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RELEASING AND EXPLOITING
THE COMMUNITY’S GROWTH POTENTIAL

Short-term economic outlook
and budgetary policies for 1989

(Commission communication
in accordance with article 3 of the Council
decision of 18 February 1974)

SUMMARY AND MAIN ISSUES

In conformity with the requirements of the Council’'s Conver-
gence Decision (February 1974), the Commission has examined
the economic situation of the Community. Here is a summary
of the Communication and a review of the main issues raised
therein.

I. At the time of the crash, an upsurge of growth

1. The economic recovery in industrial countries is becoming
the longest running since World War I, with inflation at one
quarter the 1980 rate. Yet, on average, GNP growth has not
been particularly strong. Furthermore, several imbalances
(unemployment, trade and indebtedness) have kept growing
with, and even despite, the growth of activity.

2. The stock market crash of October 1987 took place at a
moment when all major industrial economies were experiencing
a remarkable acceleration of growth. When that happened this
was not fully appreciated at the time (see table 1).

The implications of the financial storm on economic activity are
uncertain: (q) fears of an immediate weakening of growth
following the crash have now largely dissipated. Yet, (b) the
volume of securities transactions and of new issues have both
fallen by one third on most stock exchanges, with respect to a
year ago.

3. Growth in our countries has thus proved quite resilient.
Three reasons stand out. Firsz, the higher purchasing power due
to the 1986 collapse of oil prices has eventually given new
impulse to activity. Second, the liquidity resulting from Central
Banks® intervention in 1987 (problematic, for its inflationary
threat) has accommodated or even reinforced the demand up-
surge. Third, governments’ efforts to promote flexibility in
economic behaviour have contributed to make economic sys-
tems exactly what they were supposed to be: better equipped to
withstand shocks and bounce back from setbacks with dyna-
mism.

II. ... but problems remain

4. The outlook for the less immediate future (1989 and beyond)
points to weaker growth, as some of the sources of the recent
acceleration weaken. In addition, the Community continues to
face the same preoccupations as in the past.

S. (a) The international payments disequilibria are only slowly
being reduced and meanwhile the stocks of debt and credit are
increasing. Since the situation of financial markets remains
fragile, the path towards healthier trade positions is narrow.
Too fast a reduction in the US trade deficit will impose costly
adjustments on its partners. Too slow a reduction may renew
financial turbulence. In addition, the US fiscal deficit may
actually increase in 1988: such continuing high absorption in
the US is a matter of concern. It will eventually result in higher
inflation, which could then spread.

6. (b) The economic outlook in the Community is for steady,
but uneven growth of demand and output. Persistent payments
surpluses and growing intra-EEC deficits are therefore to be

expected. These increasing intra-EEC external imbalances ai
cause for growing concern.

(c) Job creation will continue, but at a rate just in line wit
the labour force increase. Unemployment will thus remain high.

7. (d) The external debt of developing countries continues t
restrain investment and therefore, their growth potential an
subsequently, their imports continue to suffer.

III.  The task of policy in the period ahead

8. In the coming years, the Community can count only on it
own forces to improve its growth performance. There are rthre
priorities for economic policy:

a) to strengthen the internal determinants of growth nov
that the external sector is reducing, and no longer crea
ting, demand;

b) to utilise the EC-wide potential for growth stemming fron
the creation of the single market and the narrowing o
income gaps within it;

¢} to improve the coordination of economic policy in lin:
with the growing economic interdependence.

Upon these foundations is built Europe’s own growth initiative.

9. The first priority concerns the switch from external to domes
tic growth. The Community faces a negative contribution o
trade to growth not only in the months ahead, but well into the
next decade. For the US external debt to stop growing and b«
serviced, the US trade balance has to turn positive. A swing o
over $150 billion in the US trade position will have enormou
repercussions abroad. Unless Europe manages its own adjust.
ment properly (indigenous growth has to be accompanied by
greater stability, and thus greater competitivity), the US trade
situation will improve mostly at Europe’s expense.

10. The second component of the EC strategy involves the shifl
from national towards Community-based growth. Fragmented
markets can grow. But growth is easier to come by if the synergy
of different forces is exploited. The only way Europe can cope
with its problems is by putting the single market into place,
reinforcing the economic and social cohesion and making better
use of its human resources.

a) The completion of the internal market is a supply side
programme without precedent for the Community,
which was also warmly welcomed by the World Econo-
mic Summit of Toronto, 19 to 21 June 1988. The Euro-
pean Council of Hannover, 27 and 28 June 1988, confir-
med that the internal market programme has reached a
stage where it is now irreversible. As regards the econo-
mic effects of this programme, the resulting productivity
gains were found to be substantial in a recent study by
the Commission;

b) the catching-up process of the less prosperous areas in
the Community needs to be strengthened. For that to
happen the increased transfer of resources via the struc-
tural funds has to be accompanied by proper macro-
economic conditions in recipient countries;

¢) the unemployment of an important part of the EC’s
active population (over 16 million people) has to come
to an end. This requires better adaptability of labour
markets and the continuation of moderate real wage
increases (below those of productivity) accompanied by
sustained demand.

With the restructuring of supply conditions underway, EC coun-
tries will find that policy constraints are eased : lower inflation,
better external balances and healthier budgets will result. There-
fore, the above needs to be supported by concerted macro-
economic policy: the third aspect of the strategy.
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The macro-economic priorities

. Throughout 1987, monetary policy was quite expansionary
urtly, because of the need to stabilize exchange rates and partly,
ter in the year, to cope with the crash. The prolonged monetary
jection has accommodated (even reinforced) demand growth.
has also made inflation a concern which eventually translated
ito higher interest rates. This happened first and foremost in
1e US, inverting the tendency on the dollar. Recently, money
becoming more expensive everywhere.

2. Monetary policy can maintain the confidence of markets
ind therefore keep price inflation and interest rates down) if
overnments:

a) pursue structural policies, so as to improve the perfor-
mance of all markets;

b) keep fiscal deficits low, so as to limit the pressure on
resources needed for investment;

¢) sustain non-inflationary growth in surplus countries, so
as to reduce payment imbalances.

3. Budgetary policy has a key role in maintaining growth on a
iealthy path. The objective in the medium-term is to contain
bublic debts and increase the effectiveness of spending. The
lleviation of the tax burden, the switch from public consump-
ion and transfers to viable infrastructural investments, and the
reduction of subsidies are priorities compatible with lower public
dissaving and better use of public money. In the short-term
(1989) fisca) policy in the Community as a whole will not support
growth: this is a matter of concern at a time when growth
weakens.

14. Economic growth has improved, but is still a matter of
concern, the Communication concludes. In the Community (and
elsewhere) major problems remain. Unless the period ahead is
effectively utilized, a sense of discomfort about the more distant
future cannot be avoided. Until and unless the Community is
transformed into a full Economic and Monetary Union, even
capital movements and large-scale resource transfers cannot
fully prevent market-enforced adjustments.

I.  The situation and short-term outlook

L.1 A more dynamic than expected world economy

A major outcome of /987 was partly clouded by the discussion
on the effects of the stock-market crisis and the fears to which
1t gave rise: namely, the strong acceleration in growth between
the first and second half of the vear in the major industrialized
economies.

TABLE 1: Growth in GDP/GNP (at constant prices)

g7 11/87 1987 1988 1989
EUR 12 2.1 38 27 234 21/4
USA 32 4.0 29 3 2

Japan 37 5.9 42 4172 312
Total OECD 29 4.1 R 21/4

The industrialized countries thus displayed in 1987 a renewed
vigour, even though growth has been continuing for almost
seven years, the longest on record. This performance is all the
more remarkable now that inflation is under control.

The implications of the financial storm on economic activity are
uncertain:(a) certainly the revival could have been dampened
by the financial crisis. But fears of a marked slow-down in
growth in 1988 scem to be without foundation. According to

the latest information the revival in the second half of 1987 is
continuing into the first half of 1988. Yet, (b) the volume of
securities transactions and of new issues have both fallen by one
third on most stock exchanges, with respect to a year ago.

Many favourable factors deserve to be highlighted:

a) world trade is continuing to expand steadily (about 6 1/2 %
in 1988 compared with 5 1/2 % in 1987),

b) the trade deficit of the United States continues to fall (37,4
billion dollars in the first quarter of 1988 against 42,1 in the
first quarter of 1987),

c) the financial and foreign exchange markets are calmer : stock
prices have regained a large part of their fall; the dollar has
strengthened on foreign exchange markets,

d) the consumer and industrial confidence indicators are good
and are even improving in some countries

Two complementary explanations for this particular vigour,
since 1987, can be advanced:

Firstly, certain temporary factors have played a role: for exam-
ple, the reduction in oil prices which resulted in an improvement
in the balances of payments of oil importing countries in 1986
while also supporting domestic demand. The increase in mone-
tary liquidity in 1987, following the interventions by central
banks, accommodated, if not actually strengthened, a sustained
expansion in demand throughout last year and up until now.

Whether by necessity or by choice, these two factors will wane
over the coming quarters. The effects of the reduction in oil
prices will disappear; since 1987, average prices of raw materiais
have been rising (already on average by about 13 % between
1986 and 1987). Interventions in favour of the dollar are no
longer necessary or will work in the opposite direction following
its recent strengthening on the foreign exchanges. In general,
the risk of an uptake in inflation is now imposing limits on too
fast an expansion in international hiquidity.

Secondly, the structural policies which have been followed for
a number of years are now bearing fruit and have strengthened
in a lasting way the industrialized economies, making them more
flexible and resistant. The behaviour of economic agents and the
functioning of our economies has changed profoundly. Greater
flexibility in the behaviour of individuals, enterprises and the
public sector has awoken a new ‘spirit of enterprise’.

As a consequence of the above, the outlook for growth in the
world economy in 1988 remains favourable (3 %) but it gra-
dually reflects the outcome of factors that are not all operating
in the same direction: in 1989, for the eighth consecutive year,
average growth in OECD countries will be positive; but it should
be less than that of 1988.

In the United States, growth is expected to be about 3 % in
1988, but should fall about 1 point in 1989, because of a slow-
down in domestic demand, notably of investment where growth
should decline sharply, mainly due to the effects of higher
interest rates. The effects on import prices of a depreciation of
the dollar and of production constraints in some sectors should
result in some increase in inflation (5 % in 1989 compared with
4 % in 1988 and 1987).

In Japan, where growth is the strongest of the three major
industrialized zones (4 1/2 % in 1988 and 3 1/2 % in 1989), both
private consumption and investment are showing remarkable
dynamism.

In developing countries, the situation is becoming more varied.
The Asian countries, in particular the NICs, are enjoying strong
growth and substantial current account surpluses. The other
countries, especially the countries of Latin America and Africa,
are still confronted by acute debt problems which are restricting
their growth, in particular as far as investment is concerned,
thus reducing their development potential. Their debt has increa-
sed from 626 billion dotlars in 1986 to 670 billion in 1987.
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For the Community, the main aspects of the forecast are as
follows:

a) growth should remain remarkably stable over the next 18

months, slightly above 2 1/2 % in 1988 and dipping slightly
in 1989. A slowdown in domestic demand is expected, notably
in private consumption, because of the effects of a stabiliza-
tion in the household savings ratio after the significant
decline experienced between 1986 and 1988. It should parti-
cularly effect the most dynamic countries in the Community
(E, I, P, UK). However growth in the other countries should
stabilize at an average of about 2 %.

b) employment continues to increase at a rate of about 0,8 %

c)

d)

per annum. However, this increase is in large part due to an
increase in more flexible types of employment (part-time,
fixed-term etc...). The unemployment rate remains above
11 %, as a result, in particular, of an increase in participation
rates. This increase is, among other things, related to an

ongoing restructuring of work practices so that the jobs on -

offer are more suitable to categories of employees who up
to now have not been seeking employment.

the inflation rates are converging towards a historically low
average (around 3 % for the private consumption deflator).
With the exception of the United Kingdom where the internal
inflationary pressures are strong, inflation in general in the
Community is under control. Among those countries where
the inflation rate in 1986 was still close to 10 % (Spain and
Portugal), or clearly above it (Greece), the first two are
recording very significant progress. In these two countries,
inflation should be below 5 % from 1988 onwards. In Greece,
as a consequence of the measures adopted at the end of 1985,
a significant reduction in the inflation rate (from 22 % to
14 %) between 1986 and 1988 was observed. This reduction
could be consolidated and result in 1989 in a lower rate of
inflation than that forecast by the Commission experts, if
the Greek government puts into effect the policy direction
that it has announced.

the external surplus should continue to fall and is expected
to reach no more than 0,3 % of GDP in 1989. This reduction
will be accompanied by greater divergences between the
current balances of Member States (see I —2 and 1 —3).

—

1.2 The payments adjustments world-wide are progressing slo

A reduction in the current external deficit of the United St:
and the surplus of Japan is under way, although rather sloy
The surplus of the Community is falling significantly, while t
of Germany remains high.

TABLE 2: Balance of current transactions

a) in USD bn

84 85 86 87 88* 89*
EUR 12 7.8 184 504 442 30,1 17,4
—D 8,1 152 372 436 408 398
USA -107,0 —116,4 —141,4 —160,7 — 1429 —126,4
Japan 350 49,2 858 86,6 841 798

b) as % of GDP

EUR 12 0,3 0,7 1,5 1,0 0,6 03
= D 1,3 24 4.2 3.9 33 3.1
USA =24, =28 =34 =386 ~31 =286
Japan 2,8 3.7 43 3,6 2.9 2,6

* May-June 1988 forecasts.




5

But in real terms and as a percentage of GDP, the adjustment
of the balances of current transactions at the global level is more
appreciable. The imbalances were at a maximum in 1986. In
1989 current balances should have a structure similar to that of
1984, which, it is true, was one of severe imbalance. But, the
accumulated external debt of the United States now makes it
more difficult to solve the current deficit of that country. Net
interest payments (excluding direct investment), which were in
surplus until 1984, have already significantly deteriorated: from
— 1 billion dollars in 1985 to — 20 billion in 1987. This deteriora-
tion has thus contributed almost half to the total deterioration
in the current balance between 1985 and 1987.

The task by which the balances of payments can be brought
back to equilibrium at a satisfactory level of growth is very
difficult. The reduction in the trade deficit must be sufficiently
rapid to stabilize expectations on the financial and foreign ex-
change markets, but gradual enough to avoid violent adjustments
in the rest of the world.

In this respect, it is particularly important that the American
economy can maintain a non-inflationary growth path. This will
only be possible if the budget deficit can be reduced in parallel
with the external deficit. An increase in the budget deficit,
foreseeable in 1988, or even too slow a reduction, in relation to
the external deficit would increase the risk of inflation and
would make the task of monetary policy more difficult. If the
budget deficit were reduced too quickly, net exports would not
be sufficient to make up for the shortfall in domestic demand
so as to ensure continued growth.

The necessary efforts in the United States to control domestic
demand and to increase net exports need to be complemented
by symmetric adjustments in the other industrialized economies.
Graph 3 shows that the adjustment in the relative positions of
domestic demand is already progressing well, especially between
Japan and the United States. But it also appears that the
accumulated imbalances of the first half of the 1980s can only
be reduced over the medium term. It is all the more important,
therefore, that in surplus countries other economic policies
should continue to produce additional scope for the mainte-
nance of domestic growth.

The stabilization of the dollar exchange rate also remains an
essential element of an orderly adjustment process.

a) An appreciation of the dollar, which has already increased in
value by 11 % against the DM since its lowest point at
the end of December 1987, would call into question the
adjustment efforts already made.

b) depreciation of this currency would certainly permit an acce-
lerated improvement in the trade balance, but would also be
inflationary unless accompanied by a greater reduction in
the budget deficit or an increase in net private saving.

TABLE 3: Money market rates (3 months, end of period)

December January  March May June
1987 1988 1988 1988 19881
Rates
EMS 6,1 5.7 5.8 5.6 5.8
D 3.5 33 3,4 3,5 4,1
USA 5.9 5.8 59 6.7 6,7
Japan 3.9 3,9 3,9 3,9 4,0
Differentials

USA—EMS -0.2 +0,1 +0,1 + 1,1 +0,9
USA—D +24 +2,5 +2,5 +3.2 +2,6
USA-Japan +2,0 +1.9 +2.,0 +2.8 +2.7

' Asat 24 June 1988,

During the first months of this year the foreign exchange mar-
kets were calmer: the current deficit of the United States was
largely financed by private capital inflows in place of the massive

interventions necessary in 1987 — in volume almost equal to
the current deficit of the United States. The progressive increase
in the interest rate differential between the United States and
its partners has contributed to this as also has the announcement
of favourable results for the United States’ trade deficit.

1.3 Intra-Community imbalances remain

The contribution by the Community to the international adjust-
ment process is not being shared equally by the different member
countries. This reduction is chiefly due to the appearance of
deficits in many Community countries. Furthermore, these defi-
cits are tending to increase whereas the current account balances
of the surplus countries are hardly falling.

The growth gap in favour of Spain, Portugal, the United Kingdom
and, to a lesser extent [taly, in comparison with their partners
largely explains the particular deterioration of the external ba-
lances of these countries. This growth gap should narrow in
1989, lowering the Community average. However, the surpluses
of Belgium, the Netherlands, Luxembourg and also Germany,
should only reduce slightly in 1988 and 1989. These last countries
have a growth rate which is lower than the Community average.
This helps to explain their better external positions.

These developments should be examined at two levels:

a) Firstly, taking a medium-term perspective, the current exter-
nal imbalances in the Community correspond to a certain
extent to the transfer of real resources which is necessary for
the catching-up process of the disadvantaged countries. It
must be expected that in the next few years some countries
with very low incomes per head will maintain a structural
external deficit and others will remain in surplus. In general,
the current levels of deficit appear to be sustainable. It will,
however, be necessary (i) that they are accompanied by
private capital inflows attracted by a favourable return; (11)
that they are supported by sound economic policy manage-
ment; (ii1) that they generate additional productive investment.

b) Nevertheless, so long as financial and monetary integration
is not complete, there are limits above which excessive diver-
gences between the current account and trade balances are
liable to be a source of tension. To reduce these tensions,
stronger growth in the surplus countries is desirable. This
would allow a convergence towards the higher growth rates
within the Community rather than a convergence towards
the lower rates which 1s happening at the moment.

II.  Priorities of economic policy in the Community

I1.1 European growth initiative

The outlook for the coming months is favourable, but some

disconcerting features remain:

— The unemployment rate remains at an unacceptable level.

— Growth in the Community is the slowest of the three major
economic zones.

— Worrying imbalances in the current balances in the Commu-
nity are developing.

— In the medium-term the reduction of the.United States t;ade
balance will continue to restrain growth in the Community.

To resolve its own internal problems and to help solve those of
other countries the Community can only rely on its own forces
by developing a European growth initiative. To achieve this:



a) domestic demand must be the engine of growth,
b) the Community bases for growth need to be strengthened,

c) closer co-ordination of macroeconomic policies must be
achieved.

a) Domestic demand must be the engine of growth

The Community can no longer rely, in the coming years, on
external impulses to maintain its growth: the net contribution

of exports to growth will remain negative; the positive effects
of the improvement in the terms of trade in 1986 and 1987 are
weakening. Therefore, the simultaneous improvement in supply
and demand conditions by the full implementation of the co-
operative strategy for growth and employment is still ap-
propriate.

To solve the problem of unemployment, the strengthening of
internal demand must come, essentially, from a significant acce-
leration in investment. This implies in particular further increases
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in profitability which would be even more favourable if financial
costs were low. Moderate increases in real wages would contri-
bute to this increase in profitability.

But favourable demand prospects are also essential for busines-
ses. In 1986 and also to a lesser extent in 1987, the moderate real
wage cost developments were consistent with a rapid increase in
private consumption (+4,0 % in 1986 and + 3.6 % in 1987 on
average in the Community). In fact, personal disposable income
benefitted from an improvement in the terms of trade resulting
from both a fall in oil prices and an appreciation of European
currencies. It is no longer possible to count on these factors.
The rate of growth in private consumption, the main component
of domestic demand, should therefore weaken and increase by
no more than 2 1/2 % in 1989 (compared with 3 1/4 % in 1988).

In this situation, economic policies have an important role to
play: structural policies in controlling inflationary pressures and
in allowing a more flexible and faster adaptation of production
to demand; budgetary policy in fully exploiting whatever scope
is available. But, confined to the national level, these possibilities
are insufficient. That is why it is important that the Community
bases for growth should be strengthened.

b) Objective 1992: fully exploiting the growth potential of the
Community

(i) The completion of the internal market between now and
1992 will permit national barriers and the resulting loss of
competitiveness to be overcome. Thereby, possibilities for
rationalization exist. If fully exploited, these will lead to
substantial productivity gains and to numerous cost and
price reductions.

Here the completion of the internal market will alleviate
the constraints that restrain macro-economic policies: infla-
tionary pressures will be reduced; the productivity gains will
improve the external position of the Community; budgetary
savings will be realized. By fully exploiting the synergetic
effects of more competitive markets, it will be possible to
achieve greater growth while preserving both internal and
external macro-economic equilibrium.

To fully exploit the completion of the internal market it is
important first of all that its irreversible character, reaffir-
med by the European Council, 27 and 28 June 1988, is
made clear by the speed and conviction with which the
necessary decisions, outlined in the White Paper, are taken
by the Council. Business enterprises must be able to posi-
tion themselves, without delay, for the coming of 1992.
Furthermore, it needs to be accompanied by structural
policies in other domains: (i) a rigorous competition policy :
the positive effects of greater competition should not be
diminished by state aids and subsidies. An overall reduction
in such aids would increase the efficiency of European
industry at the same time as in general improving national
budgetary situations. Furthermore, the free access to mar-
kets and free movements of goods and services should not
be impeded by firms in a dominant market position; (ii)
the research and development effort and the improvement
in the rechnological competitiveness of European firms; (iii)
a strengthening of infrastructure investments of European
interest.

So as to facilitate the structural adjustments and to fully
succeed in the objective of the free movement of workers
and to strengthen the cohesion of the Community it is
necessary to take full account of the social dimension of the
internal market. The social dialogue at a Community level
has a particular role to play in this.

Besides the completion of the internal market the Commu-
nity has available to it additional productivity and growth
reserves: the potential dvnamic of the poorer countries.

(i) With the doubling of the structural funds between now and
1993. completed by the adoption of the Outline Regulation
for the reform of structural funds, one condition favourable
to the catching-up process of these countries is now fulfilled.

But, at the macro-economic level, it is also necessary to
create the conditions for success in the poorer countries this
means that the transfer of resources via the structural funds
and financial instruments must go hand in hand with an
increase in the investment rate and higher growth in poten-
tial output. Greater profitability and efficiency of invest-
ment in addition to a favourable business environment
must contribute to this. On the other hand, the task of the
poorer countries would be made easier by the faster growth
of their partners. Such growth would ease the external
constraint already alleviated by the doubling of the structu-
ral funds. In return, faster growth in the poorer countries
would give an added impetus to all their partners.

(iii) The challenge is to translate the productivity gains which
will result from the completion of the internal market
and the catching-up process of the poorer countries into
increased growth. This is necessary because the structural
adjustments will be made easier and better accepted in the
context of strong growth. And this is possible on condition
that the third growth reserve available to the Community is
progressively mobilized: the underemployment of the la-
bour force, in particular, the unemployed - as it was possible
in the post-war period to transform surplus jobs in agricul-
ture, with low marginal productivity, into higher producti-
vity jobs in other sectors. But, to rise to this challenge,
macro-economic policies designed to achieve higher and
non-inflationary growth, are also necessary.

¢) Improving the co-ordination of economic policies and progres-
sing towards Economic and Monetary Union

The completion of the internal market and the complete liberali-
sation of capital movements are increasing the degree of econo-
mic, financial and monetary integration and the interdependence
of the European economies. Stable exchange rates are necessary
for the realisation of a fully integrated market. This must go
along with converging performances and compatible policies.
Closer co-ordination on the means and objectives of all macro-
economic policies is necessary and will require additional efforts
within the Community.

Furthermore, the European Council of Hannover confirmed the
objective of a progressive realization of Economic and Monetary
Union. To that end they decided to entrust to a committee
presided over by Mr. Jacques Delors, President of the Commis-
sion, the task of studying and proposing concrete stages leading
towards this Union.

11.2 Macro-economic policies in 1988 and 1989

a) Monetary policy

During recent years, exchange rate problems dominated the
conduct of monetary policies in the Community. In 1987, inter-
ventions led to large increases in official reserves in both the
Community and the world at large. After the stock market crisis,
short-term interest rates reduced significantly in the Community
and Japan; this contributed to the stabilization of the dollar.
Monetary expansion was strong, sharply in excess of nominal
GDP. This can partly be explained by interventions and lower
interest rates and partly by an increase in the demand for money
due to lower inflationary expectations and financial innovations.
The quantitative monetary targets were exceeded in a number
of countries, notably in Germany. By this expansive orientation
of monetary policy, demand was accommodated in the short-
term, if not sustained.

But the gap between long-term interest rates (largely determined
by market forces) and short-term rates (more directly influenced
by central banks). known as the yield curve, has widened in
recent months. Two main factors can be put forward to explain
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TABLE 4: Monetary policy indicators

Apr. 1987 Sept. 1987 Apr. 1988
Short-term rates 8,7 9,1 7.8
Nominal long-term rates 8.8 10,1 9,3
Diff. long/short-term
(yield curve) +0,1 +1,0 +1.5

1985 1986 1987 1988 1989

Money supply M2/M3!

(avg. EUR 12, ann. %

change) 9,8 9.8 11,0 99 7,9
Liquidity ratio?

(avg. EUR 12, ann. %

change) 1,7 1,5 1,1 3.5 2,6
Change in official reserves

in the world3 458 66,8 2050 — —
— EUR 12 13,0 274 956

— D 4,1 74 269 — —
! End of period

2 Average money supply (M2/M3) above nominal GDP.
3 Bn dollars, excluding eastern block countries — Source : BIS.

this resistance to lower long-term rates: a high level of demand
for long-term capital in the Community, so long as the financing
of the external deficit of the United States is a significant
source of pressure on world capital markets, continuing high
inflationary expectations.

However, taking a longer-term perspective the fast monetary
expansion is worrying. Monetary policy in fact cannot simulta-
neously have as its objective the stabilization of exchange rates,
a maintenance of demand and the control of inflation. To reduce
inflationary expectations further, it is essential that monetary
policy concerns itself in a credible and durable way with the
objective of securing stability.

The recent strengthening of the dollar on the foreign exchanges
if it lasts, should reduce the current conflict between the control
of monetary expansion and the exchange rate objectives. Al-
ready, this strenghtening has created some tensions in the Com-
munity money markets and the Bundesbank, at the beginning
of June, increased one of its leading rates by 1/4 of a point. This
risks putting a break on convergence towards lower interest
rates, notably between the countries participating in the EMS
exchange rate mechanism. However, part of the liquidity created
in recent months could be absorbed by interventions designed
to stabilize exchange rates in the spirit of the Louvre accord.
This would strenghten the credibility of monetary policies and
would create a solid base for further reductions in long-term
interest rates, desirable for the support of private investment
and for easing budgetary problems.

b) Budgetary policy

The direction of budgetary policy should be examined under two
aspects:

In the medium term, while striving for or maintaining sustainable
public debt positions, the efficiency of budgetary action should
be increased. In this respect, a reduction in taxation, a strengthe-
ning of economically profitable public investment and the reduc-
tion of unproductive subsidies, where the impact on budget
deficits would be neutral, are priority objectives.

In recent years, progress towards such a qualitative and quanti-
tative improvement in the position of public finances in the
Community as a whole has been modest. On average in the
Community:

— The budget deficit fell from 5,3 % of GDP in 1983 to 4,1 %
in 1987, Public debt has increased by almost 20 percentage
points more than GDP in this period.

— The share of government receipts in GDP and also taxes anc
social security contributions increased between 1983 anc
1987.

— The share of public investment in GDP has remained almos
constant.

A slight increase in the share of public receipts in GDP, anc
stability in the share of public investment : trends in recent year:
show that budgetary policy did not strengthen the interna
determinants of growth in the Community as a whole.

In neither 1988 nor 1989, according to current forecasts anc
stated policies, budgetary policy will not be supportive ol
growth: the average budget deficit in the Community should
decrease slightly; the burden of taxation is not expected to
decrease nor is the share of public investment in GDP expected
to rise. The trend of public debt in the Community remains a
concern.

TABLE 5: Budgetary policy! indicators (EUR 12), as % GDP
1988*  1989*

1983 1986 1987

Taxes and soc. sec. receipts 39,6 398 40,2 40,3 403

Other public receipts 3.8 39 3.5 3,4 34
Total receipts 434 43,6 43,8 43,7 43,6
Current expenditure 450 44,7 444 442 440
Gross capital formation 2,9 2.8 2.8 2.8 2.8
Other capital expenditure 0,9 0,9 0.8 0,8 0,7
Total expenditure 48,7 48,4 47,9 47,8 47,6
Net lending -53 —48 -—-41 —-41 -39
Debt/GDP?

(% change p.a.) 7.1 1.8 33 33 2,6

* Forecast of the Commission services of May-June 1988.
! General government. ESA definition which includes social security funds.
2 Gross public debt as a percentage of GDP. See Table 6.

In these conditions, adjustments to budgetary policies seem

desirable. These adjustments could have a twin objective:

— to strengthen the internal determinants of growth. The restruc-
turing of expenditure and receipts could contribute to this
objective even in those countries where a reduction in the
budget deficit is an absolute priority.

— to reduce the tensions which could arise from the current
account imbalances within the Community. In this respect,
a more contrasting development in budget deficits between
those countries with external surpluses on the one hand and
those with deficits on the other, appears desirable.



TABLE 6: Gross Public debt! in Community countries as % of GDP

9

TABLE 7: Net government lending {+)

or borrowing (—)' as % of

GDP
1973 1981 1983 1985 1986 1987 1988*  1989* 1973 1981 1983 1985 1986 1987 1988* 1989*
B 63,2 87,7 1050 117,2 120,1 1248 128,5 1324 B -3,3 -127 -11,2 -3 -89 -72 -70 —-65
DK 5,0 43,7 62,6 657 59,8 584 57,1 557 DK 5.2 -69 -72 20 3,1 2,1 1.3 1.2
D 18,6 36,3 40,9 42,5 42,6 437 458 480 D 12 =37 -25 —12 —12 —-17 —26 -2l
GR 19,5 343 443 626 646 673 70,1 736 GR — —1n0 —-83 —13,6 —10,8 —10,3 —11.8 — 13,1
E 12,8 2277 345 464 474 488 503 51,1 E 1,1 -39 -48 —-70 -57 -36 -34 -32
F 22,7 239 29,5 338 351 36,7 380 392 F 0,9 -19 -32 -29 -29 -25 -24 -2l
IRL 60,1 89,8 1074 1179 1333 1335 136,7 139,1 IRL — —134 —11,7 = 11,3 —-109 -85 —-67 —57
1 52,1 54,7 750 84,6 879 934 984 1035 1 -6,1 -11,5 -10,7 —123 —-11.4 —10,5 —10,0 --104
L 20,4 144 148 144 147 150 150 150 L 33 -3,6 1,6 S.5 7,0 5,6 6,0 5,5
NL 434 50,3 619 699 734 790 843 88,0 NL 0.8 -55 —-64 —48 -56 ~-51 -52 -51
P — 47,5 56,2 60,1 640 66,6 71,0 76,5 P — -95 -91 -100 -74 -81 —-79 -178
UK 63.3 509 57,5 575 56,1 542 528 504 UK -2,7 -25 -34 -29 -27 —-14 -07 -07
EUR 12 36,92 432 51,5 569 579 598 618 634 EUR12 -1,12 -53 —53 —-52 -48 —41 —-41 —-40
* Forecasts May-June 1988 * Forecasts May-June 1988
! General government; for Belgium and the Netherlands: excludes social security funds: for Greece ! ESA definition of general government which includes social security funds
N and Ireland: central government only. 2 Excludes Greece, Ireland and Portugal.
? Excludes Greece. Source . Commission services.
Source : Commission services.
TABLE 8: Share of selected categories of total government receipts as % of GDP
1983 1987 1988 1989" 1983 1987 1988  1989° 1983 1987 1988"  1989° 1983 1987  1988° (989"
Indirect Taxes Direct Taxes Soc. Security Contr. Received Other Receipts
B 12,1 114 114 113 18,6 18,2 18,0 179 13,2 147 146 146 2.2 1.8 1.8 1.8
DK 17,8 196 195 19,5 26,6 30,1 31,3 31,6 29 2,9 1,9 1,6 7.0 7.4 7.8 7.9
D 128 122 122 124 12,0 12,2 120 123 173 174 175 174 3.7 32 2.7 3,0
GR 151 174 174 174 5,5 6,5 7,0 6,9 109 11,9 119 120 1,7 2.1 1,6 1.6
E 85 11,1 114 115 79 10,3 10,5 10,7 13,7 129 128 13,0 39 3.8 39 39
F 14,6 147 146 14,6 8.9 9.5 9,2 9.0 20,7 209 210 212 4,0 4.2 4,1 4.1
IRL 17,6 16,8 165 163 13,9 16,1 156 15,1 5.8 5.6 5.7 5.7 5,1 4,6 4.6 4.6
1 9,2 9,5 10,0 9.9 124 133 136 137 141 139 13,7 135 2.4 2.9 2.9 28
L 16,0 16,2 163 164 20,1 20,0 20,5 19,5 146 144 145 147 6.6 5.8 6,0 59
NL 1,6 129 13,0 129 13,6 140 140 143 219 206 204 188 8.5 6,4 5.9 5.8
P 156 156 156 156 8,5 5,7 5,6 5.7 10,0 11,2 11,1 11,0 3.0 2.7 30 2.8
UK 16,4 16,7 16,6 16,5 144 137 13,7 13,5 6.9 7.0 7.0 7.0 4.1 3.2 29 2.7
EUR 12 129 132 133 133 120 124 124 125 147 14,6 146 145 38 35 34 34
* Forecasts May-June
Source : Commission services
TABLE 9: Share of selected categories of total government expenditure as % of GDP
1983 1987 1988* 1989* 1983A 1987 1988* 1989* 1983 1987 1988* 1989* 1983 1987 1988* 1989* 1983 1987 1988* 1989*
Current Transferts Govt. Consumption Interest Payments Public Investment Oth. net capital exp.
B 26,2 23,8 23,6 234 18,1 16,6 16,3 16,0 94 10,6 10,6 10,6 30 19 1.7 17 06 05 05 04
DK 229 218 23,1 237 27,4 254 260 258 81 83 7,7 15 23 21 22 21 09 02 03 03
D 21,3 20,5 209 21,1 20,1 19,7 19,7 19,6 30 29 29 28 25 24 24 24 15 1,2 1.2 1.2
GR 153 17,5 17.8 181 188 19,5 203 20.8 37 66 T4 18 33 34 35 34 03 L1 08 08
E 18,8 18,3 184 185 139 144 146 148 1,3 36 35 34 2,8 36 36 37 20 1,7 1.8 1.8
F 258 26,5 26,1 25,7 19,5 19,0 18,8 18,7 26 28 29 29 33 34 34 34 0,3 01 01 0l
IRL 20,1 19,7 19,0 184 19,6 18,7 179 173 94 99 99 98 44 26 20 17 07 08 03 0.2
I 21,0 204 204 203 16,3 16,7 16,5 16,6 76 82 84 87 37 35 35 36 o1 13 1.3 13
L 30,1 27,1 27,5 27.2 16,2 16.5 16,5 16,7 .1 14 13 11 60 50 50 50 23 09 10 09
NL 339 33,0 329 322 17,5 16,0 156 152 57 6,1 62 63 2,7 22 22 22 23 17 1S 12
P 204 16,8 16,7 16,5 14,5 143 143 142 64 81 82 19 3.0 27 27 29 18 14 14 12
UK 159 15,1 14,6 142 219 20.8 209 209 47 43 40 37 20 1,7 1.8 19 0,7 00 -02 —0.!
EUR 12 21,6 21,0 20,9 208 189 18,5 184 184 44 48 48 48 29 28 28 28 09 08 08 07

* Forecasts May-June 1988,
Source : Commission services.
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TABLE A.6: Short-term interest rates (n)

1987 1988 1987 1988 Change
1983 1984 1985 1986 1987 1 111 v 1 1 Dec Jan Feb. March April May June 12 mog\t/l:
% (e)
B 10,5 1.5 9,5 8.0 7.0 6.8 6,7 6.8 6.1 6,1 6,8 6,4 6,2 6,1 6,1 6,1 6,1 0,7
DK 12,0 .5 10,0 9,1 9,9 9,6 94 93 8,7 : 9.3 8.9 8,6 8,7 8.9 8,8 : -1,2
D 5.8 6,0 5,4 46 4,0 3.8 40 3,5 34 44 35 33 33 34 34 3,5 44 0,6
GR 16.6 15,7 17,0 19.8 15,8 139 8,0 16,7 14,4 12,2 16,7 15,4 17,2 14,4 16,9 19,3 122 -1.8
E 200 14,9 12,2 11,7 15,8 17,8 17,0 13,1 10,7 10,7 13,1 12,4 11,8 10,7 11,4 10,5 10,7 -7,1
F 12,5 117 99 7.7 8,2 8,2 8,0 8,6 83 73 8,6 8.1 7.5 83 8,1 7.4 73 -0.9
IRL 14.0 13,2 12,0 12,4 11,0 10,4 9,2 8.8 8,3 7.8 8,8 8,6 89 83 81 7.5 78 -2,6
I 18,3 173 15,0 12,8 11,4 11,3 12,8 1,5 11,1 11,1 1,5 10,8 11,1 11,1 10,5 11,0 11,1 -0,2
NL 57 6,1 6.3 5.7 5.4 52 56 46 40 44 46 41 4,0 40 41 4,1 44 0.8
P 209 225 210 15,6 13,9 15,0 14,8 14,0 13,0 : 14,0 13,9 13,1 13,0 13,0 : : 0.3
UK 10,1 10,0 12,2 10,9 9,7 9,2 10,3 8,9 8,6 9.9 8,9 8,7 9.4 8,6 8,5 7.8 9,9 0.7
EUR12(0) 120 11,2 10,4 9,0 8.8 8.8 9,0 83 7.8 8,0 8,3 79 79 7,8 7.7 7.5 8,0 0,7
USA 8,7 94 75 6.0 59 6,0 6,8 59 59 6,8 59 5.8 5.8 59 6,1 6,7 6.8 0,8
JAP 6.5 6,3 6,5 5,0 39 3,7 3,9 39 39 4,0 39 39 3.8 39 39 39 4,0 03
TABLE A.7: Long-term interest rates (p)
1987 1988 1987 1988 Change
Vi
1983 1984 1985 1986 1987 11 111 v 1 11 Dec Jan Feb.  March April May June 12 mo?ul?s-
% (e)
B 11.8 12,0 10,6 79 7.8 7.8 8,3 8,0 17 7.8 8,0 7,6 7.4 7,7 1.6 79 78 0,0
DK 14.4 14,0 11,6 10,5 11,9 11,6 12,3 11,7 11,1 : 11,7 11,0 10,8 11,1 1.5 10,8 : 0,8
D 7.9 7.8 6,9 59 5.8 5,6 6,2 6,0 57 6,1 6,0 6,0 5.8 5.7 5.8 6,1 6,1 0,5
GR 18,2 18,5 158 15.8 17,3 16,2 171 19,1 19,1 : 19,1 20,5 217 19,1 19,0 : : 1,2
E 16,9 16,5 13,4 114 12,8 13,2 14,3 13,1 11,8 113 13,1 12,5 11,9 11,8 11,4 11,6 11,3 -19
F 13,6 12,5 10,9 8.4 9.4 9.4 10,5 10,0 9.4 8.8 10,0 9.5 9,1 94 9.3 9,1 8,8 0.6
IRL 13,9 14,6 12,7 11,1 11,3 10,9 11,3 10,5 10,1 9,6 10,5 10,6 10,4 10,1 9,7 9,8 9,6 -1,3
1 18,0 15,0 14,3 1,7 11,3 11,1 12,3 12,5 12,1 12,1 12,5 12,0 12,1 12,1 12,1 12,0 12,1 1.0
L 9.8 10,3 9.5 8,7 8.0 8.2 8,1 7,0 1.7 ; 7,0 1.5 7.8 7,7 73 : : 0,8
NL 8.8 8.6 73 6.4 6.4 6,3 6,8 6,3 6,0 6,3 6,3 6.3 6,1 6,0 6,0 6,3 6,3 0.0
P 304 32,5 254 179 15,4 15,4 15,9 15,2 14,2 : 15,2 15,0 14,4 14,2 14,4 13,9 : -1,2
UK 10.8 10,7 10,6 9.8 9.5 9,1 10,0 9,5 9.0 9,6 9,5 9.3 9,2 9.0 9.2 93 9.6 0.4
EUR120) 127 1.8 10,9 9.2 9.4 9,2 10,1 9.8 9.3 9.3 98 9,5 93 9.3 9.3 93 93 0.1
USA 10,8 12,0 10,8 8,1 8,7 8,6 9.6 9,1 8.6 : 9,1 8,8 84 8,6 8,9 92 0,3
JAP 78 7.3 6.5 5,2 5.0 4,6 7,0 5,1 44 : 5,1 4,2 43 44 44 47 1,0
TABLE A.8: Value of ECU = ... units of national currency or SDR
1987 1988 1987 1988 Change
over
1983 1984 1985 1986 1987 I 111 v 1 11 Dec. Jan. Feb. March April May June 12 months
%(b)
BFR/LFR 4543 4544 4491 4380 43.04 4304 43,07 4319 4323 4344 43,18 43,18 4320 4332 4344 434 4345 1,0
DKR 8,13 8.15 8,02 7,94 7.88 7,82 794 7,96 1,92 794 7,96 7,93 790 7,93 797 197 190 1.1
DM 2,27 224 223 2,13 2,07 2,08 2,08 2,07 2,07 2,08 2,06 2,07 2,07 207 2,08 2,08 2,08 0,1
DR 78.1 884 1048 1374 156,1 1544 1574 1619 1652 1664 163,5 1646 1650 1658 1663 166,7 166.2 7,0
PTA 1274 1265 1290 1375 1422 1450 1405 1384 1394 1375 139.8 1402 139,3 1388 1375 1376 1374 -47
FF 677 687 680 6,80 693 6,93 6,92 6,98 6,92 7,03 7,00 6,97 6,98 7,03 705 7,04 1701 1.2
IRL 0715 0,726 0,715 0,733 0,775 0,776 0,775 0,776 0,776 0,777 0,776 0,777 0,776 0,775 0,777 0,778 0,775 0.0
LIT 1349 1381 1447 1462 1495 1494 1502 1514 1524 1543 1521 1519 1521 1532 1542 1546 1542 2,7
HFL 254 252 2,51 2,40 2,33 234 234 233 232 233 2,32 232 232 233 2,33 233 2,34 -0,1
ESC 98.2 1156 1300 1469 1625 1614 1628 1666 169,1  169,7 168,5 1688 1688 1695 1697 1698 1696 47
UKL 0,587 0,591 0589 0,670 0,705 0,700 0,698 0,692 0,687 0,661 0,691 0,694 0,693 0674 0,661 0657 0,665 -5.0
USD 0890 0,788 0,759 0,983 1,154 1,150 1,128 1,213 1,234 1,218 1,264 1,250 1,217 1,234 1,241 1228 1,184 38
YEN 2113 187,00 1804 1650 66,5 1640 1658 1643 1579 153,0 162,0 1594 1572 1569 155, 1532 150,7 -8,6
DTS 0,833 0,767 0,749 0838 0892 0859 0,895 0889 0,902 0,890 0,889 0909 0914 0900 0898 0893 0,879 -0.9
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 11 v 1 11 Dec. Jan Feb.  March April May June 12 months
% (b)
B/L -2.8 -2.2 0,9 5.5 4.1 06 03 0,6 02 -09 0,2 -03 05 01 03 02 06 -13
DK 06 37 1,2 6.3 42 -06  -19 11 03 -13 0,5 0,1 £03 04 08 04 0,0 -1.9
D 40 -1.6 0.3 10,7 6,9 07  -03 1,8 0,1 -1.3 0,3 0,5 07 00 04 05 08 0,5
GR -181 -144 -159 213 99 =22 =22 -8 A -1.2 0,5 -0 08 03 -03 05 04 -6,8
E -172 24 -23 -1.5 0.2 -0,1 2,9 3,0 0.8 0.8 04 0,7 0,1 0,6 0,9 04 07 4.8
F -7, 4.8 1,1 4,5 1.1 08 02 0,3 03  -13 0,5 0,0 97 06 04 02 03 -7
IRL -4.1 4.2 1.2 37 -2,1 09 03 1,0 0,2 -1.3 0.3 04 04 O 0,6 0,5 01 -1,2
I -3.8 -59 =52 3.7 1,1 =20 0,9 0,5 0.8 -2,0 0,3 03 08 05 08 06 07 -32
NL 20 -6 0.3 7.7 5,1 -04 0,0 1,3 0,1 0.9 0,2 02 04 02 02 03 08 -0,2
P =200 -174 11,5 7.8 7.1 -1, -13 -1.4 -1,5 -1.1 0,6 05 05 -04 03 03 04 -5,1
UK -1.0 <47 0.2 -13 -1,0 44 01 28 07 32 0,5 09 07 3,2 20 02 -25 5,1
EUR12 85 93 19 06 70 05 06 33 05 -6 06 LI 17 07 01 09 23 10
USA 57 T8 41 190 121 34 16 58  -29 07 30 o1 15 16 11 04 21 12
JAP 109 58 30 272 82 59 22 S) 48 18 40 09 02 08 12 05 06 105
Sources: For Community countries: Eurostat, unless otherwise specified: for the USA and Japan: national sources.

{a)

(b)
{c)
d)
(¢
()

(0)
p

(q)
Note

National sources, except for the Communily, Denmark, Ircland, Belgium and Luxembourg. Because of differences in methods of seasonal adjustment, the change in the EUR index, adjusted by
Eurostat and given in Table 1 may differ from the change in the EUR index obtained by aggregating national indices. Data are adjusted for working days. They do not include building.

% change over 12 months on the basis of the non-adjusted nominal scries of the most recent figure given.

Change on corresponding month in previous year; seasonally adjusted.

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

Difference in relation to the sume month of the previous year

Number of registered unemployed according to national legislation. Annual average. quarterly average and end ol month

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

As % of total labour force.

Monthly series calculated by linear interpolation. .

The scasonally adjusted position for ELR 12 is obtained by scasonal adjustment of the sum of gross figures for the various countries’ exports and imports.

Unadjusted figures. .

National sources for Belgium. Denmark. Germany. Spain, France. Portugal and the United Kingdom; scasonal adjustment by Eurostat for Greece. Ireland, Naly and the Netherlands.

Average of monthly changes. scasonally adjusted, weighted by GDP at 1980 prices and purchasing power parities. The monthly change in Belgium is obtained by linear interpolation of quarterly
data.

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 & 85, 3 month Treasury Bills. Annual average. end guarter and end month

Avcerage weighted by GDP at 1980 prices and purchasing power paritics.

Yield on public scctor 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 Stat .

Weighting cocfficients are calculated so as to allow not only for bilateral trade but also for competition on third markets und on the domestic market of the exporting country

v: (5.4.) = seasonally adjusted : = data not available () = estimated.




12—

Community (EUR 12)
Nonc.

Belgium (B)

10.6 The central bank cuts the rates for one-and two-month Treasury certificates by 0.10 and
0.05 of a percentage point respectively; they now stand at 6 % and 6.05 %. The rate for
three-month certificates remains unchanged at 6.10 %.

24.6 The Government approves a draft law designed to ensure proper disclosure of the
acquisition of major shareholdings in listed companies and 1o regulate take-over bids. This
‘anti-raider’ bill has two principal sections: the first deals with the obligation to declare the
acquisition of a significant proportion of the shares of a listed company; the second lays
down the basic rules applicable to take-over bids.

24.6 The Government decides not to extend price controls beyond 30 June 1988. They will
be replaced by a system of prior notification of price rises, which will be followed by a
ministerial recommendation within two months.

30.6 The central bank increases the discount rate from 6.50 % to 6.75 % and the rate for
current account advances from 6.75 % to 7 % with effect from I July 1988. This decision is
consistent with those taken by the German and Dutch central banks.

Denmark (DK)

16.6 Nationalbanken lowers its short-term facility by 1/4 %-point to 8 3/4 % on borrowing
and 8 % on deposits as the DK R has approached the upper threshold within the ERM.

29.6 The Government and the association of local authorities agree on the outline for local
budgets in 1989. Current expenditure will remain unchanged and the deposit scheme will be
modified. Implementation of the agreed ceilings will be facilitated by increased statutory
flexibility on various expenditure categorics. The proposed direct cut in local government
employment during 1988/89 will be replaced by a restrictive commitment. Planned capital
expenditure will be cut by DKR 0,7 billion in 1989. Local taxation should remain unchanged.

30.6 The minority government received parliamentary support for a debt relief scheme, which
will enable some 16 500 heavily indebted farmers (17 % of the total number) to refinance
some DKR 23 billion of loans raised during 1977 to 1982 at rates close to 20 %. The scheme
will be based upon a mixture of index linked bonds and bonds at subsidised interest rates at
an estimated annual cost to the Government of some DKR 1,7 billion.

Federal Republic of Germany (D)

23.6 The 1990 tax reform law, leading to a net tax reduction in 1990 of about DM 19 billion,
is passed by the Bundestag, Income and corporate tax reductions amounting to DM 37 billion
to be partly offsct by widening the tax base which wiil increase tax revenues by DM 18
billion.

30.6 The Bundesbank raises the discount rate by 0.5 points to 3 %. The lombard rate remains
unchanged (4.5 %). Central banks of other countries (Netheriands, Austria, Switzerland and
Belgium) also raised their rates. After an increase from 3,25 % to 3,5 % on 24 June, the
interest rate for the repurchase agreements of the Bundesbank is raised again, from 3,5 % to
3,75 %.

Greece (GR)

None.

Spain (E)

13.6 The Bank of Spain tightens the rules for enterprises’ access to loans in foreign currencics.
For loans up to a value of PTAS 1 500 million, enterprises must now seek authorisation from
the monetary authorities if such loans are to be repaid within a peried of three years.
Previously, authorization was only required if repayment was to be made within one year.
France (F)

8.6 The level of expenditure provided for in the 1988 budget is raised by FF 4.4 billion
compared with the initial forecast. The Government has undertaken to make available an
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additional FF 800 million over @ number of years for subsidized housing (FF 250 million for
1988). The Ministry of Education has been allocated FF 1.2 billion to enable it to prepare
for the new school year. The Ministry of Research has been provided with an additional FF
830 million (only FF 400 million of which is entered in the 1988 budget). In addition to these
measures concerning education, research and housing, the Government has decided to allocate
further appropriations to two other ministries this year: Social Affairs (FF 1.4 billion to
boost employment and FF 216 million to combat poverty) and Culture (FF 350 million). All
of this new expenditure will have to be covered by savings, since the Minister for Economic
Affairs has undertaken not to increase the budget deficit (fixed at FF 115 billion).

13.6 In the instructions sent to all his ministers, the Prime Minister sets the budget deficit for
1989 at FF 100 billion. This is FF 15 billion lower than the anciticipated 1988 deficit.

22.6 As provided for in the Decree of 29 December 1987, the cciling for social security
contributions is raised from FF 9 950 to FF 10 110 per month as from 19 July (an increase
of 1.61 %).

29.6 The statutory minimum wage (SMIC) is increased by | % as from 1 July. The increase
is made up of a 0.8 % purchasing power component and 0.2 % to cover price rises in May.
The hourly rate, which has stood at FF 28.48 since | June, is therefore to rise to FF 28.76.

Ireland (IRL)

24.6 The Government approves a 15 % salary increase for about 1 000 senior public servants.
The increase in salaries will take the form of a ‘special’ pay settlement outside of the present
national wage agreement which restricts all nominal wage increases to 2 1/2 % per annum.
The full-year cost to the Exchequer of this special pay increase is estimated to
be IRL 5 million and the likely cost in 1988 (IRL 2,8 million) is to be met from existing
Budget provisions.

Italy (I)

18.6 The Ministry for External Trade issues a decree authorizing residents to write cheques
in Italy or abroad in favour of non-residents and drawn on bank accounts with Italian banks.
This is subjet to the following conditions:

— the cheque must indicate the name of the non-resident;

— it should be non-transferable;

— the amount may not exceed LIT 5 million.

The same decree modifies the amount of funds which those travelling abroad may take with
them. Tourists may now take with them up to LIT 3 million (including LIT 2.1 million in
the form of foreign currency); they may in future use credit cards without restriction and, if

necessary, write cheques drawn on their accounts in Italy, provided that the above rules are
observed and proof of the expenditure is kept.

Luxembourg (L)

None.

Netherlands (NL)

24.6 The central bank introduces an open market policy and amends the legislation governing
banks’ cash reserves, which replaces the direct restrictions on lending.

30.6 The central bank increases, with effect from 1 July 1988, the discount rate and the rate
for advances by 0.25 of a percentage point, bringing them to 3.50 % and 4 % respectively.
Portugal (P)

None.

United Kingdom (UK)

3.6, 6.6, 22.6; 28.6 On ecach of these lour dates, the authoritics prompt a 1;2 % rise in bank
basc rates. The cumulative 2 % increase brought bank base rates up from 7 1.2 % 1o
91712 %.
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