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Industrial production eases during the summer — After a very
slight fall in July (0,1 %) the Community month-to-month index
of industrial production recorded a sharper fall in August of
the order of 0,7 % on a seasonally adjusted basis. All sectors of
industrial activity eased somewhat in August, while the weakest
performance was recorded in the intermediate goods sector
(1,2 % lower than in July). In Germany the August seasonally
adjusted index of industrial production reached its peak (grow-
ing by 3,9 % on a monthly basis), although August figures are
somewhat upward biased due to earlier holidays than usual.
Provisional data for September suggest a considerable fall of the
industrial output index for Germany, especially in the consumer
goods industry (— 6,5 %). The trend rate of growth of industrial
production in the Community as a whole, on the basis of the
three-month moving average (see Graph 2), did fall slightly
because of somewhat weak summer performance of industrial
output. The level of industrial production in August was how-
ever 3,4 % higher than a year earlier, with output only lower
than the previous year for the latest month available in Denmark
(3,6 %), Greece (10,6 %) and the Netherlands (1,1 %), while
increases ranged from 0,7 % in Luxembourg to 11,8 % in
Ireland.

Unemployment falls sharply in September — In September the
number of registered unemployed, seasonally adjusted, in the
Community fell by 127 000 to 16 million which is equivalent to
a decline of the unemployment rate as a percentage of the civilian
labour force from 11,7 % in July to 11,6 % in September. The
fall in the numbers out of work was stronger in the United
Kingdom where the unemployment rate was brought down to
10,2 % in September from 11,9 % a year earlier. Preliminary
figures for October suggest that the falling trend in unemploy-
ment brought the numbers out of work in the UK to just under
10 % of the civilian labour force. Also, in France after a sharp
reduction in numbers out of work in September, the unemploy-
ment rate fell to its January level but still remains higher than
a year earlier. Since May a rising trend in the number of
registered unemployed was recorded in Germany, Spain and
Italy. On a year-to-year basis the unemployment rate in the
Community was 0,7 % lower than in September 1986.

Consumer price increases remain subdued — The index of con-
sumer prices in the Community rose by 0,2 % in September on
month-to-month basis, which corresponds to the seasonally
adjusted monthly rate of increase for September. This seasonally
adjusted figure is the lowest monthly rate recorded in the Com-
munity since the beginning of 1987, with monthly rates in
general running at 0,3 % (except for March 1987). In individual
Member States the fluctuations in the seasonally adjusted con-
sumer price index ranged in September from a 0,2 % fall in
Belgium, where travel, petroleum products and car insurance
prices declined, and a similar fall in Germany, to a rise of 0,7 %
in Portugal and in Spain. Some acceleration of the unadjusted
consumer price index was recorded in Greece in September,
where the index rose by 2,2 % on a monthly basis. However if
corrected for seasonal variations, the September rate of increase
of consumer prices was only 0,5 % which is the second lowest
s.a. monthly increase of the past five years. The trend rate of
inflation, measured as the seasonally adjusted rate of change
over six months at an annual rate, for the Community as a
whole, eased marginally to 3,4 % but remained higher than the
rates recorded since the second quarter of 1986. Consumer
prices in September were 3,2 % higher than a year earlier, with
rates ranging from 0,2 % in Luxembourg and 0,4 % in Germany
to 14,7 % in Greece, where inflation continues to be consider-
ably out of line with the Community average. In September,
however, the divergence in consumer price trends between Mem-
ber States diminished somewhat.

Trade deficit widens over the summer months — For the third
successive month the Community’s external trade was in deficit,
recording a 3 152 million ECUs cumulative deficit in the June-
August period. This adverse development is mainly due to a
decline of the German surplus, on the one hand, and a sizeable
increase of the United Kingdom trade deficit., In August the
UK trade deficit reached a record 2 366 million ECUs reflecting
strong imports and sluggish exports. Similarly, the German

7—




—3—

trade surplus was reduced to 4 098 million ECUs in August
which is the lowest for the past year. However, preliminary data
for September suggest an improvement of the trade account for
both the United Kingdom and Germany. On a year to year
basis, the Community as a whole recorded a fall of 2 451 million
ECUs in its trade position with respect to August 1986, while
trade balances were more unfavourable in all Member States
except for Denmark, BLEU, Ireland and Greece. The three-
month moving average of the trade position for the Community
has continued to deteriorate since the high point reached in
January.

Monetary growth picks up — In August the rate of increase in
money supply for the Community was 0,9 %, on a seasonally
adjusted basis, the same rate as in July. An acceleration of
money supply growth was recorded in most Member States in
August. The faster rates of increase were recorded in Greece
(2,7 %), Ireland (1,9 %) and Spain (1,6 %), while some
slowdown in monetary growth was registered only in the United
Kingdom (1,5 %), Italy and France (0,4 %). In France, despite
the slowdown in the pace of M3 reflecting the drop in sight
deposits since July, the annualised rate of increase in M3 calcu-
lated with respect to the average of the fourth quarter of 1986
was running in September at 9,4 %, outside the target rate of
3to5 %. In Germany the growth of the money stock accelerated
again in August after the more moderate expansion of June and
July. In the last six months M3 rose at a seasonally adjusted
annual rate of just over 5,5 % and at the end of August exceeded
its year earlier level by 7 %. The main factor behind the acceler-
ated growth in the German money supply was the high level of
bank lending to the private sector. In the United Kingdom the
increase in M3 was 22 % in the year to August while the
narrowly defined MO rose by 4,5 % over the same period, thus
remaining well within its target range for the year.

Interest rates somewhat easier — Short-term interest rates, after
increasing in August and September, returned to the levels
recorded in June and July. However, although the average of
short-term interest rates for the Community fell back to 8,8 %,
there was no clear downward tendency in the majority of Mem-
ber States. Only in four Community countries, namely Spain,
Italy, the Netherlands and the United Kingdom, were falls
recorded in short-term interest rates in October. In Spain the 3-
month interbank deposit rate dropped to 14,5 % at the end of
October, after successive cuts in the marginal interest rate on
overnight loan auctions were announced by the Bank of Spain
in September and October. In the United Kingdom at the end
of October, the interbank 3-month sterling deposit rate stood
at 9,4 %, reflecting the sharp fall of share prices on the London
Stock Exchange in mid-October. The effect of falling stock

rices on short-term interest rates was even more pronounced
in the United States, where they dropped from 6,8 % in Sep-
tember to 5,4 % in October. In Portugal, the official discount
rate was reduced by 0,5 point to 14,5 % on the 15th October,
while the interest rate on 3-month treasury bills also fell com-
pared to the previous month. For the Community as a whole
short-term interest rates in October were marginally higher
(0,1 point) than the same month of the previous year. Con-
versely, September figures for long-term interest rates showed
a clear upward trend, as interest rates on the average for the
Community rose to 9,7 %, 1,1 point higher than a year earlier.
Such an increase of long-term rates in a certain way also reflected
the continued fast growth of monetary aggregates, which in its
turn influences the level of inflationary expectations.

ECU stronger as dollar comes under pressure — The sharp fall
of stock prices on the 19th October led to continued pressure
on the dollar. The persistance of a high U.S. trade deficit and
disagreements on a plan to reduce the U.S. budget deficit led
to a further weakening in the US currency. The dollar recorded
heavy losses, in particular against the DM and the yen, passing
from 1,812 DM and 144,5 yen, on the 15th of October, to
1,733 DM and 138,1 yen at the end of the month, as financial
markets remained highly volatile. The joint action by the
German and French authorities succeeded in reducing the ten-
sions within the EMS mechanism. Their simultaneous decision
to decrease the Lombard rate from 5 % to 4,5 % on the one
hand, and of the latter to increase the daily money market rate




from 7,5 % to 8,25 % expressed the commitment of Member
States to increase monetary cooperation through concerted ac-
tion in the money markets. Hence the French franc and the
lira which were under heavy pressure before the joint Franco-
German communiqué strengthened, so that the lira returned to
the narrow fluctuation band. The pound sterling closely fol-
lowed fluctuations in the DM. The peseta, escudo and d;achma
fluctuated during the period within narrow margins against the
ECU.

Rates of return on physical capital in manufacturing and the
broader economy. — A major factor in the industrial decision
to invest is the level of the expected rate of return on this
investment. This return depends on a number of expectational
factors (demand, relative factor costs, prices, etc.) which are
difficult to quantify. Actual rates of return, which are more
readily available, are often used as indicators of expected profi-
tability. These ex post rates of return for the largest Community
countries are set out in Table 1. It should, however, be noted
in interpreting these figures that all measures of the profitability
of physical capital are subject to uncertainties, in particular in
so far as the measurement of the capital stock is concerned.
The capital stock is measured here at current replacement cost
calculated by the perpetual inventory method with data for the
period 1960 — 1985 coming from the EUROSTAT sectoral data
base for Community countries and national sources for the
US and Japan. More recent forecasts are consistent with the
September Economic Forecasts of the Commission services.
The two branches presented are manufacturing industry and a
broader measure of the economy as a whole excluding agri-
culture, non-market services and the imputed income on hous-
ing, while the rates of return are those for the net operating
surplus (i.e. gross profit less provisions for depreciation) of the
branch considered as a proportion of gross capital stock (the
current replacement cost of the physical stock of capital) and,
secondly, the net operating surplus on the net capital stock (the
current replacement cost of the physical capital stock which has
not been written off for depreciation purposes). It should be
stressed that estimates for the forecast period are often uncertain
since the gross operating surplus of business tends to be quite
volatile and subject to large swings particularly in tradeable
goods branches in periods of substantial exchange rate fluctu-
ations.

These qualifications being borne in mind, the September fore-
casts for profitability in the Community already suggest a level-
ling off during the 1986 — 1988 period. The risk exists that this
development could even be aggravated by more recent events.
Estimates for the net rate of return on the gross capital stock

do not show any major changes in the profitability for the
Community, measured as the average of the broader measure
of the economy in the four largest Member States. Profitability
in the Community had been on a strong declining trend from
1969 which was aggravated by the first oil shock. The subsequent
recovery was stifled by the second oil shock. The net rate of
return on gross capital stock index did pick up after 1982 and
continued to rise up until 1986 but without reaching levels
recorded in years prior to 1973. The recovery of profitability
after the first oil shock was, however, slower in the European
countries than in the USA, where in 1986 the net rate of
return on gross capital stock index approached its 1972 level.
Moreover, profitability in the US picked up strongly after the
1983 turning point compared to the pace of its recovery regis-
tered in the Community. Among the large four Member States,
German non-agricultural business has recorded the strongest
rates of return in most years and also seems to have adjusted
faster to the economic environment of higher oil prices after the
1973 shock.

In manufacturing industries, profitability, measured by the
index of the net rate of return on gross capital stock, has
recorded more pronounced changes over the past years. Hence,
the upswing in profitability rates which started in 1983 has been
much more vigorous in manufacturing than in the broader
economy reflecting the greater sensitivity of conditions in sectors
producing internationally tradeable goods to movements in rela-
tive costs. A considerable jump in profitability was recorded in
1986 because of the sharp fall in oil prices, which benefited
more directly the manufacturing sector than the non-agricultural
business sector. Moreover, in the UK profitability measures
(manufacturing with respect to non-agricultural business) have
moved in opposite directions in 1986, thus affecting the EUR4
index. Energy is included in the non-agricultural business sector
but excluded from manufacturing, therefore the drop in oil
prices has adversely affected the profitability of enterprises in
the broader economy (as oil revenues decreased), while manufac-
turing industries saw their profits increasing. In Italy the net
rate of return on gross capital stock in manufacturing has
moved erratically. However, since 1983 Italian manufacturing
industries have increased their rate of profitability substantially.

If profitability is measured as net profits on ner capital stock
similar developments are revealed as in the case of net profits
on gross capital stock. Similarly, the year 1983 is the turning
point for the upsurge of profitability after a period of depressed
profits, due to the slow adjustment of enterprises to high oil
prices and relatively slow growth rates.




TABLE 1: Indicators of profitability :

— Net rate of return on gross capital stock. Non-agricultural business (excl. housing); 1960-69 = 100

D F 1 UK EUR4 USA ]

1960 126,3 84,8 113,6 107,5 106,5 85,6 71,9
1969 98,1 110,0 116,8 91,1 103,1 92,2 129,2
1975 59,2 778 30,0 439 56,0 61,0 54,4
1980 57,2 73,3 61,7 475 61,1 46,4 55,8
1981 53,6 65,0 454 48,0 55,3 46,1 474
1982 55,6 59,1 41,9 52,6 55,1 52,7 47,0
1983 63,5 61,4 25,5 59,3 57,2 64,1 437
1984 65,6 72,4 38,5 60,3 63,1 74,0 448
1985 69,7 75,8 46,3 61,9 67,0 76,1 43,0
1986 73,1 84,9 57,5 57,3 70,7 :
1987 70,2 85,8 58,3 55,6 69,5

1988 69,6 86,6 61,7 56,0 70,1

—— Net rate of return on gross capital stock. Manufacturing; 1960-69 = 100
D F I UK EUR4 USA J

1960 140,9 89,4 129.4 126,3 121,6 84,3 79,6
1969 99,6 120,0 106,1 90,1 103,1 83,8 122,2
1975 43,6 72,8 25,2 24,2 42,0 52,3 41,4
1980 30,1 70,1 133,2 23,6 50,5 32,0 454
1981 23,8 58,3 90, 20,0 394 34,7 39,0
1982 30,6 47,6 86,9 27,0 40,9 24,6 38,6
1983 40,0 52,6 70,1 339 45,1 324 35,5
1984 424 71,6 93,7 40,6 54,4 420 41,9
1985 39,5 80,5 98,5 48,0 57,9 40,5 41,7
1986 51,5 96,9 116,8 54,6 69.8 : :
1987 473 99,9 133,1 54,1 70,5

1988 48,8 103,0 145,0 56,5 73,9

— Net rate of return on net capital stock. Non-agricultural business (excl. housing); 1960-69 = 100

D F 1 UK EUR4 USA i
1960 124,3 89,7 114,5 110,5 108,4 88,2 81,6
1969 100,5 104,7 117,2 89,2 102,1 89,0 119,2
1975 60,9 71,9 30,2 43,2 55,5 59,3 49,3
1980 59,4 69,0 63,8 474 61,5 46,0 53,6
1981 v 55,9 61,7 46,8 48,1 56,0 458 459
1982 58,1 57,2 434 53,1 56,2 52,8 459
1983 66,6 59,7 26,6 60,2 58,7 " 64,8 434
1984 69,0 70,2 39,8 60,9 64,4 75,0 454
1985 73.4 74,8 48,0 62,6 68,8 71,3 44,1
1986 77,3 84,8 59,8 58,0 . 72,7 : :
1987 74,6 86,4 60,8 56,4 71,8
1988 74,1 88,1 64,5 56,9 72,4
— Net rate of return on net capital stock. Manufacturing; 1960-69 = 160
D F 1 UK EUR4 USA ]
1960 136,9 96,0 126,7 126,6 121,8 85,8 90,0
1969 104,7 115,0 110,8 89,5 104,3 80,5 1124
1975 48,8 68,8 26,6 24,8 43,9 51,5 37,4
1980 35,7 70,3 150,0 24.9 55,4 32,2 43,5
1981 28,4 59,2 102,4 214 43,7 35,1 37,7
1982 36,9 49,2 99,2 29,3 46,0 25,1 37,6
1983 48,7 55,2 82,4 37,3 51,5 33,7 35,1
1984 52,2 74,9 112,7 45,0 62,8 4,3 42,2
1985 48,8 85,0 119,8 53,7 67,2 43,0 42,6
1986 63,6 102,3 143,6 61,5 81,2 :
1987 58,4 105,3 164,4 61,3 82,3
1988 60,2 108,1 179,1 »5 86,3

Source : Commission services
September forecast prepared before the recent financial upheavals

In spite of the relatively favourable profitability performance,
European investment has been slow to react to this upturn with
the result that the growth rate of the capital stock has continued
to mark time (see Graph ). This development highlights the
importance of a second essential determinant of investment
—an improvement in the outlook for demand — and the empha-

sis placed in the recent Annual Economic Report on the need
for demand expectations and profitability to improve simul-
taneously in order to close the investment gap and alleviate
today’s lack of jobs.

30 November 1987
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TABLE A.6: Short-term interest rates (m)

1986 1987 1987 Change
over
1982 1983 1984 1985 1986 10 v I 11 1 Apr. May June July Aug. Sept. Okt. 12 mo;u(h;
Ya (e
B 14,1 10,5 11,5 9,6 8,0 7,3 7,5 74 6,8 6,7 73 7,1 6,8 6,7 6,7 6,7 7,2 -0,2
DK 16,4 12,1 11,5 10,0 9,1 9,2 9,2 10,7 9,6 94 10,0 10,0 9,6 9,5 93 94 9,5 0,3
D 8,8 5.8 6,0 5,4 4,6 4.6 438 40 38 40 39 3.8 38 4,1 40 4.0 4,1 0,6
GR 20,2 19,4 15,7 17,1 19,9 158 18,9 233 13,9 11,6 16,6 16,4 13,9 11,1 8,0 11,6 17,1 0,1
E 16,3 20,1 149 122 116 LS 12,1 162 178 170 206 179 178 174 167 170 145 3,0
F 14,6 12,§ 11,7 99 7.8 73 8,5 7,9 8,2 8,0 8,1 8,2 82 79 7.9 8,0 8,3 0,9
IRL 175 141 133 11,9 126 1,0 139 133 104 9,2 10,7 11,1 10,4 98 10,0 9,2 9,2 -4,7
I 20,1 18,1 172 151 12,7 109 11,6 10,6 11,3 128 103 108 11,3 11,6 130 128 120 0,7
NL 8,3 57 6,1 6,4 5,7 5,4 6,4 5,5 52 56 5.2 5.2 5.2 53 5,3 5,6 5.2 0,2
P 168 209 225 21,0 154 149 14,1 132 150 148 133 132 150 150 148 148 148 0,6
UK 12,2 10,1 10,1 12,3 10,9 109 11,2 99 9,2 10,3 9,2 8,9 9,2 94 10,4 10,3 9,4 -1,8
EURI12(m) 138 12,0 11,2 10,5 9,0 8,5 9,1 88 8,8 9,1 89 8,7 8,8 88 9,0 9,1 8,8 0,1
USA 10,6 8,7 9,5 1.5 6,0 5.4 58 58 6,0 6,8 5,7 58 6,0 6,3 6,5 6,8 5,4 0,2
JAP 6,8 6,5 6,3 6,5 5,0 4,8 4,3 40 3,7 39 4,0 3,7 3,7 3,7 3,7 39 4,0 0,7
TABLE A.7: Long-term interest rates (o)
1986 1987 1987 Change
1982 1983 1984 1985 1986 111 v 1 H I March Apr. May June July Aug Sept. 12 mo?)t;s
% (€)
B 13,5 11,8 12,0 10,6 7,9 7.4 7.5 7,7 7,8 83 7,6 7,7 78 7.8 7,6 7.8 8,3 0,9
DK 20,5 144 140 11,6 106 11,1 11,6 12,1 11,6 123 12,1 11,9 1,7 11,6 11,8 11,5 12,3 1,2
D 9,0 79 7.8 6,9 59 5.8 59 5,6 5,6 6,2 5,6 5,5 5,4 5,6 58 6,0 6,2 04
GR 15,4 18,2 18,5 15,8 15,8 13,6 14,7 17,5 16,2 17,5 17,8 18,1 16,2 : " : 2,6
E 160 169 165 134 114 11,1 10,4 1,0 132 143 1,0 120 134 132 13,6 13,8 14,3 31
F 156 13,6 125 10,9 8.4 78 89 8,5 94 10,5 8,5 8,7 8,9 9,4 9,5 9.8 10,5 2,7
IRL 17,0 13,9 14,6 12,7 11,1 12,5 13,0 11,2 10,9 11,3 1,2 (10,5 (11,3) 10,9 11,8 11,9 11,3 -1,2
| 20,9 18,0 14,9 13,0 10,5 9,3 8,9 8,7 9,5 10,6 87 88 92 9,5 10,2 10,6 10,6 1,3
L 10,4 98 103 9,5 8,7 8,5 8,1 8,2 8,2 8,1 8,2 8,1 8,1 8,2 8.1 8,0 8,1 0,4
NL 10,5 8,8 8,6 7.8 6,8 6,5 6,9 6,8 6,8 7,2 6,8 6,8 6,8 6,8 7,0 7,1 7.2 0,7
P 253 30,4 32,5 25,4 17,9 15,6 16,0 15,4 15,4 15,9 15,4 15,4 15,1 15,4 15,3 15,3 15,9 0,3
UK 12,7 10,8 10,7 10,6 9.8 10,6 10,3 9,1 9,1 10,0 92 89 88 9,1 9,7 10,1 10,0 0,6
EURI12m 144 12,8 12,1 10,6 8,9 8,6 8,7 8.4 89 9,7 84 8,5 8,7 8,9 9,2 9,5 9,7 1,1
USA 122 108 120 10,8 8,1 8,1 7. 8,5 8,6 9,6 7,6 8,5 9,0 8,6 8,7 9,0 9,6 1,5
JAP 83 7.8 7.3 6,5 5,2 5,7 5,2 4,0 46 44 4,0 3,8 4.6 5,4 5,6 0,6
TABLE A.8: Value of ECU = ... units of national currency or SDR
1986 1987 1987 Change
over
1982 1983 1984 1985 1986 L1 v 1 11 m Apr. May June July Aug. Sept. Okt. 12 m(:/n:t;
BFR/LFR 4468 4544 4544 4491 4378 43,65 4327 4287 43,04 43,07 4305 4306 4301 4305 43,06 43,09 4321 -0,1
DKR 815 813 815 802 794 794 7386 781 782 794 783 781 781 788 795 199 197 1,6
DM 238 227 224 223 213 2,11 208 2,07 2,08 207 2,08 2,08 207 208 207 207 2,08 0,4
DR 6530 78,09 8844 1057 1374 1379 1434 1511 1544 1574 1529 1548 1554 1564 1572 1585 1598 13,6
PTA 1076 1275 1266 129,01 1375 1370 1397 1450 1450 1406 1456 1454 1441 1426 1402 1389 136,6 ~-1,4
FF 643 677 687 680 6,80 687 682 689 693 692 692 694 693 691 692 693 693 1,7
IRL 0,690 0,715 0,726 0,715 0,734 0,745 0,765 0,775 0,776 0,775 0,777 0,776 0,775 0,775 0,775 0,776 0,775 1,3
LIT 1324 1350 1381 1447 1462 1454 1443 1469 1494 1502 1482 1500 1501 1503 1502 1500 1500 41
HFL 2,62 2,54 2,52 2,51 2,40 2,38 2,35 2,33 2,34 2,34 2,34 2,34 2,34 2,34 2,34 2,34 2,34 -0,8
ESC 78,0 98,7 1163 1302 1471 1490  153,9 1594 1614 1628 160,7 t61,5 161,9 1624 1625 1635 1644 7,6
UKL 0,561 0,587 0,591 0,589 0,672 0,681 0,727 0,729 0,700 0,698 0,704 0,696 0,700 0,698 0,699 0,696 0,693 4,9
USD 0,981 0,890 0,789 0,762 0,984 1,013 1,038 1,125 1,150 1,128 1,147 162 1,141 1,123 1,116 1,145 1,152 10,7
YEN 2435 2014 1870 180,5 1650 1578 1664 172,2 1640 1659 1639 1631 1649 1689 1647 1639 1650 1,6
DTS 0,888 0,833 0,767 0,749 0,838 0,842 0,859 0,895 0889 02884 0,888 0,891 0,887 0,885 0,879 0,887 0,889 36
TABLE A.9: Effective exchange rates: export aspect (p) — Percentage change on preceding period
1986 1987 1987 Change
over
1982 1983 1984 1985 1986 1 v 1 11 11 Apr.  May  June  July  Aug.  Sept.  Okt. 12months
% (b)
B% -9,2 -2,8 -2,2 0,9 6,4 1,5 1,7 2,6 -0,6 -0,4 0,3 0,1 -0,1 -0,2 -0,3 0,2 -0,2 1,5
D 44 0,6 =37 1,2 7.5 1,9 2,7 2,7 -0,6 -1,9 -0,5 04 -0,3 -1,0 -1,3 -0,1 04 0,2
D 50 40 -1,5 0.4 11,3 34 2,9 3,1 -0,6 -0,3 0,3 0,3 -0,2 0,2 -0,2 0,4 0,1 2,7
GR -8,0 -I81 -142 -157 -204 -4 -3 =32 -2,1 -2,2 -0,6 0,9 -0,7 -0,8 -0,9 -0,5 0,7 -10,2
E -6,0 -17,2 =23 2,2 -0,5 14 08 -1,4 -0,1 2,8 -0,1 0,5 0,6 09 1,4 1,5 1,9 3.9
F -8,3 -7, —4,7 1,1 5,5 0,7 1,9 1,2 0,8 -0,3 -0.4 0 -0,1 0,1 0,6 0,3 0 0,4
IRL -1,1 41 42 1,1 48 -2,6 0,7 0,6 0,9 -0,4 0,3 0,2 0 -0,3 -0,3 0,2 0,2 04
1 6,9 -3,8 -57 -5.1 4,7 2,8 2,1 0,3 -1,9 -0,9 -0,6 -1,0 -0,5 03 04 0,6 0,1 -1,9
NL 5,1 2,0 -1,5 0,3 82 2,5 1,9 2,2 -0,4 -0,1 -0,1 0,3 0,1 -0,1 -0,2 0,3 0,1 2.2
P -129 -20,1 -173 -114 -6,7 -2, =20 -1,7 -1,5 -1,3 -0,7 -04 -0,5 -0,5 0,4 -0,3 -0,5 -5,8
UK 4 -7,0 -4,7 2 6,7 =55 -56 22 45 -0,2 09 1,6 -1,1 0 -0,5 1,0 0,6 8,4
EUR 12 -70 -85 91 -18 108 2,0 2,0 44 02 07 -0,5 06 07 02 09 1,2 0,6 52
USA 12,0 57 7.8 40 -184 41 03 =57 -34 1,5 -23 0,8 1,6 1,6 0,2 -23 0,4 -8,6
JAP -50 109 5,5 30 288 76 38 1,2 59 23 5,1 L3 22 33 2,1 18 03 3,7

Sources: For Community countries: Eurostat, unless otherwise specified; 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 seasonal adjustment, the change in the EUR index, adjusted by
Eurostat and given in Table 1 may differ from the change in the EUR index obtained by aggregating nationa! 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.

(c) Change on corresponding month in previous year; seasonally adjusted.

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

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

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

(ﬁ) As % of total labour force.

) Monthly series calculated by linear interpolation.

(i) Unadjusted figures. .

() The seasonally adjusted position for the Community does not correspond to the sum of other 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, Spain, France, Portugal and the United Kingdom; seasonal adjustment by Eurostat for Greece, Ireland, Italy and the Netherlands.

(03] Qverage of monthly changes, seasonally adjusted, weighted by GDP at 1980 prices and purchasing power parities. The monthly change in Belgium is obtained by linear interpolation of quarterly

ata.

(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); 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 parities.

(o) Yield on public 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 calculated 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.
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Community (EUR)

12.9 At an informal Council meeting held at Nyborg the Ministers for Economic and
Financial Affairs endorsed proposals made by the Monetary Committee and the Committee of
Governors for improving the monitoring of economic and financial developments within the
Community. In particular, the Nyborg agreement aims at a strengthening of mechanisms
involved in the management and functioning of the EMS.

14.10 The Commission approved the Annual Economic Report 1987—1988 (COM(87)500)
which it will submit to the Council for adoption after consulting the European Parliament
and the Economic and Social Committee. The title and main theme of this year’s Annual
Report is ‘Using the Community dimension to reinforce internal growth’ and it will be
published in full in European Economy No. 34.

Belgium (B)
None.

Denmark (DK)

6.10 At the opening of the parliamentary session the government retables its draft budget
from August, slightly modified in view of revised forecasts for 1988. Whereas expenditure
subject to ceilings remains unchanged in real terms total revenue should grow somewhat
faster due to higher receipts from income taxes, which more than offset lower indirect tax
yields. Central government accounts may consequently be in approximate balance in 1988
against a small deficit this year (- 0,1 % of GDP).

Federal Republic of Germany (D)
None.

Greece (GR)

22.9 Under a decision of the Governor of the Bank of Greece, the expansion of the Agricultural
Bank’s lending to the private sector is reduced by DRA 15 000 million from the figure forecast
in the monetary programme. This amount is appropriated for the public sector.

8.10 The Governor of the Bank of Greece decides that, from 10 October, commercial banks
shall make a compulsory deposit of 7.5 %, instead of 6.5 %, of their total private deposits
with the Bank of Greece. The additional compulsory deposits carry no interest.

Spain (E)

810 The Government presents the social security budget for 1988. Expenditure will increase
by 11 % to PTA 4 852 000 million. The increase will be financed by a ris¢ in the proportion
of social security contributions, for the first time in ten years; they will cover 69.6 % of the
total, while the central government contribution will be 25.0 % (5.9 % in 1979).

20.10 The Bank of Spain increases the rate of cover for ‘country risk’ to 35 % of the loans
granted to countries in difficulties.

20.10 The Bank of Spain revises upwards the monetary targets for 1987. The targeted growth
of liquid assets in the hands of the public (L) will be 12 % (instead of 8 %) with a margin of
variation of 1.5 % each side of the target.

26.10 The interest rate on the day-to-day loans which the Bank of Spain makes to the financial
institutions is cut by 1.125 points to 14.875 %.

31.10 The Ministry for Finance initiates the faster reimbursement of VAT to exporters. The
firms concerned will be able to obtain reimbursement of VAT within less than 15 days instead
of one month, as previously, if they satisfy certain conditions (e.g. a certain figure for exports
in the past).

France (F)

30.9 An agreement on increasing the allowance for short-time working (affecting some
130 000 persons) was signed by the CNPF (the employers' federation) and certain trade union
organizations. The minimum allowance goes up from FF 23 to FF 24.24 an hour.

7.10 In order to improve the supply of building land which, because of its scarcity, is leading
speculators to drive up prices, the government finalizes a number of tax measures affecting

Principal economic policy measures - October 1987

the taxation of capital gains on the resale of land. The rules applying to long-term capital
gains on building land will now be the same as those hitherto applying to buildings. As a
result, liability to tax will lapse after land has been held for twenty years, instead of thirty-
three years as previously.

Ireland (IRL)

9.10 The ‘Programme for National Recovery' published by the Government is to extend over
the period 1988 — 1990 and is the result of negotiations between the Government and the
social partners, which began just after the March Budget. The programme covers five main
areas—relations with the EEC, macro-economic policies, tax reform, social equity and
employment. A major element of the programme is a centralized wage agreement which
limits increases in wages in both private and public sector to 2 1/2 % per annum over the
period of the programme.

13.10 The estimates of Government expenditure on supply services (excluding debt-servicing)
for 1988 reveal another substantial reduction. As in 1987 a wide range of minor cuts has
been made in all areas of expenditure on both the capital and current account. For the first
time in 30 years public expenditure is to be reduced in nominal terms relative to the previous
year and in terms of GDP a 2 % reduction in overall expenditure is expected. This follows a
similar reduction of 2 % of GDP, which is now likely in 1987.

Italy (I}

None.

Luxembourg (L)

None.

Netherlands (NL)

13.10 An agreement is concluded between the Nederlandsche Bank and the Ministry for
Finance concerning the constitution by the central bank of a portfolio of State bonds for an
amount of some HFL 3 000 million intended for open market operations. The central bank
will buy State bonds and will freeze the corresponding amount in a special account so that
the Government will not be able to use it to finance its budget deficit. The centrai bank is
also planning 1o amend the rules on the compulsory cash reserves to be held by the commercial
banks. All banks will lodge a certain amount with the Nederlandsche Bank, even in periods
of tension on the money market. In this case, part of the compulsory deposits will nevertheless
earn interest.

Portugal (P)

15.10 The central bank cuts administratively fixed interest rates. The discount rate is lowered
by 0.5 % to 14.5 %, the maximum interest rate on bank lending is reduced by 1 % to 18.5 %
and the minimum interest rate for time deposits over 180 days and up to one year is cut by
0.5 % to 14.0 %. The exchange rate policy for 1988 is also announced: the targetis a 3.5 %
effective depreciation of the escudo for the period December 1987 to December 1988. The
monthly rate of depreciation will be lowered from the current 0.5 % to ¢.4 % during the first
quarter of 1988.

United Kingdom (UK)

23.10 The Government publishes an Employment Bill intended. inter alia, to further tighten
regulations affecting trade union procedures and industrial action, to enable the Manpower
Services Commission to be reorganized so as to emphasize its training role and give employers
a greater say, and, thirdly, to disqualify for unemployment benefit school-leavers who refuse
unreasonably to enter training.

26.10 The authorities prompt a decrease in bank base rates by 1/2 % 109 172 %.

27.10 As part of a review of policy on social welfare payments, the Government indicated
that the per capita value of retirement pensions and other contributory benefits will be
increased by 4,2 % from April 1988 in line with the rise in the retail price index in the
twelve months to September, but child benefit payments are to be frozen at present levels.
Supplementary benefits are to be replaced by an income support scheme.
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