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Recent economic trends In this number :
Quarterly national accounts

third quarter 1985

Output growth continues in third quarter. — According to esti- In [taly output growth was also weaker (0,8 % s.a.a.r.) in the
mates based on data for the four largest Member States, the third quarter. Here however the foreign balance continued to
gross domestic product of the Community grew in the third  exert a positive effect on growth. A negative contribution of
quarter of 1985 by 3% in real terms— seasonally adjusted annual stockbuilding resulted in a decline in imports for the second
rate—on the previous quarter. This growth in output followed quarter running. Other components of domestic demand ex-
on from the recovery (3,9 % s.a.a.r.) in the second quarter after panded modestly, with private consumption still relatively de-
a first quarter which was depressed by the cold spell at the pressed.

beginning of the year. All components of domestic demand were

buoyant in the third quarter with fixed investment growing

strongly (7,7 %) after a weak performance in the first half of

the year. Private consumption grew by nearly 3%, continuing GRAPH 1: Industrial production and gross domestic product
the significant expansion from the low rates of growth experi- (s-a.) - EUR total

enced in 1984 (0,7% on average). The foreign balance exerted

a dampening effect on GDP growth with exports slowing down 1980=100
appreciably while imports recovered. 15

In the Federal Republic of Germany the growth of 9.2 % (s.a.a.r.) 104
in gross national product in the the third quarter was the highest 103
quarterly growth rate registered since 1977 Q4. In contrast to
the Community aggregate the foreign balance continued to exert 102
a positive effect on growth, although less pronounced than in 101
the second quarter. All components of domestic demand were
buoyant with private consumption continuing to advance
strongly (6.8% s.a.a.r.) and investment growing markedly 99
o (12,4%) after the rebound cxpericnced in the second quarter.

5 . i 98 -2
The growth of gross domestic product in France slowed down Monthii: clis )

Tt 3 : ’ 70 Aia Factor i Lonthly change Industrial production _3
somewhat in the third quarter to 1.2 %. The main factor in the 97 (right-hand scale) S et inde :
slowdown was the large negative effect exerted by the foreign o5 Three-month moving ey

balance with exports falling after a buoyant second quarter. The average (left-hand scale)
rise in stockbuilding (which contributed 6,1 percentage points 95
to the growth of GDP) produced important spillover effect on 9 I I i l.l“l.ll..ll.l.ll..lulnl..l..
¢ imports which rose at a seasonally adjusted annual rate of 24 %. 82 83 £ 5
Other components of domestic demand also grew steadily with Crance. Germany. ltaly and UK ; quarterly figures.

the quarterly increase in gross fixed investment being the

strongest experienced since the end of 1979.
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TABLE 1: Major supply and demand components at constant prices
(Percentage change on preceding period, annual rates: seasonally adjusted)

Foreign Change Final Gross Govern- Private
Gip Imports Exports balance  Domestic m stocks domestic fixed in- ment con- consump-
(a) {b) (b (a}bh) demand ) demand vestment sumption tion
EUR 4
1982 Q1 0.9 73 -4 -30 4.0 2.5 14 1.2 3.7 0.8
2 -07 —0.1 —49 -13 0.6 —-03 0.9 38 —-1.5
. . 0.7
Q3 —-13 -352 -58 —-0.2 -12 1.4 0,2 —0.1 0.4 0.2
Q4 L1 -6.1 2.1 2,2 - 1.1 -3.0 2.0 -0.7 1.6 3.1
1983 Qi 3.0 6,2 32 -07 38 3t 0.6 -22 3.0 0.8
2 0.4 3.5 6.3 0.7 -0.3 -0,7 0.4 0.4 0.2 0.8
Q3 23 1,8 —0.1 -0,5 28 0.7 2.0 38 1.3 1.7
Q4 4,1 14,5 141 —-0,1 4.1 0.5 3.7 8.5 29 24
1984 QI 3.5 4,5 12.3 2,0 1.5 1.5 0.0 —-0.7 0,1 0.1
Q2 —-24 3.9 —4,0 -2, -03 -09 0.6 -3.7 2.2 1.5
Q3 4,5 5.1 9.4 L1 3.4 1.1 23 7.2 3.6 0.4
Q4 2.5 15,7 17,1 04 2.1 0.6 1.6 4.3 1.5 0.7
1985 QI —-0.2 35 1,1 —-0,7 04 0.7 ~0.3 =73 -1.2 25
QZ 39 —-24 8,6 3.1 0,7 -1,3 2,1 -0.3 0.6 34
Q3 3,0 3.7 - 1.6 - 1,5 4.6 0,7 39 7.7 3.7 2.8 .
Federal Republic of Germany
1983 QI 1,9 4.8 14 —-09 29 L5 1.2 — 06,1 38 3.1
2 57 12,6 3.1 -24 8,5 39 43 16.3 0.0 1.7
Q3 ~0.1 22 95 -24 2.5 23 0.1 ) e  —og| 1
Q4 52 16,1 18,5 1.1 4.2 0.1 .1 134 38 1.0 .
1984 QI 5.6 6.8 17,0 32 24 4.3 -2.0 = 10,0 -10 1O "
Q2 —-63 ~-1.4 —44 -1.0 ~5.5 —4,2 —1.2 --13.9 5.9 1.3
Q3 9,0 L1 11,5 33 5.7 0.7 4.9 19.2 2.6 L0
Q4 31 10,9 20,6 3.4 ~0,2 -18 1,6 11,0 47 ~2.8
1985 QI —4.6 7,2 2,1 —-13 ~34 7.5 - 107 ~36.8 —-6.5 -04
2 5,6 -0.7 9.6 3,5 2.2 =77 11.1 3Ly 5.8 6.5
Q3 9.2 3.9 7.2 1.3 8.3 0.4 7.8 12,4 6.3 6.8
France
1983 QI 04 5.9 -2, -2,0 1.6 2.7 - 1.1 —4.0 34 - 1.0
2 25 — 135 17,7 7.7 -4 —-4.0 -09 ~7.4 —1.2 1.2
Q3 -13 -40 1.5 1,3 ~-27 =25 -02 1.4 0.8 —0.8
Q4 2,9 134 12,2 =0,2 32 0.1 3.1 2.0 0.3 4,1
1984 QI 37 1.7 10,2 2.0 1.7 2.0 -0.3 —38 2.5 0.2
2 - 1.1 0,9 —5.0 -1.5 0.4 1.9 -1.5 ~-30 -37 =05
Q3 3.6 2.5 12.1 23 1.3 1.3 0.0 ~24 3,0 0.1
Q4 —0.8 7.6 5.1 —0.5 —-0.3 0.5 -0,7 -25 -19 0.1
1985 QI -0.9 24 —-1,.2 -09 0.0 -3, 33 -2 1.6 55
2 3.6 0.4 6,6 1.6 2,0 1.2 0.8 2.9 - 1.7 0.7
Q3 1,2 239 -56 - 6.8 8,5 6,1 2.3 7.6 2.5 0.7
Italy
1983 QI 3.7 0.2 10,8 2.5 1.2 0.3 0.9 2.0 3.1 0.1
2 —3.3 4.9 12,9 2,0 -5.5 -25 -29 -6.5 2.6 ~32
Q3 43 1,9 11,4 0.3 4.2 1.0 3.1 7.9 2.7 2.0
Q4 43 9.3 7.6 0.0 4.6 1.6 2.8 1.9 29 3.0
1984 QI 22 10,2 9.8 0.3 1.9 0,0 1.9 5.6 2.9 0.7
2 2,6 2,5 —-37 —-1.5 4,4 1.5 2.8 0.9 2.7 33
Q3 4.4 12,6 10.1 -0.! 4.7 0,7 4.0 11.6 24 2.5
Q4 -23 247 8.7 —-28 0.6 -0.8 1.4 3.9 2.1 0.6
1985 Q! 37 43 —-4.0 —2.1 6.9 1.6 4.3 4.8 1.8 4.8
2 3.3 —-19 14,5 4,1 —-0.8 - 1.7 0.9 49 1.8 -03
Q3 0.8 - 3.8 34 1.8 -1.0 - 1.4 0.5 .1 1.3 0.1
United Kingdom(d)
1983 Qi 7.9 149 5.2 -2 10.5 8,7 1.4 2.6 1.5 1.0
Q2 - —48 9.9 -32 ~32 - 1,6 -20 0.4 -78 -0.2 3.1
Q3 7.1 4.8 4.1 ~-0.2 7.9 1.8 6.0 7.9 0.4 7.5
Q4 3.5 18.4 15.3 ~0.6 4.2 —~0.3 4.6 16.8 4.0 1.4
1984 QI 1.8 -09 9.5 2.8 ~1.0 ~1.7 0.8 129 -29 ~1.4
2 -3.2 16.2 -29 —4.8 1.7 —1.6 3.4 7.3 2.5 2.5
Q3 0,2 6.5 33 ~09 1,0 1.0 0.0 - 0.4 6.3 -2.0
Q4 10.4 22,0 301 2.1 8,1 38 4.2 35 0.0 59
1985 QI 2,7 -09 5.9 2.0 0.7 ~45 5.5 30.6 0.8 0.0
2 2,6 -7.7 44 3.6 -1,0 4.7 =55 —36.6 —-4.6 6.7
Q3 —0.6 —6,6 —14.1 ~25 2,0 =21 43 7.7 34 3.6
(a) F.R. of Germany: GNP,
(b) Goeds and services including intra-Community Trade. F.R. of Germany: including factor incomes.
(¢) Change on previous period as a pereentage of previous period’s GDP
(d) The GDP series for the United Kingdom present the estimates from the expenditure side at market prices. ‘The estimates {from the expenditure, output and income sides at factor cost give. for the
period considered. substantially different results:
1983 1984 1985
GDP change estimated from the side of Q3 4 Qi Q2 Q3 [02) Ql Q2 Q3
Fxpendiiure & RN L5 -4.3 0.8 104 33 2.0 29
Output 6.8 4.3 23 00 35 R 4.5 49 1.1
Income 23 33 23 26 10,2 5.3 0.7 6.9 0.7
Average 5.6 39 1.5 23 S 6.6 3.0 4.9 -
Sources. Federal Republic of Germany {(Bundesbank), 'I’runcc (INSEE), lialy (1SCO) and United Kingdom (CSOY. Figures for Germany do not include the adjustment for calendar irregularities.
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In the United Kingdom gross domestic product (expenditure-
based measure) fell marginally in the third quarter (—0,6%)
principally as a result of a fall back from the high foreign
balance in the second quarter. Although imports continued to
fall, exports dipped substantially (—14,1% s.a.a.r.) with the
result that the overall contribution of the foreign balance to
GDP growth was negative (—2,5 percentage points). While
the change in stocks reduced growth, all other components of ! E
domestic demand were buoyant. Gross fixed investment grew
by 7,7 % after the irregular pattern in the first half of the year A
influenced by the timing of investment projects ahead of the L
reduction in first year capital allowances in April. The output-
based measure of growth showed a small increase (1,1 %), as
an increase in the output of service industries more than compen-
sated for a slight fall in that of production industries.

GRAPH 2: Unemployment (s.a.), EUR 9

Number unemployed as % of civilian labour force
%

Industrial production growing moderately. — The available re-
sults for October 1985 indicate a continuation of the moderate
expansion in industrial production in EUR10: in September the
EURI10 index of industrial production (seasonally adjusted) rose
> by 0,3%. It is now 3,0% above the previous year’s level as 8| 1
compared to 1,9% in the USA and 1,8% in Japan. Among
the member countries strong growth continued in Denmark i
(+4,1% in October) and in Germany (+2,9%), whereas in 7L 1
i the Netherlands (+1,0%) and France (+0,8 %) the monthly
increases were more moderate. Although some caution is re-
quired in the interpretation of the monthly results due to the S
varying degree by which seasonal influences are netted out, the 82 83
comparison between the third quarter 1985 and the same period
in 1984 is less influenced by this problem. On the basis of the
latter comparison it can be more clearly seen that in Denmark
kK (+6,8%), Greece (+5,8%), the United Kingdom (+5,3%)
and Germany (+5,2%) industrial production has expanded
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GRAPH 3: Consumer prices EUR 12

t  significantly over the last twelve months. Luxembourg )

5 (+3,3%), Belgium (+0,8 %) and Ireland (+0,4 %) experienced 161 Change expressed as annual rate ]
somewhat weaker growth, while industrial output has been more 14|
or less unchanged in France, Italy and the Netherlands. M 1

12 i Variation on six months (s.a.) 1

Unemployment falls. — The fall in unemployment in the Com- tiy I l i
munity continued in November 1985. Seasonally adjusted, the 8t o=l T -
number of registered unemployed in EUR9 decreased by 0,2 % s i M | y
in November on the previous month; the improvement since i -H— N
August in unemployment now adds up to 1,0 %. The number 4] [ | | | T 1
of unemployed, however, still remains 1,6% above the No- . S}‘i‘;\""‘f"‘:;‘:?“
vember 1984 level. The rate for EURY (s.a.) at 11,1% is the f ::)han;esm Monthly change i
same as that in the preceding two months. In several member Ol LLLLLLL L] CHITIIotE e !
countries the rate of unemployment has continued to come AT K MR I IS0 ol B ET e 2 a5
down significantly (Belgium, Denmark, Luxembourg and the 0 83 84 85

Netherlands), while in others the improvement is still rather
small (Germany, France, Ireland and the United Kingdom).
Italy, on the other hand, as the figures for October (revised)

and November indicate, is still confronted with a rising level of

unemployment.

Inflation trend still declining. — The index of consumer prices
in the Community (EUR12) increased by 0,4% in November
after the 0,5% rise registered in October. On a seasonally
adjusted basis, the rate in November (0,4 %) was marginally
higher than a month earlier (0,3 %). However, both figures were
considerably less than the average monthly rise in the first half
of the year (0,6 %). The trend rate of inflation in the Community,
measured as the seasonally adjusted annual rate over six months,
which had been 7.1% in June, decelerated further to 4,2%
principally as a result of a continued slowdown in inflation
trends in Denmark, France, the Netherlands, Ireland and the
United Kingdom. In Portugal there has been a marginal increase
in the trend rate over the past two months after the steep decline
during the summer, while in Greece the trend has increased
sharply since August. In the remaining countries there was a
marginal rise in the trend rate in November. The degree of

|

GRAPH 4: Trade balance (s.a.) EUR 10
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Three-month moving average

divergence in price changes within the Community, measured -5} -
as the weighted standard deviation of inflation trends in each

country, continued to widen as the Greek figure moved further 00Ty e S I e O e v e el e T I B
away from the Community average. The index of consumer AT 82 83 84 85

prices in the Community in November was 5,6 % higher than a
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year earlier with changes over twelve months ranging from
1,8 % in Germany and the Netherlands to 22,7% in Greece.
For the remaining Member States only Portugal (16 %) recorded
an annual increase in excess of 9 %.

GRAPH 5: Money supply (EUR 10) and nominal GDP (EUR 4)

Y. M
18- '

6] | |Nominal GDP' g"};’xyes(‘)‘fgyl é’:"ni/i)hs Visible trade surplus for the first time in the eighties. — The
ge over gradual improvement in the trade deficit that began in the early
14 3 spring of 1985 led in September to a visible trade surplus of 589
” _ million ECUS, an unprecedented event in the eighties. On a
g month-to-month basis, September saw the sharpest improve-
10 k ment in many years. This result stemmed primarily from an
8 || (] increase in exports, although the latter fell clearly short of the
record levels registered in May and July. Imports in September

6 reached a yearly low.
4 The move towards surplus (fob/cif) was seen in all Member
5 States with the exception of France, where the monthly deficit
Money supply — Monthly change (s. widened again after a strong improvement in August, and Ire-
0 ALl s Ll land, where the surplus was somewhat less than a month earlier.
b bt The main contributions to the EURI10 trade performance were
T 82 83 34 from Germany, where the third quarter surplus exceeded that

of 1984 by almost 50 percent, and in Italy, where following a
! Change over the same quarter of previous year. first half-year of deteriorating imbalances, a strong reduction
in monthly trade deficits has taken place since July. It should be
noted that the inclusion of Spain and Portugal in the Community
aggregate is likely to cancel out the small surplus recorded in
. EUR 10 since both these countries have registered deficits in the
SRAPH 6: Short-term interest rates latest months for which data is available.
16 1 .
Average monetary growth remains stable in September. — As a
Community average, money supply increased by 1% (EURI10
. — s.a. data) in September, i.e. at the same rate as in August.
For the third quarter as a whole, the increase comes to 2,1 %, ’
slightly down on the second quarter figure (2,6 %). In Belgium,
EUR 10 iy monetary expansion continued to moderate, standing at 0,8 %
i in the third quarter compared with 1,1% in the second and «

3,2% in the first. The monthly figures available for October

1 show that money supply remained stable in Denmark, and that

:j\/v 1 monetary growth was down in France and the United Kingdom,

: unchanged in Germany, and rising in Greece, Italy and Ireland;

1 in Ireland, the increase in the money supply comes after a fall

g in September. In Spain monetary growth is tending to slow

down: whereas M, grew by 3,5% in the three summer months

~ of 1984 and by 3% in the next three months, monetary growth

moderated in 1985 (2,6% in the first quarter, 2,7% in the

second) and reached only 0,1 % between the end of June and
4r C the end of September.

3|1!1|[lllL1 L[ll[lllll[JlllJlJ_l,l_LLLl_L{llll‘LlJ_L
82 83 84 85
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Short-term interest rates move up. — In December, the cost of
short-term money turned upwards on the money markets of six
Member States, chiefly as a result of certain strains on the
. foreign exchange markets. In Belgium, the one percentage point
GRAPH 7: Long-term interest rates increase in the discount rate on 20 December led to a 1,2
% percentage point increase in the yield on Securities Stabilization

lor Fund (Fonds des rentes) certificates; in Ireland, the three-month

5 interbank rate rose by 1,3 percentage points to stand at 11,7 %.

In four other Member States, Denmark, France, Italy and the

141 United Kingdom, the rise in short-term rates was limited to a

il few tenths of a percentage point. In Germany, the cost of short-

\’-\4 term money remained stable at 4.8 % while it lost one-tenth of

12 a point in the Netherlands and in Greece fell back from 19,5 %

ne /\/\/‘ in November to 17.9% in December. All in all, short-term

interest rates in the Community (EUR10) averaged 9,7 % com-

0E. pared with 9,4 % in November, bringing them back to their July

ol AN A\ 1985 level. In November, the average Community (EURI0)

NN g yield on long-term public sector securities remained stable at

8 N //“‘ 9,9 %; long-term rates rose in only three Member States, Ger-
o S many, Ireland and Italy.

6

i Continued strengthening of the ECU. - The weakening of the

St US Dollar vis-a-vis the ECU, begun in September, continued

4t in December. In that month the American currency was 21,3 %

L I Lol L lower than in December 1984. After depreciating for four

3l *182“ e ‘483“ bl ‘i84“ e ’85'4“ months against the Yen, the ECU gained ground last month.

As a result, the ECU/Yen rate was broadly unchanged in De-
cember on a year earlier, interrupting the pronounced appreci-
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ation of the Yen observed in 1983 and 1984. The ECU also
reinforced its position vis-a-vis Sterling. In the first quarter of
1985, the Pound underwent a sizeable depreciation relative to
the ECU and the Dollar, which was fully reversed in the Spring.
Since July it has weakened by 7,9% relative to the ECU.
The economic adjustment package adopted by Greece gave the
Drachma the opportunity to steady after depreciating consider-
ably during the two previous months. Some turbulence was
experienced within the exchange rate mechanism of the EMS.
Primarily the Belgian Franc and, to a lesser extent, the French
Franc came under pressure. Both countries took measures to
stem the incipient depreciation against the Deutschmark and

the Guilder, which was bolstered by a strong foreign demand
for German and Dutch financial assets. Spain and Portugal
joined the European Community at a time when the depreciation
of their respective currencies vis-a-vis the ECU had speeded up.
When annual averages are taken, the Peseta lost 2% in the
course of last year and the Escudo 12%. Compared to the
situation twelve months earlier, the depreciation amounted in
December 1985 to 10,1 % and 16,7 % respectively.

20 January 1986




over

12 months
% (b)

Change
Oct.

Sept.

1985
June July Aug.

May

April

Hi

1985

v

1984

1982 1983 1984 it

1981

1980

TABLE A.!: Industrial production (a) —- Percentage change on preceding period (s.a.)
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TABLE A.6: Short-term interest rates (m)

1984 1985 1985 Change
1981 1982 1983 1984 1985 v 1 i 1 v June July Aug. Sept. Oct. Nov Dec. 12 moz:ﬁz
% (c)
B 15,6 14.1 10,5 11,5 9.6 10,7 10,7 8.9 9.4 9.8 8,9 8.9 9,6 9.4 8.9 8.6 9.8 -0.9
DK 14,9 16,4 12,1 11,5 10,0 12,0 12,0 10,3 94 9.5 10,3 9.5 9.3 9.4 10,0 9.3 9,5 -2.5
D 12,3 8.8 5.8 6.0 5.4 5,8 6,3 5,7 47 4.8 5.7 5,1 4.6 4,7 50 48 48 -1.0
GR 16,8 20,2 19.4 15,7 17.1 16,8 19.3 16,6 16,5 17,9 16,6 16,4 17.9 16,5 17,3 19,5 179 1.1
E 16,2 16,3 20,1 149 : 12,2 12,1 14,2 11,5 : 14,2 14,2 13,4 1,5 10,4 10,5 : -14
F 15,6 14,6 12,5 1,7 9.9 10,8 10,7 10,2 9,5 9,1 10,2 99 9,7 9,5 9.3 8.8 9.1 -1,7
IRL 16,6 17,5 14,1 13,3 11,9 15,0 13.9 11,6 10,1 11,7 11,6 10,2 10,3 10,1 10,1 10,4 117 -33
I 20,0 20.1 18,1 17,2 15,1 17,0 15,6 15,1 14,1 14,9 15,1 14,6 14,2 14,1 14.8 14,6 14,9 -2.1
NL 11.8 8.3 5,7 6.1 6.4 57 6,9 6,7 5.8 5,8 6,7 6,1 57 5.8 6.2 59 58 0.1
UK 14,2 12,2 10,1 10,1 12,3 10,0 13,2 12,6 11,5 11,9 12,6 11,2 11,7 11,5 11,6 11,6 11,9 1,9
EUR10(n) 15,0 13.2 10,8 10.5 10,1 10,2 10,8 10,1 93 9,7 10,1 9.5 94 9.3 9.5 9.4 9,7 0,5
USA 14.0 10.6 8.7 9,5 7.0 7.8 8,2 6.8 7.3 73 6.8 7.3 74 7.3 74 74 7.3 -0.5
JAP 7.4 6.9 6.4 6,1 0.6 6,3 6.3 6.3 6.4 7.7 6,3 6,3 6,4 6,4 7.8 79 7,7 1.4
TABLE A.7: Long-term interest rates (o)
1984 1985 1985 Change
1980 198119821983 1984 i v 1 u u May  June  July  Awg  Sept Ot Nov. 12 months
%olc)
B 12,2 13.8 13.5 1.8 12,0 119 11,6 11,5 10,3 10,4 10.8 103 10,5 10,5 10,4 9.7 9.4 =21
DK 18.7 19.3 20,5 14.4 14,0 14.6 14,0 13.0 11.8 11,1 11,8 1.8 10,6 10,5 11,1 10,7 10,5 =37
D 85 10.4 9.0 7.9 7.8 7.6 7.0 7.6 6.9 6,3 7,1 6.9 6.7 6.4 6.3 6.5 6.6 0,6
GR 17,1 17.7 154 18.2 18.5 16.4 17,9 18,4 17.8 14,2 15.6 17.8 14,4 14,0 14,2 14.0 13,1 3.3
E 16.0 15,8 16.0 16,9 16,5 16,4 13,9 13.5 13,8 13,9 13.6 13,8 14,5 14,4 13,9 12,6 12,1 -29
F 13,7 16.3 16,0 144 13.4 13.1 12,7 12,3 12,1 12,0 1,7 12.1 119 12,0 12,0 11,7 11,2 -1.2
IRL 154 17,2 17,0 13,9 14.6 15,0 14,9 13,6 12,4 11,9 13,2 12,4 11,2 11,7 11,9 11,8 12,1 -3.2
I 16.1 20,6 20.9 18,0 14,9 14,5 13,9 12,8 13,3 13,0 13.4 133 13.3 13,5 13,0 12,8 13,0 -1.4
L 7.4 8.6 10.4 98 10,3 10,4 10,0 9.7 9.6 9.3 9.7 9.6 94 94 9.3 93 9.3 =10
NL 10,7 12,2 10,5 8.8 8.6 8.4 78 8,6 7.8 74 7.9 7.8 7,7 73 7.4 7.7 7,6 0.2
P 16,7 16,7 16,8 19,3 21,5 21,1 22,2 20.2 22.2 : 21,8 222 203 : : : : -0.9
UK 139 14,8 12,7 10,8 10.8 10,6 10,8 10,7 10,7 10,3 10,8 10,7 10,3 10,4 10,3 10,3 10,3 0
EURI10(n) 12,7 14, 14,0 12,2 11.4 11,1 10,8 10,7 10,4 10,0 10,4 104 10,1 10,1 10,0 9.9 9.9 0.8
USA 10,8 12,9 12.2 10.8 12,0 12,0 11,2 11,8 10.4 10,7 10,9 10,4 10,5 10,6 10,7 10,6 10,1 -1.2
JAP 9.2 8,7 8,1 7.4 6,3 6,8 6,3 6.6 6.3 59 6.4 6,3 6,3 6,1 5.9 6,7 : 0.1
TABLE A.8: Value of ECU — | ECU = ... units of national currency or SD
1984 1985 1985 Change
N < over
1981 1982 1983 1984 1985 v I ] 111 v June July Aug. Sept. Oct. Nov Dec. 12 months
%(b)
BFR/LFR 41,29 44,68 4544 4544 4491 4501 44,66 4512 4513 4474 4523 4530 4505 4504 4482 4467 4473 -0.2
DKR 792 8.15 8,13 8,15 8.02 8,04 7.96 8,05 8,07 7.99 8,06 8,08 8,06 8.07 8,02 7.99 7.96 -0.5
DM 2.51 2,38 2,27 2,24 2,23 2,23 2,23 2,24 2,23 2,20 2,25 2.25 2,23 2,23 2,21 2,21 2,19 -1.7
DR 61,62 6530 78,09 8844 1057 91,57 91,97 9847 1045 1277 9944 101,77 1049 1069 122, 1300 1309 433
PTA 102,7 1076 1275 1266 129.1 1247 1231 1264 1310 1358 1280 1297 1309 1324 1352 1359 1362 10.1
FF 6,04 6.43 6,77 6.87 6,80 6,84 6,81 6,83 6,81 6,73 6,84 6.84 6,80 6.79 6,74 6,73 6,71 -1.8
IRL 0.691 0,690 0,715 0726 0715 0,719 0,715 0,716 0,716 0,714 0,717 0,718 0715 0716 0715 0714 0,712 -0.4
LIT 1263 1324 1350 1381 1447 1382 1382 1430 1484 1494 1432 1466 1493 1493 1493 1492 1496 8.8
HFL 2,78 2,62 2,54 2,52 2,51 2,52 2,52 2,53 2,51 2.48 2.53 2,53 2,50 2,50 2.49 2.49 2,47 -1,9
ESC 68,5 78,0 98,7 1163 1302 119.8 1224 1272 1328 1384 1285 130,7 1329 1349 1372 1381 1398 16,7
UKL 0,553 0,561 0,587 0591 0,589 0.601 0,614 0,578 0,570 0,595 0,572 0,560 0,576 0,576 0,588 0,592 0,604 0.3
USD 116 0,981 0,890 0,789 0,762 0,731 0,684 0726 0,785 0,853 0,733 0,772 0,798 0,785 0,837 0,852 0873 21,3
YEN 2454 2435 2114 1870 180,5 179.8 176,1 1820 1870 1768 1824 1863 1893 1855 1796 1738 1770 -0.7
DTS 0946 0.888 0833 0,767 0,749 0,732 0,707 0,732 0,764 0,791 0,735 0,757 0,772 0,763 0,785 0.788 0,801 113
TABBLE A.9: Effective exchange rates: export aspect (p) — Percentage change on preceding period
1984 1985 1985 Change
1981 19K 1983 1984 1985 v I i i v June  July  Aug.  Sept.  Oct.  Nov.  Bec 12 months
% (b)
B/L 5.8 9.2 -2.8 -2.1 0.7 -0,3 0.1 0 1.0 1,6 -0,1 0.5 0.9 -0,2 1,0 0.4 0,3 29
DK -7.5 4.4 0.6 =32 0.8 04 03 0 1,1 24 0.2 0,5 1,1 0,5 1,6 0.5 1.1 4.4
D 5,6 5,0 40 -1.3 0,2 09 -0,7 1,0 2,1 29 0,2 0,9 2.0 04 1.8 03 1,5 7.0
GR -10.2 -8.0 -18,0 -140 12.5 4,2 -1.,5 49 <40 -17.2 -0,3 -1,0 2.3 =23 -1 -6.0 0 -27.0
E -9.6 -6.0 -172 =22 0,6 0,4 0.3 -0,9 -1,8 =22 -1,0 0,2 -0,1 -1,5 -1.1 0,3 0.5 4.8
F -8.8 -8.3 -1.2 —4.,6 0.5 0.8 04 1.3 23 2,9 0.3 1,2 1.6 0,2 1.8 04 1.1 7.5
IRL -87 -1.1 4,1 -4.0 0.6 0.4 0.1 -0,2 1.1 2,6 0 03 1.7 0.5 1.7 04 13 44
I -12.4 -6.9 -3,8 =54 -6,2 -1,5 -1,1 -1.9 =23 08 0,2 -1,4 -1,2 -0.4 1,1 0.3 0.4 4.2
NL 43 5,1 2.1 -14 -0,2 0.6 0.8 0,7 1,9 2.3 0,3 0,7 1,7 -0,2 1,2 0,4 1,3 5.5
P -38 -129 21,1 -17.1 10,9 -3,1 ~2,9 -2.6 -2.9 ~2,7 0,7 09 -09 -1,8 -0,7 0,5 0,5 -108
UK 0.2 4.4 -6,9 -4.6 0,2 34 -3.6 9,1 3,6 -2,7 1.6 3.8 -2,0 -0,4 -1,0 -0,3 -1,3 6.5
ECU “147 58 58 80 22 33 27 44 a1 29 T 26 18 -10 22 03 17 112
USA 128 120 57 80 49 32 62 34  -57 68 13 40 22 13 =54 -7 -3 -122
JAP 13,6 -5, 10.8 6,2 1.4 1.2 0,6 0.4 1.1 11,0 0.3 0,3 0.2 1.4 6.8 4.6 -04 133

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

(a) National sources, except for the Community, Denmark, Ireland, Belgium and Luxembourg. Because of differences in methods of seasonal adjustment, the change in the EC index, adjusted by Eurostat
and given in Table 1 may differ from the change in the EC 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.

(¢} Change on corresponding month in previous year: seasonally adjusted

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

(e) Difference in relation to the same month of the previous year.

(£} 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 linear interpotation.

(i} Department stores only. N .

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

(k) National sources for Belgium, Denmark, Germany. France, Ireland and the United Kingdom; seasonal adjustment by Furostat for Greece, Italy and the Netherlands. ) . .

(1) Average of monthly changes, scasonally adjusted, weightencd by GDP at 1975 prices and purchasing power parities. For money supply, the monthly change in Belgium is obtained by linear
interpolation of quarterly data.

(m) National sources; three-month interbank rate except: Belgium: yield on issue of four-month Fonds des Rentes certificates; Denmark: daily money market rate (monthly average). Annual average. end
quarter and end month.

(n) Average weighted by GDP at 1975 prices and purchasing power parities. .

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

(p) Weighting coefficients are calculuted so as to 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




Community (EUR [0)

2-3.12 The European Council, meeting in Luxembourg, examined the economic and social
situation in the Community. It stressed the importance of the progress already made by the
European economies in significantly reducing its energy dependence and modernising its
traditional industries, while maintaining a high degree of openness 1o international compe-
tition.

For the future, the Council reaffirmed that the achievement of the large internal market by
1992 and increased technological cooperation in Europe will make it possible to lay the
foundations for the European economies international competitiveness and to meet the
challenge of the third industrial revolution.

The European Councilt welcomed the very significant progress made towards rationalization
and economic recovery, and the increased convergence of economic policies. It took note of
the strategy of cooperation for growth and employment outlined by the Commission in its
Annual Economic Report and called upon the Council (Economic and Financial Affairs) to
examine, on that basis, the conditions for establishing non-inflationary growth leading to a
substantial drop in unemployment.

9.12 The Council (Economic and Financial Affairs) approved the Annual Economic Report
for 1985/1986 as amended further to the proceedings of the Coordinating Group for Economic
and Financial Policies: the Council's approval covered the policy guidelines to be followed
by the Community and the general economic policy guidelines to be followed by each Member
State in 1986

Belgium (B)

10.12 The new Government obtains Parliament’s confidence for its programme. It gives
absolute priority to the policy of social and economic recovery, the main points of which are
the following:

Maintaining competitiveness. In 1986 this will be achieved by measures to reduce the cost of
labour if it exceeds the norm. For the period 1987-89, the Government will encourage
employers and unions to conclude an agreement covering all economic sectors and maintaining
wage competitiveness; if this is not achieved, the Government will use its powers to set a new
statutory norm and a restrictive framework for wage agreements.

Correcting the public finance situation. The Treasury borrowing requirement will be cut to
8% in 1987 and 7% in 1989; the intention is to achieve this without increasing taxes or social
security contributions.

Employment. The Government sets itself the objective of reducing youth unemployment by
50 000 units (i.e. approximately 25%) in four years. Employers taking on young people will
qualify for a temporary reduction in their social security contributions.

Specific or sectoral measures. Between now and | May 1986, a scheme for the long-term
support of the construction industry will replace the provisional support measures (lower rate
of VAT, etc.). Taxation will be used to encourage saving for additional pensions.

23.12 Because of the strains on the foreign exchange market, the central bank raises the
discount rate from 8.75 t0 9.75% and the rate for advances from 9 to 10.25%.

Denmark (DK)

12.12 Parliament adopts the budget for 1986, which implies a 4,9% rise in annual revenue to
DKR 2259 billion, a 0,9% fall in total expenditure to DKR 1854 billion and a fall in interest
payments on the government debt to DKR 55,0 billion. The central government deficit (i.e.
on current, investment, and lending accounts) should be reduced to DKR 14,5 billion (2,3%
of GDP) in 1986 against an estimated deficit of DKR 26,5 billion (4.2% of GDP) in 1985,
The budget incorporates the policy adjustments adopted at the same time with a view to
reduce domestic demand by some DKR 6 billion in 1986,

Federal Republic of Germany (D)

12.12 The Bundestag approves the bill revising the law governing stimulation of employment
(Arbeitsforderungsgesetz). The main features are:

— extension of the eligibility period for unemployment benefit;

— relaxation of the requirement on unemployed persons aged 58 years or more to be
available for placement:

reduction from 55 to 50 years of age ceiling for participation in the employment creation
programmec;

reduction in unemployment insurance contribution by 0,1% to 4% in 1986 and 4.3%
thereafter: :

improvement in vocational training schemes including enlargement of schemes involving
part-time training and of schemes geared towards first time job seekers: increase in
payments to scheme participants.

19.12 The Bundestrat approves the Federal Budget 1986 bill. Federal Government expenditure
should amount to DM 2639 billion with a financial deficit of DM 23.7 billion.

19.12 The Central Council decides that central bank money stock should increase at a rate
of between 3,5% and 5,5% from the fourth quarter of this year to the fourth quarter of 1986.
In addition, the Council has announced its intention to reduce minimum reserve rations on
time liabilities and saving deposits and to largely abolish reserve requirements on foreign
currency liabilities to non residents. On the other hand, bonds with maturitics up to two
years will in future be subject to reserve requirements. Furthermore, the Bundesbank will in
future allow certificates of deposit denominated in DM.

Greece (GR)

27.11 The central government’s draft general budget for 1986, tabled in Parliament, is in line
with the recently inaugurated austerity policy. It provides for a gross deficit of 10.6% of
GDP, a cut of 2.5 percentage points from the figure for 1985. The projected 32.5% increase
in revenue will come mainly from stepping up the fight against tax evasion, from the collection
of arrears and from a special tax on the profits of enterprises and the professions. Even
though tax allowances are 1o be increased, rates of tax are to remain the same, resulting in
substantial fiscal drag. Budgetary expenditure will go up by 20.3% which is slightly less than
the anticipated inflation rate. The growth rate of investment budget expenditure, in particular
will slow down to 16%, whereas ordinary budget expenditure will go up by 22%. The budget
increases spending on education, health and social welfare, but other types of spending,
particularly on agriculture, are appreciably down. The draft budget also provides that the
net borrowing requirement of public enterprises and public entities (including the social
security fund), estimated at 3.5% of GDP in 1985, will fall to 2.1% in 1986.

Principal economic policy measures — December 1985

28.11 The selling prices of seventeen categories of products are freed, but controls are retained
on profit margins.

5.12 By decision of the Minister for Transport and Telecommunications, and within the
framework of budgetary policy, the purpose of which is to limit the deficit of public enterprises
and public entities, the prices of air, rail and bus transport, and postal and electricity charges
are increased by between 16% and 25%.

17.12 The Minister for Economic Affairs annouces the ‘socialization’ of seven public enter-
prises and entities, including Olympic Airways and the Post Office; this measure brings the
number of “socialized’ enterprises and entities to ten.

France (F)

4.12 The target range for money supply growth in 1986 is set at 3%-5%, which is below the
growth rate forecast for value GDP.

4.12 The Government adopts the plan for financing the stecl industry, allocating FF 20 000
million in public aid, in the form of government-guaranteed convertible bonds.

5.12 The Ministry for Economic Affairs and Finance allocates FF 12 000 million for low-
interest loans to small and medium sized enterprises in 1986: this figure is well down on the
FF 18 000 million envisaged for 1985.

5.12 The Minister for Economic Affairs, Finance and the Budget decides on a number ot
measures to relax exchange controls. They concern individuals, companies and financial
transactions, now authorized on all types of operation.

6.12 The Treasury launches the year's fifth central government bond issue. for FF 25 000
million, bringing the total for 1985 to almost FF 100 000 million.

17.12 The decree authorizing enterprises other than credit institutions to issue “billets de
trésorerie” (the equivalent of certificates of deposit) is published in the official gazette.

17.12 The Government determines the rules for adjusting family allowances and social security
benefits for 1986.

18.12 Partiament adopts the supplementary budget amending finance law--for 1985. The
budget deficit stands at FF 149 600 million, 6.7% up on the forecast.

Ireland (IRL)

18.12 The Government announces details of the public expenditure estimates for 1986. The
main features are:

Current expenditure. Expenditure on non-capital supply services is planned to be IRL 5 698
million, up 5% in nominal terms (estimated 1% in real terms).

Public Capital Programme ( PCP). Expenditure on the PCP, at IRL 1 706 million, represents
an increase of 0,5% in nominal terms (estimated fall of 3.5% in real terms).

Italy

5.12. The Banca d'ltalia abolishes the upper limit on banks’ net forcign debt, which was
introduced by the Italian Exchange Office (Ufficio ltaliano dei Cambi) on 20 July 1984 and
which took as reference the situation at 30 June 1984,

7.12 The Minister for Finance increases personal income tax allowances and thresholds by

7% for 1985.

27.12 The Government adopts various decree laws permitting the immediate entry into force

of certain provisions of the finance law for 1986, which has not yet been adopted by

Parliament:

increase in the rate of tax on the income of legal persons (ILOR). withdrawal of special

reduction on railways fares, increase in public transport charges;

introduction of a tax on service provided by the communes (TASCO) which should bring

them LIT 2 800 000 million;

partial budgetization of the social security contributions for the second half of 1985 and

the determination of early retirement rules for the enterprises in question;

six-monthly application of the indexation mechanism for pensions, and determination of

procedures;

— shift from 1 January to | March of the entry into force of the new stage in the application
to public bodies of the unified Treasury account.

Luxembourg (L)

17.12 Parliament adopts the central government budget for 1986. Total gross revenue 1s
estimated at LFR 78 600 million, while authorized gross expenditure amounts to LFR 78 300
million.

Netherlands (NL)

29.11 The Governor of the central bank announces several measures to accompany the
deregulation of the financial market: the volume of new forms of guilder sight paper and the
holder's name will be registered; banks will be subject to tighter controls in respect of their
off-balance sheet activities and these new products will be taken into account for the
calculation of bank solvency and the requirement that, as a counterpart to such liabilities,
banks must constitute a reserve of 4.5% of their capital; the volume of bank issues of short-
term certificates of deposit will be included in the money supply: the share of a guilder bond
issuc which can be placed abroad will be limited to one-third of the amount.
10.12 The net minimum wage is increased by HFL 20 from 1 January 1986.
21.12 As a onc-year experiment starting on | January 1986, the Minister for Social Security
and Employment decides to encourage the reduction of working hours by making grants to
enterprises.
United-Kingdom (UK)
16.12 The Government publishes a White Paper presenting proposals for a major reform of
the social security system. The main changes proposed are:
— to modify the state earnings-related pension scheme in such a way as to reduce its cost
substantially in the long run;
to encourage more occupational and private pension schemes:
— to simplify the structurc and administration of income-related benefits;
— 10 set up a social fund, which would provide low-income households with assistance for
maternity and funeral cxpenses and with discretionary loans for major purchases.
17.12 The Government presents a White Paper setting out proposals to tighten up the
supervision of the banking system.
19.12 The Government publishes a financial service bill intended to help improve regulation
of financial institutions and combat fraud. J
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