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Some salient macro-economic features of Spain and Portugal before
accession

General background

Like the economy of the Community, the economies of Spain and
Portugal suffered a marked loss of dynamism after the first oil shock.
The deterioration in the macro-economic environment was even
more pronounced than on average for the other Member States, in
particular as regards investment, employment and the conditions
governing external equilibrium (Tables 1 and 2). This has clearly
illustrated the extent of the weaknesses of productive structures
and public sector performance in these two countries. After 1983,
however, the stabilization and adjustment policies implemented in
the two countries permitted progress towards disinflation, a recov-
ery in the external account and a slowdown in the process of
destroying employment. Thus, on the eve of their accession to the
Community, Spain and Portugal were beginning to enjoy the first
fruits of the efforts made in the preceding three years to restore order
to the economy.

Overall economic growth

After the onset of the recession in the mid-1970s, the growth differen-
tial between Spain and the other European countries became nega-
tive and narrowed appreciably in the case of Portugal. In /96/-74,
the years of the ‘economic miracle’, real GDP had increased by

some 7 % per year in Spain and Portugal, compared with 4,6 %

for the rest of the Community Member States on average (Table

1). This advance was made possible by substantial additional output

in the new sectors and it was reflected in a closer convergence of
real living standards (Tables 2 and 3). In the period 7974-82,

years of crisis for the ‘traditional industries’ and of strong inflation
pointing to an increasing need for adjustment, growth of real GDP |
fell to 1,3 % a year for Spain and to 3,3 % for Portugal, compared
with 1,9 % for the Community as a whole. However, in this period,
given the relatively rapid increase in its population, real per capita
GDP increased by a mere 1/4 of one percent in Spain compared
with the Community average of 1,6 %. Although the per capita
results were more favourable for Portugal than for the Community
(1,9 % per annum growth between 1974 and 1982), the differential
was negligible for a country in which the level of per capita GDP
was the lowest of the twelve Member countries. After the export-led
recovery which began in Spain in 1982, the growth of total activity
in this country reached the Community average. Between 1983 and
1985, the increase in real GDP averaged some 2,0 % a year com-
pared with 2,1 % in the Community. For the period 1975—85 as a
whole, the differential between Spain and the Community in levels
of real per capita GDP tended to widen and the Spanish GDP per
capita in 1985 was no more than 72,1 % of the Community level
compared with 79,9 % in 1975 (Table 3). Contrary to the slow
trend towards recovery in the Community, Portugal suffered a
significant decline in domestic demand in 1983-84, as a result of the
restrictive monetary and budgetary policies adopted as part of a
‘short-term emergency programme’ aimed at correcting the external
disequilibrium and bringing down inflation. Despite the jump in
exports, real GDP fell (—0,3 % in 1983 and —1,6 % in 1984).

TABLE 1: Spain/Portugal/ Community — Indicators of macro-economic performance
1961-74 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987(a)  1988(a)
Gross domestic product (1980 prices)(b)
E 71 0,5 33 3,0 14 -0, 1.2 =02 1.2 1,8 1,8 2.3 3.3 5.2 4,7
P 6,5 —-43 5,6 5.6 3.4 6,1 4,8 1,3 24 =03 -—16 33 43 4,6 4,0
EUR 12 4,6 =0 5,1 2.5 3,0 3.2 1,3 0,2 0,8 1.4 24 2,5 2,6 29 3.5
Employment (total)(b)
E 0,8 -9 -6 ~-00 -1 -—-22 —32 -30 —1,0 -—-08 -30 —l14 1.9 3,0 2,6
P -0,6 -14 02 -01 -0,3 2.2 2,0 1,2 -04 43 =15 —-03 0,0 2,1 1,7
EUR 12 0,3 -1,1 =02 0,3 0,3 0,8 02 -13 —-08 -—06 0,2 0,6 0,8 0,9 1,1
Unemployed as % of the civilian labour force
E (1,6)(c) 1,9 29 4.2 6,3 8,0 11,8 14,4 16,2 16,5 18,4 21,4 21,0 20,5 20,0
P — o7 4.5 5,6 6,9 7.2 6,7 5.8 5.7 5,6 6,7 8,7 8,7 (i 6,5
EUR 9@ 2.2 43 48 5.0 52 5.2 5.8 7,7 9.3 10,6 11,2 11,8 11,9 11,6 11,3
GDP deflator(b)
E 7,7 16,7 16,7 22,8 20,2 16,7 13,9 12,0 13,8 11,6 10,9 8,7 10,9 5.7 5.2
P 5,1 16,2 16,3 26,4 21,7 18,9 20,7 16,1 22,2 248 23,9 21,7 17,9 12,1 10,5
EUR 12 5.7 15,3 11,6 11,9 10,3 11,0 13,2 11,0 10,3 8,5 6,6 6,1 35 39 3.8
Current balance as % of GDP
E -0,7 =310 —35 =18 0,9 0.3 —24 =271 =25 =15 1,4 1,6 1.7 0,1  -08
P -0,1 -55 —80 -94 -—-57 -17 -59 -=118 -13,5 —83 —30 1,7 39 1.8 —0,1
EUR 12 0,3 -02 -06 -0, 09 -02 -13 -08 -0,7 0,1 0,3 0,7 1,3 0,8 0,5
Net borrowing requirement of general government (as % of GDP)
g 0,3 00 -03 -06 -18 -—-17 -26 -39 -56 —-48 —-55 —-70 -57 -36 -—30
— — — — — — — -92 -104 -91 -120 -101 —-78 -84 -8,
EUR 8(d) -0,5 -52 —-40 -32 -—-41 -37 -38 -52 -55 -53 -53 -—-52 —48 -42 -38
Money supply(f)
E 21,5¢e) 19,3 19,0 18,6 19,7 18,3 16,9 17,0 16,6 15,9 13,1 12,8 12,6 13,6 11,0
P 17,6 131 164 218 260 310 286 238 246 163 245 298 265 168 130
EUR 12 15,9) 14,3 13,9 13,9 15,1 13,4 11,9 10,8 11,9 10,7 99 9.9 10,4 10,0 9.4
Effective exchange rate(g)
}’980 = 100
eseta — 1352 1242 108,7 98,3 1074  100,0 90,4 849 70,3 68,7 67,2 66,8 66,9
Escudo — 2139 1954 153,1 1219 103,3 100,0 96,2 83,8 66,1 54,7 484 45,1 419 —
(a) Commission services, Economic forecasts, September-October 1988.
(b) Annual % changes
(c) 1964-74.
(d) EUR 12 from 1982.
(e) 1970-74. )
(f) M2/M3, end of year, % change.
() Against 19 countries.
Source.: Eurostat and Commission services.
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Following the progressive relaxation of the restrictive policy and
the halt to the decline in households’ purchasing power, economic
growth resumed in 1985, its rate even reaching 3,3 % in volume
terms. However, the level of real per capita GDP on the eve of
accession was no more than 52,4 % of the Community level, com-
pared with 54,9 % in 1980 and 51,2 % in 1975 (Table 3).

Investment and labour market performance

A common element of the two economies is the scale of the decline
in fixed investment in the years preceding accession, whereas in the
same years a progressive recovery took place in this aggregate for
the Community as a whole. In Spain, the volume of gross fixed
investment, after falling by over 14 % between 1974 and 1982,
diminished by over 8 % in 1983-84, while in Portugal, where invest-
! ment is traditionally hampered by stop-go policies necessitated by
the persistent current account constraint, the volume of gross fixed
capital formation suffered a cumulative decline of over 28 % in
1983-85. These trends affected both corporate investment and infra-
structure investment. Thus, the investment ratio (ratio of investment
to GDP) had fallen to about 18,9 % of GDP in Spain in 1984 and
21,6 % in Portugal in 1985. These figures reflect a fall appreciably
larger than in the Community on average. In comparison with the
peak levels reached in the early 1970s the investment ratio fell by
some 7 1/2 points in Spain and almost 10 points in Portugal
compared with 5 points for the Community as a whole (Table 4).
Despite the absence of reliable data concerning the evolution of the
capital stock in the two countries, it is impossible to rule out the
assumption that the fall in fixed investment resulted, at least in
industry, in a stagnation or even in a decline in the capital stock at

constant prices in the first half of the 1980s!. By contrast, the capital
stock went on increasing in the Community, although at a slower
and slower pace (some 3 % in the mid-1980s compared with almost
6 % in the 1960s). The rise in unemployment was the inevitable
corollary of the two countries’ economic difficulties, compounded
by the effects of the virtual halting of emigration and the relatively
pronounced increase in the labour force. In the case of Spain,
between 1974 and 1985, 2,3 million jobs were lost (compared with
a slight increase in the rest of the Community) and the unemploy-
ment rate reached 21,4 % in 1985. In Portugal, despite a better
employment performance than in Spain, the recorded unemployment
rate reached the peak of 8,7 % immediately before accession. How-
ever, the effective underutilization of the labour force was probably
much higher than is suggested by this figure.

Assessment of poor performance before accession

Part of the evolution just described has its source in the weakening
of the potential rate of growth in the two countries, but another
part has a cyclical explanation. Although the similarity between the
Spanish and the Portuguese cycle is not very close, both countries,
in fact, experienced, before their accession, an adverse development
in industrial output. For Spain a trough in industrial output was

I A slowing down in the rate of accumulation of total fixed capital was evident
in Spain from the middle of the 1970s. This trend seems to have reached its
lowest point in 1984.

TABLE 2: Spain/Portugal/ Community — Use and supply of goods and services (constant 1980 prices, annual % change)

1961-74 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986  1987(2)  1988(a)
Private consumption
E 7,0 2.4 4,7 2.5 13 1,2 13 —-06 0,2 03 -04 2,2 3.5 5,2 4,6
P 6,7 -0,9 35 06 -20 -—0,2 39 1.9 2,1 —-10 =30 1,0 7,0 6,8 4.8
EUR 12 48 1,6 3.7 23 3.7 3,6 1.6 0,4 0,7 1,3 1,5 2,6 4,0 38 3,5
Gross fixed capital formation
E 10,4 =39 =20 =02 =23 +—45 13 =33 0,5 =25 =358 3.8 7.9 13,8 13,0
P 6,6 =113 0,8 12,0 71 =22 8,6 5,1 29 -7,5 =180 =30 9.5 19,6 12,8
EUR 12 5,0 =351 2,5 1,0 2,2 3,5 22 =47 =20 =01 1,3 2,1 3,1 4,6 Al
Government consumption
E 48 5.3 53 4,1 5.5 42 44 1.9 49 3.9 29 4,6 5.1 9,0 42
P 9,0 6,6 7,0 11,8 44 6,3 7.9 2.8 2.8 2.7 2,5 1,7 1,0 2,5 2,3
EUR 12 3,6 4,1 27 1.5 3,6 2,7 21 1,7 1,9 1,8 1,2 2.1 2,1 24 1,9
Domestic demand
E 357 1,1 3.3 1,3 0,2 1,0 21 —=23 1,1 =01 =07 29 5.9 8,0 6,2
P 157 -10,6 7,0 7,6 0,0 2,8 6,9 2.5 27 -74 —66 0,8 8,4 9,5 6,3
EUR 12 4,7 - 1,6 5.3 1,6 3.1 42 .5 <=L7 09 0,9 1,9 24 3.9 3.9 4,0
Exports of goods and services
E 10,7 -14 10,1 8,5 10,7 6,4 0,6 8.4 4.8 10,1 11,1 2,7 1,5 7,3 6,4
P 7,6 —15.6 0,0 5.9 13,1 27,1 45 =30 6,0 16,7 14,2 11,6 7,0 10,6 6,3
EUR 12 7.9 =32 10,2 5.3 5,1 6,5 1,5 43 1,0 3,0 7,6 48 1,5 3.7 53
Imports of goods and services
E 16,5 —-1,1 10,1 —-47 -07 11,5 38 —42 39 =06 -—10 6,2 15,4 217 13,3
P 10,2 —252 34 120 -1,6 8,7 0,5 3,7 54 -—-87 -27 3.9 17,2 24,1 11,8
EUR 12 8,2 —8,7 11,5 2,2 5.1 10,2 26 -21 2,1 1,3 6,0 4,6 5.8 7.3 8,0
Gross domestic product at market prices
E 7,1 0.5 3.3 3,0 14 -0, 1.2 =02 1.2 1.8 1.8 23 3.3 52 4,7
P 6,5 —43 6,9 5,6 3.4 6.1 4.8 1,3 24 -03 -—16 33 43 4.6 4,0
EUR 12 4,6 =11 5,1 25 3,0 3.2 1,3 0,2 0,8 1,4 24 2,5 2,6 29 35
Growth differentials (GDP)(b)
E 2,5 1.6 =18 05 -1,6 —33 0,1 -04 0.4 04 -06 —0.2 0,7 23 1.2
P 1.9 =32 1.8 3.1 0,4 29 3,5 L1 16 -17 —40 0,8 1,7 1,7 0,5
Growth differentials (domestic demand)(b)
E 3,0 27 =20 =03 =29 =32 0,6 —0,6 02 -—-10 -26 0,5 2,0 4,1 2,2
P 3,0 -9,0 1.7 60 31 -—-14 5.4 42 1.8 85 —85 —16 4,5 5,6 23
(a) Commission services, Economic Forecasts. September-October 1988.
(b) Growth rates of Spain and Portugal less EUR 12 growth rates.
Source: Eurostat and Commission services.




TABLE 3: Real convergence — per capita GDP (a) and its divergence
in the Community

1960 1970 1975 1980 1985 1986 1987(%) 1988(°)

E 59,1 73,3 799 73,7 72,1 72,5 739 74,6
P 38,4 48,1 51,2 549 524 53,0 53,5 54,8
GR 38,7 51,7 57,1 584 57,0 56,2 53,8 528
IRL 61,9 61,2 629 64,7 642 62,6 629 624

EUR 12 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0

Weighted standard
deviation EUR 12 26,0 17,5 154 16,7 174 174 17,0 16,7

Ratio of 4 poorest to
4 richest countries 41,5 57,2 63,5 60,0 584 58,6 59,8 60.,5.

(a) Commission services, Economic Forecasts, September-October 1988.
(b) GDP per capita at current prices and purchasing power standards as a percentage of the
Community average.

Source : Eurostat and Commission services.

TABLE 4: Selected indicators of structural gap

1961-75  1976-80  1981-85  1986-87

GDP per head

(at constant prices, annual average
changes in %)

E 5,7 0,7 0,8 3,7
P 5.4 43 1,4 4,0
EUR 12 3,5 2,7 1,2 24
Age distribution in the structure of
imported equipment goods
(1961-85 = 100)
E 42,4 25,7 31,9
P 43,1 25,7 31,2
EUR 12 36,7 28.5 348
OECD 36,5 21,5 36,1
Current balances (as % of GDP)
E -04 -13 -07 0,9
P -06 —-6,1 -—-59 2.8
EUR 12 02 -03 -0,2 1,2
1970 1975 1980 1985 1986 1987
Gross fixed investment
— as % of GDP (1980 prices)
E 26,6 26,3 22,1 19,2 20,0 21,6
P 31,7 289 28,6 21,6 22,7 26,0
EUR 12 25,5 229 22,1 198 199 20,2
—EUR 12 = 100: E 89 10,8 8,7 8,5 86 94
P 1,3 L7 21 18 1,8 2,1
R & D expenditures (as % of
GDP)
E 0,22 0,35 0,40 0,48(b)
P 0,35 0,30 0,33 0,40(b)
D 206 224 241 2,66
OECD 2,12 1,99 2,07 245
Total expenditure of general
government (as % of GDP)
E 21,7 246 329 42,1 422 415
P : : 247 435 453 434
EUR 12 (a) 36,8 44,5 46,3 490 48,4 480
Current receipts of general
government (as % of GDP)
E 22,5 248 30,2 35,1 36,5 37.9
P : : 30,8 334 37,5 35,0
EUR 12 (a) 378 393 409 438 43,6 437
(a) EUR 8 until 1980.
(b) 1984

Source : Eurostat, Commission services, UN-Economic Commission for Europe.
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recorded at the beginning of 1982 and the subsequent cyclical

tecovery was rather mild despite the devaluation of the peseta
decided upon in the same year. Under the influence of the restrictive
stance of policy, output stagnated from the first quarter of 1984
until the summer of 1985. This was perceived as a serious problem
by the authorities who adopted a reflationary package in 1985, in
particular allowing the full amortization of equipment investment
by enterprises for the years 1985 and 1986. For Portugal the restric-
tive policy implemented from 1982 onwards influenced activity to
such an extent that at the beginning of 1985 industrial output was
clearly below the trend of potential output. This deviation was even

sharper than that observed at the time of the more severe recession
of 1975.

The shock of accession. A fillip to growth and convergence.

Overall economic activity

The process of ‘closing the gap’ which started after accession accen-
tuated the rising trend in economic activity already gradually under
way since 1985 under the influence of the cyclical revival and as a
result of expectations associated with integration. In Spain the
economic policy adopted in the early 1980s aiming at stimulating
investment, moderating the growth rate in wage costs, modernizing
economic structures and gradually dampening the rate of inflation
began to bear fruits. In Portugal the policy followed after the 1985
elections and centred on a radical correction of the external deficit
and unemployment and on improving the efficiency of resource
allocation was formalized in 1987 by the adoption of a medium-
term economic policy programme (PCEDED). Moreover, in most
of the economic sectors of both countries private agents’ reactions
to the challenge associated with entry into the Community were
positive and strengthened or brought forth both by the inflow of
foreign capital and the Community’s support to investment. In
addition, the favourable consequences of the 1986 reverse oil shock
have been relatively important for countries whose dependence on
imported oil is among the highest in the Community (in 1985 the
‘oil bill"’ was equivalent to 3,7 % of GDP in Spain and 9,3 % in
Portugal, compared with 2,6 % for the Community as a whole).
Finally, the depreciation of the dollar in 1987 allowed a further
improvement in the terms of trade for both countries.

The acceleration in economic growth in Spain and Portugal since
accession, thus,2 contrasts with the stability of the growth rate
observed for the Community as a whole in 1985-87 (some
2 1/2 % a year). In Spain the growth rate of real GDP rose from
2,3 % in 1985t0 3,3 % in 1986 and 5,2 % in 1987, while in Portugal
the corresponding rates were 3,3 %, 4,3 % and 4,6 % respectively
(Table 1, Graph 2).

The appreciable positive growth differential achieved relative to the
other Member States in 1986-87 (1,6 % a year for Spain and 1,7 %
a year for Portugal, Table 2) enabled the process of convergence of
real per capita GDP to be resumed (Table 3 and Graph 1).

Components of economic growth

However, the GDP growth differential does not entirely reflect the
increased dynamism which has characterized the economies of the
two countries. For real domestic demand alone, which in the Com-
munity as a whole grew by 2,4 % in 1985, and on average by 3,9 %
between 1985 and 1987, the growth differentials were markedly
greater. This applies both to Spain where the differential widened

2 The entry into the Community has — through economies of scale and greater
competition — brought about important ‘dynamic effects’ on the two
countries’ economic growth. However, the measurement of these effects raises
a number of difficult theoretical and practical questions.

from 0,5 % in 1985 to 3,0 % a year in 1986-87 and to Portugal
where the corresponding figures were —1,6 % and 5,1 % respect-
ively (Table 2, Graphs 5 and 6). Although not so exceptional in
the light of the historical experience of the two countries this
development has taken place in an environment of much better
internal and external stability than in the past which bodes well for
further gains in the coming years.

As far as individual elements of domestic demand are concerned,
in Spain the average increase in private consumption at constant
prices (4,3 % in 1986-87) was the fastest experienced for ten years,
notably as a result of the pick-up in employment. In Portugal,
where the stabilization necessitated by the external imbalances
implied a 4 % cumulative decline in the volume of private consump-
tion in 1983-84, the growth rate achieved in 1986-87 (6,9 % a year)
had not been seen since the early 1970s.
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TABLE 5: Lending to Spain and Portugal by the Community struc-
tural funds and the financial instruments (mio Ecus)
1986 1987
1. Structural Funds (commitments)
Spain
— Regional Fund 640,9(a) 660,7
— EAGGF Guidance sector 86,5 79,3
— Social Fund 355,9a) 4533
— Total 1061,2 11933
Portugal
— Regional Fund 380,8(a) 389.0
— EAGGF Guidance sector 32,7(c) 62,1(b)
— Sociaal Fund 223,7(a) 353.3
— Total 637,2(c) 804.,4
I1. Financial Instruments (loan agreements)
Spain
— EIB 340,0(a) 593,7
— NCI 69,2(a) 113,7
— Total 409,2 707.4
Portugal
—EIB 160,4(a) 380,0
— NCI 29.9(a) 9,9
— Total 190,3 3899
Total I + 1I
Spain 1 470,4 1 900,7
Portugal 827,5 11943
I + Ilin % of GDP
Spain 0,6 0,8
Portugal 2,8 3.8
I + Il in % of gross fixed capital formation
Spain 3,3 3.8
Portugal 13,1 16,1
(a) Annual Report.
(b) Including 23,1 Mecus for the Pedap.
(c) Including 8,0 Mecus for EAGGF/Fisheries.
Source : Commission services.

Following a sharp improvement in enterprises’ profitability and
positive developments in both residential and public construction,
the volume of fixed investment expanded even more markedly than
the volume of consumption. The overall increase in Spain was
-almost 22 % in 1986-87 compared with an advance of 3,8 % in
1985 and a fall of some 23 % between 1974 and 1984. In Portugal,
where the volume of fixed investment had plummeted by more than
28 % in 1983-85, the increase in 1986-87 was some 29 %, so that
the recovery made up for the ground previously lost.

The role played by the external financial contribution in assisting
investment can be roughly estimated by taking into account both
Community transfers and financing operations and the inflow of
foreign investment.

In the case of Community transfers, it is noteworthy that even before
accession the two countries had received some financial support for

investment, in the form of EIB loans to Spain and Portugal and
pre-accession aids to Portugal. In 1986, as Table 5 shows, assistance
from the structural funds and the financial instruments totalled over
ECU 1 470 million for Spain and ECU 827 million for Portugal.
An appreciable increase occurred in 1987, a year for which the
provisional estimates show a total of ECU 1 901 million for Spain

and ECU 1 194 million for Portugal.

These are substantial sums with a particularly strong impact in the
case of Portugal where the total amount of financial assistance of
Community origin was equivalent to 13,1 % of fixed investment in
1986, rising to 16,1 % in 1987; the figures for Spain are 3,3 % and
3,8 % respectively in the two years. The Regional Fund provided the
largest amount of Community assistance in 1986, but the increase
estimated for 1987 is chiefly due to the expansion in aid from the
Social Fund and in loans granted by the European Investment
Bank.

The stimulus to foreign investment brought about by political
stability and favourable relative cost levels has been reinforced by
accession. Since 1985 the flow of direct investment from abroad,
already substantial in the first half of the 1980s, has increased
significantly in Spain (Table 6). Direct investment (including invest-
ment in buildings and dwellings) amounted to USD 3 461 million
in 1986, i.e. 7,9 % of total fixed investment. Almost two-thirds
of foreign investment in 1986 went to industry. In 1987, foreign
investment increased further to USD 4 574 million. In Portugal the
ratio of direct investment from abroad to total fixed investment
fell from 4,9 % in 1985 — a year already affected by accession
expectations — to 2,7 % in 1986, but increased again to 3,7 % in
1987. In both countries a growing share of this flow has come from
Community countries (up to 50,4 % for Spain and 74,7 % for
Portugal in 1986).

TABLE 6: Spain/Portugal — Foreign investment (millions of US
dollars)

1984 1985 1986 1987(a)
SPAIN
Long-term capital imports 10 122,0 —390,6 —580,3 10 028,1
Direct investment(b) 22608  1968,5 3461,2c) 4574,7(c)
Portfolio investment 326,0 489,7 1689,0 34143
Commercial credits 12136 —156,5 —691,0 -397,0
Private sector borrowing 3612,1 —2437,6 —3335,7 2 460,6
Public sector borrowing 2709,5 —254,7—1703,8 —245
PORTUGAL
Medium and long-term capital
imports 3398 3663 2216 4027
Direct investment(d) 170 218 166 320
Public and private borrowing 3124 3282 1 882 3009
Miscellaneous 104 163 168 698
Foreign direct investment as %
of gross fixed capital formation
Spain 7.1 6,4 7.9 27
Portugal 3.8 49 2.7 3,7
(a) Provisional.
(b) EC countries: 34.5% of the total in 1984, 35.7% in 1985, 50.4% in 1986. In addition, a
growing share of direct investment has been due to firms with european capital participation.
(c) Of which 2 049 millions in enterprises and | 364 millions in buildings and dwellings in 1986,
2629 and 1 802 millions respectively in 1987. Net of Spain’s investment abroad direct investment
was 3 003 millions in 1986 and 3 824 millions in 1987.
(d) EC countries: 35.9% of the total in 1984, 53.6% in 1985, 74.7% in 1986.
Source : Commission services.




The opening up of markets and the explosion in imports

Main features of trade before accession

Among the structural features of the Spanish and Portuguese trade
relations before accession was the high level of protection of the
domestic market and the heavy dependence on imported raw ma-
terials and oil as well as on foreign technologies especially for
investment goods. On the export side, the performance of both
countries has been mixed. Especially in Portugal, export growth
was heavily concentrated on a relatively small number of traditional
categories or products and was highly sensitive to the comparative
price and cost advantages while in Spain exports were mostly in
categories characterized by low potential demand or relatively weak
technological content. Moreover, a trend towards an increasing EC
share in foreign trade was already evident before the accession
(Tables 7 and 8). In 1985 the share of total exports going to the
Community was near to the Community average (54,9 %) for Spain
and markedly higher for Portugal. However, for Portugal but
more particularly for Spain, the share of imports coming from the
Community was in 1985 well below the EC average (53,4 %). The
trade deficit — much larger relative to GDP for Portugal than for
Spain (Table 7) — has traditionally been compensated, at least in
part, by a surplus from invisibles. Nevertheless, in the years 1975-
1985 the weakness of the external position heavily constrained
demand management policies: except for 1985, Portugal constantly
showed a deficit on the current account, while Spain recorded an
external deficit in 1975-77 and in 1980-83 (Table 1). Thus, foreign
indebtedness increased markedly in Portugal, and only moderately
in Spain: in 1985 the ratio of foreign debt to GDP was 80,6 % in
Portugal and 17,4 % in Spain.

Imports

The wide differential in the growth of demand and output combined
with the direct and indirect effects of the two countries’ entry into
the Community caused so great an increase in imports in 1986-87
(Table 7, Graphs 5 and 6) that the external sector, on average for
the two years, exerted a negative impact on real growth of some 3,0
percentage points of GDP for Spain and 4 1/2 points for Portugal.
Over the same period, the rise in the volume of merchandise imports
reached about 42 % in Spain and 47 % in Portugal, with some
tendency for the increase to accelerate. Purchases from other EC
countries of food and beverages as well as of manufactured products
particularly of investment goods, increased fastest (Table 9). More-
over imports of industrial goods from non-EC countries grew
more quickly than total imports in Spain. The process of declining
Spanish dependence on imports of machinery which was evident
before accession has probably come to a temporary halt.

According to the partial estimates available, more than half of the
surge in total imports in the first two years of Spain’s accession
might be explained by the sharp upturn in domestic private demand.
For Portugal, demand growth probably played an even greater role
than for Spain. The entry effect through its various channels — the
progressive fall in customs tariffs vis-a-vis other member countries
and the introduction of the common external tariff, the reduction
of quantitative restrictions and the simplification of administrative
measures — accounts for another substantial part (probably one-
third) of the increase in imports (trade creation net of trade diversion
effects). Finally, some effects on imports have been associated
with the improved price competitiveness of foreign suppliers. A
particularly noteworthy feature is a much larger than average in-
crease in intra-Iberian trade, with entry into a wider market giving
rise, for both Spain and Portugal, to a genuine ‘discovery’ of the
neighbouring country’s market. These developments, together with
a fall in oil prices and some trade diversion (which is difficult to
estimate satisfactorily), resulted in a significant shift in the structure
of imports by area. The Community’s share reached 54,6 % of the
total in 1987 for Spain (compared with 36,8 % in 1985) and 63,4 %
of the total for Portugal (compared with 53.4 % in 1985, see
Table 8).

TABLE 7: Spain/Portugal — Foreign trade

( Annual percentage changes)

1983 1984 1985 1986 1987

SPAIN
Total trade (values)

— Exports 26,8 31,7 10,0 -74 10,4

— Imports 20,1 10,9 9.6 —-3,6 23,3
Total trade (volumes)

— Exports 7,3 17,0 2.5 —-43 6,9

— Imports -0,5 0,7 7,0 16,6 22,2
Intra-EC trade (values)

— Exports 29,8 36,9 10,5 6,9 16,7

— Imports 248 15,4 18,0 31,6 33,9
Extra-EC trade (values)

— Exports 21,9 26,5 9,5 -—23,1 09

— Imports 18,5 8,7 52 -24]1 12,5

Trade balance (billion pesetas)

— Total —134271 —898,2 —969,1—1090,6—1 834,2
— Intra-EC 46,9 359,7 2780 —163,8 —6153
— Extra-EC —1389,1-1257,9-1247,1 -926,8—1 218,9

Trade balance (as % of GDP)

— Total -60 -36 —-35 -34 —52

— Intra-EC 0,2 1,4 1,0 -0,5 -1,7

— Extra-EC -6,2 —5,0 —4.5 -29 -34
Terms of trade -2,1 2.2 4.8 16,9 2.3
PORTUGAL
Total trade (values)

— Exports 52,4 49,6 27,8 10,7 19,2

— Imports 19,3 29,1 14,2 6,5 31,1
Total trade (volumes)

— Exports 21,0 14,6 10,6 6,9 8,6

— Imports -7.5 | 2,9 16,8 20,9
Intra-EC trade (values)

— Exports 57,5 47,8 29,1 20,6 243

— Imports 14,2 23,6 22,1 36,2 41,2
Extra-EC trade (values)

— Exports 46,8 52,4 25,6 -5, 8,4

— Imports 23,7 33.5 84 —18,8 16,6
Trade balance (billion escudos)

— Total —-390,8 —400,1 -3548 -360,2 —601,4

— Intra-EC -86,0 —29,1 =24 —112,7 —2840

— Extra-EC -3048 —371,0 —3524 -247,5 -3174
Trade balance (as % of GDP)

— Total 17,0 —140 -9,9 -82 —119

— Intra-EC =3 1,9 -0,6 =9 =56

— Extra-EC -13,3 -—-159 —9.3 -6,0 -6,3
Terms of trade = 1,7 —1,1 4,0 12,6 1,2

Source : National Customs statistics. The data in volume differ somewhat from those of the
Table 11 elaborated by Eurostat.
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TABLE 8: Spain/Portugal — Shifts in the geographical structure of
foreign trade

1958 1965 1970 1975 1980 1985 1986 1987

Intra-Community share of total imports of goods (values)

E 31,8 48,6 409 353 313 368 502 54,6
P 534 519 526 439 453 459 588 634
EUR 12 352 449 503 49,5 492 534 578 58,0

Intra-Community share of total exports of goods (values)

E 46,8 53,6 496 48,1 522 523 604 638
P 389 440 438 53,8 586 62,5 68,0 709
EUR 12 37,2 49,6 534 524 557 549 572 581

Total export/import coverage (cif/fob)

1980-84 1985 1986 1987
E 67,4 80,9 747 69,6
P 50,3 73,3 75,0 68,2

EC export/import coverage

1980-84 1985 1986 1987
E 100,9 1149 93,3 81,3
P 71,2 99,6 87,2 76,3

Source : Commission services.

Exports

Developments in merchandise exports since accession have been
rather different for the two countries. The cumulative growth rate
for Portugal in the two years under review reached 18 % in volume
terms whereas Spanish exports just compensated in 1987 for the
decline suffered in 1986 (Table 9), with trends being reflected in
market gains for the former country and in market losses for the
latter. In both cases the buoyancy of domestic demand probably
had the effect of somewhat curbing exports; this effect was perhaps
stronger in Spain, given its relatively ‘modern’ export structure and
the relative importance of intra-industry trade. In addition, Spanish
sales were affected in 1986 by a number of deliveries being made
in advance towards the end of 1985 in anticipation of the abolition
of export subsidies (DFE) and the reduction of export credit on
accession. In general, the gradual reduction of customs duties on
industrial products by the other member countries probably had
marginal effects on trade creation (the average tariff being only
3,7 %) whereas exports of agricultural products to the Community
were influenced by the application of a seven year transitional
period. On the other hand, the favourable impact of larger markets
and keener competition in a relatively dynamic European area ex-
erted a far more powerful attraction effect at a time when imports
by third markets (in particular those of OPEC, COMECON and
the countries of Latin America) were generally in decline. Moreover
the peseta has appreciated as from 1985 vis-a-vis third countries
but has depreciated vis-a-vis other member countries, whilst the
escudo’s depreciation carried out in the context of a crawling-peg
policy has been relatively large vis-a-vis other Community countries.

In these circumstances, intra-Community export volume has in-
creased distinctly in Portugal (30 %) and to a lesser extent in Spain
(15 %) (Table 9). In particular, the volume growth of sales of
industrial products to the partner countries, relatively moderate for
Spain (10 % between 1985 and 1987), was particularly strong for

Portugal (34 % in the same period). Moreover, a distinct fall has
been recorded for the extra-EC sales of both countries (—22 % for
Spain and — 5,5 % for Portugal). The consequent sharp shifts in the
geographical structure of exports since accession are summarized in
Table 8. They are reflected in a remarkable increase in the share of
exports to the Community, although one which is smaller than that
observed for imports. Between 1985 and 1987, the Community
share in Spanish exports increased from 52,3 % to 63,8 % and in
Portuguese exports from 62,5 % to almost 71 %.

Trade balance

As a result of the sharp improvement in the terms of trade following
the reverse oil shock, the trade balance of Spain and Portugal in
1986 showed a limited deterioration; a large reduction in the deficit
against third countries was almost sufficient to offset the sharp
deterioration in the balance with the member countries (the latter
being some 1,5 % of GDP for Spain and 1,6 % for Portugal,
Table 7). However, in /987, the even stronger surge in the volume
of imports gave rise, in both countries, to an increase in both the
intra-Community and extra-Community deficits, with the deterio-
ration relative to the other member countries equivalent to 1,2 %
of GDP for Spain and 3,4 % for Portugal. Given the fact that the
effective protection of the domestic market in Spain (estimated at
12,7 %) and, to a lesser extent, in Portugal, was larger than in the
other member countries, the post accession pressure on Iberian
imports was inevitably stronger than that on exports. Moreover,
Spanish price and cost competitiveness has deteriorated somewhat
since the accession whereas the pace of depreciation of the escudo’s
effective exchange rate slowed down markedly. Although the sharp
increase in inflows in respect of services and in particular receipts
from tourism enabled the two countries’ current account balances
still to show a surplus in 1987, this will probably no longer be the
case in 1988 and perhaps in the following years, when the surge in
imports is bound to continue and export prospects will generally
remain subdued.

Assessment of trade performance in first years after accession and
medium-term prospects

Summing up, among the main factors which are to blame, at least
in the short term, for the deterioration of the external position
of the acceding countries the following seem to be particularly
relevant:

— a cyclical factor. Before accession, Spain and Portugal experi-
enced a trough in industrial production and a fall in internal
demand. Since the subsequent recovery was essentially led by
strong domestic forces the income elasticity of imports was
generally higher than ‘normal’ just after the accession whereas
a number of potential exports were diverted to the domestic
market;

— a static factor linked to the dismantling of the obstacles to
foreign trade in countries where not only protection in its various‘
\

forms but also market rigidities were more extreme than in the
main trading partners3;

— a dynamic factor due to the demonstration effect of consumption
and investment patterns prevailing in the older member
countries with distinct pressure on the imports of the acceding
countries. This effect has operated more quickly in raising aspir-
ations than in increasing capacities.

Over the medium term, the present deterioration of the current
account of Spain and Portugal poses the problem of whether econ-
omic growth can be sustained at a higher rate than in the other
member countries. In particular the question arises of whether the
external deficit will inevitably impose an effective constraint on the

3 Trade liberalization in 1961-1965 had a clear positive effect on Spanish import:
whereas the subsequent European movement of liberalization in the 1970
did not give rise to strong static effects on the trade of the two acceding
countries.
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process of real convergence towards the Community average by the
two countries. Tentative medium-term projections by Commission
departments and other sources suggest that if economic growth
continues at a rate of more than 4 % for Spain and of some
3 1/2 % for Portugal between now and 1992, the current account
deficit will widen substantially for the two countries. However, the
projections may to some extent underestimate the effects which the
present investment boom will have in expanding productive capacity
and, thus, ultimately the supply of exportable products.

The emerging external imbalances should, therefore, by and large,
be seen as ‘manageable’ provided that certain conditions are fulfilled
in response to the challenge of membership and especially to the
need to raise further the investment ratio, encourage saving and
improve the competitive position of the acceding countries. More
particularly, the following requirements must be met:

— the maintenance of conditions favourable to the inflow of private
foreign investment and in particular increased adaptability of
markets, restoration of a basically healthy public finance situation
and the continuation of nominal convergence with the Com-
munity average;

— an expansion of financial transfers from the Community and of
EIB loans in line with the Community’s decision to double the
resources of the structural funds in real terms by 1993 and
maximization of their economic effects by sound national poli-
cies;

— amacro-economic policy aimed at ensuring that domestic absorp-
tion is allowed to expand only within the limits compatible with
a sustainable current external deficit.

27 October 1988

TABLE 9: Main trends in post-accession foreign trade, volume indices

1985 = 100
Spain Portugal
1986 1987 ‘ 1986 1987
1. Total intra and extra-EC trade
Total trade
— Exports 96,3 99,3 107,6 118,0
— Imports 118,4 141,6 118,4 146,7
Intra-EC trade
— Exports 107,3 1149 1152 130,1
— Imports 130,8 163,2 127,9 169,6
Extra-EC trade
— Exports 82,0 783 93,1 94,5
— Imports 110,3 126,1 110,2 122,6
I1. Intra and extra-EC trade by SITC sections
Intra-EC Trade
Intra-EC exports
SITC 0+ 1 Food, beverages 121,0 138,7 105,6 108,8
2+4 Raw materials 89,3 112,3 104,6 117,3
3 Mineral fuels 1354 117,0 168,5 109,8
5—8 Industrial products 103,5 110,1 115,7 1343
Intra-EC imports
SITC 0+ 1 Food, beverages 2143 2369 144,1 202,4
2+4 Raw materials 90,0 974 123,2 191,4
3 Mineral fuels 151,0 163,2 125,6 117,8
5—8 Industrial products 129,7 166,6 125,7 168,2
Extra-EC Trade
Extra-EC Exports
SITC 0+ 1 Food, beverages 946 92,0 104,5 101,8
2+4 Raw materials 78,5 101,9 71,7 70,0
3 Mineral fuels 153,0 139,8 42,3 298
5—8 Industrial products 76,7 71,7 96,3 99,2
Extra-EC Imports
SITC 0+ 1 Food, beverages 884 974 95,9 95,5
2+4 Raw materials 1054 1194 96,1 95,7
3 Mineral fuels 101,9 112,0 113,5 111,0
5—8 Industrial products 127,7 152,0 109,1 146,7

Source: EUROSTAT-TREND




— e —

over

July 12 months
% (b)

Change

1988
March April May June

Feb.

Jan.

10—
1988

v

1987

Percentage change on preceding period (s.a.)

1984 1985 1986 1987

1983

TABLE A.1: Industrial production (a)

S S R S e K %5 23|NCmOT AT O — | F—O %5 23| NN —Aleao |9 45 23|55 nneTRRaD |Den 25 £3|0= SRS — o
——oa NSO~ | oN gz 2= oSSR gaig N} gz |t —grclcln——Ouw (e S g 2= = DNARNQND | honron oo N Ez2u < el Fgiriridd S | SE—
7 i I SeEF|TE = T S50ESITTT= NS =6 IO S8E |L-Qm o 5|33 E°Es e e
<= = = — ~—
g 8 g ¢ £ ¢ L= LT g2
o | o (o] D
p— — —
Y00 " =t 8 7..4 [eX= S — e = =X o Il g ] CND coc > . B B & ae B
s . PR == w | —m—ovo—on oo [ - X | oy |NS—eoenem St —ent— |t E} St oD=x S| o= ] oG g ey |
=2 @ TN TS T 28k |2 2| @ DS TT TN LA = —— XN =5 T 3 —_ = = = =
[ i — i —8 S — =56 | =i S Sooo—ooSSSo—— |SSS e <+ | oown < ]
— < et = = | - == === 2 | i
e sy -
SO OO "' [N —_ —_ 2 TINDAN) SUAD— e T EEND | * NONen O — o
ANSS =T Seici S |== 2 |Tacieooomeaes [An I e At et G e A kel Ea R AR E] Y Xz T 2| =22 ] om0 54 53 =t S WM 5
—_—== 5 |2t =N e — =808 [~ 3 |efFg—ccsSsecsSs | eSS o -8 - & =< = oS () il
2 [CDe = = s=9 < I —
= s :
STmneorovoT s |Rnm = — z |82 g ags| s _
GiSSra—ciyS—vS |SSqi g |Mnciociowneons | g [QmamenEmna—ng |aea = IE IS7T 87| = 2 oSt o< [ =
= Lo renwo N
AN — NN CIeN\o o ey 659 = ¥ * ——
sssssssssss — — —— f— T (=, o} S e o el o —
—YFYFFTFoiginis 00@ & |[Sencitedcooienooooors <o = TR e el S on Sy | Sl 2| & T2 SRISSTAR|LKZ w | 7 | Sommonesnine =<t~
2|5 |ZoccigSxEi——=Cos |Zuwial = 0000%0000000 oo ES = 1 L= ifi|—en g3 SSeidSais—eais [SSS
=N ~ Mt —_— -
s |Swvnw v ATaco [—o
O NMNTOOC—NOTA ]45 - 5 —
vvvvvvvvvvvv = — - S~ I NV en T~ oo = =
—r S oo —CSS A — | —S S & z |[Toammxo—voxo SO E |l acitoshan |vivi, = LTS JRITER/KF([RR = SISO RO [ Do
| | 3 o 188200951168 ]52 (=% Socd oSS oo~ oo s o 17 —~ NN £ —_eS S eSS — | — —
% < o il = < ] L [ N < ﬂ = =
© —_— —
111111111111 L — -1 NO—00WN 00—V O — |<T\O\O = O —O= NI~ <t (<<t <t ) AT < [ <l=a) SN (ool - =
SRS=nSYa—o—i— |gSa | g S | e S e ot Do lerered S =l e SR DS S S Sil S s L = = YarAmca— |[hoom 5 s L e R ]
. nher T S £ |ZoxrigSaF ==l | = £ |ooSrncoosoods |Sos S A AN s 2 FSdSS—SI=F | ESS
.nlu = = =1 =
Mmoo ——ara [ | Q . . ¢ |Fmo vowogune |[Zox
eSS —rS | SSS = = ﬁ..HOoﬁA.WWIu“M,o.MMJ Al..”./ T D sacoie ot LIk i Sembih ST/ A RO = |1&88 n%%wmwm =g £ | evemen—emmemn [ =
i = 2 |Ereeig = o i K= FooSSSS—S |SSF TUFE | Te | Ixe » Feris--Sess |SSS
=]
&
< =t —_—~— —
. oo — . el = . _ i e o _ . —
TIRSITZSSE 2SS =2 = |mAciemeo oo [T = [mmunmcn—coos s (Ao 2|= [T 28R R F| =8 = S oysaceoinn —rs [Boey
| = (5] XX OI N —— D% |—il SC—oro—o—oo—al [—m— = = /T L W .A/f.(/J AN = — e | =N
Fnlv. A== = = (] | oc1—
P E= Blze i —~ — ~|%
o ~ - 2 —_— 12| -
SURTIIRIJTTIZ|SIY| B|E |- |enowna—onean|wee| E(2 | - |oamocnmaso—n oon QST 583202 |23l 57 el e L )
& —r~od —_— — e s i % ~ — — —
_ 2 cigoair—oees|Svind| g hinbdninbddnbt QNS —=E qQaTaATTS|52E| < , T
= ) S
5] 2] =
— — — — o =} O — —
SIBISSIIGITS TS| 2| |2 |onoxoonanses(soc| Bl > [meosan—rsen— rwon Z |STRNERS2TST ok ]| |7 |R2ITIZZ2I2G|I33
Flw | M = 1782%]94]169 — el W = 010510010021 coo | Y .A/ww.lx..umy.lom/OJ% =iy o0
= =Z;IETE = o - v ‘ pats
- : : .

A e = 124! = = OV — e T~ vy —
SSITUSIZSSETSDE| 2| |z |ammenan—mennlese| § |z [emosmovs—asala—a| T |2 (BEHBIRTIIIT|SEI| J|. | E |SSTEHESITIEZ( SIS
5 < FIT W, 5|7 |aredg =S =G| Jlo | T |SSSS—So-cSo—S|o—% Ol 7T SoQRUesrs|To=| g e T

= = 8p| Q|- — | [ = M. -
£ M m - o
o~ e — — = Feh=lalala] IEag) 0 —
SEZECGIRBESUTITTE| 8| | = |meoonaTenxns|eas| £ | = [gevenagangnn|eanq| £ | T ISSERRGIAISSo VYY) o | T | ZTGRUTS00RCCIRES
] ] ] 3 =1 NGNS —oNen— — 1~ — | <o | © S—crSSS—gS——|S—— 2 UG —imnen—ob oy ot g
5 = A—=—" = == o = =T ) J|'82| =
— 20 = | =
2 £ : 2
= = s = PR A= o T=Tact=Nooto Ny 1400
—_—r ~ONOAT R [—+D e ~ o0 A~ 00 W < | se [ enruehocen
M‘..J.M..I.V%M.Ouwnovosll et w o NN — SISO RIS [Beoo | D 3 CoatMm——n—an— oo | 5 = SRIAIoeHRER MM% P ES SYCLFFSCriCai Seis
| | = > rdaig ol —— S | =l Pt = l4065334ﬁﬁ94 NensS w = ,\w @%WMNMO”OAUO ./7% 50 = =l | =
- ta e ] QL - L AT =TTE T =
= =8} o | | - =
N < NTOOT —OTNAAX |[—
—_— oD~ — o —_— = D] oo |TeNTRE ST N SO PSR
SEEISUR O eIooto S | S 0K © NN — oSS [~ oo © oMot [\ooy % SxF2egoaomomano)| 3 X — o C RN —F— Nt ol | ool
Sstigei—rnedaicirion| e¥eig( | ® | T T = I RSO S e S SacH s M DM ot S5/2 ES Pl 4L ey o = 2 |= Sabesige) [
S cirodrig S —alocal [—r-al | ES —mFrealrrnSS = |- Z CSR@PIFoox IoRa| § =
o - S TR i = | =Y | A,
< = £ ! [ =
eyen ooy et [t — | = o s “ ) o 2 MO OO0 0O enBON S B =it
SYDISSONT22EISS] £l 2 |emmannooramsieas| g g [anamsosca—me—l—oo| G| £ |IVIBUZIR/IAF|CLS| 1| F |movddcriSSeet |feded
— = =N o c NSl — i — =i | 9 * AR NNOATAING [ S| 82 = AL RTERRLEST| = - = s = Rl b
o EVERETE = B - b = ) Pl | [ — = I— | NS | %
m. a o | | I i P, .
1 < 987428]]860 cococ
NEINOCOAATNAI—C [ —en <t < =00 OC — —_— N | @] s RIS RSN TREONG S . e
QoA ISR dnaS [ | 2| 2 |ToyeIoeseonelons] Bl 2 |mowsanocnaoas waw| 8| 2 ISBRFCSSIISS(BRR| B 3 |wergasSaesS [Fwor
—_— ﬁ —_ =9 = TRX—ROON—FO— |—r~ =3 B O NG —I~0S Cenoows [~ @ = 8”“0““ w«mr/*%@ Dd.ﬁ > —_———— |~
m — ot — —_— m —_—— —_ Pyl -_ID. Aﬂ T 2{ ; .I,. J.. 7 = 454 M
%) = som | —_ —
= =) & S ] SN NN O 00— [T~
N~ — 0~ o IO~ 00O —_— 3 —_— —_— S — e | ® ) 8 | e e cT e e e o e e o
SUASSHS2UTALT 222 2| 2 |mmsenoscedeT|Gen | O 2 |[momaccscce—glons| S (8832 8522 5| ZR| S| F |KSgnagricneses |— e
| . > F SO — Lo —— U — |[Sned | .. x N OSSNSO |oC e — . = FrNHoo OOV O x| = B e = el
— o -— — — — | — - Q— et o~ ol | ooy v | co<t (=N e
(] = =< (28] < | — | — I | ./,2 Vel
< < < = < —— | E
= clcienen o3 8o
o = o o4 o = ao || EEECoSSsS S lass
- M - - = m = — m - - SE== == N eE
X<n, o =z X<a X<a, X<p | B -
¥ o 2 3 |Due| < B @ 2 2 DUl < ¥ 2 2 2 xDu<l < S x 2 2 x|Duie| < o LLKUMM
200 A0 e ot e ol Z B 12 | | A0 0O bt e Z, A 2 [ D= | = OO R A Z A D [ D= | = MLQUE M = Z A2 [ | = REeAOw=E _Za D ImRsS




TABLE A.6: Short-term interest rates (n)

1987 1988 1988 Change
1983 over
Lo i v I I W March  April  May  June  July  Aug  Sept. 12months
% (e)
B 10,5 11,5 9,6 8,1 71 6,7 6,8 6,1 6,1 74 6,1 6,1 6,1 6,1 7,1 1,5 74 0,7
DK 120 115 10,0 9,1 9.9 9.4 93 8,7 8.4 78 8,7 8.9 8.8 8,4 82 1.9 78 -1,6
D 58 6,0 54 4.6 4,0 4,0 3.3 34 44 49 34 34 35 44 5,1 53 49 0,9
GR 16,6 15,7 17,0 19,8 14,9 8,0 16,7 14,4 16,4 : 14,4 16,9 19,3 16,4 12,2 11,4 ] -43
E 20,1 149 122 11,7 15,8 17,0 13,1 10,7 10,7 12,5 10,7 114 105 10,7 11,1 10,7 125 -45
F 12,5 1,7 10,0 1,7 83 8,0 8,6 83 7:3 79 83 8,1 7.4 73 7.4 8,0 79 -0,1
IRL 14,0 132 12,0 12,4 11,1 9,2 8.8 8,3 78 1,6 83 8,1 1.3 7.8 19 8,1 1,6 -1,6
I 18,3 17,3 15,0 12,8 11,4 12,8 11,5 11,1 11,1 11,4 11,1 10,5 11,0 11,1 11,3 11,1 11,4 -14
NL 5,7 6,1 6,3 3 54 5,6 4.6 40 44 5,6 4,0 41 4.1 44 53 5.4 5,6 0,0
P 209 225 210 15,6 13,9 14,8 14,0 130 127 12,8 13,0 13,0 p 12,7 12:9 13,0 12,8 -2,1
UK 10,1 10,0 122 10,9 9,7 10,3 8,9 8,6 9.9 11,9 8,6 8,5 78 99 109 12,3 11,9 1,6
EUR12¢0) 120 11,2 10,4 9,0 8.8 9,0 83 78 8,1 (8,9) 1.8 1,7 15 8,1 8,5 8.9 89 (-02)
USA 8,7 9,5 15 6,0 59 6,8 5,9 59 6,8 1,3 59 6,1 6,7 . 68 7,2 155 1,5 0,7
JAP 6,5 6,3 6,5 50 39 3.9 3,9 39 4,0 43 39 39 3.9 4,0 4,1 4,1 43 0,4
TABLE A.7: Long-term interest rates (p)
1987 1988 1988 Change
over
1983 1984 1983 1956 198 111 v I 11 1] March April May June July Aug Sept. 12 months
% (e)
B 11,8 120 10,6 79 7.8 8,3 8,0 27 7.8 8,1 7.1 7,6 7.9 78 80 83 8,1 =0,2
DK 14,4 140 11,6 10,5 11.9 12,3 11,7 11,1 10,6 10,1 11,1 11,5 10,8 10,6 104 10,5 10,1 =22
D 19 78 6,9 59 58 6,2 6,0 5.7 6,1 5 5.1 58 6,1 6,1 64 65 3 0,5
GR 18,2 18,5 15,8 15,8 173 17,1 19,1 19,1 15;2 : 19,1 190 16,9 15,2 15,6 ; =09
E 16,9 16,5 134 114 12,8 14,3 13,1 11,8 11,3 114 11,8 114 11,6 11,3 1,1 1Ll 11,4 -28
F 13,6 12,5 10,9 8.4 9.4 10,5 10,0 9.4 8.8 8,8 9.4 93 9,1 8.8 941 94 8.8 =7
IRL 139 146 12,7 11,1 11,3 11,3 10,5 10,1 9,6 9.2 10,1 9.7 9.8 9,6 97 95 9.2 =23
I 18,0 15,0 143 11,7 11,3 12,3 12,5 12,1 12,1 12,3 12,1 12,1 12,0 12,1 12,1 12,1 12,3 0,0
L 9.8 10,3 9.5 8,7 8,0 8,1 7,0 14 6,5 ; Tl 73 6,4 6,5 6,8 13 : =07
NL 8.8 8,6 13 6,4 6,4 6,8 6,3 6,0 6.3 6,4 6,0 6,0 6,3 6,3 65 66 6,4 -04
P 304 325 254 17,9 154 15,9 15,2 14,1 14,0 : 14,1 14,3 13,8 14,0 141 138 : =15
UK 10,8 10,7 10,6 9.8 9,3 10,0 9,5 9,0 9,6 9.4 9,0 9,2 9.3 9,6 95 97 9.4 -0,6
EUR12(0) 127 11,8 10,9 9.2 9.4 10,1 9.8 93 9.3 : 9,3 9,3 9.3 9,3 94 (9,5 o (=07)
USA 10,8 12,0 10,8 8.1 8,7 9.6 9,1 8,6 9,0 9,0 8,6 89 9,2 9,0 93 93 9,0 -0,6
JAP 78 13 6.5 5,2 50 70 5l 44 48 : 44 44 47 48 4,9 59 ; 04
TABLE A.8: Value of ECU = ... units of national currency or SDR .
1987 1988 1988 Change
over
%y B8 sy 1986 1987 i v I 1l Il March  April  May  June  July  Aug  Sept. 12months
%(b)
BFR/LFR 4543 4544 4491 4380 4304 4307 43,19 4323 4344 4354 4332 4344 4344 4345 4352 4363 4348 0,9
DKR 813 8§15 802 794 788 794 7,96 792 794 794 793 797 797 790 790 796 7,96 -04
DM 227 224 223 213 207 2,08 2,07 207 2,08 2,08 207 208 208 208 208 2,08 207 -0,1
DR 78,1 884 1048 1374 156,1 1574 1619 1652 1664 1672 1658 166,3 166,7 1662 166,5 167,1 1681 6,1
PTA 1274 126,5 1290 1375 1422 140,5 1384 1394 137,5 1375 1388 137,5 137,6 1374 137,77 1369 1380 -0,6
FF 6,77 687 680 680 6,93 6,92 6,98 6,99 703 704 703 705 7,04 701 7,01 705 7,05 1,8
IRL 0,715 0,726 0,715 0,733 0,775 0,775 0,776 0,776 0,777 0,774 0,775 0,777 0,778 0,775 0,774 0,776 0,773 -0,3
LIT 1349 1381 1447 1462 1495 1502 1514 1524 1543 1543 1532 1542 1546 1542 1540 1541 1547 3,1
HFL 254 252 251 240 233 234 233 232 233 235 233 233 233 234 235 235 234 0,2
ESC 98,2 1156 1300 1469 1625 1628  166,6 169,  169,7 1698 1695 169,7 1698 1696 169, 1694 1708 44
UKL 0,587 0,591 0,589 0,670 0,705 0,698 0,692 0,687 0,661 0,657 0,674 0,661 0,657 0,665 0661 0,650 0,659 —53
USD 0,890 0,788 0,759 0,983 1,154 1,128 1,213 1,234 1218 114 1,234 1,241 1228 1,184 1,127 1,104 L1111 -29
YEN 2113 187,0 1804 1650 1665 1658  164,3 157,9  153,0 149,0 1569 155,1 1532 150,7 150,0 1475 1494 -89
DTS 0,833 0,767 0,749 0,838 0,892 0895 0,889 0,902 0,890 0,859 0,900 0,898 0893 0879 0864 0854 0858 -32
TABLE A.9: Effective exchange rates: export aspect (9 — Percentage change on preceding period
1987 1988 1988 Change
over
1983 1984 1985 1986 987 1 v 1 1l Il March  April  May  June  July  Aug.  Sept. 12 months
% (b)
B/L =28 =22 0,9 5,5 41 =0,3 0,6 -02 -09 -14 -0 -03 -02 -06 -08 -05 0,6 -18
DK —0,6 =37 1,2 6,3 42 =19 1,1 03 -13 -18 -04 -08 -04 00 -10 -12 03 =13
D 40 16 0.3 10,7 6.9 =03 1.8 -0l -13 =20 00 -04 -05 -08 -11 =07 0.8 =13
GR =181 =144 =159 =213 =99 =22 =18 =21 =l =20 -03 -03 -05 -04 -09 -08 -03 -6,7
E =72 =24 =23 =L3 0,2 29 3,0 -08 08 -18 0,6 09 -04 -07 -12 02 -05 -0,5
F =71 48 1,1 45 1,1 -0,2 0,3 =03 =13 =I8 -06 -04 -02 -03 -09 -1l 0,3 =32
IRL 41 -42 1,2 37 =2l -0,3 1,0 =02 =]3 =14 -0l -06 -05 -01 -08 -09 0,8 =17
| =38 =59 =32 3,7 1,1 =09 0,5 -08 -20 -19 -05 -08 -06 -07 -08 -06 -0, —-4.6
NL 20 -16 0,3 7.7 5,1 0,0 1,3 01 -09 -18 -02 -02 -03 -08 -—-10 -06 0,7 =1l
P =211 =174 =115 =18 =il =3 =l4 =Ly =Ll =13 -04 -03 -03 -04 -04 -06 -05 =53
UK =70 =471 =02 =73 =10 -0,1 28 0,7 32 =18 3.2 2,0 02 =25 =07 L3 =Ll 4,0
EUR 12 =835 =93 =19 9.6 7,0 -0,6 33 -05 -1,6 -—47 07 =01 -09 =23 =23 <=1l 0,5 -39
USA wiy) 78 41 -19,1 -121 1,6 —58 =29 =07 6,2 =16 =11 0,4 2.1 36 1.4 0,0 =1
JAP 10, 5.8 3, 212 82 =2.2 5,1 48 18 -24 0,8 1,2 05 -06 -23 05 -0,7 7,1
Sources : 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 EUR index, adjusted by
Eurostat and given in Table 1 may differ from the change in the EUR index obtained by aggregating national indices. Data are adjusted for working days. They do not include building.
(b) % change over 12 months on the basis of the non-adjusted nominal series of the most recent figure given.
(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.
() Number of registered unemployed according to national legislation. Annual average, quarterly average and end of month.
(g) Changes in the coverage of these series occurred in 1984 for the Netherlands and in 1985 for Belgium.
(h) As % of total labour force.
(i) Monthly series calculated by linear interpolation.
(j) The seasonally adjusted position for EUR 12 is obtained by seasonal adjustment of the sum of gross figures for the various countries’ exports and imports.
g()) I';ljgtdigjl-:l:l(iglfr%:;efz)r Belgium, Denmark, Germany, Spain, France, Portugal and the United Kingdom: seasonal adjustment by Eurostat for Greece, Ireland, Italy and the Netherlands.
(m) Average 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
(n) ‘liﬂ?;iiibnal 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.
(o) Average weighted by GDP at 1980 prices and purchasing power parities.
(p) Yield on public sector bonds. Annual average. Average for the last month of quarter and monthly average for Germany, Spain, Italy, Luxembourg, the Netherlands and Portugal. End quarter and
end month for the other Member States.
(q) 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)
None.

Belgium (B)

27.9 In two stages, the central bank cuts the rates for two- and three-month Treasury
certificates by 0,10 and 0,15 of a percentage point respectively, taking them to 7,20 % and
7,35 %. The rate for one-month certificates remains unchanged at 7,15 %.

Denmark (DK)

12.9 The Nationalbank lowers the limit for banks' drawing on current account without the
provision of collateral from 25 % to 15 % of a bank's capital base. The change will not have
any immediate impact on the money market as banks are currently in a positive net position
with the Nationalbank.

Federal Republic of Germany (D)

30.9 The supplement to the Federal budget for 1988 is adopted by Parliament. Total
expenditure increases to DM 2754 billion (or 13 % of GDP), while revenues amount to only
DM 236,8 billion (instead of the expected 245.6 billion), due to higher transfers to the
Community and the absence of the Bundesbank profit. For 1988 the net borrowing require-
mregt rises to DM 38,6 billion, equivalent to 1,8 % of GDP (1987: DM 27 billion or 1,4 %
of GDP).

Greece (GR)

16.9 The Minister for Economic Affairs sets the maximum rate of wage indexation at 6,5 %.
This rate is based on an inflation forecast of 5,9 % during the third four-month period, and
a rate of 0,6 % which corresponds to the difference between the inflation rate recorded in
the second four-month period and the rate forecast under the indexation arrangements.

20.9 The Bank of Greece authorizes commercial firms and agricultural cooperatives to
borrow in foreign currencies from national and foreign financial institutions, without prior
authorization.

Spain (E)

8.9 The Treasury raises the interest rate on three-year Treasury bills by 0,20 of a percentage
point to 10,65 %, taking them slightly higher than short-term bills.

23.9 The Government adopts various anti-inflationary measures as a result of the surge in
prices observed during the summer. Customs duties vis-a-vis the Community (15 %) are
reduced from 1 October, instead of 15 January 1989, and the import quotas for certain goods
are increased. In addition, the Bank of Spain raises the interest rates on its loans to financial
institutions by 1 point to 11,375 %.

30.9 The Government tables the draft central government budget for 1989 in Parliament.
Expenditure, at PTA 9 904 900 million, will be 14,8 % up on the previous budget and revenue,
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at PTA 8 736 600 million, will be 19,7 % up. The central government deficit is projected to
fall from 3,0 % of GDP in 1988 to 2,8 % in 1989, and real growth from 4,7 % in 1988 to
4,0 % in 1989. Income tax scales will be adjusted downwards by 3 % in order to compensate
for the effects of fiscal drag and reliefs on corporation tax will be reduced.

30.9 The Treasury raises the interest rate on one-year Treasury bills by one percentage point
to 11,541 %. The money market rates are also adjusted upwards.

France (F)

14.9 In order to combat unemployment, the Government adopts a plan consisting of eighteen
measures. Eleven of them are connected with marginal employment schemes. The eighteen
measures can be divided between five major topics:

— encouraging recruitment by reducing costs;

— improving the financing of small businesses;

— promoting the spirit of enterprise;

— improving and expanding training;

— helping the development of local and regional initiatives.

21.9 In the context of the contracts provided for by the Plan linking central government and
the regions, the government is to allocate FF 250 million to the establishment of a regionalized
fund for aid to local employment initiatives (FRILE); it is hoped that the size of the Fund
will be at least doubled as a result of the regions’ commitment. The main objectives of the
new Fund are to support the creation of small firms, to mobilize local savings and to support
investment operations which contribute to local economic development and are carried out
at intercommunal level. -

Ireland (IRL)

None.

Ttaly (I)

None.

Luxembourg (L)

None.

Portugal (P)

15.9 The Minister for Finance liberalizes interest rates on bank loans, which are no longer
subject to an upper limit of 17 %.

United Kingdom (UK)

None.
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