that in 1994 Portugal had the
fowest prices in EUR12 (about 34 percentage
points below the Community average) and
Denmark the highest (nearly 26 percentage points
above the average). The United States comes out
at 9 percentage points below the EU average,
while Japan exceeds it by nearly 61 percentage
points. Another way of interpreting Table 2 is to
say that in 1994 a given basket of goods could be
purchased for ECU 66 in Portugal and ECU 126,
nearly twice as much, in Denmark. (In 1990, in
fact, prices in Denmark were more than twice
those in Portugal).

:I RL 968 9221 90,7| 883 90,2

Source: Eurostat

The index also gives some indication of the ex-
tent to which a currency is over- or undervalued.
For example, the relationship between the indices
in Germany and Italy show that the lira was



undervalued against the mark by the order of 34
percentage points in 1994, which considerably
benefited Italian exports to Germany and the rest
of the Single Market. In 1991 and 1992, the lira's
undervaluation vis-a-vis the mark was just 12
percentage points.

Real per capita GDP

Tables 1.7.11 and 1.7.12 (overleaf) show the
values of national GDP in ECUs and PPSs.
Measured in current PPSs, the GDP of the
European Union was 5772.1 billion, about 8%
smaller than that of the United States and 2.4
times bigger than that of Japan.

Of the EU Member States, Germany had the
biggest GDP (1459.3 billion PPS; about 25.3% of
the total for EUR12). The four biggest economies
in the EU (Germany, France, Italy and the UK)
together accounted for some 77% of its GDP. At
the other end of the scale, five Member States
(Denmark, Greece, Ireland, Luxembourg and
Portugal) together accounted for just 6.5% of
EUR12 GDP.

It is also interesting to note how each country's
share of the European Union's GDP varies de-
pending on whether it is calculated in ECUs or
PPSs. For example, Germany's share in 1994,
which was (30% when measured in ECUs) falls to
25.3% when measured in PPSs. In some other
countries, the share is higher in PPSs than in
ECUs, for example, 16.8% and 14.8% respec-

tively in the case of Italy, this difference being
mainly due to the devaluation of the lira in 1993
and 1994,

Despite the numerous misgivings which one
might have, per capita GDP is one of the indica-
tors most frequently used for purposes of interna-
tional comparisons. It is expressed as the ratio
between GDP per head of population in each
country and average per capita GDP in the Union
(the latter being ECU 16500 as of 1994). Again,
this index for a given country varies depending on
whether it is based on ECU- or PPS-denominated
values. However, speaking about per head data it
should be taken into consideration that the popu-
lation data used for calculating this data is based
on National accounts statistics. They can differ
from the population data coming from the Popu-
lation statistics.

In Denmark, for example, per capita GDP is ECU
23660 but only 18810 PPSs. This gives per capita
index figure of 143.3 in nominal terms, compared
with 114.0 in volume terms.

As a general rule, the higher the nominal index
figure is, the lower the volume index figure is
relative to it, although this not quite true of Lux-
embourg, where the two index figures are fairly
similar. The PPS index figure for Luxembourg is
58.4% higher than the corresponding figure for
EUR12, putting it well ahead of all the other
Member States and indeed nearly 9.3% ahead of
the United States.
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As can be seen from Table 1.7.13, the volume
index per head of population in most Member
States has remained broadly stable over time. Of
the countries situated well below the EU average
(Greece, Spain, Ireland and Portugal), only
Ireland managed to close the gap significantly
between 1980 and 1994 (up 23.2 percentage
points), although Portugal also succeeded in
closing the gap by a more modest 124
percentage points over the same period.

By contrast, the volume index figure for Japan
made a dramatic leap, from 84.8% in 1980 to

116.8% in 1994, overtaking countries such as
Denmark and Germany.

Because of the falling value of the lira, per capita
GDP in Italy recorded steep declines in 1993 and
1994 when calculated in ECUs (from ECU 16284
in 1992 to ECU 14750 in 1994), whereas, in terms
of real purchasing power in the ltalian economic
territory, the figure actually increased slightly,
from 16470 PPSs in 1992 to 16770 in 1994,

Given the monetary turmoil of recent years, the
nominal values for other Member States (Greece,
Spain and Portugal) and Japan should also be
treated with caution. To take the example of
Japan: the yen has appreciated significantly, and
this is likely to have caused an overestimate of
nominal GDP. The discrepancies between per
capita GDP measured in ECUs and in PPSs are
illustrated in figure 1.7.4 below.

Finally, it is worth repeating that differences be-
tween countries’ GDP are much smaller when
measured in PPSs than when measured in ECUs.
In 1994, the ratio between per capita GDP in Lux-
embourg which, as we have seen, is the highest
in the European Union, and the lowest was 1:4
when measured in ECUs but only 1:2.6 in terms
of PPSs, which again underlines the importance
of basing comparisons on real values.



Figure 1.7.4: GDP per head, 1994
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.7.4 Interest rates

Indicators for.the interest rates

Government bond yields are a good indicator of
long-term interest rates throughout an economy,
as the government securities market normally
accounts for a large part of the capital market.
They are also a good reflection of the govern-
ment’s financial position, and of inflation expecta-
tions in an economy. The significance of govern-
ment bond yields as:a measure of economic and
monetary convergence is recognised in the Euro-
pean:Union Treaty, where it forms one of the cri-
teria for moving to stage three of monetary union.

The table shows ten-year government bond yields
(unless otherwise stated): Between 1991 and the
end of 1993 there was a general decline in go-
vernment bond yields, which was largely a re-
flection of monetary easing in response to econo-
mic recession and a decline in inflationary pres-
sures. US government bond yields (of 10 years or
more) dipped below 6% in late 1993, but that
represented the peak of the market, as concerns
grew in 1994 of an upturn in inflation and a capital
shortage on the basis of a stronger than expected
recovery in global economic activity. By late
1994, the yield had moved above 8% for the first
time since mid-1991.

o

14 gl A R

Notes: rates are 10-year government bond yields, except for Belgium (6 to 12 years), Germany (7to 1

4 years), Greece

(5 years), Italy (9 to 10 years), Luxembourg (all maturities), USA (10 years or more).

ECU bond yields include non-government issues.

Source: Central Bank
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European bond markets peaked later than in the
US, at the beginning of 1994. The trend during
1994 was, however, similar to that of the US
market. Between January and September 1994,
German government bond yields (7 to 14 years)
rose by just under two percentage points. During
periods when bond yields are rising, the
differential between German yields and those of
other EU members tends to increase, as can be
seen from the table. Thus French government
bond yields, which had in fact fallen below those
of Germany in January 1994, were half a
percentage point higher at the end of the year.

There are numerous factors, however, which may
influence the differential in government bond
yields between countries, including the evaluation
by bond market participants of national budgetary
positions, or of economic growth and inflation
prospects. Changes in short-term interest rates
and political factors are also significant. In the
case of EU members, an additional factor is the
prospect of monetary union and market
perceptions of which countries are likely to be
involved.

Prospects for monetary union take on a special
significance with regard to the ECU bond market.
In 1991, in the run-up to the Union treaty, the
market was exceptionally buoyant: the volume of
ECU bond issues reached a record level (a figure
not surpassed in the years 1992-94), and ECU
bond yields fell well below their theoretical level
(that is, the yield derived from the weighted aver-
age of the ECU basket’s component currencies).

In 1992-93, the ECU market performed less well,
though the trend in yields remained downwards,
reflecting the general decline in EU bond yields.
Throughout most of 1994 the market weakened
and yields rose, again a reflection of the general
trend.

By the end of 1994 the US and Japanese bond
markets had entered a new phase, and yields
began to fall, followed by a decline in European
bond yields in the first months of 1995.

As with long-term interest rates, short-term rates
in the EU have tended to converge in recent
years. This has been particularly the case for
those countries whose currencies have been part
of the exchange rate mechanism of the EMS,
since the risk of large exchange rate fluctuations
are in principle lower for these currencies.

Shori-term  money market interest rate
movements closely reflect changes in official
interest rates, and therefore the stance of
monetary policy. In 1992-93 interest rates in the
EU declined in response to economic recession
and a decline in inflation pressures. During the
second half of the year 1994, the short-term
interest rates remained nearly stable. The main
exception was the UK.

The US, which is further ahead in the economic
cycle, started tightening policy in early 1994, and
short-term interest rates rose steadily throughout
the year, and into early 1995. Japan, meanwhile,
held its official discount rate at 1.75% throughout
1994. However, economic activity remained
weak, partly as a result of the strong yen, and a
further discount rate cut was made in April 1995.

In Germany, against a background of Deutsch-
mark strength and inflation weakness, the Bun-
desbank cut its discount rate to 4% at the end of
March 1995. This was followed by rate cuts in
Belgium, the Netherlands and Austria. In other
EU countries, however, the trend in official
interest rates was upwards in early 1995,
including the UK, Denmark, Ireland, Italy, and
Spain.



! FROM EUR12 TO EUR15

1.0 Introduction

The first of January 1995 will be remembered as
a milestone in the history of the European Union.
The accession of Austria, Sweden and Finland
was the fourth enlargement of the EU, after 1973,
1981 and 1986, and was a further step in the po-
litical and economic integration of Western
Europe.

Nineteen ninety-four was an exciting year for
Europe - it was the culmination of years of prepa-
ration for the accession of the three new Member
states and Norway. In the autumn of 1994, refer-
endums in all four countries established that the
people of Austria, Sweden and Finland were in
favour of joining the EU. As in 1972, however, the
people of Norway voted against membership (see
table 1.1.5).

Part Il of this report seeks to shed light on how
the enlargement of the EU from "the Europe of
Twelve" to "the Europe of Fifteen" has affected
important economic, geographical and demo-
graphic data. This analysis includes information
on the generation and use of GDP, foreign trade,
income and savings, the labour market, the fi-
nancial situation of the economy, and exchange
rates and interest rates.

The aim is to demonstrate, by means of the fig-
ures for 1994 and the previous years, how the
accession of the three countries has influenced
absolute and average values for the Union as a
whole. Where it is not possible or meaningful to
calculate averages for the EU, we try to compare
the new Member States with the countries of the
Union of Twelve. An assessment is also made as
to where on the path to Monetary Union the new
Member states currently stand.

The comments made in the introduction on the
figures for this report and on the quality of the
data also apply to Part Il. Furthermore, there are
additional problems for the data of the new Mem-
ber States. The data provided by them do not al-
ways fully correspond to the current ESA. There
are minor theoretical differences, but the main
difficulties arise from the use of different classifi-
cations. In this respect, Finland is ahead of
EUR12, in that it already uses NACE Rev.1,
which in due course will be binding for all the
Member States. Austria uses the ISIC, while
Sweden uses a national classification of indus-
tries. Eurostat has endeavoured to eliminate
most of these differences by converting the
classifications. There are also major difficulties
arising from comparisons made in ECU. The in-

fluence of wavering of exchange rates of national
currencies against the ECU cannot be ignored for
these analysis. This is expecially relevant for the
years 1992 and 1993 in Finland, and 1993 in
Sweden, where the corresponding currencies
were subject to significant devaluations.

.1 Area, population and GDP

The accession of the three countries to the Union
resulted in a 37% increase in the geographical
area covered by the Igternal Market. Compared
with the 2 363 000 km“ of EUR12, the area now
covered by EUR15 is 3 235 000 km“ (see table
1.1.1).

322430

Source: Eurostat

in the enlarged Union, France remains the
country with the greatest area, followed by Spain,
Sweden, Germany, Finland and Italy. Austria is
one of the smaller Member States, approximately
on a level with Portugal.

In contrast, the resident population of the Union
increased by only 6.2% as a result of enlarge-
ment. The reason for this is that the two Nordic
countries are sparely populated. In the enlarged
Union, Germany retains its place as the country
with the largest population, followed by ltaly, the
United Kingdom and France.The three new Mem-
ber States are all among the countries with the
smallest populations in the Union. Following their
accession, about 43% more people live in the
Union than in the USA and almost three times as
many as in Japan.

Gross domestic product of the Union of Fifteen is
7.2% higher, expressed in ECUs, than the Union
of Twelve. This increase, which is disproportion-
ate in relation to the population, means that the
Union's average per capita GDP is also higher.

59



60

While the GDP of the United States and that of
EUR12 were about the same in 1994, the
enlarged Union has a GDP which exceeds that of
the USA by about 10% and is one and a half
times higher than that of Japan.

It is also interesting to compare trends in GDP of
the three new Member States, in real terms, with
the average for EUR12. Between 1986 and 1994,
growth in Member States of the Union of Twelve
averaged +1% to +4% per annum (see Figure
11.1.1).

Figure. 1l.1.1: GDP growth rates, price basis 1985

percent
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Austria's growth rate was nearest the EUR12
average, in real terms, as it varied between zero
and just over 4%.

Sweden, whose relative GDP growth was below
the EUR12 average from 1988 on, was further
away from the pattern observed for the Union,
and between 1991 and 1993 Swedish GDP even
full.

However, Finland had the greatest fluctuations in
GDP. Between 1987 and 1989 the growth rate of
Finland's GDP in real terms was considerably
higher then the EU average, but from 1990,
measured in terms of GDP, the country entered a
deep crisis. The worst year was 1991, when
Finland's GDP fell by over 7%.

An important factor for the future trend in the Un-
ion's GDP following the accession of the three
countries is that during 1994, crises which had
occurred between 1991 and 1993, were overcome
both in the new Member States and in many
countries of EUR12. In 1994, for instance, Aus-
tria and Finland were above the EUR12 average
while Sweden was only just below it. On the
whole, therefore, the accession of the three

countries has had a positive impact on the Un-
ion's GDP in real terms.

Enlargement has had a similarly positive overall
impact on the Union's average per capita GDP.

In 1994 per capita GDP, expressed in purchasing
power standards, rose by about 3.4% (see table
11.1.2). Austria, which was about 16 percentage
points above the EU average in 1994, and Swe-
den, which was about one percentage point above
the EU average, more than compensated for the
lower level of Finland, which was 5 percentage
points lower than the EUR12 average.

11186 12193

1986 | 11072 13652 |

16140

1994 15980 18480 15210

Source: Eurostat
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It can be seen from Figure 11.1.2 that between
1986 and 1994 Austria's per capita GDP re-
mained constantly within a range of 9 to 16 per-
centage points above the EUR12 average.

Between 1986 and 1991, Sweden was well ahead
of the EU average, by 24 to 12 percentage points.
However, the difficult economic situation which
began in 1991 caused Sweden's per capita GDP
to fall to 2 percentage points below the EU aver-
age in 1993.

Figure 11.1.2: GDP per head at current
prices and PPS, EUR12=100
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Finland's per capita GDP was also well above the
Union's average between 1986 and 1990, by 9 to
13 percentage points. The deep recession at the
beginning of the 1990s, however, led to a steep
reduction, especially in 1992, when per capita
GDP was only 87% of the EU average. In the
following two years this figure improved some-
what, so that in 1994 Finland was only 8 percent-
age points below the EU average.

If the above-mentioned recent trends in the
growth of the new Member States' GDP in real
terms continue in the coming years, as the
Commission currently forecasts, the overall posi-
tive influence of the three countries on the Un-
ion's average per capita GDP will become even
more pronounced.

i.2 Generation of GDP

The following section looks into the contribution of
the aggregated economic branches to the gross
value added of the new Member States compared
with the Union average and also deals with pro-
ductivity (gross value added per capita of occu-
pied population) and the income per capita of
population occupied in each branch.

.21 Gross value added by branch

Table 11.2.1 shows the gross value added at factor
costs of the branches in ECUs for EUR12 and in
national currency for the new Member States.
The second part of the table gives the shares of
the branches in the gross value added of the
economy.

Grouping the branches into primary, secondary
and tertiary sectors reveals major structural dif-
ferences between the countries and the Union
and significant changes in the structure of pro-
duction over time.

The primary sector in this analysis comprises only
agriculture, forestry and fisheries for reasons of
data availability. The secondary sector is made
up of the raw materials and energy branches,
manufacturing industry and building and con-
struction. Services are grouped in the tertiary
sector.

Figure I1.2.1: Share of GVA per sectorin
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Figure 11.2.1 shows the share of the three sectors
thus defined in the gross value added of industry
as a whole. It illustrates that the structural shifts
in production in the three new Member States
between 1986 and 1993 moved in the same di-
rection as the EU average until 1990. The share
of both the primary and the secondary sectors in
total gross value added fell, while there was a
correspondingly marked rise in the contribution of
services. In the seven years under consideration,
the share of the tertiary sector increased by 4.1
percentage points for Austria, 8.8 percentage
points for Sweden and 6.8 percentage points for
Finland.

In 1993, however, the EUR12 average did not
continue this trend, since the share of services,
particularly market services, in the gross value
added of the economy fell slightly, while manu-
facturing industry increased its share slightly.

In 1993, as a result of the marked increase in the
share of services in Sweden, almost 69% of the
country's gross value added was generated by
services, while the figure for the Union average
was not quite 63%. The data available show that
in Sweden the growth in services is due to market
services, even if the absolute level of the share of
non-market services is higher than the Union av-
erage; this last remark stays also for Finland.
Within the services sector in Austria, it is also
market services such as banks, insurance, con-
sultancies and other professions whose contribu-
tions are on the increase, while the share of
non-market services such as public administra-
tion, education, defence, welfare and the like was
almost the same in 1986 and 1983. In Finland, on
the other hand, both branches of services in-
creased their share of the gross value added of
the economy by about 3 percentage points.
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Manufacturing industry is the most important
branch in the secondary sector. However, ex-
cept for 1993 in Finland, the share of manufactur-
ing industry in gross value added in all three new
Member States fell, particularly in Sweden, where
it decreased from 23.2% in 1986 to 19.3% in
1993.

The share of agriculture, forestry and fisheries in
the gross value added of the economy is, in abso-
lute terms, not very great in Sweden and Austria,
which is close to the Union average. However,
this sector is more important in Finland, where in
1993 it contributed 6.3% of gross value added,
almost double the EUR12 average. This is mainly
due to the forestry branch, which is more highly
developed in Finland than on average in the Un-
ion.

On the whole, the structure of gross value added
shows that the economies of all three new Mem-
ber States are clearly based on industry and
services, as is the case for the EUR12 average.

I.2.2 Productivity by branch

Gross value added per capita of occupied popu-
lation for all branches together is a measurement
of economic productivity. Table 11.2.2 gives the
comparative figures for the three new Member
States and EUR12 in absolute terms and in rela-
tion to EUR12 = 100.

The figure for Austria was slightly below the EU
average in both 1986 and 1990, with services at
the root of this lower performance in relation to
the EU. In 1993 however, Austria's economic pro-
ductivity was 11 percentage points above the
EUR12 average, mainly as a result of improved
performance in the manufacturing and construc-
tion industries and particularly in services.

The seriousness of Finland's economic problems
in the early 1990s is again reflected in its eco-
nomic productivity, which in 1986 was 4 percent-
age points above the EU average. In 1990, the
fast year of an economic boom in Finland, pro-
ductivity was 21 percentage points above the
EUR12 average. In 1993, the last year of the
deep 1991-1993 crisis, the productivity of Fin-
land's economy was 9 percentage points below
the EU average, the negative influences coming
mainly from services and also from building and
construction, although this only has a small share

(4.6% in the gross value added of the economy).
When considering the 1993 figures, it must be
borne in mind, however, that without the ex-
change rate effect the Finnish figures would have
been about 16% higher.

Sweden's economic productivity was above the
EUR12 average throughout the period, even in
1993, when the Krona lost 20% of its value
against the ECU. All the branches contributed to
this result except "non-market services". In this
connection, the concept "productivity of the non-
market services branch" must be used with cau-
tion. Since these services are provided to the
population by general government and private
non-profit organizations mainly free of charge, the
value added of the branch is calculated by adding
the "costs", which are made up mainly of the
wages and salaries of those employed in the
branch, the net production taxes paid by the
branch and its depreciation. Therefore, high pro-
ductivity in the non-market services branch prin-
cipally means that those employed in it have a
high per capita income, while low productivity in-
dicates a correspondingly low income. Besides of
these general theoretical considerations another
element makes the per head productivity of non-
market services in Sweden rather low compared
with the EU-average; this is the fact that the pro-
portion of part-time jobs in this field is rather high.

If the three countries had joined the Union in
1993, economic productivity with the change from
EUR12 to EUR15 would have increased by an
average of about 3%, since the performance of
Austria and Sweden easily outweighs the influ-
ence of Finland. In the light of the above-men-
tioned positive trends in the gross domestic prod-
uct of the three countries, particularly Sweden
and Finland, even higher figures can be expected
for 1994,

The most marked differences in trends in produc-
tivity over time are in the branch "agricultural,
forestry and fishery products”. It must be borne
in mind here that the value added of this branch
is highly dependent on the weather. Poor harvests
and "harvests of the century”" often cause value
added (and hence productivity) to fluctuate wildly
from year to year.

In the energy branch the high productivity in
Austria and Sweden in relation to the Union is
striking. This is due to the fact that both countries
have a relatively large number of hydro-electric
power stations, which can be operated with a
small number of staff. Value added per capita of
occupied population is correspondingly high.
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As regards manufactured products, all three
new Member States are above the EU average
for productivity, sometimes considerably so.
Without the exchange rate effect, the figures for
the two Scandinavian countries would have been
even higher. When detailed data are supplied, it
will be interesting to examine in exactly which
branches of industry the new Member States
have specific production advantages.

The above remarks on manufactured products
also apply on the whole to building and con-
struction. The relatively low figure for Finland in
1993 shows that, as a branch which is sensitive to
cyclical influences, building and construction was
particularly badly hit by the country's economic
difficulties. As a result of the exchange rate effect
and of the fact that the value added of the branch
fell even more than employment, the productivity
of the Finnish building and construction industry
decreased dramatically in 1993 to only 68% of
the EUR12 average, which it had exceeded by 42
percentage points in 1990.

Agricultural, forestry and fishery products

Non-market services

i.2.3 Compensation of employees by
branch

With regard to the compensation of employees,
two main points are interesting for analytical pur-
poses: the per capita figure and the ratio of in-
come to productivity.

Table 11.2.3 shows per capita compensation of
employees in absolute figures and in relation to
EUR12=100.

As the table shows, analysis must be confined to
EUR12, Finland and Sweden, since Austria does
not yet calculate compensation of employees in
its national accounts. In addition, no data are yet
available for 1994.

Agricultural, forestry and fishery products

Non-market services
To

Source: Eurostat
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Figure 11.2.2 portrays per capita compensation of
employees for 1993 by branch.

Figure 11.2.2: Compensation of employees per
employee, 1993
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it can be seen from the fact that the 1993 figures
for Finland and Sweden are very low as a result
of exchange rates influences that the average
gross per capita compensation of employees in
the two Scandinavian countries was above the
EU average in all the years under consideration.
One reason is that the employers' social security
contributions contained in the compensation of
employees are higher per capita in both countries
than the EU average. The relative isolation from
the international labour market probably also has
the effect of increasing the average amounts
employers have to pay their employees.

However, higher per capita compensation of em-
ployees is not a feature of all the branches, as is
very clearly illustrated in Figure 11.2.2.

It is noticeably that the per capita figures in the
fuel and power products branch is below the EU
average in both Scandinavian countries, in the
case of Finland by 30 percentage points. One of
the reasons for this is that both Finland and Swe-
den have no offshore drilling platforms, while in
other Member States of the Union, oil rig person-
nel earn extremely high wages which push up the
EU average.

The opposite can be said of the per capita com-
pensation of employees in Finland's and Swe-
den's building and construction industries. In 1993
they were still higher than the EU average (21
points for Finland and 65 for Sweden) after hav-
ing been even higher during the preceding boom.
One of the main reasons for this is that more
skilled (and thus more highly paid) personnel are
employed in the construction industries of both
countries than on average in the Union. A prob-
able further factor is that in both countries, em-
ployees, especially those in the construction in-
dustries, are recruited in the domestic labour
market to a much greater extent than in other
Member States of the Union. There is also the
fact that moonlighting, which drives the level of
wages down, is not so widespread.

Figure 11.2.3 compares per capita compensation
of employees and productivity by branch.
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Finland's and Sweden's building and construction
branch and Sweden's fuel and power products
branch show striking differences from the EU av-
erage in the gap between the two figures, this gap
being a measurement of the entrepreneurial prof-
its plus depreciation in a given branch. Particu-
larly Finland's building and construction industry
again highlights the 1993 crisis which led to en-
trepreneurial losses. The substantial gap between
per capita compensation of employees and per
capita gross value added in Sweden's fuel and
power products branch is the result of several
factors working in opposite directions. On the one
hand, there is the low - relative to the EU
average - per capita compensation of employees
in the fuel and power products branches of the
two Scandinavian countries, mainly as a result of
the above-mentioned absence of well-paid jobs
on oil rigs. On the other hand, the productivity of
this branch is particularly high compared with the
EU average, since Sweden has many hydro-
electric power stations. This has a double impact
on the figures: not only can they be operated with
a small number of staff, as mentioned above, but
aiso such power stations have relatively high dep-
recation, which is also a component of gross
value added at factor cost.

I.3  Final consumption and capital
formation

1.L3.1 The structure of final domestic use

of products

An analysis of the structure of final domestic
use shows that there are sometimes considerable
differences between the figures for the three new
Member States and the EUR12 average (see ta-
bles 11.3.1 - 11.3.3).

Strikingly, in the year prior to accession to the EU,
Austria had a high share of gross capital forma-
tion at the expense of private consumption. It is
typical for Sweden and Finland that general gov-
ernment consumption represents a large propor-
tion of final domestic use. In both countries this is
mostly at the expense of the share of gross capi-
tal formation (see Figure 11.3.1).

Table 11.3.1 shows that in the three new Member
States the share of private consumption is
considerably lower than the EUR12 average.

Figure 11.3.1: Share in the final domestic
uses
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The figures for Austria moved further away from
the average between 1986 and 1994, resulting in
a difference of 13 percentage points.

1993 55,8 60,1 57,0

Source: Eurostat

The figures for Finland and Sweden moved in the
opposite direction, becoming closer to the EU av-
erage since 1990 and ending up in 1994 with dif-
ferences of 7 (Finland) and 11 (Sweden) percent-
age points.

1986 17,2 19,2 21,0 28,4

Source: Eurostat
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The share of general government consump-
tion in final domestic use is considerably higher
than the EUR12 average for all three new Mem-
ber States. This applies particularly to Sweden,
where the figure is almost 70 percentage points
above the EU average, but also to Finland, which
in the past two years has had figures over 40 per-
centage points higher than the average. In 1993
and 1994 the share of general government con-
sumption in Austria was over 10 percentage
points above the EUR12 average (see table
11.3.2).

The large share of general government consump-
tion in the two Nordic countries is mainly a reflec-
tion of a more highly developed welfare system
than those of EUR12.

The share of gross capital formation in final
domestic use varies considerably for the three
new Member States as regards both the trend and
the absolute level (see table 11.3.3).

1993 100 131 80 74

Source: Euréstat

Austria was above the EUR12 average in all the
years considered (and in the last two by over 30
percentage points). Sweden's share is below the
average in all the years, the 1994 figure being
about 22 percentage points below the EU aver-
age. In 1990 the figure for Finland was 26 per-
centage points above the EUR12 average, but it
subsequently fell to 80% of the average in 1993
before recovering by 9 percentage points in 1994.

I1.3.2 Final consumption and capital
formation per capita

A comparison of the aggregates of final domestic
use per capita or per capita of occupied
population shows that in the three new Member
States these figures also vary to some extent
quite considerably from the EU average. Figure
11.3.2 shows these differences for 1994, in which
the average for the Union of Twelve is 100.

Fig. 11.3.2: Aggregates per capita, EUR12=100, 1994
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Source: Eurostat

Figure 11.3.2 demonstrates that Austria was above
the EUR12 average in 1994 as regards private
consumption, general government consumption
per capita and gross fixed capital formation per
capita of occupied population. Finland and Swe-
den had higher general government consumption
per capita than the EUR12 average, but gross
fixed capital formation per capita of occupied
population was lower. For private consumption
per capita, Finland and Sweden were below the
EU average, although only slightly below in the
case of Sweden.

Since the general government consumption per
capita of all three Member States is considerably
higher than the average for the Union of Twelve,
the transition from EUR12 to EUR15 will result in
a noticeable increase of 3.4% in this average in
relation to the 1994 figures. For private con-
sumption per capita, the upward effects on the EU
average caused by Austria offset the downward
effects of the Finnish figure. Since the figure for
Sweden is about the same as the EU average,
the transition from EUR12 to EUR15 will not pro-
duce a noticable change. The effects of the ac-
cession of the three countries on the EU average
for gross fixed capital formation per capita of oc-
cupied population are also marginal. Austria's
above-average figure more than offsets the
downward influences of Finland and Sweden, so
that the EUR15 average is about 0.2% above that
of EUR12 in 1994.

It has been shown above, on the basis of 1994,
that the absolute level of per capita values of the
aggregates of final domestic use in the three new
Member States vary to some extent considerably
from the EUR12 average. However, it is not only
the absolute values that are different: changes in
the per capita data over time in some cases show
directly opposing trends in the three countries.



Private consumption

Table 11.3.4 shows the per capita private con-
sumption of the population. Austria, which in 1986
was 4 percentage points above the EU average
and in 1990 was on a par with it, managed to
increase this lead in the last two years to 8 (1993)
and 10 (1994) percentage points. The trend in
Finland and Sweden was the opposite.

1986 100 104 116 122

Source: Eurostat

In both countries private consumption was origi-
nally higher than the EU average - in 1990 still by
25 (Finland) and 21 (Sweden) percentage points.
Then, in 1993, the figure for Sweden fell to the
EU average and in 1994 to slightly below it. The
figure for Finland plummeted in 1993, both in
absolute terms and in comparison with the EU, to
20 percentage points below the EU average and,
despite a slight recovery, was still 13 percentage
points below it in 1994, Of course this is again
influenced by exchange rate fluctuations, but

even without these effects, the private consump-
tion per head would have dropped substantially in
1993 in Finland.

Structure of private consumption

There are considerable differences between the
new Member States and the EU average not only
in the absolute level of private consumption but
also in the structure of the private consump-
tion of households by purpose. Table 11.3.5
shows the shares of the individual purposes. The
comparison was based on 1993, since this was
the last year for which reliable data are available,
although they do not include Luxembourg and
Portugal. These data show that Austria is rela-
tively close to the EU average for all the head-
ings. The differences between Sweden, Finland
and the EUR12 average are illustrated in the
chart in Figure 11.3.3.

As table 11.3.5 and Figure 11.3.3 show, the differ-
ences are greatest for the headings "Gross rent,
fuel and power", "Food, beverages and tobacco"
and "Medical care and health expenses”, if we
disregard "Miscellaneous goods and services"
because of its heterogeneous structure.

There are major differences for "gross rent and
water charges". While they account for just under
15% of the EUR12 average for private consump-
tion of households, the figure is 26.6% for Swe-
den. Austria is very close to the EU average, and
Finland is 3.3 percentage points above it. The
elevated value for Sweden is mainly due to the
comparatively high rents in that country. In both
Nordic countries the large costs of construction,
determined by the climate, also have an impact.

Food, beverages and tobacco
Gross rent, fuel and power

fuel and power

Recreation, entertainment, education and culture

Sum

18,4 24.8

100,0 | 100,0]| 100,0 100,0:

*EUR12: without Luxembourg and Portuga]
Source: Eurostat

67



68

Figure 11.3.3: Share of consumption by purposes in total final consumption of households, 1993
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The share of the purpose "Food, beverages and
tobacco" in the final consumption of households is
striking in that Sweden, Austria and the EUR12
average are very close (19.1% - 19.9%), while
Finland, with 23.2%, is 3.6 percentage points
above the EU average. The important share of
this purpose within Finland is to a large extent
caused by the high relative prices of these goods.
High consumption of drinks and tobacco also rein-
force this effect.

Moving on from food, Sweden has a strikingly low
figure for "Medical care and health expenses".
However, this does not mean that the Swedes
make less use of medical and health services or
consume fewer health-care products. The concept
"private consumption of private households" is
somewhat confusing here, since the data relate
by definition not to the actual consumption of
households but to the purchases of private
households for the particular purpose or total pri-
vate consumption. In the case of Sweden and
"Medical care and heaith expenses", this only
means, therefore, that the Swedes make propor-
tionally fewer purchases than the EUR12 average
and also than the Finns and Austrians. They ob-
viously receive a good deal more of such prod-
ucts and services free of charge or heavily subsi-
dized by the State than is the case in the other
countries.

The relevant expenditure is then recorded in the
national accounts as consumption of general
government, which is in line with the dispropor-
tionately high share of Swedish general govern-
ment consumption in final domestic uses, which
has already been discussed above. The above
average shares of the purposes “Transport” and
“Miscellaneous goods and services” in Austria are
caused by the significant number of tourists visit-
ing the country. The above average share of the
purpose “Clothing and footwear” is due to tourist

purchases and, also, the high relative prices of
these goods.

General government consumption

e — T R R T R e It

Source: Eurostat

Table 11.3.6 shows general government consump-
tion per capita. The figures illustrate that the
trends in the three new Member States again vary
greatly. The main feature shown above, is that all
of them were still considerably above the EU av-
erage in 1994. Austria is currently moving further
away from it. While in 1990 it was 20 percentage
points above the EUR12 average, in 1994 this
figure rose to 43%. Sweden has moved in the
opposite direction: general government consump-
tion per capita was almost two and half times
higher than the EU average in 1990. The figure
then dropped both in relation to the Union and in
absolute terms, but in 1994 it was still 87 percent-
age points above the EUR12 average. In 1990
Finland's general government consumption per
capita was 87 percentage points above the EU
average, but it fell to 22 percentage points above
in 1993 and then rose again to 32 percentage
points above in 1994. The significant fall in the



general government consumption for both Nordic
countries was mainly caused by exchange rate
movements. However, faced with economic diffi-
culties, there are also efforts by the states to re-
duce government expenditure on social security
services, which are no longer possible to finance.
Differences in the organisation of social systems
in both countries, which lead to the National Ac-
counts of Sweden and Finland having a higher
general government consumption and a lower
private consumption compared with the Union
average, will continue to exist.

Gross fixed capital formation

11080,0 | 5483,8

1986 100 126 134 108

Source: Eurostat

Table 11.3.7 shows the data available on gross
fixed capital formation per capita of occupied
population. It illustrates that the same trends are
discernible as for private consumption per capita,
except that in Sweden's case they are even more
pronounced. In 1990, Austria was 24 percentage
points above the EU average and this further in-
creased this difference, so that in 1994 about one
and a half times more than the EUR12 average
was invested per capita of population in fixed
capital goods. In 1990, Sweden was 16 percent-
age points above the EU average, but as a result
of the country's economic difficulties, particularly
at the beginning of the 1990s, gross fixed capital
formation fell to 72% of the EUR12 average in
1994. The crisis of the early 1990s affected Fin-
land even more drastically in this area. After
having been 65 percentage points above the EU
average for gross fixed capital formation in 1990,
it fell to 28 percentage points below the average
in 1993 and, after recovering somewhat, was 17
percentage points below it in 1994. These break-
downs would have existed even without the ef-
fects of exchange rates. It shows that investments
are particularly sensitive to critical economic de-
velopments.

It is interesting to compare the three new Member
States with EUR12 not only as regards the level
of gross fixed capital formation but also as re-
gards its breakdown by equipment and build-
ings.

1992 100 | 85 | 87 9
Source: Eurostat

Table 11.3.8 shows the share of equipment in
gross fixed capital formation in Finland, Sweden
and Austria and the EUR12 average. The 1986
figure for Austria was about the same as that for
EUR12, but by 1992, the last year for which com-
parative data for EUR12 are available, it had
dropped to 15 percentage points below the EU
average. In absolute terms, between 1986 and
1992 it dropped by 6.8 percentage points from
43.2% to 36.4%, while the EUR12 average fell by
only 1.2 percentage points over the same period.
The trend is similar for Sweden, where the share
of equipment fell from 45.2% in 1986 to 39.4% in
1992. After being 1.4 percentage points above
the EU average in 1986, it fell to 3.2 percentage
points below it in 1992, The reasons for the de-
cline in the share of equipment in gross fixed
capital formation are quite different for Sweden
and Austria. In Sweden, there is a relationship
between this decline and the reduction in the
share of gross capital formation in final domestic
use and the fall in gross fixed capital formation
per head. In Austria, this share and the per head
gross fixed capital formation rose considerably
compared with the Union average. This means
that the construction share of capital formation
grew much faster in Austria than the Union aver-
age. Further analysis shows that this results
mainly from the state investment in housing. In
absolute terms, the share of equipment in gross
fixed capital formation initially fell in Finland also,
but in contrast to the other two countries, rose
again in 1993 to 0.8 percentage points above the
1986 level.
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1.4 External trade

Austria and Sweden are among the countries
which managed to achieve a positive external
trade balance in the first four years of the 1990s.
This means that they succeeded in exporting
more goods and services than they imported. The
external trade balances of all the countries of
EUR15 for 1990-1993 are shown in table 11.4.1.
The table also shows that Finland, which in 1990
and 1991 had a negative external trade balance,
managed to reverse this trend in 1992 and 1993
with increasing success, certainly supported by

S 0,7 3.0 3,2 58
Source: Eurostat

the devaluation of the Finmark. The only coun-
tries of EUR12 which managed to reverse the
trend in this way are France and - after certain
difficulties in the wake of unification - Germany.

Figure [1.4.1 shows the external trade balances
for goods and services of all 15 countries in 1993.

Fig. 1.4.1: Balance of external trade, 1993

Mrd. ECU

B DKDGRE FIRL I L N PUKFN A S

Source: Eurostat

it illustrates that in 1993 Italy had the largest ex-
port surplus (approximately ECU 30 billion), but
this was mainly due to the devaluation of the Ital-
ian lire. The United Kingdom, Greece and Portu-
gal had the largest import surpluses.

While the external trade balance tells us whether
there is any imbalance in a country's external
trade relations, per capita exports and imports
provide a picture of the intensity of an economy's
foreign trade.

These per capita figures for the three new Mem-
ber States and for the EU average are given in
tables 11.4.2 and 1.4.3. Both tables show very
clearly that the economies of the new Member
States are far more active in external trade than
the EU average. This applies particularly to Aus-
tria, which in 1986 was already above the EU av-
erage, by 53 percentage points for per capita ex-
ports and, by 60 percentage points for per capita

Source: Eurostat

imports. Between 1986 and 1994 Austria consis-
tently increased its lead. Tourism was especially
decisive in these high export-values. The high
import-intensity of the Austrian economy is con-
nected with the fact that Austria’s imports a large
part of its investment goods, particularly from
Germany. In 1986 Sweden was the highest above
the EU average but then fell towards the EU av-
erage until 1993 before moving up again in 1994
to still achieve 57 percentage points above the
EUR12 average for per capita exports and 46
percentage points for per capita imports. The
same trend is also discernible for Finland, al-
though the level of its per capita exports and im-
ports is the closest to the EU average.

Similar information on the intensity of an econ-
omy's foreign trade can also be obtained by com-
paring the percentages of domestically produced
goods and services which are exported (share of
exports in GDP - disregarding re-exports) or the
ratio of volume of imports to GDP. Tables 11.4.4
and 11.4.5 show the results of both calculations.



Source: Eurostat

Source: Eurostat

1993 36,8 27,7 29,2

Source: Eurostat

It can be seen that, for the EU average, the share
of exports in GDP is slightly higher than that of
imports, as is the case for the new Member
States. However, the figures for the EU average
show that exports and imports only account for
just over a quarter of GDP, while the new Mem-
ber States export between 35.5% (Finland) and
38% (Austria) of GDP and import goods and
services to the value of between just under 30%
(Finland) and almost 38% (Austria) of GDP.

The breakdown of the external trade of the new
Member States by intra- and extra-EU exports
and imports also provides valuable information.
Table 11.4.6 shows the intra-EU shares in the ex-
ports and imports of Austria, Finland and Sweden.

When interpreting these figures, it should be
borne in mind that the shares have been calcu-
lated on the basis of absolute figures obtained
from external trade statistics. The definitions and
concepts used in external trade statistics, how
ever, do not always correspond exactly to those
used in national accounts. The main difference is

that external trade statistics record only exports
and imports of goods but not of services.

Table 11.4.6 shows that there are minor imbal-
ances in all three countries' trade with the Union.
In 1993, for example, 67.8% of Austria's exports
of goods went to the Union, while 71.8% of its
imports came from it. The situation is similar for
Sweden, except that the figures for both exports
and imports of goods are about 10% lower than
Austria's. The opposite applies to Finland. In all
the years under consideration, the percentage of
total Finnish exports of goods which went to the
Union is higher than the percentage of its imports
of goods coming from the Union.

If we regard the situation from the point of view of
the Union's exports and imports to and from the
new Member States, these findings are con-
firmed: Table 11.4.7 shows what percentage of its
exports the Union as a whole sends to the new
Member States and the percentage of its imports
which come from them.

It is again apparent that the percentage of the
Union's total exports of goods which goes to Aus-
tria (3.9%) is higher than the percentage of its
total imports which comes from Austria (2.7%).
For Sweden the percentages are almost in bal-
ance, while Finland, in contrast to Austria, re-
ceives only 1.2% of the Union's total exports but
is the source of 1.6% of the Union's imports. The
imbalance for Austria, shown in tabie 11.4.6 and
11.4.7 is partly caused by the comparatively large
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volume of exports into East European countries.
This leads to relatively smaller export volumes to
Member states of the EU. It is also connected
with the fact that foreign trade statistics exlude
services. This has particular consequences for
Austria, where exports of services are quite im-
portant due to the high level of tourism.

.5 Disposable income, savings of
the economy and the financial
situation of general government

Disposable income and savings

The net disposable income of the economy is a
variable which records what income is available
to the sectors of the economy as a whole for fi-
nancing final consumption and net investment
and for saving. The savings rate used here indi-
cates the share of the net savings in the net dis-
posable income of the economy. In this context,
"net” means excluding depreciation. Both vari-
ables are given in tables 11.5.1 and 11.5.2 for the
EUR12 average and for the three new Member
States.

1986 9668 11981 13678

1993 14105 10727 | 14717

1993 24
() = negative
Source: Eurostat

Table (1.5.1 shows that in 1986 and 1990 the
three new Member States had levels of per capita
net disposable income well above the EUR12 av-
erage, particularly Finland and Sweden. A differ-

ent picture emerged in 1993. While Austria, with
18 percentage points above the EU average, in-
creased its lead, the economic difficulties in Fin-
land and Sweden in the early 1990s had reper-
cussions on disposable income.

This was particularly the case for Finland, which
in 1990 was 36 percentage points above the av-
erage EU per capita disposable income but fell in
1993 to 24% points below it. This was of course
partly due to the devaluation of the Finnish mark
against the ECU, but even without this effect
Finland would still have been far short of the av-
erage EU per capita disposable income in 1993.

The drop in the Swedish figure, although consid-
erable, was not quite so drastic. In 1990 Sweden's
per capita disposable income was 38 percentage
points above the EU average while in 1993 it was
only 4 percentage points. Without the exchange
rate effect, this figure would have been 25%
above the EU average. The decrease in the dis-
posable income of the sectors as a whole in Fin-
land and Sweden in the early 1990s also left very
little scope for savings. This is reflected in the
savings rates of both countries. Although the
rates were lower than the EUR12 average in 1986
and 1990 (quite considerably lower in the case of
Sweden), they were positive, i.e. the sectors as a
whole contributed to reserves. In 1993, on the
other hand, both Finland and Sweden had nega-
tive savings rates, i.e. the sectors as a whole had
to dip into reserves and/or take up loans abroad
in order to finance final use and investments (no
account is taken of capital transfers here).

In all the years under consideration, Austria had a
very high savings rate, particularly in 1993, when
it was furthest away from the EU average, which
had fallen by over 8 percentage points compared
with 1990. The traditionally high savings rate in
Austria is due mainly to high savings by private
households and also, in individual years, to high
undistributed profits of corporate enterprises.

Financial balance and liabilities of general
government

The following section looks into the financial
situation of general government in the three new
member States. It can among other indicators be
portrayed by the general government debt and
the financial balance. For the purposes of which
is important but its ratio to the gross domestic
product of the country in question.

Table 11.5.3 shows the general government debt
of the three countries as a ratio of GDP.



59,8

657

1994
Source: Eurostat

Since 1990 there has been a trend in a:i three
new Member States towards an increase in the
ratio of general government debt to GDP. Austria,
which started at the highest level of all three in
1990, had the smallest increase - approximately 7
percentage points - over the period to 1994. In
Sweden the percentage almost doubled over this
five-year period and in Finland it more than quad-
rupled. Two interrelated trends combined to exert
upward pressure on the ratio of general govern-
ment debt to GDP: a) the fall in GDP in absolute
terms between 1991 and 1993 and b) the accel-
erated accumulation of liabilities through steadily
increasing financial deficits. The renewed growth
in GDP in Sweden and Finland in 1994 and a
fower financial deficit than in the previous year
caused the upward trend in this ratio to slow
down. This is also true for Austria.

() = negative
Source: Eurostat

Table 11.5.4 shows the general government finan-
cial balance as a percentage of GDP. Figures
without brackets represent a financial deficit, fig-
ures in brackets a financial surplus.

As mentioned above, in 1990 Finland and Swe-
den had a financial surplus. In 1991 these be-
came deficits, albeit small in relation to GDP. By
1993, the general government financial deficit
had grown to 8.0% of GDP in Finland and to
13.4% of GDP in Sweden. In 1994 this trend was
arrested, and the deficit was reduced to 5.8% of
GDP in Finland and to 10.4% in Sweden. In Aus-
tria, the general government financial balance, as
a percentage of GDP, grew from 2.2% in 1990 to
2.6% in 1991, falling again to 2.1% in 1992. In
1993 and 1994 it reached twice its 1992 level but,

as a percentage of GDP (4.3% respectively
4.5%), was lower than in the two other new Mem-
ber states.

The purposes for which general government took
up loans are of some importance for interpreting
the financial deficit. There are loans to cover
payments by general government of interest on
its liabilities. These are the result of general gov-
ernment spending policy in the past and can
hardly be influenced by present measures. Table
11.5.5 shows, for the three new Member States,
interest payments by general government as a
percentage of GDP.

1991 4,2 1,9 5,1

: Euros

Sourc

The gross fixed capital formation of general gov-
ernment may be regarded as investment in the
future growth of the economies. Table i1.5.6
shows it for the three countries as a percentage of
GDP.

1993

Source: Eurostat

A third category of general government expendi-
ture may be likened to current expenditure on
consumption. This is expenditure on administra-
tion, security, health, education, social welfare
services, etc.

Trends in the general government financial deficit
often provide an insufficient indication of whether
measures taken by general government to con-
solidate its finances are beginning to take effect.
The reason for this is the interest payments by
general government, which, depending on the
general government debt, move only very slowly
(assuming that interest rates are constant). For
the purposes of analysis we therefore use the
"primary deficit" of general government, which is
calculated as general government revenue less
expenditure excluding interest payments. If this
figure is zero or even represents a "primary sur-
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plus", it means that general government does not
have to take up new loans in order to cover its
current and capital expenditure.

Figure 11.5.1: Shares in GDP, 1994
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Source: Eurostat

Figure [1.5.1 shows, for the three new Member
States, net lending/net borrowing, interest pay-
ments and gross fixed capital formation of gen-
eral government as a percentage of GDP in 1994.

The figure illustrates that in 1994 Austria had a
primary surplus, since its interest payments as a
percentage of GDP were lower than the corre-
sponding percentage for the financial deficit. Fin-
land had a small, and Sweden a very consider-
able, primary deficit.

By comparing tables 11.5.4 and [1.5.5 we can see
how the primary deficit/surplus of the three coun-
tries has moved over time since 1991. During the
whole period Austria has had a primary surplus

which has become smaller. In 1991 Finland and
Sweden had primary surpluses which became
deficits from 1992 onwards. For both countries,
primary deficits were smaller than in the previous
year for the first time in 1994.

.6 Employment and unemployment
Employment

Tables 11.6.1 and 11.6.2 show the total employment
of the economic territories of the three new Mem-
ber States by branch, in absolute figures, as
shares per branch in total employment and these
shares in relation to EUR12 = 100. The branches
correspond to the SNA definitions.

Table 11.6.2 illustrates that there are sometimes
fairly marked differences between the EU aver-
age and the three new Member States as regards
the structure of employment by branch.

Employment structure in Austria is the closest to
the EU average, whereby the most striking fea-
ture is that, in relation to the EUR12 average, the
share of employment is lower in the branch

"Fuel and power products” and considerably
higher in "Non-market services". The most likely
reason for the former is that the extractive indus-
try is less developed in Austria because there are
so few deposits of energy-producing raw materi-
als. The fact that the share of employment in
"Non-market services" is about 25% higher than
the European average indicates that Austria has a
more highly developed public sector.

Source: Eurostat



Agricultural, forestry and fishery products

Non-market services

Source: Eurostat

As regards Finland, a striking feature is the high
share of "Agricultural, forestry and fishery prod-
ucts” in total employment in comparison with the
EU average. This is mainly due to a highly de-
velopped forestry industry. The higher share (in
1993 by 66 percentage points) of "Non-market
services" in total employment also stands out.
This share also increased in relation to 1986 and
1990 because fewer jobs were lost in this branch
than in others such as building and construction
and manufacturing. On the other hand, however,
the fact that the social system is more highly de-
veloped than the EU average, as described
above, is reflected in the employment numbers in
the public sector. This feature is even more pro-
nounced in Sweden, where the share of "Non-
market services" in total employment is even
more than double the EUR12 average. In other
words, 34% of all those employed in Sweden are
employed in this sector, while the EU average is
only just under 17%. As already mentioned
above, one should point out again that the pro-
portion of part-time jobs in general government is
relatively high in Sweden, what has an increasing
impact on this data.

The high share of "Non-market services” in total
employment in Sweden also means that the
shares of other branches are comparatively smalil.
It is nevertheless striking that the share of em-
ployment in "Agricultural, forestry and fishery
products” and "Fuel and power products" in total
employment is very small in relation to the EU
average.

In the case of "Agricultural, forestry and fishery
products” this is due to the fact that farms are
quite large and highly mechanisized, while the
relatively low share of "Fuel and power products”
in employment is due to the fact that there are

many hydro-electric power stations in Sweden as
previously mentioned. Although their construction
requires massive capital investment, once they
are complete, they can be operated with a very
small number of staff.

Table 11.6.3 shows the average annual changes in
employment between 1990 and 1993.

Source: Eurostat

During this period there was a slight increase
each year in average employment on the eco-
nomic territory for EUR12 and in Austria. In the
branches "Agricultural, forestry and fisheries
products”, "Fuel and power products" and
"Manufactured products”, however, the average
fell each year, especially in the first of these three
branches.

In Sweden and Finland the employment figures
clearly reflect the crisis in the early 1990s. There
are average annual decreases in the economy as
a whole and in each individual branch, particularly
in building and construction, a branch which is
highly susceptible to cyclical influences (-14.9%
for Finland and -7.3% for Sweden), and in manu-
factured products.
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Unemployment

For Finland and Sweden, the trends in employ-
ment are also reflected in the unemployment
rates, which are given in table 11.6.4.

1992 18,2 53 25,2 13,6

Source: Eurostat

The data for calculating these figures were taken
from the labour force survey and are therefore not
in line with the SNA from a methodological point
of view and they refer to EUR15. They show that
the unemployment rate in Finland, starting from a
very low level in 1990 (3.4%), increased by a
factor of more than five to 18.4% by 1994, so that
in that year Finland's unemployment rate was al-
most seven percentage points above the EUR15
average. The unemployment rate in Sweden in
1994 was 9.8%, still somewhat below the EUR15
average (11.2%) but a fivefold increase since
1990. In both countries, just as in the EU
average, young people under 25 are particularly
affected by unemployment. While in EUR15 and
Sweden, about a fifth of this age group is
unemployed, in Finland it is more than a third.

in Austria the unemployment rate rose from 5.4%
in 1990 to 6.8% in 1993 and then fell slightly in
1994 to 6.5%. In that year it was only just over
half the EUR15 average. Also the data on youth
unemployment for Austria was much better than
the average of EUR15. These values are less
than one third of the EUR15 values.

I.L7 Exchange rates and interest
rates

Two further criteria for assessing the "readiness"
of the Union for a common currency are the sta-
bility of the exchange rates of the national cur-
rencies against the ECU and the convergence

(x2%) of the Member states' long-term interest
rates to the long term interest rates of those
countries, which have the lowest inflation rates.

Exchange rates

Tables 11.7.1 and 11.7.2 show the exchange rates
and annual changes in the exchange rates of the
currencies of the three new Member States
against the ECU. A "-" preceding a figure in 11.7.2
indicates an average appreciation of the national
currency in relation to the ECU, and "+" indicates
an average depreciation from one year to the
next.

1986 14,96 4,08

1992 14,22 5,81 7,53

1994 13,55 6,25 9,17

Source: Eurostat

1984 -1.,5 -4.5 -4.5

Source: Eurostat
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Source: Eurosta

It can be seen from table 11.7.2 that, except in
1988, there was a constant appreciation of the
Austrian schilling against the ECU. It should be
borne in mind in this context that the Austrian
schilling is linked to the German mark, so that the
ECU-schilling exchange rate basically follows
trends in the ECU-DM exchange rate.

Movements in the ECU exchange rates for the
Swedish and Finnish currencies are much more
erratic, with alternating appreciations and depre-
ciations. The deep economic crisis in both coun-
tries in the early 1990s, which has already been
referred to a number of times, is very clearly re-
flected in the exchange rates. Between 1990 and
1993, for example, the Finnish mark consistently
depreciated, in 1992 by as much as 16.1% and
again in 1993 by 15.3%. In 1994 thecurrency
recovered in line with the economy and
appreciated by 6.6%. There are similar trends in
Sweden's currency, for which the most critical
year was 1993, when the krona lost more than a
fifth of its value against the ECU. Nineteen
ninety-four then saw a marked slowdown in de-
preciation, with the currency almost on a level
with 1993,

Long-term interest rates

Table [1.7.3 shows the long-term interest rates of
the new Member States as annual averages for
the years 1990 to 1994 and as sliding 12-month
averages for the last two months for which data
are available. -

Luxembourg, with 6.4% (1994 annual average),
has the lowest interest on long-term loans and
Greece, with 20.8% (1994 annual average), has
the highest as shown in chapter 1. In both coun-
tries interest rates have steadily decreased since
1990. On the basis of the 12-month averages,
this trend is set to continue in 1995 for Greece
and Luxembourg. However, the interest rate for
long-term loans in Greece is still two to three
times higher than in the other Member States.

Austria comes fairly low down in the ranking be-
tween Luxembourg and Greece. With 6.7% in
1994, its interest rate is very similar to that of
Germany and the Netherlands (both 6.9% in
1994), countries which have low inflation rates
(see 1.7.1).

In the majority of Member states, and in the three
new Member states, rates fell between 1990 and
1993 before moving up again in 1994. The
12-month averages would seem to indicate that
this general trend will continue in 1995.

.8 Conclusion

The entry of the three new Member states has
already made a positive impact on important eco-
nomic data of the Union. Calculations using 1994
data show that the population grew by 6.2%, but
GDP rose by more, 7.2%. This causes a consid-
erable increase in GDP per capita, by 3.4%. The
Gross Value Added per employee, an indicator of
productivity of the national economy also in-
creased the Union average, by 3.0%.

It is safe to assume that in the following years the
impact of the three new Member states on all
production data of the Union will improve further,
as the data for growth rates of GDP in 1994 al-
ready indicate that the recession of the early 90's
has ended.

In the use side of GDP, average state consump-
tion per capita increased by 3.4%. Concerning
this, a return to the Union average before the en-
try of the three states can be expected in the near
future, as governments try to reduce state ex-
penses, particularly in Sweden and Finland.

The impact of Austria outweighs that of the other
two new Member states for two further important
economic indicators. The net effect of the entry of
the three new Member states is a small increase
in average national savings ratios and a slight fall
in the unemployment rate for the European
Union.
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