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'ecent economic trends

THE 1988/89 ECONOMIC SITU-
ATION IN BRIEF

The main features of Commission ser-
vices” spring economic forecasts are as
follows:

o The expected slowdown has not mater-
ialized and the Community economy
will continue to grow moderately in
1988 (+2,6 %) and 1989 (+2,3 %).

e Private consumption and investment
will continue to underpin growth.

¢ Unemployment will fall only slightly (to
11,3 % in 1988 and 11,1 % in 1989).

o Inflation rates will converge at a low
level (just over 3 %).

e The reduction in the external trade and
payments surpluses of the Community
as a whole is continuing, although the
net positions of individual member
countries are not satisfactory.

e World economic growth is continuing
but will slow down in 1989.

o World trade is continuing to expand.

o International current account imbal-
ances are declining slowly.

This is a summary of the results of Commission
services' spring forecasting exercise, based on data
up to 6 June. The earlier forecasts for 1988 were
summarized in Supplement A, no. 2, of February
1988.
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TABLE 1: Gross domestic product, volume (percentage change at con-
stant prices on preceding year, 1961-89)
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TABLE 2: Final domestic demand, volume (percentage change at con-
stant prices on preceding year, EC countries, EC, USA,
Japan, 1961-89)

1961-73 1974-84 1985 1986 1987 1988! 1989!
B 4.8 1,3 1,3 3.2 24 1,9 1,4
DK 4.6 0,8 5,7 3.7 —3.2 — L1 0,8
D 4.5 1,4 1,0 3.7 29 2,6 2,0
GR 8,2 1,8 6,1 -0,5 =0 2,5 1,9
E 1.7 1,0 2,9 5.9 1.9 6,1 5,0
F 5,8 2,0 2,2 3.7 3.3 2,5 2.2
IRL 5,4 2,1 -1.3 0,8 -04 =0,5 0.8
1 5.5 1,9 32 3,6 4,7 39 3.3
L 42 1,8 0,7 =09 3,6 2,2 27
NL 49 13 25 39 26 13 16
P 1.5 0,9 0,8 8.4 9,5 5,9 5,0
UK 32 10 29 38 42 45 31
EUR 5,0 18] 24 3.9 3.9 34 2,8
USA 4.1 2,6 3.9 3,8 2,5 2,1 1,1
JAP 9.9 2,7 3.8 4.0 51 5,6 40
! Forecasts.

Source - Commission services.

TABLE 3: Rates of change of demand components (EUR-12, 1982-89)

P ge change on p g
period at constant prices

Sgn

1982-87 1988 1989  1988-1 1988-11 1989-1 1989-11
Private consumption 2.3 3.3 2.7 29 3,0 2,6 2.5
Government consump-
tion 1,8 1,9 1,8 15 1,6 1,9 1,8
Fixed capital formation 1:3 48 40 45 47 3,0 5.1
— Construction 03 33 27 .22 23 1.2 59
— Equipment 39 64 53 69 73 48 43
Change in stocks as %
of GI§P 0,3 1,0 1,0 1,0 1,0 1,0 1,0
Domestic demand 23 - 34 . 28 30 31 26 28
Exports of goods and
services 35 35 . 37 13 34 38 37
Imports of goods and
services 43 60 5,1 37 63 47 48
Gross domestic product 2,0 26 23 23 2,2 23 2,5
1 1988-89: Forecasts. Half-yearly figures at annual rates, seasonnaly adjusted (1988-1 = first half of

1988 etc.).
Source - Commission services.

TABLE 4: Deflator of gross domestic product (percentage change on
preceding year, 1961-89)

1961-73 1974-84 1985 1986 1987 1988! 1989!
B 4,1 6,8 5,3 37 1,8 1.5 2,2
DK 7,0 9.4 5.3 49 5,0 49 4,0
D 4,3 43 2,2 3,1 Z1 1,3 1.8
GR 4,5 7.7 17,8 19,0 157 14,6 15,4
E 7,1 15,7 8,7 10,9 551 52 38
F 49 10,5 57 4.7 2,6 2,8 22
IRL Tl 13,7 5,0 5,6 2.7 2,6 28
I 5.4 16,7 8,8 8,0 5,6 4,7 4,5
L 43 6,9 34 2,6 0,6 2,2 2,7
NL 6,0 5.9 17 0,7 =10 0,8 1,0
P 4,0 20,5 21,7 17,9 12,1 8,8 6,1
UK 5.l 13,0 6,0 3.5 44 48 49
EUR 5,1 198 6,1 S5 39 3,6 3.5
USA 3,6 Tl 3,1 2,6 3,0 29 44
JAP 6,0 53 1:5 1,8 0,2 24 2,8
! Forecasts.

Source : Commission services.

Positive trend in 1987. — The overall economic trend in 19!
was more favourable than estimated a few months ago. Wi
Community GDP growing in real terms by 2,7 %, the stat
trend of the last few years continued (the highest rate of grow
since 1979 being recorded) largely as a result of the buoya
situation in Spain, the United Kingdom, Ireland and Portug:
The financial turbulence in October and exchange rate develo;
ments thus appear to have had only a limited effect on tl
Community as a whole, at least in the short-term.

The reduction in current account imbalances, which had alreac
started in 1986 as evidenced by goods flows, was appreciable
1987: reduced surpluses in the Community and Japan; in tl
United States, high real rates of growth of goods exports, whic
were much in excess of the corresponding rates for imports.

Stable growth in 1988, slight slowdown in 1989. — The econom
outlook for the Community in 1988 and 1989 is marked by
moderate although relatively stable growth of real GDP of sorr
2,6 % in 1988, slowing to 2,3 % in 1989. Relatively stead

growth is forecast in countries with low rates of growth (D, F
NL, B), while countries which have recently recorded hig
growth rates are expected to show a slackening trend. Growt
{ate]s in the member countries are thus converging at a lowe
evel.

Strong domestic demand : negative external contribution. — As i
the last two years, growth will remain underpinned by domesti
demand, while the goods and services balances will continue t
make a negative contribution to growth, albeit to a lessenin,
extent (1988: —0,8 of a percentage point; 1989: —0,5 of :
percentage point). The reason for the slight slackening of growtl
is the somewhat reduced rate of growth of domestic demanc
(3,9 % in 1987, 3,4 % in 1988 and 2,8 % in 1989).

Private consumption will also make an important contributior
to growth in 1988 and 1989 (+3,3 % and 2,7 % respectively ir
real terms). With relatively moderate wage growth rates, it wil
be bolstered in some countries in 1988 by lower taxation and z
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eclining savings ratio. In the recent past, the volume of private
onsumption has been boosted, in particular, by a declining
iflation rate due to decreasing prices for imports. These positive
ffects of the wealth gains brought about by the improved terms
f trade will peter out, with the result that private consumption
ill increasingly depend on the trend of nominal incomes.

n contrast to the period 1983 — 85, the rate of growth of invest-
1ent will again exceed that of GDP in 1988 and 1989 (+4.8 %
nd 4,0 % respectively). In addition to a relatively stable rate
f growth of construction investment (+ 3,3 % and 2,7 % res-
ectively), equipment expenditure in particular will show rela-
ively high growth rates (+6,4 % and 5,3 % respectively). This
orecast is currently supported by the high level of capacity
tilization in manufacturing industries.

n 1986 and 1987 growth was boosted by more than a quarter
rercentage point by a relatively high level of stockbuilding. This
s not expected to be repeated in 1988 and 1989. Firms can be
xpected to regard the current level of stocks as adequate but
10t excessive, with the result that stock levels will keep pace
vith the growth in production.

Jnder the impact of the consolidation policy, real public con-
umption is continuing to grow at a slower rate than real GDP.

Slight fall in unemployment. — In 1988 and 1989 the number of

sersons gainfully employed in the Community will increase

‘urther by 0,8 % and 0,6 % respectively. However, the activity

rate will continue to increase. As a consequence only a slight

reduction will occur in the unemployment rate, which will fall

;%8171,3 % and 11,1 % respectively (compared with 11,7 % in
)

Moderate inflation. — Following the less rapid rise in consumer
prices in recent years, 1988 and 1989 are expected to see a stable
and — for the Community — a historically very low inflation
rate of just over 3 %. In countries with a high level of stability

TABLE 5: Demand components at constant prices (percentage change
on preceding year, EC countries, 1961-88)
1961-73 1974-84 1985 1986

1987 1988 1989!
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TABLE 7: Employment in manufacturing industries (percentage change

TABLE 6: Total employment (percentage change on preceding year,
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TABLE 8: Number of unemployed as percentage of civilian labour force
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Source: Commission services.
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External adjustment continues, but increasing imbalances in intra-
Community trade. — The Community’s current account surplus
will fall from 1 % of GDP in 1987 to 0,6 % in 1988 and
0,3 % in 1989. In this way, the Community will help to reduce
international trade and payments imbalances. The trade surplus
(fob-fob) will also fall, from 0,9 % of GDP in 1987 to 0,5 % in
1988 and 0,2 % in 1989. The picture varies, however, from one
member country to another. On the one hand, the surpluses in
intra-Community trade are on the rise in those countries that
already had surpluses in 1986 and 1987 (D, NL, B, IRL), whilst
on the other hand, the remaining countries are experiencing
correspondingly increasing deficits in intra-Community trade.
For the surplus countries whose extra-Community surpluses are
declining, this development leads to the stabilizing of their
surpluses on total trade, while the deficits of the other countries
are on the increase. As in 1986 and 1987, taking the Community
as a whole, imports of goods (including intra-Community trade)
will rise in real terms by between 5 and 6 % in 1988 and 1989,
which is considerably above growth of exports.

TABLE 11: Compensation of employees per head (percentage change on
preceding year, 1961-89)

1961-73 1974-84 1985 1986 1987 1988! 1989!
B 8,9 9.8 4.8 3,8 33 2,0 32
DK 10,7 10,6 4,5 4,7 8,2 4,2 37
D 9,2 6,2 3,0 39 3,0 2,6 2.3
GR 10,2 21,9 22,6 15,7 12,5 15,5 17,6
E 14,6 18,9 9.2 7.9 7.5 6,6 6.4
F 9,9 13,7 6,6 4,0 34 35 34
IRL 11,3 17,5 6.4 5,1 5.5 34 32
1 11,6 18,9 10,2 7,7 8,7 6,2 6,2
L 7.4 9,7 3.8 5.0 4.1 3,5 5,0
NL 11,4 7,2 1.4 1,6 2,3 1,8 0,4
P 12,0 23,0 22.4 17,0 13,2 9,6 7,7
UK 8,3 14,4 6,7 7.3 6,7 7,4 7,0
EUR 10,0 13,3 6.8 6,0 5,6 5,0 4,7
! Forecasts.

Source: Commission services.

TABLE 12: Real compensation of employees per head! (percentage
change on preceding year 1961-89)

. . . - - 8 987 19882 19892
Stable public borrowing requirement. — The general government pe e o o l
borrowing requirement in the Community as a whole will mark B 51 21 —04 30 1,7 0.6 1~é
time at the 1987 level (at around 4 % of GDP), since growth in BK g’ﬁ (1)"5" 48‘3 i(l) ‘2‘8 #?’g “8’6
expenditure will be in line with that of revenue. GR 6.5 37 33 -S54 -31 1.2 2,1
E 7,5 2,4 0,9 -0,8 2,1 2,2 2,6
5.1 2,7 0,9 1,5 0,3 0,7 1,0
IRL 5,0 2,1 1.8 1,5 2,4 0.9 0,2
1 6,5 1,9 0.8 1,5 3,7 1.3 1,6
L 4.2 1.8 -14 43 3,5 1.8 3,1
TABLE 10: Contributions to real GDP growth! (EC countries and EC NL 6,0 L1 ~ L 1.4 22 Lo —09
1983-89) ’ P 8,3 0.4 2.8 4,5 2,7 1,7 2,0
UK 33 1,6 1.4 3,6 3,3 3.8 3,0
1983 1984 1985 1986 1987 19882 19892 EUR 5.1 1,9 0.9 2.3 2.2 1,7 1,4
" . ! Deflated by private consumption prices.
B Final domestic demand -1.6 14 16 27 23 19 14 2 Forecasts.
Slockbuilding -0,7 07 -04 04 0.0 0,0 0.0 Source : Commission services.
Foreign balance 2.4 01 02 -08 -05 01 02
DK  Final domestic demand 1.7 29 55 51 =20 -0 07
Stockbuilding -03 1001 05 -13 -01 01
Foreign balance LI =05 —14 =22 22 10 06 |
_ - Uni t h n
D Final domestic demand 1.7 LS 14 34 24 25 19 TABLE 13: Unit :;bour costls ’9;‘.‘;;)};) cconomy” (percentage change o
Stockbuilding 0.6 04 -04 01 04 01 01 preceding year,
Foreign balance -0,7 09 11 =09 -LI -05 -03 1961-73  1974-84 1985 1986 1987 19882 19892
GR  Final domestic demand 08 03 40 -05 -05 21 19 B 4,5 7.4 4.; 2% | 13 ‘1‘; %,2
Stockbuilding -4 10 ol 06 -06 05 0l DK 73 9.1 3, 3, 0, . .
i -0, D-36 19 05 —10 -0 D 4.8 38 1.6 2.3 2,0 1 1,2
Foreign balance 0.5 32 236 19 05 -10 -07 GR 1.9 20.1 202 142 12,0 14.6 16,7
E Final domestic demand 02 -10 28 45 16 65 56 E Z,g {?,(2) 2; g? ?% ‘11,?; ?,g
Stockbuilding -03 04 00 12 06 -01 -02 > > > ’ ’ . :
i ' 405 —24 —30 -1 -1 IRL 6,7 13.8 2,9 50 03 0,7 1.4
Foreign balance 19 24 -05 -24 -30 -21 16 I 56 17.0 8.7 5,’7] 5’§ %; 431%
F  Final domestic demand 02 04 23 32 27 26 222 L 4.1 8,1 1.4 4, 4, . ,
Stockbuilding -0 ol -0l o5 05 00 00 N S-S S Y. Y A S
Ff)relgn balance 14 09 -05 -16 -1, -03 00 UK 53 12,7 4:5 4.7 47 5:7 5:3
Foreign balaice 2:5 3:| 2:4 ~ l:] 5:2 2:1 1:3 1 ﬁo\zﬁ:nlagg?dzg i’?;:L(iiTec;‘;cl;;lrcnkﬁfwidcd by labour productivity per head, defined as GDP
1 Final domestic demand 0,2 28 30 31 44 38 33 > Forccésts. o
Slo(‘,kbul]dmg _ 017 1'8 0.2 0‘6 0,4 0‘3 0'2 Source OmMImMISSION SETVICES.
Foreign balance 09 -10 -04 -09 -16 —-09 -07
L Final domestic demand =25 1204 50 34 20 25
Stockbuilding 28 29 03 -58 00 01 00
Foreign bal - - - Py
orelgn balence 2343137 714 102 =05 TABLE 14: Real unit labour costs' (indices 1980 = 100)
NL  Final domestic demand 1,1 LS 23 35 27 12 16 196170 1975 1979 1981 1987 19882 19892
Sloclgbunldmg 0,4 02 01 02 -02 00 00
Foreign balance -0, LS 00 -14 -03 02 04 B 87,5 96,9 98.9 101,0 94.5 942 94,0
. . DK 98,3 102,7 98.4 98,8 95,5 95,2 94,0
P Final do_m;suc demand =25 66 02 67 90 63 52 D 96,1 102,6 98,3 100,3 94,0 93,7 932
Stockbuilding =37 -03 05 09 07 00 03 GR 104,4 91,7 101,8 106,5 103.9 103,8 105,1
Foreign balance 8.4 56 25 -42 -51 -28 -22 E 99,4 102,2 101,8 100,4 87,6 87,3 878
. . F 93,8 99,2 98,8 101,2 94,1 92,7 91.9
UK  Final do‘me_sllc demand 37 29 28 37 41 45 33 IRL 96,2 100,3 96,7 96,5 87,6 85,9 84,7
Stockbuilding 08 -02 o1 00 01 00 -0) I 24,4 105,5 101,5 182% 39,2 ggg ggé
Foreign balance -09 -07 08 -08 -06 -14 - L 41 1017 995 101, 3, ) ,
) . _ ’ B-08 - 43 NL 939 103,3 100,3 97,3 91,0 90,9 89,1
EUR  Final domestic demand 11 14 24 34 36 34 28 P 85,4 1213 101,6 104,0 88,2 87,1 86,3
Stockbuilding -0, 05 00 04 03 01 00 UK 98,3 108,2 98,2 98,7 96,1 97,0 97,3
Foreign balance 0,5 05 o1 -12 -1 -08 -05 EUR 96,8 103.8 99.5 100,5 94,8 94,5 94,1
! Change as percentage of GDP of preceding period. ! Nominal unit labour costs divided by GDP deflator.
2 Forecasts. 2 Forecasts.

Source : Commission services.

Source : Commission services.




TABLE 15: Balance on current account (as percentage of GDP,

1961-89)

1961-73 1974-84 1985 1986 1987 1988! 1989!
B 1,1 —1.6 0,7 2,5 2,0 2,1 2,1
DK =20 -34 —-4,7 =52 -3,0 -24 =2,1
D 0,7 0,6 24 42 39 3.3 3,1
GR -29 —2,5 =82 —5.5 —~2,1 —2.5 ~3.5
E -0,2 =17 1,6 ) (B 0,1 -0,8 =2,1
F 0,2 =0:5 0,1 0.4 -0,3 —02 -03
IRL =29 -84 -38 -2,8 1,3 2,1 29
I 1,5 =0.7 -0,9 0,4 -0,1 -0,3 -0,7
L 6,8 25,9 433 43,7 39,9 38,3 36,2
NL 0,5 1,2 43 2,8 1,6 1,6 1,8
P 0,4 =2 1,7 39 1,8 0,9 -0,2
UK -0,1 -0,2 0,5 0,0 -04 —1.2 1.4
EUR 0.4 -0,3 0,7 1,5 1,0 0,6 0,3
USA 0,5 -0,1 —-29 —-34 -3,6 — 3.0 —~ 2
JAP 0,5 0,6 3,7 43 3,6 29 2,5
! Forecasts.

Source : Commission services.

TABLE 16: Exports of goods, volume (percentage change on preceding

year, 1961-89)

1961-73 1974-84 1985 1986 1987 1988! 1989!
B 10,2 2,6 1,0 6,3 4.8 4.8 42
DK ,8 % 4.6 0,1 3,0 2,8 3.2
D 8,0 44 7,9 -0,6 1,0 2,8 3,1
GR — — -0,1 16,9 0,9 1,0 2,0
E — — 3,0 — 3.5 7,0 6,0 ST
E 10,3 5,0 2,0 -0,1 2.5 3,5 4,0
IRL 8,1 8,9 6,7 4.0 13,8 9,1 74
1 11,8 6,2 27 5,0 3,0 4.0 4,0
L 5,5 1,5 11,6 2,1 1,0 34 2,8
NL 10,3 3,1 6,0 0.8 5,9 3.5 4,5
P — — — — 10,0 6,5 53
UK 5,1 357 5.5 3,7 58 2,5 2,5
EUR 8,92 433 4,7 1,9 38 3,6 3.7
USA 6,74 32 3.3 7,8 14,9 22,0 12,9
JAP 16,84 6,7 4.0 —2.0 0,2 3,0 29
! Forecasts.

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

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

TABLE 17: Imports of goods, volume (percentage change on preceding
year, 1961-89)

1961-73  1974-84 1985 1965 1987 1988! 1989!
B 9,3 24 0,1 8,0 59 4,6 40
DK 7.9 9 8.4 6,5 =30 0,0 1,8
D 8.8 3,6 52 3.5 4,5 4,6 4,1
GR — — 28,8 4,2 3,7 4.5 4,0
E — — 58 16,9 23,2 15,0 11,0
F 11,7 3.3 43 6,8 6,7 4,7 4,0
IRL 9,2 43 31 4,0 4,5 6,3 6,0
I 10,4 3.5 4.4 ;5 10,0 7,0 6,0
L 6,1 2,3 6,6 09 33 39 34
NL 9,4 1;9 6,2 31 6.5 3.0 3,7
) 4 = — — = 25,6 12,5 9,5
UK 5.2 2,5 34 6,4 7.4 7,2 5,6
EUR 9,12 2,53 49 6,5 8,0 6,2 5.3
USA 944 -04 54 13,9 5,8 3.1 3.1
JAP 1444  —0,2 =19 10,6 8,9 12,5 i3

! Forecasts.

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

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

TABLE 18: Export markets and export performance (percentage change
on preceding year, 1987-89)

Export markets Export performance’

1987 19882 19892 1987 19882 19892
B 6,2 5.2 4,7 13 -04 -05
DK 4,5 49 4.2 =14 =20 ~—10
D 59 5,6 49 =47 =27 =Ll
GR 4,0 44 43 -30 =32 =22
E S 5.1 4,6 1,8 0,9 1,0
E 5,5 59 5,2 =29 =22 =]2
IRL 6,3 5,6 4.8 7,0 3.3 2.5
{‘3 5.2 57 49 =21 -6 =09
NL 3.7 4,5 4,1 21 =10 0.4
P 7,1 6,0 3,1 2.7 04 0.4
UK 43 54 5,0 14 -28 -23
EUR 53 5,5 49 =14 =18 11
USA 6,5 7,6 6,0 7.9 13,4 6,6
JAP 6,4 8,0 6,4 -58 —46 -33
! Indices of export volume growth divided by indices of market growth (includes intra community

de).

2 ll-{:regasls‘

3 Included in the figures for Belgium.

Source : Commission services.

Stable exchange rates and raw material prices. — It is forecast
that, after a sharp rise on average in 1988, raw material dollar
prices (excluding crude oil) will stabilize in 1989. A crude oil
price of USD 16 per barrel in 1988 and USD 17 in 1989 is
forecast (compared with USD 17,9 in 1987).

The Commission’s forecasts are based on the technical hypoth-
esis that exchange rates will stabilize at their current level. This
leads to a moderate and stable rate of growth of exports for the
Member States (approximately 3 1/2 % per year in real terms).
However, this growth will be less than that of its export markets
as a result of the dollar area’s increased competitiveness. The
four Asian NICs will continue to be markets with high import

TABLE 19: General government lending or borrowing (-) as percentage
of GDP (EC countries, EC, USA, JAP, 1972-89)

1972-83 1984 1985 1986 1987 1988 1989!
B —-6,8 =93 =8.3 -89 =72 =T.0 -6,5
DK =15 —4,1 =21 3,1 2,1 1,3 1,2
D -24 =19 =1.1 =12 =17 -2,6 —21
GR — =191 =136 =108 =103 =118 =13]
E =16 —55 =70 =57 —3.6 -34 —3.2
F -1,0 =27 -29 =29 =2,5 -24 -2,
IRL — -98 =113 =109 -85 -6,7 -5,7
1 -85 =115 =123 =ll4 =105 =100 -—104
L 1,3 29 5.5 7,0 5,6 6,0 5.5
NL -3,0 -6,2 —47 -5,6 ~5,1 -5,3 -5,1
P — -12,0 -10,0 -74 8.1 —7.9 =iT.8
UK =3.3 —3.9 —~2,8 =27 -14 —i0,7 —0,7
EUR —-3,62 —~5.3 =52 —48 —4.1 —4,1 —4,0
USA 14 —39 —473 =3.5 -24 =22 =20
JAP -28 =2l -0,8 =1,5 -03 -0,2 =02
! Forecasts. .
2 EUR-9.

Source - Commission services.




TABLE 20: Total public receipts (as percentage of GDP)

", -
TABLE 21: Total public expenditure (as percentage of GDP)

1972-83 1984 1985 1986 1987 1988! 1989! 1972-83 1984 1985 1986 1987 1988! 1989!
3 42,8 47,1 473 46,0 46,2 45,7 45,6 B 49,6 56,4 55,6 54,8 53,3 52,7 52,2
DK 50,0 56,6 57,4 58,9 59,9 60,6 60,6 DK 51,5 60,7 59,5 55,8 57,8 59,2 59,4
D 445 46,1 46,4 45,5 45,0 44,5 45,0 D ) 48,0 47,5 46, 46,7 47,1 47,1
SR 29,1 34,2 34,5 36,2 37,9 37,8 37,8 GR — 443 48,1 47.0 48,2 49,7 51,0
E 21,7 338 35,1 36,5 37,9 38,6 39,0 E 29,3 39,3 42,1 422 41,5 419 42,2
F 434 49,1 49,2 48,8 493 48,8 48,8 ) 5 444 51.8 52,1 5157 51,8 51,2 50,8
[RL — 424 42,6 43,0 432 424 41,7 IRL — 52,2 53,9 53,9 S1.7 49,1 474
[ 31, 38,0 38,5 39,0 39,6 40,1 40,0 I 394 49,5 50,8 50,5 50,0 50,1 50,4
L 50,2 54,3 55,5 56,4 56,5 57,3 56,5 L 48,9 51,4 50,0 494 50,9 51.2 50.9
NL 50,7 54,5 55,1 533 53,9 53.2 51,8 NL 53,7 60,7 59,8 58,9 59,0 58,5 57,0
P — 344 33,1 37 352 35.3 35,0 P — 46,4 431 45,1 433 432 42,7
UK 39,1 42,0 418 40,7 40,5 40,4 39,8 UK 424 459 44, 434 419 41,0 40,
EUR 40,12 43,6 43,9 43,6 43,8 43,7 436  EUR 43,82 48,9 49,1 484 47,9 478 47,6
! Forecasts. ! Forecasts.
2 EUR-9. 2 EUR-Y.
Source : Commission services. Source : Commission services.
growth rates, although the OPEC countries are also expected
to increase their imports again (by 2 % in 1988 and 4 % in
1989) following the sharp decline in 1987. TABLE 22: World export prices !
Percentage change on preceding year
. . o 2 92
World economic growth continues. — The economic forecast W s w o W &
for the European Community is based on the assumption bf  Fuels ) -35 —24-469 185 —-92 53
continuing world economic growth in 1988 and (at a somewhat Other primary commodities =1,5-10,5 5,‘1‘ l;.(S) 1 ;.g ;.g
slower pace) in 1989. This applies both to the rates of growth ~ Manufactures —31 —12 1, : ’ ’
pf GDP/GNP and — to an even greater extent — to the increase . gased e prices in US dollars.
!l‘l the VOIume Of ‘:VOl'ld trade. The expeCted declme in growth 30.,::?1::@ Nations and forecasts by Commission services.
in 1989 could mainly affect the OECD countries. The OPEC
countries, 'by contrast, are expected to see an increase in econ-
omic activity following a period of stagnation in 1987. Measured
in terms of real goods imports, the volume of world trade will
also expand sharply in 1988 and 1989 (by the order of 5 to
()
6 %). TABLE 23: Interest and exchange rates assumption
1984 1985 1986 1987 1988! 1989!
Growth slowdown in the USA in 1989. — Economic expansion Annual rates (percentage)
will continue in the United States in 1988 and 1989, albeit with Rates of interest (US)
a shgh;ly downward trt_and (GDP grpwth of 3,1 % in 1988 and — Short-term? 95 7.5 60 59 63 1l
l,%l;% tlln 1989).thThe main stimulus will come from foreign trade, — Long-term? 121 108 81 87 90 92
with the growth in exports (in real terms) expected to exceed : :
10 % per year. Domqs(ic demand, on the other hand, will Change on preceding year (percentage)
be showing a weakening trend. After falling for years, the Exchange rate of USD
unemployment rate is forecast to rise again slightly in 1989 (to — Vis-a-vis ECU* 134 3,7-22,7-148 —-69 -1,
5,7 % compared with 5,5 % in 1988). A rise in the inflation — Vis-a-vis YEN¢ 00 0,1-293-140-12,1 -26
rate is also forecast for 1989 (consumer prices up by +5,0 % T
compared with rises of approximately 4 % in 1987 and 1988). 2 I3-week US treasury bills.
3 US bonds over 10 years.
4+ (—)signifies an appreciating (depreciating) USD.
Source : Commission services.
TABLE 24: World GDP/GNP (at constant prices)
Percentage change on preceding year
1984 1985 1986 1987 1988! 1989!
EUR 2.1 24 26 27 26 23
USA 69 30 29 29 31 1,9
Canada 56 40 32 39 33 2,6
Japan 5,0 50 25 42 46 35
Ot%er OECD 45 26 27 31 26 21
OECD total 44 31 27 3.1 3 2,3
OPEC 14 -04 -09 00 1.6 25
Other developing countries 4,7 4.5 46 43 39 43
of which: Asian NICS? 87 36 102 11,8 80 75
: Other NICS? 32 22 54 28 12 28
: Other LDCS 50 58 33 38 46 45
CPE* 39 33 42 25 28 30
World 43 32 31 3,1 3,1 2,8
World excluding EC 5,0 34 33 32 33 29
! Forecas;s‘

2 Newly industrialized countries: Hongkong, South-Korea, Singapore, Taiwan. '
3 Newly industrialized countries: Argentina, Brazil, Isracl, Philippines, Thailand, South-Africa,

Yugoslavia.

4 Centrally pl
Source : Commission services.

d ies: Excluding China, which is in other LDCS.




TABLE 25: World imports of goods (at constant prices)

P,

P ge change on p ding year

1984 1985 1986 1987  1988'  1989!

EUR 7,1 55 68 80 62 53

USA 29 54 139 58 51 31

Canada 196 98 80 9.1 7,1 42

Japan 122 65 99 89 125 173

Otg\er OECD 10,7 68 45 47 43 37

OECD total 118 59 85 72 64 47

OPEC —89—153-21,1 —120 20 40

Other developing countries 67 29 —03 51 90 83

of which: Asian NICS? 10,7 24 11,0 21,0 20,0 150

: Other NICS? =16 —69 —1,6 20 —1,5 20

: Other LDCS 78 74 =12 =60 2,5 30

CPE* 47 30 -20 -60 10 25

World 90 39 50 56 65 52

World (excluding EUR) 102 30 39 42 66 52
1

Forecasts.
2 Newly industrialized countries: Hongkong, South-Korea, Singapore, Taiwan.
3 Newly industrialized countries: Argentina, Brazil, Israel, Philippines, Thailand, South-Africa,
Yugoslavia.
Centrally pl.
Comecon trade).
Source: C

4 d ies: Excluding China, which is in other LDCS. (Excluding intra-

services.

TABLE 26: World trade balances fob-fob
(in billions of US dollars)
1984 1985 1986 1987  1988' 1989

EUR 1.8 99 450 388 266 122
USA —112,5 -124,4 —142,6 —153,7 —129,1 —110,2
Canada 16,7 13,3 15 6,0 5,5 6,8
Japan 443 56,0 927 964 946 908
Other OECD ~04 =2, =98 =71 -10,8 —13,5
OECD Total =501 =413 =71 =197 =133 —139
OPEC 552 570 10,0 354 255 294
Other developing countries -04 —53 32 188 189 150
of which: Asian NICS? 2,9 79 17,5 219 21,6 19,0
: Other NICS? 134 186 16,1 150 18,7 19,6
: Other LDCS 167 —31.8 —304 —I181 -21.3- —236
CPE4 15.8 9,1 139 112 94 104
Errors and omissions 204 135 200 457 40,5 409
! Forecasts.

2 Newly industrialized countries: Hongkong, South-Korea, Singapore, Taiwan.

3 Newly industrialized countries: Argentina, Brazil, Israel. Philippines, Thailand, South-Africa,
Yugoslavia.

Centrally pl d ies: Excl
Comecon trade).

Source : Commission services.

4 ding China, which is in other LDCS. (Excluding intra-

TABLE 27: Trade balances (fob-fob) EC, USA and Japan

1985 1986 1987 1988/ 1989!
in % of GDP
EUR -0,4 I3 0,9 0,5 0,2
USA -3,0 -34 -34 =07 =22
Japan 4,2 4,7 4.0 32 29
in billions of US dollars
EUR 9,9 45,0 38,0 26,6 12,2
USA -1244 —1426 —153,7 -—129,1 -110,2
Japan 56,0 92,7 96,4 94,6 90,8
in billions of ECU

EUR 13,0 45,8 33,6 21,5 9,7
USA -163,8 1452 —1333 -—104,2 -87.9
Japan 73,8 94,4 83,6 76,3 72,4
! Forecast.

Source : Commission services.

TABLE 28: World balances of current account
(in billions of US dollars)

1984 1985 1986 1987 1988! 1989!

EUR =29 140 526 437 30,1 17,4
USA —-107,8 —117,7 —133,7 —160,7 — 142,9 — 126,4
Canada 42 =10 =67 =871 =111 =110
Japan 35,1 49,2 857 86,6 841 798
Other OECD =40 =43 =125 =94 =124 =149
OECD Total ~754 —59,7 —14;5 —48,6 —52,3 —55,1
OPEC =71 34 =26, —4]1 -170 <156
Other developing countries —-304 —-260 —93 7.8 79 58
of which: Asian NICS? =T 1,0 21,5 299 306 290

: Other NICS? 34 117 06 —40 1.2 4,1

: Other LDCS =26,7 —38,7 =314 —18,1 =238 —273

CPE#4 10,9 52 104 6,6 5.8 6,4
Errors and omissions =1020 =771 —39.5 —382 =556 —58,5

! Forecasts.

2 Newly industrialized countries: Hongkong, South-Korea, Singapore, Taiwan.

3 Newly industrialized countries: Argentina, Brazil, Israel, Philippines, Thailand, South-Africa,
Yugoslavia.

4 Centrally pl d ies: Excluding China, which is in other LDCS. (Excluding intra-
Comecon trade).

Source : Commission services.

The general government borrowing requirement will continue
to fall slowly, from 2,4 % of GDP in 1987 to 2,2 in 1988 and
2,0 % in 1989.

Strong domestic demand in Japan. — The situation in Japan will
be similar to that in the Community: while growth (4,6 % in
1988 and 3,5 % in 1989) will be underpinned by domestic
demand, the contribution of net exports will be negative. Com-
pared with the Community, however, domestic demand is show-
ing a considerably more buoyant trend (growth of between 4 %
and 5 1/2 % a year).

Slow reduction of world external imbalances. — The reduction
in the external trade and payments imbalances between the
Community, the United States and Japan will continue in 1988
and 1989. This applies to both the trade and current account
balances. The United States current account deficit could fall
between 1987 and 1989 by around USD 30 000 million (to less
than USD 130 000 million in 1989), largely because of strong




g

growth in United States exports. The Community may see its
surplus fall by some USD 26 000 million to approximately USD
17 000 million in 1989. The Japanese surplus, however, may
well remain unchanged at a level exceeding USD 80 000 million.
The imbalance between the NICs on the one hand (with stable
irade surpluses) and the other developing countries on the other
rising deficits) will widen. Over the period covered by the
forecast, the NICs’ surpluses are expected to continue at a level
in excess of USD 30 000 million per year.

The dangers for the world economy. — This forecast has been
made under the assumption of stable exchange rates. On this
basis, the Community should be able to stabilize the growth
rate of its exports in volume and diminish the external constraint
on growth just when internal demand slows down. On the other
hand, however, exchange rate stability implies a slower speed
of adjustment worldwide of current account imbalances.

However, should exchange rates change fundamentally, under
the influence of these persisting imbalances, in particular
through a further dollar depreciation, the adjustment process
would certainly accelerate. In that case the external contribution
to growth in the Community (and in Japan) would become even
more negative and lead to a further slowdown of growth. This
might in turn affect the growth prospects of the non-OECD
countries which are still showing stable rates of growth.

The forecast also shows growing external trade imbalances
between the Community member countries.

Overall, there is no danger of a worldwide upsurge in inflation.
However, a rise in the rate of price increases must be expected
in some countries (e.g. the United States and the United
Kingdom). A possible danger for the future may lie in the sharp
accumulation of liquidity (particularly through exchange rate
support by central banks).

8 June 1988
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TABLE A.6: Short-term interest rates (n)

1987 1988 1987 1988 Change
over
1983 1984 1985 1986 1987 1 It 1 v 1 Oct.  Nov.  Dec Jan.  Feb. March  April 12 months
% (€)
B 10,5 11,5 9,5 8,0 7,0 74 6.8 6,7 6,8 6,1 7.2 69 6,8 6,4 6,2 6,1 6,1 -1,2
DK 12,0 11,5 10,0 9,1 9.9 10,7 9,6 9,4 9,3 8,7 9,5 9,3 93 8,9 8,6 8,7 8,9 -1,1
D 5,8 6,0 5,4 4.6 4,0 4,0 38 40 3,5 34 4,1 3,7 3,5 33 33 34 34 -0,5
GR 16,6 15,7 17,0 19.8 15,8 233 13,9 19,5 14,1 18,5 17,1 15,0 14,1 16,7 11,5 18,5 : 4.8
E 20,0 14,9 12,2 11,7 15,8 16,2 17,8 17,0 13,1 10,7 14,5 14,6 13,1 12,4 11,8 10,7 11,4 93
F 12,5 11,7 9.9 1,7 82 79 8,2 8,0 8,6 8,3 8,3 8,7 8,6 8,1 7.5 8.3 8,1 0,0
IRL 14,0 13,2 12,0 12,4 11,0 13,3 10,4 9,2 8,8 8,3 9,2 9,2 8.8 8,6 89 83 8,1 -2,6
I 18,3 17,3 15,0 12,8 11,4 10,6 11,3 12,8 11,5 11,1 12,0 11,6 11,5 10,8 11,1 i1l 10,5 0,2
NL 5.7 6,1 6,3 5,7 5.4 55 52 5,6 4,6 40 5.2 47 4.6 41 4,0 40 4,1 -41
P 209 225 210 15,6 13,9 13,2 15,0 14,8 14,0 13,0 13,8 13,9 14,0 13,9 13,1 13,0 : -0,2
UK 10,1 10,0 12,2 10,9 9,7 9.9 9,2 10,3 8,9 8,6 9.4 8,9 8,9 8,7 9.4 8,6 8,5 0,7
EUR12¢0) 120 11,2 104 9,0 8,8 88 8,8 9,2 83 79 8.8 8,5 83 7,9 7.8 79 7.8 -1,1
USA 8,7 9.4 1.5 6,0 59 5.8 6,0 6,8 5.9 59 5,4 5,5 59 58 5.8 59 6,1 0.4
JAP 6,5 6,3 6,5 5,0 39 4,0 37 39 3,9 39 40 39 39 39 38 39 39 0,1
TABLE A.7: Long-term interest rates (p)
1987 1988 1987 1988 Change
over
1983 1984 1985 1986 1987 ! 1 it W 1 Oct.  Nov.  Dec. Jan.  Feb. March  April 12 months
% (€)
B 11,8 12,0 10,6 7.9 7.8 7,6 78 8,3 8,0 17 8.3 8,0 8,0 7,6 7.4 1,1 7,6 0,0
DK 144 14,0 11,6 10,5 11,9 12,1 11,6 12,3 11,7 11,1 12,7 11,9 11,7 11,0 10,8 1,1 11,5 04
D 79 7,8 6,9 59 5,8 5,6 5,6 6,2 6,0 57 6,5 6,0 6,0 6,0 58 57 5,8 0,3
GR 18,2 18,5 15,8 15,8 17,3 17,5 16,2 17,1 19,1 19,1 174 0,0 19,1 205 217 19,1 : 1,6
E 16,9 16,5 13,4 11,4 12,8 11,0 13,2 14,3 13,1 11,8 14,2 13,4 13,1 12,5 11,9 11,8 11,3 -0,7
F 136 125 10,9 8,4 94 8,5 94 10,5 10,0 9,4 10,0 99 10,0 9,5 9.1 9.4 9,3 0,6
IRL 13,9 14,6 12,7 11,1 113 11,2 10,9 11,3 10,5 10,1 11,1 10,2 10,5 10,6 10,4 10,1 9,7 0,7
I 18,0 15,0 14,3 11,7 11,3 10,2 1,1 12,3 12,5 12,1 12,4 12,7 12,5 12,0 12,1 12,1 12,1 1,7
L 9.8 10,3 9,5 8,7 8,0 8,2 8.2 8,1 7,0 1,1 8,0 7.5 7,0 7.5 78 17 : 0,5
NL 8,8 8,6 73 6,4 6,4 6,2 6,3 6,8 6,3 6,0 7,0 6,4 6,3 6,3 6,1 6,0 6,0 -0,1
P 304 325 254 179 154 15,4 154 15,9 15,2 14,2 15,8 15,7 15,2 15,0 144 14,2 : -1,2
UK 10,8 10,7 10,6 9,8 9,5 9,1 9,1 10,0 9,5 9.0 9,3 9,3 9,5 9,3 9,2 9,0 9,2 0,3
EUR120) 127 11,8 10,9 9,2 94 8,7 9,2 10,1 9.8 9,3 10,0 9.8 9.8 9,5 93 9,3 93 0,5
USA 108 120 108 81 87 76 86 96 91 86 95 90 91 88 84 86 89 0.4
JAP 1.8 13 6,5 5,2 5,0 44 4,6 7,0 5,1 44 5.4 5,2 5,1 42 43 44 : 0,0
TABLE A 8: Value of ECU = ... units of national currency or SDR
1987 1988 1987 1988 Change
over
1983 1984 1985 1986 1987 1 1 I v 1 Nov.  Dec. Jan.  Feb. March  April  May 12 months
% (b)
BFR/LFR 4543 4544 4491 4380 4304 4286 43,04 4307 43,19 43,23 43,17 43,18 4318 4320 4332 434 434 0,9
DKR 8,13 8,15 802 794 788 781 782 794 796 7,92 79 196 793 79 793 197 197 2,0
DM 227 224 223 2,13 2,07 207 2,08 208 207 2,07 2,06 2,06 207 2,07 207 208 2,08 0,2
DR 78,1 884 1048 1374 56,1 I51,1 1544 1574 1619 165,2 162,3  163,5 1646 1650 1658 1663 166,7 17
PTA 1274 126,5 1290 1375 1422 1450 1450 1405 1384 1394 1388 1398 1402 1393 1388 1375 1376 -5,4
FF 6,77 687 680 680 6,93 689 693 692 698 6,92 7,01 7,00 697 698 703 705 704 1,5
IRL 0,715 0,726 0,715 0,733 0,775 0,775 0,776 0,775 0,776 0,776 0,776 0,776 0,777 0,776 0,775 0,777 0,778 0,3
LIT 1349 1381 1447 1462 1495 1469 1494 1502 1514 1524 1520 1521 1519 1521 1532 1542 1546 3,1
HFL 2,54 252 251 2,40 233 233 234 234 233 2,32 232 232 232 232 233 233 233 0,4
ESC 982 1156 1300 1469 1625 1594 1614 1628 1666 169,1 166,9  168,5 1688 1688 169,5 169,7 1698 5,1
UKL 0,587 0,591 0,589 0,670 0,705 0,730 0,700 0,698 0,692 0,687 0,691 0,691 0,694 0,693 0,674 0,661 0,657 -5,6
USD 0,890 0,788 0,759 0,983 1,154 1,124 1,150 1,128 1213 1,234 1,227 1,264 1,250 1,217 1,234 1,241 1,228 5,7
YEN 211,3  187,0 1804 1650 166,5 1722 1640 1658 1643 157,9 166,0  162,0 1594 1572 1569 1551 1532 -6,1
DTS 0833 0,767 0,749 0,838 0892 0842 0859 0895 0,889 0,902 0,887 00889 0909 0914 0900 0898 0,893 0,2
TABLE A.9: Effective exchange rates: export aspect (q) — Percentage change on preceding period
1987 1988 1987 1988 Change
over
1983 1984 1985 1986 1987 I It T v I Nov.  Dec. Jan.  Feb. March  April  May 12 months
% (b)
B['% -28 22 0,9 5.5 4,1 24 06 03 0,6 0,2 1,1 0,2 03 05 01 03 02 0,8
D 0,6 =37 1,2 6,3 42 25 06 -9 L1 0,3 1,6 0,5 01 03 04 08 04 -2,2
D 40 1,6 0,3 10,7 6,9 30 -0,7 03 1,8 -0,1 2,2 0,3 0,5 07 00 04 05 0,1
GR -18,1 -144 -159 -213 99 =35 22 22 -18 -2,1 04 05 -0 08 -03 03 05 -1.0
E -172 24 23 -15 0,2 -1,7 01 2,9 3,0 0.8 -02 04 0,7 0,1 0,6 09 04 6.3
F -1,1 428 1,1 4,5 1,1 09 08 02 0,3 0,3 0,2 0,5 00 -07 06 04 02 -1,5
IRL —4,1 —4,2 1,2 37 =21 04 09 03 1,0 0,2 1,0 0,3 04 04 01 06 05 -1,0
I -38 59 52 3,7 1,1 0,1 -20 09 0,5 0,8 0,1 0,3 £3 08 05 08 06 -29
NL 20 -6 0,3 7,7 5,1 1 04 0,0 1,3 0,1 1.5 0,2 -£2 04 02 02 03 0,5
P =210 -174 -115 718 -7, -9 -5 -3 -14 -1,5 04 06 £05 05 04 03 03 -5,1
UK -0 47 02 73 -10 21 44 01 28 0,7 23 0,5 £09 07 32 2,0 0,2 6,7
EUR 12 -85 93 -19 9,6 7.0 42 05 06 33 -0,5 3,2 0,6 -1 -1 07 01 09 0,7
USA 5,7 78 41 19,1 -12,1 =58  -34 16 -58 -29 44 30 0,1 LS -6 -1 0,4 -7,6
JAP 10, 58 30 27, 8,2 1,0 59 22 5,1 4.8 3,2 40 09 0.2 0,8 1,2 0,5 8.8
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.
(f) Number of registered unemployed according o 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.
(k) Unadjusted figures.
(1) National sources for Belgium, Denmark, Germany, Spain, France, Portugal and the United Kingdom; seasonal adjustment by Eurostat for Greece, Ireland, Italy and the Netherlands.
(m) é\verage 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.
(n) 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.
(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, ltaly, Luxembourg, the Netherlands and Portugal. End quarter and
end momﬁ for the other Member States. X
(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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Principal economic policy measures — May 1988

Community (EUR 12)
None.

Belgium (B)

None.

Denmark (DK)

10.5 General elections resulted in a new minority government based upon the conservatives,
the liberals and the radical party.

Federal Republic of Germany (D)

None.

Greece (GR)

6.5 Under a decision of the Minister for Economic Affairs, the maximum public sector wage
indexation rate is set at 1.5 %. This rate is based on an inflation forecast of 0.5 % which
corresponds to the difference between the inflation rate recorded in the first four-month
period and the rate forecast under the indexation arrangements.

9.5 The Government announces increases of between 6 % and 15 % in the charges of the
principal public enterprises. The new prices are applicable from | June and will remain
unchanged for one year. The authorities consider that these increases will have a total
inflationary impact of 0.5 %.

Spain (E)

4.5 The Government decides to brinf forward by two years the plan to upgrade and extend
the road and motorway network. All the contracts will now be finalized before the end of
1989.

13.5 The Council of Ministers decides to reduce fuel prices by 5 % on average.

17.5 A ministerial decree, authorizing enterprises to keep foreign exchange of up to 25 % of
their sales as long as it is used in foreign transactions, is adopted. The decree also eliminates
administrative checks of exports and reduces foreign exchange risks.

24.5 The Bank of Spain reduces the interest rate on loans to financial institutions by half a
point to 10.5 %

France (F)

25.5 The ‘temporary’ increases in the employee contribution to the old age pension scheme
(0.2 of a percentage point) and to the sickness fund (0.4 of a point), which were due to expire
on 30 June, are extended indefinitely. The 1 % levy on income from capital is also to be
retained from August.

26.5 The Ministry for Economic Affairs and Finance announces that the rate for tenders is
to be reduced from 7.25 % to 7 % and the rate for seven-day sale and repurchase agreements
is to be cut from 7.75 % to 7.5 %. At the same time, the compulsory reserve requirements
are to be tightened. The rate for reserves on bank book accounts goes up from 1 % to 2.5 %
and the rate applicable to time deposits and to negotiable debt instruments (included in M3-
M2) from 2 % to 2.5 %.

30.5 Premium grade petrol goes up by almost 6 cenumes a litre, ordinary petrol by 5.3
centimes and gas oil by 2.8 centimes, because of this year’s exceptional two-stage increase in
the domestic duty on petroleum products, the first increase having been imposed on 15
February. The price of domestic fuel oil goes up by FF 0.74 a hectolitre on the same date.

Ireland (IRL)
None.

Italy (T)

31.5 The Government forwards to Parliament the plan for the medium term stabilizat: a of
public finances which aims to stabilize the public debt as a percentage of GDP by 1992.
Compared with the spontaneous trend, the proposed measures aim to increase receipts by
1.8 % of GDP (1.1 % from direct taxes and 0.7 % from indirect taxes), and to reduce
expenditure by 1.5 % of GDP. The total tax take for the next four years will be LIT
45 000 000 million. The interest rate burden is also expected to fall by 2.5 % of GDP.
According to the draft forwarded to Parliament, the sector most concerned by the plan would
be the social security fund, which is to be gradually reformed. In particular, the getirement
age will be set at 65 years for men and 60 years for women; the minimum number Qf
contribution years will be raised from 15 to 20 years; it will no longer be possible to combin

an old age pension with earned income; the calculation of pension rights will be based on a
ten-year period (instead of five years as at present); the number of overtime hours taken into
account in order to calculate the pension will be reduced. The health system will be reformed :

the insured person’s contribution to the cost of tests will be reintroduced; a system of indirect
assistance for persons with high incomes will be created; drugs will have to be prepared in
‘therapeutic’, i.e. small doses. The railways and the post office, both of which are heavily in
deficit, will be restructured. Local authonties will be granted a certain amount of o\
in the imposition of taxes. A programme will be implemented to increase rod?

public departments. Lastly, the State is to seil shares valued at between LIT 9 000 000 milti
and LIT 15 000 000 million.

Luxembourg (L)

29.4 The Government and the public service trade unions conclude an agreement providing
for a 3.5 % increase in civil service wages over two years with effec © Jinuary 1988.
This decision will cost the State an additional LFR 1 300 million.

Netherlands (NL)
None.

Portugal (P)

5.5 The Government decides to lower key interest rates: the maximum rate on bank loans is
cut from 18 % to 17 %, while the return on six- to twelve-month time deposits is cut from
13.5 % to 13.0 %.

12.5 The Government decides that three large public enterprises, in very serious financial
difficulties, should be relieved of up to ESC 170 000 million (! 000 million ECU) of their
debts. The State will take over the servicing of these debts.

19.5 The Government decides to increase the book value of the Bank of Portugal’s goid
reserves; they will be valued at USD 323 per troy ounce, instead of the previous USD 255
In exchange, the Treasury debt to the Bank is reduced by ESC 135 Oux ..illion and the rest
will be paid to a reserve fund at the bank.

19.5 The Government presents Parliament with a bill to reform the direct taxation system.
The various existing fragmentary taxes are replaced by a single tax on individuals and
companies. The proposed rate of company taxation is 36.5 %. The single tax on individuals,
with marginal rates ranging from 16 % to 45 %, will reduce the tax burden on earned income
but, because the tax base will be wider, tax revenue could actually increase.

United Kingdom (UK)

17.5 The authorities prompt a 1/2 % cut in bank base interest rates to 7 1/2 %, the third
such cut in two months bringing base rates to their lowest level since 1978.
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