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ECONOMIC SITUATION AND OUTLOOK

1. Introduction

In the Preamble to the Annual Economic Report 1987-1988,
attention was drawn to the uncertainties in the world economy
and to the need for the Community countries to adapt their
policies to the situation. In particular, policies to promote inter-
nally-generated non-inflationary growth had to be improved.

Important decisions have since been taken:

At Community level the Brussels European Council of
11th— 12th February 1988 has removed some of the uncertaint-
ies affecting the future of Europe. The necessary decisions for
the implementation of internal market can and should be taken
now. The doubling of budget commitments for the structural
funds between 1987 and 1993 which has been agreed will acceler-
ate the catching-up process of less-advanced regions.

Pnor to this some progress had been achieved towards a better
vorldwide policy mix:

— In the United States, Congress has approved the plan to
reduce the fiscal 1988 budget deficit by measures amounting
to USD 30.2 billion.

The government of Japan has confirmed that it will im-
plement the 6 trillion yen package announced last May and
that in the fiscal year 1988 public investment expenditure
will not be less than in fiscal year 1987.

In the Federal Republic of Germany, the government has
confirmed its intention of allowing the budget deficit in 1988
to be DM 10 billion higher than the initial plans. The 1988
budget already included tax cuts of DM 14 billion. The
government has also announced a programme of investment
assistance and will not seek to offset the budget revenue
losses arising from recent developments.

In a joint declaration, the finance ministers of the seven
major industrialized countries (G7) reaffirmed their common
interest in more stable exchange rates and confirmed their
agreement to continue close economic policy cooperation.

Against this background, a less tentative evaluation can now be
made of the consequences of the financial turmoil of the last
few months for the Community’s economic performance.

2. Economic situation and outlook

2.1 1987 in retrospect

The average growth rate in the Community slowed slightly in
1987, to just under 2 1/2 %. There were sharp contrasts between
the member countries. In several countries where growth of
activity was already below the Community average in 1986
(Belgium, the Federal Republic of Germany, France and the
Netherlands), growth has decelerated. Other countries (Spain,
Italy, Portugal and the United Kingdom) were able to maintain
or even increase the already relatively high rates of growth
achieved in 1986. Growth differentials within the Community
thus widened further.

TABLE 1: Gross domestic product, volume (percentage change at con-
stant prices on preceding year, 1961-88)

1961-73 1974-83 1984 1985 1986 1987! 1988!
B 49 1.8 2,1 1.4 24 1.7 1.4
DK 47 1.5 35 4.2 34 -13 -04
D 44 1.6 2.8 2.1 2.6 1,6 1.4
GR 1.7 2,5 28 30 .3 -04 1.8
E 7.3 1.7 1.8 23 3.2 44 33
F 5.6 2.6 1.4 1,7 2.0 1.8 1.4
IRL 43 38 3.2 1.1 -03 39 1.0
1 5.3 2.1 3.5 2.7 27 2.8 2.2
L 42 1.4 6,5 38 29 1.7 1.5
NL 5.3 1.6 3.2 2.3 24 1.8 0.9
P 6.8 27 -6 33 34 30 2.6
UK 31 1.0 2.0 37 30 36 2.8
EUR 48 1.8 24 2.5 2.6 24 1.9
USA 40 2.0 7.0 3.1 29 29 1.9
JAP 9.6 36 5.0 4.5 2.5 37 3.5

Forecasts.

Source Commission services

TABLE 2: Final domestic demand, volume (percentage change at con-
stant prices on preceding year, EC countries, EC, USA,
Japan. 1961-88)

1961-73 1974-83 1984 1985 1986 1987! 1988
B 47 1.2 2,1 1.3 34 22 1.6
DK 5.1 0.5 4,1 5.7 57 -30 -14
D 45 1.4 20 1.0 37 29 2.1
GR 8.0 1.9 1.5 39 -03 -0l 3.0
E 7.8 1.2 -0.7 29 6,1 7.1 54
5.7 2.3 0,5 2.2 35 30 1.7
IRL 5.1 24 02 -13 08 -08 -0.7
I 53 1.5 45 3.2 3.2 4.1 33
L 42 1.6 4,1 0.7 2,6 34 2.1
NL 53 1.3 1.7 2.5 39 2,1 0.9
P 7.5 20 -6.2 0.7 79 9.1 5.2
UK 3.1 0.8 27 29 38 39 36
EUR 5.0 1.4 1.9 24 38 3.6 28
USA 4.1 2,0 89 35 39 2.5 1.0
JAP 9.9 2,6 38 38 40 45 43
' Forecasts.

Source : Commission services

TABLE 3: Deflator of gross domestic product (percentage change on
preceding year, 1961-88)

1961-73 1974-83 1984 1985 1986 1987! 1988!
B 4,1 7.0 5.0 5.5 38 1,9 24
DK 6.7 9.8 5.7 53 49 5.5 45
D 43 45 2.0 2,2 3.1 2,1 1.6
GR 4,5 174 20,3 17.8 19.0 15.6 15.5
E 7.1 16.2 10,9 8.7 11,4 6.0 5.4
F 49 10,8 1.4 5.7 4.6 3.2 2.8
IRL 7.2 14,2 1.7 5.0 5.2 3.6 3.1
I 5S4 17.3 10,2 8.8 8.1 5.3 5.7
L 43 7.1 5.6 34 4,0 1.0 2,6
NL 6.0 6.3 1.8 1,7 0,7 -1,6 0.6
P 40 20,2 234 21.7 18.3 12,9 8.6
UK 5.1 13.9 4.2 6,0 3.5 4.2 4,9
EUR 5.1 11,6 6,5 6,0 5,6 39 39
USA 3.6 74 37 3.1 2,6 3.0 3.2
JAP 6.0 5.8 1,2 1,5 1.8 -0,3 0.9
' Forecasts

Source Commussion services

TABLE 4: Deflator of private consumption (percentage change on
preceding year, 1961-88)

1961-73  1974-83 1984 1985 1986 1987 1988

3.7 1.6 58 5.2 1.1 1,6 20

DK 59 10,5 6,5 49 3.6 4.1 39
D 36 48 24 2.1 =05 0.6 1.0
GR 35 174 18.3 18.7 22,1 15.5 14.5
E 6.6 16.6 11.0 8.3 9.0 53 44
F 47 11.0 1.5 5.7 2.5 32 2.5
IRL 6,3 152 94 4,5 36 3.0 2.9
I 48 17,2 114 9.3 6.3 48 5.0
L 3.0 8.0 5.5 5.2 0.7 0.5 1.9
NL 5.3 6.5 2.0 2.5 0,1 -03 0.6
P 35 217 21.2 18,9 12,1 9.6 6.8
UK 48 134 4.8 5.2 3.6 3.2 4.1
EUR 4.6 11.7 7.0 59 37 3.2 33
USA 31 1.7 39 3.1 2.2 40 4.2
JAP 6.2 12 2,1 2.1 0.6 0,2 1.6

! Forecasts.
Source Commussion services
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On average. in non-Community industral countries growth in
1988 will probably slow down (to 2 1.2 % from 3 % in 1987).
In particular, the 1988 growth forecast for the United States
has been revised downwards: compared with the autumn 1987
forecasts produced before the financial crisis, from 2 3/4 % to
roughly 2 %. Growth in the U.S. will probably slow further in
1989.

The Community’s export markets are expected to expand only
moderately. but still somewhat less rapidly than in 1987. Growth
of imports of the Community’s industrialized partners will slow
down. This may be offset by imports of OPEC countries stabi-
lizing in real terms in 1988, following the massive earlier down-
ward adjustments. Imports of other developing countries should
grow at a fairly buoyant rate (around S 1/2 %). This average
masks a significant divergence between the NICs on the one
hand (+8 %) and other developing countries (+ 2 3/4 %). The
assumption is made in particular that developing countries’ debt
problems. eased by the depreciation of the dollar and by lower
interest rates, do not worsen.

These estimates incorporate the probable effects of recent fi-
nancial and foreign exchange markets turbulence, but assume
no new crisis. This is crucial, as future financial stability largely
determines the adequacy of forecasts. This stability will greatly
depend on the speed and the credibility with which payments
imbalances, particularly the United States’ external deficit, are
reduced.

The adjustment process is clearly under way. Massive shifts in
the volume o' :00ds and services traded between the economic
areas (especiaiiy of the industrial countries) are helping to reduce
the imbalances. United States real exports of goods and services
increased by 12 3/4 % in 1987, imports by only 7 %. The US
trade balance improved in real terms in 1987 by 1/4 of a
percentage point of GNP, while those of the Community and
Japan deteriorated (by one percentage point of GDP and 3/4
of a percentage point of GNP respectively). In 1988 and 1989
further significant shifts in the volumes of goods traded will
contribute to restore balance of payment equilibria.

GRAPH 5: Crude oil prices
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Source : Commission services.

TABLE 9: World trade balances fob-fob
(in billions of US dollars)

1983 1984 1985 1986 1987! 1988!

EUR -0.8 1.8 9.9 45.1 353 30.5
USA —-67.1 —-112,5 -1244 —142,6 — 153.0 - 1339
Canada 15,0 16.7 13.3 7.5 9.0 9.9
Japan 31,5 443 56,0 927 933 899
Other OECD -53 -04 -21 -68 -68 -—92
OECD Total -268 —-501 —-473 -—-41 -221 -128
OPEC 4.4 55.2 57.0 10.5 30.1 231
Other developing countries -20.2 02 -44 44 206 18.8

of which: NICS? ~-1.6 16.3 26.5 336 404 40.1

: Other LDCS -186 -161 -309 -292 -198 -213
CPE? 16,5 15.8 9.1 139 119 13.3
Errors and omissions 139 21.1 144 247 0.5 424

! Forecasts.

* Newly industnalized counines: Argentina, Braal. Hongkong. Israel. South-Korea. Philippines.
Singapore, South-Africa. Taiwan, Thailand and Yugoslavia.

' Centrally pl d ecc : Excluding China, which is in other LDCS. Exctuding intra-Comecon
trade

Source - Commussion services.

TABLE 10: Trade balances (fob-fob) EC, USA and Japan

1984 1985 1986 1987! 1988!
in % of GDP
EUR 0,0 0.5 1.3 0.8 0.6
USA =30 -30 -34 -34 -28
Japan 3,6 42 47 39 3.1
in billions of US dollars
EUR 1,8 9.9 451 353 30.5
USA -1125 —-1244 —-1426 -—1530 -—-1339
Japan 4.3 56.0 92.7 933 89.9
in billions of ECU
EUR 2,3 13,0 459 30,6 237
USA —-1429 -1638 —1452 —1327 -1039
Japan 56,3 73.8 94 4 80.9 69.8
! Forecast.

Source  Commussion services.

TABLE 11: Exports of goods, volume (percentage change on preceding
year, 1961-88)

1961-73 1974-83 1984 1985 1986 19871 1988!
10,2 2,2 6,5 1,0 59 45 3.0
DK 6.8 48 5.4 4.6 0,1 1.5 20
D 8,0 4.0 8.5 7.9 -04 0,4 1,0
GR 11,9 5.8 214 -0,1 16,9 -50 0,5
E — 8.8 13,6 3,0 -3,5 6,7 4.0
F 10,3 5.0 7.0 20 -0,3 1,7 3.0
IRL 8.1 8,0 17,6 6,7 38 15,8 8.5
I 11,8 6,1 79 2,7 5.0 0,7 24
L 5.5 -04 22,1 11,6 2,1 0.1 1,6
NL 10,7 2,6 7,6 6,0 0,8 42 3.1
P — — 15,2 10,7 8.8 10,1 59
UK S.1 3.2 8.4 5.5 37 6,1 2,4
EUR 8,32 4,33 8,4 4,7 1,9 3,0 2.5
USA 6,74 3,2 78 33 7.7 153 16,3
JAP 16,84 6,7 16,0 40 -20 -30 -0,8
! Forecasts.

3

2 Total excluding Spain and Porugal.
3 Total excluding Portugal.

4 USA. Japan: average 1964-73.
Source - Commission services.

TABLE i2: Imports of goods, volume (percentage change on preceding
year, 1961-88)

1961-73 1974-83 1984 1985 1986 1987 1988!
B 9.3 1,6 6.2 0,1 9.2 5.5 33
DK 7.9 04 6.8 8.4 6.4 -4.1 -1.0
D 8.8 33 6,6 5.2 38 4.5 3.5
GR 12,7 2,1 -0,1 28,8 42 3.0 6.0
E — 1.8 -1,0 5.8 16,9 21,5 14,5
F 1.7 4.1 2,8 43 7.1 69 4.5
IRL 9,2 3.7 10,5 3,1 3.5 7.3 6.0
I 104 2.8 10,8 44 7.5 1.7 6.5
L 6.0 09 16,9 6,6 5.0 26 2.7
NL 9.5 1,6 5.4 6.2 3,1 43 3.0
P — — -27 30 18,9 242 10.5
UK 5,2 1,6 11,0 3.4 6.5 7.8 5.6
EUR 8,32 2,53 6.8 48 6.8 74 5.4
USA 94% -04 244 5.4 13,9 5.5 1,5
JAP 1444 -0,2 10,8 -19 10,6 37 8.7

! Forecasts.

2 Total excluding Spain and Porugal.
3 Total excluding Portugal.

4 USA, Japan: average 1964-73.
Source : Commussion services.
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TABLE 20: Compensation of employees per head (percentage change on
preceding year, 1961-88)

1961-73  1974-83 1984 1985 1986 19871 1988!

B 89 10,2 6,1 4.8 38 33 2,6
DK 10.6 11.1 5.4 4,6 53 1.8 40
9.2 6.5 3.5 3.0 3.9 3.0 2.7

GR 10.8 21.6 223 22,6 13,7 12,5 16,2
E — 19.7 10,0 10.1 7.1 7.1 6.1
F 9.9 14.5 8.6 6.6 4,0 34 32
IRL 1.5 17.9 I1.5 6.7 6.2 4.2 38
I 11.6 19,6 11,4 10,2 1.7 79 5,9
L 74 10,0 6.4 4.2 4,0 44 42
NL 11.6 7.9 0.2 1.4 1,6 19 1.6
P — 234 14,1 26,1 17,0 13.7 9.1
UK 8.3 15.3 5.3 6.7 7.3 6,7 6.7
EUR 9.8 14,0 1.3 7.0 6,0 5.4 4.7

! Forecasts

Source. Commuission services.

TABLE 21: Real compensation of employees per head! (percentage

change on preceding year 1961-88)

1961-73  1974-83 1984 1985 1986 19872 19882
B 5.0 2.3 0,3 -0.5 2,7 1,7 0,6
DK 4.5 0,6 -1.0 -0,2 1.6 3,6 0,1
D 5.4 1,6 1,0 09 44 2.4 1,7
GR 7.0 3,6 34 33 -6,9 =26 1.5
E — 2,6 -09 1,7 -1.7 1,7 1,6
F 5,0 3.2 1,0 0.9 1,5 0,2 0,6
IRL 49 24 1.9 2,1 2,5 1,2 0.9
I 6.5 2,1 0,0 0,8 1.3 3,0 09
L 4.2 1.8 0.8 -0,9 34 39 2,2
NL 59 1,3 -1,7 -1,1 1,4 2,2 1,0
P — 14 -103 6,0 44 37 2.2
UK 33 1.7 0,5 1.4 3.6 34 2,6
EUR 5.0 2.1 0.2 1,0 2,2 2,1 1,4

! Deflated by private consumption prices.

?  Forecasts.

Source - Commission services.

TABLE 22: Unit labour costs, whole economy' (percentage change on

preceding year, 1961-88)

1961-73  1974-83 1984 1985 1986 19872 19882

B 4,5 7.8 39 4,1 2,4 1.8 1,3
DK 6.8 9.7 33 33 4,0 8,5 4,1
D 4.8 4,1 0,7 1,6 2.1 2.1 1,1
GR 2.8 19.9 19,4 20,2 12,5 119 15,7
E — 16,0 5,4 6,1 5.9 5.8 5.0
4.8 11,8 6,1 4,5 2,4 1,6 1,8

IRL 69 14.4 6,3 2.7 6,1 -03 2,1
I 5.6 17,9 8.5 8,7 3.7 5.7 44
L 4.1 8.9 0.6 1,7 3,7 4,7 31
NL 6.9 5.8 =29 0,4 1,0 1,2 0,8
P — 22,6 17.3 22,4 13,4 12,8 7.3
UK 5.3 13,5 5,2 4,5 49 43 5.2
EUR 5.1 11,8 5.0 5.0 42 3.8 34

! Compensation of employees per head divided by labour productivity per head. defined as GDP
in volume divided by total employment.

? Forecasts.

Source : Commission services.

TABLE 23: Real unit labour costs' (indices 1980 = 100)

1961-70 1975 1979 1981 1986 19872 19882
B 87.5 96,9 98.9 101,0 94.2 94,1 93,0
DK 98.3 102,7 98.4 98,8 91,5 94,1 93,7
D 96.1 102,6 98,3 100,3 93,6 93,6 93,2
GR 104.4 91,7 101.8 106.5 105.8 102,4 102,6
E 9.4 102,2 101,8 100,4 87.8 87.5 87.2
F 93,8 99,2 98,8 101,2 95,2 93,7 92.8
IRL 96,2 100,3 96,7 96,5 92,0 88,5 87,7
I 94,4 105,5 101,5 102,2 99,2 99,7 98,4
L 84,1 101,7 99.5 101,7 88,0 91,2 91,6
NL 939 103,3 100,3 97.3 88,6 91,1 91.3
P 85,4 121,3 101.6 104,0 84,1 84,1 83.1
UK 98,3 108,2 98,2 98,7 97,4 97,5 97.8
EUR 96,8 103,8 99.5 100,5 95.0 94.8 94.4

! Nominal unit labour costs divided by GDP defator.

2 Forecasts.

Source. Commission services

The Community’s balance on current transactions will again
diminish slightly (from 35 billion ECU in 1987 to 24 billion in
1988, i.e. a fall of some 1/4 to 1/2 percentage point of GDP).
However, the positions of member countries will still differ
widely. In 1988, the surplus of the Federal Republic of Germany
should still be over 34 billion ECU and that of the Benelux
countries and Ireland taken together 8 billion ECU. The com-
bined deficit of other countries should total 18 billion ECU.
Continuing persistant divergence in intra-Community payments
balances risks making more difficult exchange rate management
within the EMS.

Achievements in terms of price stability and convergence of
inflation rates will be preserved in 1988. The average inflation
rate in the Community should remain close to 3 % and under
5 % in almost all Member States.

2.4 The damaging effects of persistently slow growth

The Community cannot allow this situation of slow growth and
underemployment of resources to continue, for the following
reasons:

— it becomes a vicious circle. Business investors become accus-
tomed to poor performances, and their behaviour is affected:
growth of productive potential slows. Slow growth becomes
increasingly structural. This favours the development of the
‘hidden’ economy and of unrecorded employment, and thus
of economic and social development outside the legal frame-
work.

— growth continues to be too slow to make a significant re-
duction in the average unemployment rate in the Com-
munity. There are 16 million unemployed in the Community,
11 1/2 % of the civilian labour force — an unacceptable
level. Certain groups have been more particularly affected
and the probability of their finding or refinding employment
has declined; this is notably true for young people, older
workers and women. This exacerbates the structural prob-
lems of the labour market.

— the slowdown in growth is now even affecting the countries

which in the last few years have shown most vitality: Spain,
Italy, Portugal and the United Kingdom. These countries
have made a substantial contribution to trade and economic
activity in the Community. The trade balances of Spain,
Italy and Portugal (goods only) vis-a-vis their partners in
the Community alone have deteriorated significantly in both
value and volume terms (see Table 28): in some cases deep
into the red. On the other hand, 1987 saw an improvement
in the intra-Community trade balances particularly of Ger-
many (accounting for around 0,4 of a percentage point of
GDP), Denmark (2 points) and Ireland (4,3 points).

The external constraint is beginning to be felt by the faster
growing EC countries. As a result, growth rates in the
Community are tending to converge downwards. This runs
counter to the strengthening of the Community’s economic
and social cohesion.
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While resolutely following these policies in its own interest, it
remains essential that the Community’'s voice is heard in the
relevant international meetings in order to contribute to the
freedom of international trade, especially those conducted as
part of the Uruguay round. to the solution of the problems of
the developing countries and in the field of economic and
monetary cooperation.

For the Community, stronger demand, allied 10 improvements to
the supply side, will enable to face up to the adjustments in trade
flows which are inevitably going to affect growth during the
next few years.

29 February 1988

TABLE 30: Contributions to real GDP growth! (EC countries and EC,

1982-88)

1982 1983 1984 1985 (986 1987 1988}

B Final domestic demand 05 -16 14 16 29 22 16
Stockbuilding 03 -07 07 -04 03 00 00

Foreign balance 0.7 2401 02 -08 -05 -02

DK  Final domesuc demand 27 17 29 55 54 -18 -13
Stockbuilding 07 -03 LI ol 02 -12 -01

Foraign balance -04 LI -05 -14 -22 L7 10

D Final domestic demand -2l L7 15 14 34 23 20
Stockbuilding 0.1 06 04 -04 OF 05 Ol

Foreign balance 13 -07 09 LI -10 -12 -07

GR  Final domesuc demand 20 08 03 40 -01 05 215
Stockbuilding =02 -13 10 Ol -03 -06 07

Foreign balance =33 -05 33 -36 16 -03 -1S

E Final domestic demand 09 02 -10 28 S50 11 57
Stockbuiiding 02 -03 04 00 L1 01 00

Foreign balance 0.1 19 24 -05 -30 -29 -4

F Final domestic demand 24 02 04 23 30 21 18
Stockbuilding 0 -09 oI -01 05 10 00

Foreign balance -09 14 09 -05 -15 -13 -04

IRL  Final domestic demand -5 -26 -11 -06 12 -08 -08
Stockbuilding 6 -05 13 -08 -05 00 01

Foreign balance 46 26 30 24 -11 47 17

| Final domestic demand -03 02 28 30 27 37 32
Stockbuilding 06 -07 18 02 06 05 02

Foreign balance -00 09 -10 -04 -05 -13 -12

L Final domestic demand 03 -23 11 03 42 31 20
Stockbuilding 03 29 28 03 -17 01 00

Foreign balance 0,6 26 25 32 04 -L5 -05

NL  Final domestic demand -14 LIS 23 35 23 08
Stockbuilding 05 04 02 0! 03 -03 0]

Foreign balance -05 -01 1S -00 -t4 -02 00

P Final domestic demand 27 =25 -66 03 10 96 56
Stockbuilding 02 -37 -03 05 LI 03 04

Foreign balance -08 84 56 25 -47 -68 -34

UK  Final domestic demand 15 37 19 28 38 38 36
Stockbuilding 06 08 -02 0f -00 01 -00

Foreign balance -0 -09 -07 08 -08 -04 -08

EUR Final domestic demand 0.3 LI 14 24 34 32 7
Stockbuilding 05 -02 05 -00 04 04 01

Foreign balance -0l 05 05 o1 -12 -1 -09

' Change as percentage of GDP of preceding period.
2 Forecasts.

Source : Commission services.
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TABLE A .6: Short-term interest rates im;

1986 1987 1987 1988 Change
1983 1984 I9RS 1986 1987 v 1 " m v July  Awg. Sept.  Oct.  Nov Dec Jan. 12 months
*elc)
B 10.5 11.5 9.5 8.0 7.0 7.5 74 6.8 6.7 6.8 6.7 6.7 6.7 7.2 6.9 6.8 6.4 -1.4
DK 12.0 1.5 0.0 9.1 9.9 9.2 10.7 9.6 94 9.3 9.5 9.3 94 95 9.3 9.3 89 =21
D 5.8 6.0 sS4 4.6 40 438 40 38 40 35 4.1 40 40 4.1 37 35 33 0.8
GR 16.6 15.7 17.0 19.8 158 18.9 233 13.9 19.5 14.1 1.1 8.0 195 17,1 15.0 14,1 16.5 2.1
E 20.0 14.9 12.2 1.7 15.8 124 16.2 17.8 17.0 13.1 174 16,7 170 145 14.6 13.1 13.1 0.6
F 12.5 1.7 99 17 8.2 8.5 19 8.2 8.0 8.6 19 19 8.0 8.3 8,7 8.6 8.6 0
IRL 14.0 13.2 12.0 12.4 11,0 139 133 104 9.2 8.8 98 10,0 92 9.2 9.2 8.8 8.6 -5.5
| 18.3 17.3 150 12.8 11.4 11.6 10.6 11,3 12.8 11,5 11.6 13.0 128 120 11.6 1.5 10.7 -1.1
NL 5.7 6.1 6.3 5.7 54 6.4 5.5 5.2 5.6 46 5.3 53 56 5.2 4.7 4.6 4.1 -1.3
P 209 225 210 15.6 139 14,1 13,2 15.0 14.8 13.9 15.0 14.8 148 138 139 13.9 139 0.6
UK 10.1 100 122 10.9 9.7 11,2 9.9 9.2 10.3 8.9 94 10.4 10,3 94 8.9 8.9 8.7 -4
EURI2m 120 11.2 104 9.0 8.8 9.1 8.8 8.8 9.2 8.3 8.8 9.0 9.2 8.8 8.5 8.3 8.1 09
USA 8.7 94 75 6.0 59 58 5.8 6.0 6.8 59 6.3 6.5 6.8 5.4 5.5 59 5.8 0
JAP 6.5 6.3 6.5 5.0 39 43 4,0 3,7 3.9 39 3.7 3.7 39 4.0 39 39 39 0.4
TABLE A.7: Long-term interest rates (o)
1986 1987 1987 1988 Change
1983 1984 1985 %6 1987 v [ It m v July  Aug. St Oct.  Nov.  Dec. Jan 12 months
*aie)
B 11.8 12.0 10,6 79 7.8 17 7.6 78 8.3 8.0 7.6 7.8 83 8.3 8.0 80 7.6 0
DK 14.4 14.0 11.6 10,5 119 1.6 12,1 11,6 12,3 11,7 118 115 123 12.6 11,9 11.7 110 0.2
D 79 7.8 6.9 59 5.8 59 5.6 5.6 6.2 6.0 5.8 6.0 6.2 6.5 6.0 6.0 6.0 02
GR 18,2 18,5 15.8 158 17.2 14,7 17,5 16,2 17.1 : 165 17.1 17.1 17.4 : : : 29
E 16,9 16,5 13.4 11.4 128 104 10,9 13.2 14.3 13.1 136 13,7 143 14,2 134 13,1 12,5 1.7
13.6 12.5 10,9 8.4 94 89 8.5 94 10,5 10.0 9.5 9.8 10,5 10,0 9.9 10.0 9.5 0.6
IRL 13.9 14.6 12.7 111 11.3 13.0 11,2 10.9 1.3 10,4 1.8 119 113 11,0 10,2 10,4 10.6 -20
1 18.0 14.9 143 1.7 11.3 10,2 10,2 11,1 12,3 12,5 1S 120 123 124 12,7 12,5 120 2.0
L 9.8 10.3 9.5 8.7 8.0 8.1 8.2 8.2 8.1 70 8.1 8.0 8.1 8.0 1.5 7.0 : -L1
NL 8.8 8.6 73 6.4 6.4 6.4 6.2 6.3 6.8 6.3 6,4 6.6 6.8 7.0 6.4 6.3 6.3 0.1
P 304 325 254 17.9 154 16.0 154 154 159 15,7 153 153 159 15.8 15,7 15.7 : 0.3
UK 10.8 10,7 10.6 9.8 9.5 10,3 9.1 9.1 10.0 9.5 97 10.1 100 9.3 9.3 9.5 9.3 0.7
EUR 12 12.8 12.1 10.8 9.1 9.3 89 8,6 9.1 10,0 9.7 94 9.7 10,0 99 98 9,7 94 0.5
USA 10.8 12,0 10.8 8.1 8.6 1.7 7.6 86 9.6 9.0 8,7 9.0 96 9.5 9.0 9.0 8.7 Il
JAP 78 7.3 6.5 5.2 5.0 5.2 44 46 7.0 5.1 5.3 5.6 70 5.4 5.2 5.1 : -0.2
TABLE A.8: Value of ECU = ... units of national currency or SDR
1986 1987 1987 1988 Change
1983 1988 1985 1986 1987 W I 1 m v July  Aug.  Sept.  Oct.  Nov.  Dec. Jan 12 months
®o(b)
BFR/LFR 4543 4544 4491 4380 4304 4329 42,86 4304 4307 4318 4305 4306 4309 43,21 43,16 4318 43,18 0.7
DKR 813 814 802 794 788 7.86 781 782 794 796 7.88 795 7.9 796 795 793 1.3
DM 227 224 223 213 207 2,08 207 208 207 207 2,08 207 2,07 07 206 2,06 2.06 0
DR 78.1 884 1048 1373 156.1 143.5 151,1 1544 1574 1619 1564 1572 1585 1598 1623 1635 164.6 9.9
PTA 1274 1265 1290 1375 1422 139.8 1850 1450 1405 1384 1426 1402 1389 1366 1388 1398 140,2 -2.6
FF 6,77 687 6,79 680 693 6,82 689 693 692 698 6,91 692 693 693 101 7,00 6,97 1.3
IRL 0715 0,726 0.715 0,733 0,775 0,765 0,775 07776 0,775 0776 0,775 0775 077 0775 0776 0776 0777 0.7
LIT 1349 1381 1447 1462 1495 1443 1469 1494 1502 1514 1503 1502 1500 1500 1520 1521 1519 38
HFL 2,54 252 251 240 2,33 2,35 233 234 234 233 2,34 234 233 233 232 232 232 0.3
ESC 982 1156 1300 1469 162,5 154,0 1594 1614 1628 1666 1624 1626 1635 1644 1669 168.5 168.8 6.5
UKL 0,587 0.591 0,589 0670 0,705 0,727 0,730 0,700 0,698 0,692 0,698 0699 06% 0693 0691 0,691 0,694 -6.0
USD 08% 0788 0,759 0983 1,154 1,038 1,124 1,150 1,128 1.213 1124 Lit6 1,145 1152 1,227 1,264 1,250 124
YEN 2013 1870 1804 1650 166,5 166,5 1722 1640 1658 164,3 1689 1647 1639 1650 1660 1620 1594 -1.2
DTS 0833 0767 0.749 0838 0892 0,842 0859 0895 0889 0884 08385 0879 0887 0889 0909 0914 0,908 5.0
TABLE A.9: Effective exchange rates: export aspect (p) — Percentage change on preceding period
1986 1987 1987 1988 Change
1983 1988 985 %6 1987 W I 1 im v July  Aug.  Sep. Oct.  Nov.  Dec Jan 12 months
*a(b)
B/L -8 22 0.9 55 4.1 1.6 24 06 03 0,6 02 03 02 0.2 11 0.2 0.3 0
DK 06 -37 1.2 6.3 42 26 25 06 -L9 11 09 -13 02 04 1.6 0.5 0.1 -0.5
D 40 -16 0.3 10,7 69 29 30 07 03 1.8 02 .2 03 0,1 22 03 -0.5 1.3
GR -181 -i44 -159 -213 99 -3.2 =35 22 22 -18 07 08 06 07 04 05 -1.0 -8,0
E -172 -24 23 -lS 0.2 09 -7 .1 29 30 09 14 14 18 02 04 0,7 43
F -7.1 4.8 1l 45 11 1.9 09 08 0.2 0.3 02 06 02 0.0 0,2 0.5 0 0.3
IRL 4.1 4.2 1,2 37 -2l -0.8 04 09 03 1.0 02 03 02 0.2 1.0 0.3 0.4 0.5
1 -38  -59 -52 3.7 1.1 20 0! =20 09 0.5 02 03 0.6 0.1 0.1 03 0.3 -2.6
NL 20 -16 03 17 5.1 20 2.1 4 0.0 1.3 -0.1 0.2 0.3 0.1 1,5 0.2 0.2 1.1
P =200 -174 -1l 718 -7 =22 -9  -15 -3 -4 04 04 03 05 04 06 -0.5 -5.6
UK =70 47 02 13 -0 -5.6 2.1 44 01 2.8 0.1 -0,5 0.9 0,6 23 0.5 0.9 8.9
EUR 12 -85 93 -19 9.6 7.0 2.1 42 05 06 33 -0.1 0.9 10 0.6 32 0.6 -1.1 3.0
USA 5.7 78 41 -1901 -121 03 -58  -34 1.6 -58 16 02 -3 04 44 30 0,1 -11.8
JAP 109 5.8 30 272 8.2 -38 1.0 59 =22 5.1 =32 2.1 18 03 32 40 0.9 14.2
Sources For Community countnes: Eurostat. unless otherwise spec:ﬁed I’or the USA and Japan: national sources.
(a) Nauonal sources. except for the Community. Denmark. [reland. Belgium and Luxembourg. B of differences in methods of seasonal adjustment. the change in the EUR index. adjusted by

Eurostat and given in Table | may difTer from the change in the ELUR index obtained by aggregaung national indices. Data are adjusted for working days. They do not include building.

(b} % change over 12 months on the basis of the non-adjusted nominal series of the most recent figure given

(¢) Change on corresponding month in previous year: scasonally adjusted

(d) Change over |2 months in seasonally adjusted figures of the most recent figure given for each country.

e) Difference :n relauon to the same month of the previous year

(N Changes in the coverage of these senies occurred in 1984 for the Netherlands and 1n 1985 for Belgum

(g) As " of total labour force

(h) Monthly senes calculated by lhinear interpolaton

(1) Unadjusted figures

() The scasonally adjusted posiuon for the Community does not correspond to the sum of other Member States: it 1s obtained by seasonal adjustment of the sum of gross figures for the vanous countnes’
exports and imports.

(k) Nauonal sources for Belgium. Denmark Germany Spam Francc Portugal and the United Kingdom: seasonal adjustment by Eurostat for Greece. Ireland. lialy and the Netherlands

1) Average of monthly changes. gt by GDP at 1980 pnces and purchasing power panues. The monthly change in Belgium 1s obtained by linear interpolation of quarteriy
data

(m) National sources; three-month interbank rate except: Belgium: yicld on issue of four-month Fonds des Rentes ceruficates: Denmark: daily money market rate (monthly average): Portugal. 6 month
deposits. from 8 85. 3 month Treasury Bills. Annual average. end quarter and end month

(n) Average weighted by GDP at 1980 prices and purchasing power panues.

(0) Yield on pubiic sector bonds. Annual average. Average for the last month of quarter and monthly average for Germany, Spain, lualy. Luxembourg. the Netherlands and Portugal. End quarter and
end month for the other Member States.

(p) Weighting coefTicients are calculated so as to aliow not only for bilateral trade but aiso for competition on third markets and on the domestic market of the exporting country

Note (s.a) = seasonally adjusted - = data not available () = esumated
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Principal economic policy measures - January 1988

Community (ELUR)

None.

Belgium (B)

12.1 The central bank cuts key interest rates in several stages. The rates on one-, two- and
three-month Treasury certificates fell from 6.65 % to 6.35 %% during the month, while the
discount rate and the rate for advances were reduced by one quarter of a point on 28 January.

Denmark (DK)

26.1 The Central bank tightens its rules for refinancing private banks requiring supplementary
guarantees for credits exceeding 25 %o of their net capital.

Federal Republic of Germany (D)

21.1 The Bundesbank fixes the monetary target for 1988, The monetary expansion is to be
kept withtn a corndor of 3-6 °o. However. the Bundesbank changes its indicator for monetary
expansion; instead of the Central Bank Money Stock (currency in circulation plus compulsory
minimum reserves) the traditional concept of M3 will now be used.

Greece (GR)

1.1 The Governor of the Bank of Greece brings the following measures into force:

— The commercial banks are authorized to determine interest rates for working capstal to
industry. and are no longer required to charge the compulsory minimum of 21 %. This
means that the interest rate on four-fifths of the lending to the private sector is now freely
determined.

— The proportion of their high-interest deposits which commercial banks are required to
lodge with the Bank of Greece is cut from 20 *% to 18 %.

— The discount rate is cut from 20.5 % to 19 %, this will make it easier for the commercial
banks to obtain finance from the Bank of Greece when they are short of liquidity.

— The interest rate applicable to the 10 % of commercial banks' deposit earmarked for
industry goes up from 8.5 % to 12.5 %.

— The Agricultural Bank’s financing balances are merged into a single account at an interest
rate of 19 %. This will help to rationalise the use of these resources.

— The Agricultural Bank's compulsory deposits with the Bank of Greece are increased from
2% 103 %.

— The interest rate payable on the first 4.5 % of banks’ compulsory deposits with the Bank
of Greece is cut from 14 % to 12.5 %; there is still no interest payable on the remaining
3 %.

8.1 The basis for the wage indexation of central government employees for the first four
months of 1988 is set at 8,5 %. This rate allows for an anticipated inflation rate of 4 % for
the four months and a further 4.3 % to make up for the difference between actual inflation
in 1987 and the inflation forecast on which wage indexation for 1987 was based.

Spain (E)

21.1 The Government adopts a plan to provide vocational training for 500 000 persons,
chiefly young first-time job-seekers and the long-term unemployed. Some PTA 110 000
million 1s earmarked for this plan which will pay firms PTA 120 000 for each job created for
a penod of between six and twelve months, and PTA 240 000 for each two-year contract.

25.1 The Bank of Spain reduces the interest rate on its loans to financial institutions by one
point to 12.5 %5
France (F)

5.1 The Bank of France lowers its key rates by one quarter of a point. The rate for tenders is
cut from 73 4% to 71 2 % and the rate for seven-day sale and repurchase agreements from
8§14 °%toB%.

25.1 The Bank of France again lowers its intervention rates by one quarter of a point: the
rate for tenders is reduced from 7 1 2% to 7 | 4 % and the rate for seven-day sale and
repurchase agreements from 8 % 10 7 3 4 %.

ireland (IRL)

27.1 The Minister for Finance announces the Government’s Budget for 1988. The Budge!t
continues the policy of budgetary adjustment and aims to reduce the Exchequer Borrowing
Requirement by about another 2,0 % in terms of GDP. The adjustment is to be achieved
almost entirely by cuts in public expenditure. which were announced last October and had
already been approved by Parliament before Christmas. The Budget. therefore, was primanly
concerned with tax measures. The main changes contained in the Budget are (i) adjustments
to income tax rates and bands, (ii) extension of social insurance contributions to farmers and
the self-employed. (iii) increased excise duty on gasoline. diesel fuel and tobacco. (iv) adjust-
ments to corporation and capital taxes. (v) a ‘once-ofl” tax on pension funds. (vi) the
introduction of value-added tax on electricity. There were a number of minor revisions to
the expenditure provisions in the area of tourism and education and social welfare benefits
were increased in fine with inflation (although the lowest rates of benefit were increased by a
greater amount). With the main expenditure provisions already established, the Budget was
broadly as expected. If budgetary targets for the year are achieved the EBR will have been
reduced from 11.7 % of GDP in 1986 to 7.2 % of GDP in 1988. The economic forecast
accompanying the Budget expects real GDP growth of 3 4 % in 1988 after a nse of over
31.2 % in 1987.

Italy (I)

20.1 The Minister for the Treasury and the Minister for Foreign Trade decree the lifting. two
months early, of the foreign exchange restrictions which were introduced on 13 September
1987, Importers are no longer required to finance 100 % of anticipated settlements and
exporters 75 % of delayed settlements in foreign currency. However, the quantitative ceiling
on bank lending remains in force.

Luxembourg (L)
None.

Netherlands (NL)

19.1 In a letter addressed to Parliament. the Government announces measures to tighten
budget discipline. Everything must be done to avoid overspending; when it does occur 1t must
be indicated quickly and reported clearly and where it is considered inevitable adequate
offsetting measures must be taken.

21.1 The Nederlandsche Bank (central bank) cuts the discount rate and the rate for advances
by 0.25 of a point to 3,25 % and 3,75 % respectively.

Portugal (P)
None.

United Kingdom (UK)

19.1 The Government published its annual White Paper on Public Expenditure setting out in
specific detail the public expenditure plans for financial years 1988,89 to 1990/91. which had
been already announced in the Chancellor’'s Autumn Statement last November. The public
expenditure planning totals have been set at UKL 156.8 billion for 1988/89. UKL 167,1
billion for 1989:90 and UKL 176,1 billion for 1990/91. Compared with last year's White
Paper. extra resources have been allocated to the Government’s priority services, including
health, education. law and order, defence and inner cities. Provision for social secunity and
local authority current spending has also been increased. Extra provision of about UKL
1 1,2 billion in 1988-1989 and 1989-1990 has been made for capital spending. including
increases for the nationalised industries and for housing and education.

Prices (exchading VAT) in Luxembourg

ECU BFR IRL UKL USD
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