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TABLE |: Major supply and demand components at constant prices
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The realignment of 2 August within the European Monetary System

On 2 August 1986, the Ministers of Finance and Central Bank Governors of the EEC Member Countries, by mutual agreement, in
a common procedure involving the Commission and on the basis of a proposal from the Monetary Committee, decided on an
adjustment of central rates within the European Monetary System.

The agreed modification resulted in the actual percentage changes shown in Table 2.

TABLE 2: Percentage changes of bilateral central rates of currency in row against currency in column

B LFR DM HFL DKR FF LIr IRL UKL DRA
B LFR 0.0 0.0 0.0 0.0 0.0 0.0 8.7 9.2 23
DM 0,0 0.0 0.0 0.0 0.0 0,0 8.7 9.2 23
HFL 0,0 0.0 0.0 0.0 0.0 0,0 8.7 9.2 23
DKR 0,0 0.0 0.0 0.0 0.0 - 0,0 8.7 9.2 23
FF 0.0 0.0 0.0 0.0 0.0 0,0 8.7 9,2 23
LIT 0.0 0.0 0.0 0.0 0,0 0,0 8.7 9.2 23
IRL -8.0 -3.0 -8.0 —-8.0 8,0 8,0 0.0 0,4 —-58
UKL ®) -84 -84 — 8.4 —8.4 —84 —84 —-04 0,0 -6.3
DRA (%) -23 -23 —-23 —-23 —-23 —23 6.2 6,7 0.0

(*} In ‘{cg‘nrduncc with the rules governing the European Monctary System the notional rates of sterling and the drachma, which do not participate in the exchange rate mechanism. were adjusted in
addition to the Irish pound. aligning them on their market rates.

Each of the currencies may fluctuate by + 2,25% around its bilateral central (to the intervention rate), except the Italian lira which
may fluctuate by + 6%. Table 3 below shows the new bilateral central rates and intervention rates.

TABLE 3: Central rates and intervention limits of EMS currencies (a)
(parity grid in force from 4 August 1986)
Amsterdam Brussels Franktun Kobenhavn Dublin Pars Roma
in HFL Bruxclles in DM in DKR mIRL in FF in LIT
in BFR'LFR
+2.25% 1854.05 90,770 336.16 32,8940 205,57 65941.0
100 HFL central rate 100 1812,78 88,7526 328,676 32,1644 288,991 62100.2
—-2.25% 1772.45 86,780 321,36 31,4465 282,56 58480.0
+2.25 % 5.6420 5.007 18,543 1.81470 16,3045 3637.4
100 BFR LFR central rate 5.51640 100 4,8959 18,1312 1.77431 15,9419 34257
—2.25% 5.3935 4.787 17,727 1,73480 15,5870 32263
+2.25 % 115,235 2089,00 378,76 37,0644 333,03 74295,0
100 DM central rate 112,673 204252 100 370,332 36,2405 325,617 69970,6
=225% 110.1675 1997.20 362,09 354358 318,37 65898.0
+225% 311175 364,10 27.615 10,0087 89,925 20062.0
100 DKR central rate 30.4251 551,536 27,0028 100 9,78604 87,9257 18894.0
-225% 29,7475 539.30 26,400 9,56830 85.97 17794.0
+2.25% 3,180 57.6420 2.8220 10,4511 9,1890 2050,03
I IRL central rate 3.10903 56.3598 2.75934 10,2186 1 8.9848 1930.71
—~225% 3.040 55,1060 2.6980 9.9913 8,785 1818.34
+2.25% 35.39 641,55 31410 116,32 11,3830 228170
100 FF central rate 34,6032 627,278 30,7109 113,732 11,1299 100 21488.6
—225% 33,8325 613,35 30,030 111.20 10,8825 20238.0
+ 6,00 %% 1.710 31,0 1.5175 5.020 0,54995 49410
1000 LIT central rate 1.61030 29,1912 1.42917 5,29268 0,51794 4,65362 1000
—6.00 % 1.5165 27.490 1,3460 4,985 0.487799 4.3830
1 ECU central rate 237833 43,1139 2.11083 7.81701 0.764976 6.87316 1476.95
(a) The UKL and the DRA do not participate in the exchange rate mechanism. Their notional central rates in ECU are UKL 0,679256 and DRA 137,049 respectively.
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TABLE A.6: Short-term interest rates (m)

1983 1986 1986 Change
1981 1982 1983 U984 1983 I 1 v 1 1i Feb.  March  Aprl  May  Junc  July  Aug 12 months
Yo {e)
B 15,6 14.1 10,5 11,5 9,6 8.9 9.4 9.8 9.3 7.3 97 9.3 8.0 7.6 7.3 73 73 -2,3
DK 14,9 16,4 12,1 11,5 10,0 103 9,4 9.5 9.1 9,1 8,7 9,1 9.2 9.0 9,1 93 91 08
D 12,3 8.8 5.8 6,0 5.4 5.7 4.7 48 4,6 4.6 4,5 4,6 4,6 4.6 4.6 4.7 4.5 -0,2
GR 16,8 20.2 194 15.7 17.1 16.6 16.5 179 21,8 22,1 20.5 218 218 219 2201 214 17.4 5.5
E 16,2 16,3 20.1 14.9 12,2 14,2 11.5 10,5 11,6 12,1 10,7 11,6 12.3 11.6 12,1 13,5 : -1,1
F 156 146 12.5 1.7 99 10.2 9.5 9,1 8.3 7.2 8.7 83 7.4 7.3 7.2 7.3 7.1 =27
IRL 166 175 14,1 133 119 11.6 10,1 117 14,5 9.0 16.1 14,5 11.3 10.3 9.0 10,8 10,6 24
I 200 201 18.1 17.2 15,1 15.1 14.1 14,9 14.8 12.1 16,6 148 12,7 11.9 12.1 1.6 11,3 -3.3
NL 118 83 5.7 6.1 6.4 6.7 5.8 5.8 5.4 6.1 58 5.4 5.5 5.7 6.1 5.5 5.2 -0,5
P 16.0 168 209 225 20 214 222 18,6 16,9 152 18.5 16,9 150 15.8 15.2 15,1 15,1 43
UK 14,2 12.2 10,1 10.1 123 12.6 11,5 11,9 114 9.8 12,3 114 104 9.9 9.8 10,0 9.8 -1.8
EUR12(m 152 13.8 120 11.2 10.5 10,8 9.8 9.9 9.7 8.7 10,1 9.7 8.9 8,6 8,7 8.7 (84) (10
USA 14,0 10,6 8.7 9.5 7.5 6.8 73 7.2 6,6 6.2 7.0 6,6 6,1 6,2 6,2 58 : -1,5
JAP 7.4 6.8 6.5 6.3 6.5 6.3 6.3 74 5.5 4.6 6.0 55 49 4.6 4,6 4.6 4.6 -1,7
TABLE A.7: Long-term interest rates (o)
1985 1986 1986 Change
1981 1982 1983 1984 1985 1 m v 1 " Jan.  Feb. March  April  May  June  July 12 months
Ya(c)
B 138 13.3 1.8 12,0 10.6 10,3 10.4 9.6 8.4 79 9.6 94 8.4 7.5 79 7.9 7.5 =30
DK 193 20,5 144 14.0 11.6 1.8 11,1 99 9,5 10.2 10,3 9.6 9.5 9.2 10.1 10,2 11,0 -04
D 104 9,0 7.9 78 6.9 6.9 6,3 6,5 5.9 59 6,3 6,2 59 5,5 5.8 5.9 59 0,8
GR 17,7 15,4 18,2 18,5 15.8 15,8 14,2 15,1 15,1 17,1 14,7 15,0 15,1 16,7 17.2 17,1 17,9 3,5
E 15.8 16,0 16,9 16.5 13.4 13.8 13,9 12,3 12,2 11.0 12,3 123 12,2 12.1 1.5 11,0 11.5 -2.8
F 16,3 16.0 14,4 13,4 11.9 12,1 12,0 1.3 9.3 8.7 10.8 10,1 9.3 8,6 8,6 8,7 8.5 -34
IRL 17,2 17.0 139 14.6 12,7 12,4 119 11,8 94 9.3 11,9 10,7 9.4 8.7 9,2 9.3 10,3 -0,9
1 20,6 209 18,0 14.9 13,0 133 13.0 13.1 124 97 129 12,9 124 119 10,3 9.7 9.8 =35
L 8,6 10,4 9.8 103 9.5 9.6 9.3 93 9.1 8,7 9.2 9,2 9,1 9,0 8.9 8.7 8.4 -1,0
NL 122 10,5 8.8 8.6 78 78 74 7.5 6.9 6.9 74 7,2 6,9 6,5 6,6 6.9 6.8 09
P 26 253 304 325 254 325 251 221 20,3 194 209 209 203 19,3 19.8 19.4 16.4 -10,0
UK 14,8 12,7 10.8 10,7 10,6 10,7 10.3 10.5 8.9 9.3 10,8 10,0 8.9 8.8 9.2 9.3 9.5 0.8
EUR 12 (n) 152 14.5 13.0 123 10,9 1.1 10,7 10,5 9.3 8.7 10,2 9.9 9.3 8.9 8.8 8,7 (8.8) (-1,3
USA 12,9 12,2 10,8 12,0 10.8 104 10,7 9.6 8,0 8.2 9,5 9.1 8.1 7.6 8,0 8,2 7,9 -2,7
JAP 8.4 8.3 7.8 73 6.5 6,6 58 5.8 47 5.1 5,6 53 47 4.8 5,6 5.1 5,0 -1,6
TABLE A.8: Value of ECU = ... units of national currency or SDR
1985 1986 1986 Change
198) 1982 1983 1984 1985 11 11 v [ il Feb.  March April May June July Aug. 12 mo?ltl::
%a(c)
BFR/LFR 4129 44,68 4544 4544 449 4512 4513 4474 4435 4393 4427 4425 4394 4393 4391 4388 43.61 =32
DKR 792 815 813 815 8.02 805 807 7199 798 796 798 798 795 796 796 197 193 -1.6
DM 2.51 238 227 224 223 224223 220 217 215 2,16 216 216 215 215 213 211 -54
DR 61,62 6530 78,09 88,44 1057 98,47 1045 1277 133,2 1350 1329 1344 1348 1347 1353 1371 1317 31,3
PTA 1027  107.6 127.5 1266 129.1 1264 1310 1358 136,2 1369 136,2  136,0 1366 1368 1374 1362 1370 4.6
FF 6.04 6,43 6,77 6.87 6.80 6.83 6,81 6.73 6.66 6,85 6,64 6,65 6,83 6,86 6,85 6,86 6,87 1.0
IRL 0.691 0.690 0715 0726 0715 0716 0716 0,714 0,715 0,708 0715 0,715 0,709 0,707 0,709 0,712 0,758 -6,1
LIT 1263 1324 1350 1381 1447 1430 1484 1494 1476 1476 1472 1470 1476 1476 1475 1464 1450 -2.8
HFL 278 262 254 252 251 2,53 251 2,48 245 242 244 244 243 242 242 240 237 -5.2
ESC 68,5 780 987 1163 1302 1272 1328 1384 1413 1438 1414 1420 1424 1439 1452 1470 149.2 12,3
UKL 0.553 0561 0,587 0,591 0,589 0,578 0.570 0,595 0.642 0636 0649 0651 0634 0,635 0638 0.656 0,687 19.3
USD 1,116 0981 0890 0,78 0.762 0,726 0,785 0,853 0924 0959 0928 0954 0951 0964 0962 0990 1,021 28,0
YEN 2454 2435 2114 1870 1805 1820 1870 1768 1733 162,8 1710 1704 166,01 1610 161,3 1571 1574 -16,9
DTS 0946 0888 0833 0,767 0749  0.732 0764 0,791 0821 0828 0822 0830 082 0826 0826 0832 0845 9.4
TABLE A.9: Effective exchange rates: export aspect (p) — Percentage change on preceding period
1985 1986 1986 Change
1981 1982 1983 1984 1985 11 111 v I ] Feb.  March April May June July Aug. 12 moz:}:.:
% (c)
B/L -5.8 9.2 -28 -2,1 0.7 0 1.0 1.6 1.8 1.3 0.8 04 0,7 0,1 0,1 0.3 1.0 5,7
DK -15 44 06 -32 0.8 0 1.1 2.4 1,9 0,5 0,7 04 01 0,2 0,2 0.4 1,5 6,4
D -5.6 5,0 40 -13 -0 1,0 2,1 29 3.5 1,1 11 0,7 0 0,3 0,2 13 2.0 10,8
GR -102 80 -180 -140 -125 49 40 -172 -29 -1l 0 06 07 0,1 04 09 0,2 =21,2
E 96 60 -172 -22 -06 -09 -18 22 13 03 0.5 07 07 0 -04 1.4 0,2 0.3
88 83 -712 46 0,5 1.3 23 29 28 30 1.1 04 -34 03 0,1 02 0,6 2.7
IRL -87 -1 4 -4,0 0,6 -0.2 1,1 2.6 3,0 1,1 1.4 06 0,1 05 0,1 07 45 2.1
I -124 -6.9 -38 -54 -6,2 -19 =23 0,8 29 0,2 1,3 0,7 -0,8 0,1 0,2 1,2 1,7 7,4
NL 43 5.1 2,1 -4 0,2 07 1.9 23 28 1.1 1.3 1,1 0,1 0,4 0,2 1,1 1.8 8.9
P -38 -129 21,1 -171  -109 -2.6 -29 -2.7 -0.5 -1.5 -0.1 0,1 -0,7 -0,8 -0.8 -0.7 -0,7 -7.0
UK 02 44 69 -46 0.2 9.1 36 =27 6,1 14 -3.3 0,3 2,4 0 04 24 -39 -12.9
ECU 147 58 58 80 22 14 41 29 34 02 08 12 10 0 02 09 15 8.5
USA 128 120 57 80 49 34 -57 68  -59 42 37 23 05 -17 07 24 24 -187
JAP 136 -50 10,8 6,2 1.4 0,4 1,1 11,0 6,7 8.3 6.5 19 2,1 4,0 0 47 18 39.0

Source : for Community countries: Eurostat. unless otherwise specificd; for the USA and Japan: national sources.

(a) National sources, except for the Community, Denmark, Ircland. Belgium and Luxembourg. Because of differences in methods of scasonal adjustment, the change in the EUR index, adjusted by
Eurostat and given in Table 1 may difer from the change in the EUR index obtained by aggregating national indices. Data are adjusted for working days. They do not include building; data for
France do not include food products and drinks,

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

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

(d) Change over 12 months in seasonally adjusted figures of the most recent figure given for cach country.

(¢) DifTerence in relation to the same month of the previous year.

(N Changes in the coverage of these series occurred in 1984 for the Netherlands and in 1985 for Belgium.

(g) As % of total labour force.

(h) Monthly series calculated by lincar interpolation.

(1) Unadjusted figures.

() The scasonally adjusted position for the Community does not correspond to the sum of other Member States; it is obtained by scasonal adjustment of the sum of gross figures for the various countries’
exports and imports.

(k) National sources for Belgium, Denmark, Germany, Spain, France, Portugal and the United Kingdom; scasonal adjustment by Eurostat for Gregee, Ircland, Taly and the Netherlands,

(1) Average of monthly changes, scasonally adjusted, weightened by GDP at 1980 prices and purchasing power parities. The monthiy change in Belgium is obtained by lincar interpolation of quarterly
data.

(m) National sources; threc-month interbank rate except: Belgium: yield on issuc of four-month Fonds des Rentes certificates; Denmark: daily money market rate (monthly average). Portugal. 6 month
deposits; from 8,85, 3 month Treasury Bills. Annual average, end quarter and cnd month.

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

(o) Yi;ld I(\)dn publllicsscclor bonds. Annual average. Average for the last month of quarter and monthly average for Germany. Haly, Luxembourg and the Netherlands. End quarter and end month lor the
other Member States.

(p) Wecighting coefTicicnts are calculated so as 1o allow not only for bilateral trade but also for competition on third markets and on the domestic market of the exporting country.

Note: (s.a.) = seasonally adjusted : = data not available () = estimated,

=




Principal economic policy measures - July-August 1986

Community (EUR)

2.8 Ministers and Central Bank Governors of the Member States decided on an adjustment
of central rates within the European Monctary System (see box in this issuce).

Belgium (B)

4.8 The Cabinet approves a serics of royal decrees implementing most of the mcasures
provided for in the budget consolidation plan of 23 May, and an agreement relating to
reductions in debt service charges, concluded by the Minister for Finance with the financial
institutions. Under this agreement, the amount of interest on existing borrowings which
exceeds 8 % (the current market rate) is to be converted into regularization borrowings
(‘Treasury bills’) with an average life of a five and o half years.

Denmark (DK)

15.8 The government publishes its 1987 budget to be retabled at the opening of the parliamen-
tary session in October. Wherceas the budget should be in approximate balance for 1986. after
a deficit of 26,3 billions Dkr (4.3 % of GDP) in 1985, the outlook for 1987 points towards a
further small improvement according Lo the implied economic hypotheses. Total revenue
should grow hy almost 2 % to 244.4 billions Dkr against a rise in total expenditure by some
4 % to 1929 billions Dkr and a small decrease in interest payments on government debt by
3.4 billions Dkr to 50.7 billions Dkr. The consequent surplus on the current. investment and
lending account will be of the order of 0.8 billion Dkr (0.1 % ol GIDP).

Federal Republic of Germany (D)
None.

Greece (GR)
None.

Spain (E)
None.

France (F)

30.7 Subsidies and aids to industry are reduced by FF 11 000 million (from FF 64 500 million
to FF 53 500 million) and the Fonds Industriel de Modernisation (Industrial Modernization
Fund) is aholished from | August. The reduction in subsidics will be compensated by a
progranime which reduces by rougbly the equivalent amount the fiscal and financial charges
for industry.

31.7 The draft privatization lggisldliun was finally approved by Parliament. The ceiling on
foreign ownership of shares is 20 %. Foreign holdings will be subject to special scrutiny in
the case of enterprises or their subsidiaries whose principal activity is in the field of national
defence or public health. In such cases the ceiling on forcign sharcholdings will be 5 % of
the capital of the enterprise or of one of its subsidiaries, unless the Minister for Economic
Affairs authorizes a farger holding. Up to 10 % of shares in newly-privatized companies will
be offered to employees and former employees, with special incentives of up o 2(
6.8 The Cabinet adopts the order on employment contracts. casing a number of rules. It will
now be casier to take on workers under lixed-term contracts. and for temporary or part-time
jobs. The main provisions of the order are to allow employment contracts offering “intermit-
tent’ work and ‘carly retirement on a half-time basis’, and to increase the length of fixed-
term contracts from 12 to 24 months.

) Y.

26.8 The Government decides to allocate FF 1 300 million for immediate assistance. plus a
further FF 600 million to help farmers who are drought victims.

27.8 Under the draft finance law for 1987 the budget deficit will be cut by around FF 15000
million. to between FF 129 000 million and FF 130 000 million. compared with FI 144 000
million in 1986. For the following two years. the Government also intends (o contain the
deficit at almost 2 % of GDP, which will require further cuts of FF 15 000 million 4 year to
reduce the deficit to FF 100 000 million in 1989, Taxes woulds have to be cut by FF 27 000
million. with private individuals benefiting substantiallv. The budget will be based ona 2 %
rise in consumer prices next year, compared with 2.3 *o this year, and GDP growth of 2.8 %
(2.5 % in 1986). The FF 15 000 million reduction in the budget deficit and the tax cuts mean
that FF 40 000 million will have to be saved in the public sector.

Ireland (IRL}

2.8 The Irish pound is devalued by 8 %o within the EMS.

28.8 The authorities decide to provide a direct aid package worth IRL 10 million to farmers
and others who suffered loss in the freak weather conditions in late August. In addition, a
special loan of IRL 25 million is to be provided to the state-owned peat-producing utility
because of the wet summer.,

Italy (1)

3.7 A voluntary restraint code concerning the right to strike in the transport industry is
signed at the Ministry for Transport. It provides for longer strike notice and bans strikes

during the peak tourist seasons (the Christmas and Easter holidays, 10 August to 5 September.

the week before and after elections. ete..—a total of some 100 days a year).

3.7 A ministerial decree brings into force the measures making it casier for training contracts

to be concluded between firms and the Ministry for Labour so that young unemployed people

between 18 and 20 years of age can be offered work. The planned number of contracts is

40 000, divided between the north and south of the country.

7.8 After its passage through the lower house, the new law passing urgent measures for local

finances is approved by the Senate. The law stipulates:

— an obligation on the part of the local authorities to respect the principle of budget balance
in both adopting and administering the budget;

— transfers from central government (up 8.8 % on average in 1986):

—- the establishment of four funds through wbich central government finance will be transfer-
red to the local authorities;

— 4 ban on borrowing from financial institutions other than the *Cassa Depositi ¢ Prestit’

- the principle of the control of local authority management.

9.8 The Minister for Foreign Trade signs three decrees modifving the rules relating to foreign

currency transaclions:

— the size of the non-interest-bearing deposit which had to be made for the purchase of
foreign securities is reduced from 25 % to 15 %. alter coming down [rom 50 % to 25 %
on 16 October 1985; the similar deposit on purchascs of units in foreign collective
investment furds is reduced to 12.50 °%;

— the convertibitity of Ttalian banknotes, which had been suspended in 1972, is restored;
banknotes can be sold by loreign banks directly to the Bank of Italy and by ltalian banks
to their forcign correspondent banks;

— bunks will he able to initiate foreign horrowing by enterprises without obtaining prior
authorization from the Ministry for Foreign Trade, up to a limit of LIT 1 000 million for
funds borrowed for under onc year and LIT 5 000 million for funds borrowed for more
than eight years:

— procedures reiating to temporary exportation will be more flexible and the funds will be
transferred morc rapidly to pay for operations by intermediaries in transactions between
residents.

Luxembourg (L)

2.7 Parhiament adopts the law which in August will grant a special school allowance (ranging
from LFR 1 706 to LFR 3 118 per child) to families with at least two school-age children.
16.7 Parliament votes the law which will introduce the guaranteed minimum income on 1
November.

17.7 Parliament adopts the Law on the revision of civil service salaries which, it is estimated.
will cost a totat of LFR 1 500 mitlion.

1.8 The Government adopts the draft central government budget for 1987, Ordinary revenue
and expenditure are respectively 1.2 % and 5.2 % up on the definitive budget for 1986. Total
gross expenditure will rise by only 1.8 %% because of the decline in capital expenditurc (down
18 %). Gross tctal upunduuru will Amnum to LFR 76 600 million and revenue. including
LFR 1 000 million in borrowed funds. to LFR 76 500 million. The draft provides for
substantial tax cuts estimated at LFR 4 940 miliion in 1987 an8 at LFR 5§ 940 million in
1988 (i.c. 2.9 % and 3.3 % of GDP respectively).

Netherlands (NL)

22.8 The Government adopts some new measures as part of its preparation of the central

government budget for 1987:

— administrative measures Lo accelerate the payment of taxes by houscholds and companies
(a one-ofT efTect estimated at HFL 630 million):

— no change in the rates of social security contributions:

— the across-the-board reduction of 2% a year in civil service jobs. plus a further 1%
reduction ir. specific arcas:

— the previously planned reduction in civil servants’ working hours will be deferred:

— the decisior to introduce a temporary excise duty on natural gas from | January 1987 is
postponed and replaced by a smaller than planned reduction in gas prices (viclding HFL
300 million instead of the HFL 650 million estimated for excise duty):

— spending on public-sector housing is cut (HFL 530 million):

— the minimum wage and social security allowances are frozen.

Portugal (P)

10.7 Parliament adopts an additional budget of ESC 7 100 million for the current year. The
additional expenditure will go to the armed forces and carly retirement from the civil service.
1t will be more than ofiset by the additional revenuce produced by VAT.

United Kingdom (UK)
None.
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