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PREPARING FOR 1992 average) is likely to be (t?eb s;rol;lg;st }slincefthe end of thde 1970s; the

. . increase in investment (7 %) the highest for over two decades; the

Anniial Economic Reper! 1955~ 1989 inflation rate (3 1/2 %) should be about that of the 1960s. Despite

a mild deterioration in the international environment, growth is

(Commission annual report on the economic situation in likely to be strong in 1989 (about 2 3/4 %). The inflation trend

the Community in accordance with article 4 of the should only increase shthly. The rate of unemployment has started
Council decision of 18 February 1974) to decrease but it is still at too high a level.

2. The international framework for the conduct of monetary policy
in the Community has changed significantly. With an improvement
SUMMARY AND CONCLUSIONS in the US trade deficit early in the year and an increase in interest
; rates in spring the dollar had by autumn almost reached its level
. . of January 1987, just before the Louvre accord. Partly to control
1. Favourable economic prospects for the Community and the world  the rise in the dollar and partly in response to the exigencies of
economy internal stability European Central Banks were led, to different
degrees, to tighten conditions on their own money markets.
1. The economic prospects r/or the Community have significantly
improved in recent months. In 1988 the Community benefited from 3. International co-operation allowed significant progress to be
an unexpected dynamism of its own, in the whole OECD area and ~ made towards greater stability in the world economy. But it needs
Sfrom world trade. In the Community, growth (1988: 3 1/2 % on to be pursued with determination because important risks remain:

TABLE 1: Main economic aggregates 1961-89), EUR 12
Annual percentage change
unless otherwise stated
19611973 1974-1981 1982 1983 1984 1985, . 1986 1987 1988 1989
1. Gross domestic product
— At current prices 10,2 14,4 11,2 10,1 9,1 8,7 83 6.9 7.4 6,7
— At constant prices 4.8 2,0 0,8 1,4 24 2.5 2,6 2.9 3.5 2,8
— Price deflator 5.1 12,1 10,3 8,5 6,6 6,1 5.5 39 3.8 3.
2. Gross fixed capital formation (b)
— Total 5.6 =0;3 =20 —i0,1 1,3 2,1 3,1 4,6 7,1 5.2
— Construction (c) : -1.2 -24 0,6 1,2 -24 2,4 2,2 6.2 3.8
— Equipment (¢) 1.8 =9 0.1 6.6 9,1 33 1.2 8,1 6,7
3. Share of gross fixed capital formation
in GDP (4)
— Total - 23,3 22,1 20,2 19,7 19,3 19,2 18,9 19,1 19,7 20,1
— General government ] 33 3,0 2,9 2,8 2,9 2,8 2,7 2,8 2,8
— Other sectors 18,8 17,3 16,8 16,5 16,3 16,1 16,3 16,9 17,3
4. Final national uses incl. stocks (b)
— EUR 12 49 1,6 0,8 151 1,9 23 3.8 3.8 4,1 3,0
— EUR 12 against 9 other OECD
countries —i0;:5 —0,7 1.0 -2,0 -34 -14 =0,1 =02 0,0 0,3
5. Inflation (price deflator private
consumption) 4,6 12,3 10,5 8.5 Tl 59 3,6 3.3 35 3.7
6. Compensation per employee
— Nominal 10,0 149 11,0 9.7 7.4 6,9 6,1 5:5 5.3 5:2
— Real, deflator private consumption 5,1 2:3 0,4 1,1 0,3 0,9 23 2.1 1.8 1,5
— Real, deflator GDP 4.6 24 0.6 1,1 0,8 0,8 0.5 1.6 1.4 1.4
7. Productivity (e) 4.5 21 1.6 2,0 2.3 1.8 1.8 2,0 24 2,0
8. Real unit labour costs (1
— Index: 1961-73 = 100 100,0 104,3 103,1 102,2 100,7 997 98,4 98,0 97,2 96,7
— Annual percentage change 0,1 0.4 -1,0 =9 -14 -1,0 =13 =03 -0,9 =05
9. Profitability (index: 1961-73 = 100) 100,0 65,7 59,0 61,1 68.2 72,5 77,6 78,7 82,1 83,0
10. Relative unit labour costs in common
currency against 9 other OECD countries
— Index: 1961-73 = 100 100.0 107,6 98,2 92,8 85,9 85,4 93,8 100.8 98,0
— Annual percentage change 1.0 -0,2 =61 -5,6 -74 -0,6 9.7 7,5 -28 :
11. Employment 0.3 —0,1 -0.8 -0.5 0,1 0,6 0,8 0,9 1,1 09
12. Unemployment rate (g) 22 5.1 9.4 10,6 11,4 1.8 11,9 11,6 11,3 10,9
13. Current balance (h) 0.4 -0.6 =09 —0.1 0,3 0,7 1,3 0.8 0,3 0,1
14. Net lending of general government (hyi) : =37 —5,5 —15;3 —53 —52 —438 —4.2 —3.8 —3:5
15. Gross debt of general government (h) i) g 394 47,6 50,8 54.0 56,6 57,8 59,2 60,0 60,7
16. Interest payments by general
government (h)(i) : 2.8 4,1 44 4.7 5.0 51 49 4.8 4.8
17. Money supply (end of year) ) 11,9 134 11,9 10,7 9.9 9.9 10,4 11,0 : :
18. Long-term interest rate (k) 71 11,7 14,3 12,7 11.8 10,9 9.2 9.3 9;3
(a) 1961-86: Eurostat and Commission services.
1987-89: Economic forecasts September-October 1988.
(b) At constant prices.
(c) Until 1986: EUR 12 without Spain and Portugal.
(d) At current prices.
(e) GDP at constant market prices per person employed.
(f) Deflator GDP.
(g) Percent of civilian labour force.
1961-73: EUR 12 without Greece, Spain and Portugal
(h) Percent of GDP.
(i) 1974-81: EUR 12 without Greece and Portugal.
() Broad money supply M2 or M3 according to country.
1961-73: EUR 12 without Spain and Portugal.
(k) Levels: 1988 : January-August average.
Source: Eurostat and Commission services.
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a) in 1989, the reduction in balances of payments disequilibria is
likely to loose some of its vigour at a time when the accumu-
lation of United States foreign debt is continuing;

b) the persistence of the disequilibria continues to create risks for
the stability of the international monetary system;

¢) the situation in developing countries is not improving and is
affected by the recent rise in interest rates.

II. Encouraging elements and some matters of concern

4. Three aspects of the economic situation are encouraging:

— The dynamism of the economies of Spain, Portugal, Italy and
the United Kingdom is now spreading to their partners whose
exports, and also investment, are more buoyant. Thus, for
example, in France and Germany growth should be about 3 %
in 1958 and should only dip slightly in 1989 (compared with
2 % in 1987).

— Growth is more and more being led by investment. Many factors
are contributing to this: greater profitability, a historically high
level of capacity utilization, a favourable international environ-
ment and preparation by private firms for 1992.

— The Community has achieved a degree of stability and conver-
gence of inflation rates unequalled since the 1960s. However,
progress is still necessary, especially in Portugal and Greece.

5. Despite these satisfactory trends there are four areas of concern:
a) the risk of renewed inflation; b) excessive budgetary deficits in
some countries; ¢) an increase in the intra-Community disequilibria
in external balances; d) an unemployment rate that is still on average
in the Community more than IF% of the active population.

6. The strengthening of potential growth must remain a priority
for all Member States. However, tﬁe consolidation of the current
good growth performances may require, over the coming months,
different actions in different Member States. As growth in the

more dynamic countries is expected to slow down as a result of
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inflationary pressures and/or a deterioration of external accounts,
economic policies in the other countries should accentuate the shift
to domestic growth by a strengthening of supply and demand
conditions.

III. Realizing the medium-term objectives

7. Faster growth is now giving the Community the chance to realize
in the best conditions Its major objectives: to benefit from the
completion of the internal market, strengthen economic and social
cohesion and reduce unemployment.

8. The irreversible character of the completion of the internal market
in 1992 was confirmed by the Council of Hanover. Significant
progress has already been realized. In recent months, public opinion
and enterprises have become more and more aware of the oppor-
tunities offered by this project. It is essential that these hopes are
not disappointed when the decisions implementing the important
measures of the White Paper are taken during the coming years.

9. To produce its full effects, the completion of the internal market
needs to be accompanied by structural policies, especially an effec-
tive competition policy, also necessary in their own right.

10. The success of the internal market will also have significant
macro-economic effects. Studies by the Commission services show
that the completion of the internal market will in the medium term
improve significantly growth, budgetary and external positions and
willl) have favourable effects on inflation. So that the productivity
gains which will be realized are rapidly transformed into higher
growth and employment, it will be important to fully benefit from
the alleviation of constraints by reducing domestic disequilibria and
actively strengthening the conditions of supply and demand.

11. With the reform and the increase of the Structural Funds,
already under way, and the increased activity of the Community
financial instruments, the Community has acquired the means to
strengthen economic and social cohesion. A new model of ‘partner-
ship’ between the Community and the beneficiary countries must
be created. Not only is the efficient utilization and additionality of
these resources at programme level essential but economic policies
in the countries concerned must ensure that the overall suEply
conditions improve and especially that the efficiency and the share
of productive investment relative to GDP are increased.

12. Even if the completion of the internal market in the last analysis
results in significant gains in welfare and employment, the restruc-
turing which it will imply during the transition phase gives rise to
certain anxieties. The social dimension of the internal market needs
to be given attention, in particular: (i) the implementation of policies
to facilitate re-employment; (ii) the convergence towards the higher
social standards, for instance, by minimum security and health
regulations at the work place; (ii1) the strengthening of the social
dialogue at Community level.

13.  The reduction in unemployment remains the priority task com-
mon to all Member States. Already employment is increasing at a
historically high rate. This trend needs to be reinforced. In many
countries there are signs of greater labour market adaptability,
especially in the form of part-time work. The direction of the
Cooperative Growth Strategy for more Employment remains valid :
it involves, at the macroeconomic level further improvement in
the profitability of capacity increasing and employment creating
investment. An increase in wage costs, which should remain moder-
ate, in conjunction with the new favourable demand prospects
would contribute to this. It also involves concentrating attention
on the elimination of unnecessary administrative obstacles which
hinder employment creation and on greater mobility and skill
improvements, particularly by sustained training efforts.

IV. The narrow path towards a consolidation of growth

14. The potential for non-inflationary growth can be strengthened
by making European economies even more adaptable. Greater flexi-
bility of markets and their positive effect on the behaviour and
initiative of entrepreneurs is in itself a source of progress. In a
situation where on the one hand it is necessary to avoid excessive
pressures on productive capacity and on the other to further im-
prove employment performances, structural policies are still very

. Important.

15. The stabilization, and then the appreciation of the dollar on
the foreign exchanges, led the monetary authorities to give more
attention to the objectives of domestic stability. Recent increase in
money market interest rates in the Community has strengthened
the credibility of monetary authorities. To the extent that longer-
term expectations of inflation and/or depreciation of the currencies
have been reduced, long-term interest rates could be stabilized or
decrease on a sound basis; some evidence of this emerged in some
countries in early autumn. In the countries participating in the
Exchange Rate Mechanism domestic inflationary pressures gener-
ally remain under control and further tightening of monetary polic
does not seem necessary in the immediate future. Yet, the ris
and main challenge to monetary policy could arise from renewed
instability of the dollar.

16.  For budgetary policies, medium-term objectives continue to be
of primary importance. In the context of the achievement of the
internal market discussions concerning the approximation of in-
direct taxes and taxation of capital income must be pursued so as
to reach rapid agreement on these subjects. Other medium-term
obfectlves include the convergence of general government balances,
still excessive in some Member States, and the need to use budgetary
policy to strengthen the conditions of supply and demand.

17. The increasing interdependence between Member States makes
greater co-ordination of economic policy essential. Furthermore, an




TABLE 2: Main economic indicators 1985-89
Community countries, USA and Japan
(1) GDP (a) at constant prices (2) Deflator of private consumption
(% change on previous year) (% change on previous year)
1985 1986 1987 1988 (*) 1989 (*) 1985 1986 1987 1988 (*) 1989 (*)
B 1,4 23 1,8 3 2Y B 52 0,8 1,6 1Y 2%
DK - 42 3,4 -1,0 0 1% DK 4,9 3,6 4,1 4% 3%
D 2,1 2,6 1,9 3% 2% D 2,1 -0,2 0,5 1Ya 2%
GR 3,0 1,3 -04 2% 2 GR 18,7 22,2 15,8 13% 12%
E 2,3 3,3 52 4% 4 E 8,3 8,7 5,3 4% 4%
F 1,7 2,1 2.3 3 2% F 5,7 2,5 32 2% 2%
IRL 1,1 -0,3 4,1 3 3% IRL 4,5 3,6 3,1 2 2%
I 2,7 2,7 3,1 4 3V I 9.3 6,1 48 5 4,
L 3,8 29 2,4 2% 2% L 5.2 0,6 0,6 1% 2%
NL 2,3 2,4 1,5 2Y 2% NL 2,5 0,2 -0,4 Ya 1Y
P 33 43 4,6 4 3% P 19,0 12,0 10,2 9% 7
UK 3,7 2,9 4,3 3% 2% UK 5.2 3,6 38 4% 4%
EUR 12 2.5 2,6 2.9 3% 2% EUR 12 59 3,6 33 3% 3%
USA 3,1 3,0 3,4 4 2% USA 3,1 2:1 4,5 4% )
JAP 4,5 2,4 4,2 5% 3% JAP 2,1 0,6 -0,2 1 2
(3) Balance on current transactions (4) Number of unemployed as % of the civilian labour force (b)
(as a % of GDP(a))
1985 1986 1987 1988 (*) 1989 (*) 1985 1986 1987 1988 (*) 1989 (*)
B 0,7 2,6 1.9 1% 1% B 13,6 12,6 12,3 1% 11
DK —4,7 —35,1 -3, —-2% 2% DK 8,7 7,4 7,6 8% 9
D 2,4 42 4,0 4 4Y, D 8,4 8,1 8,1 8 8Ya
GR —8,2 -54 -34 —2% -3% GR 7,8 7,4 7,4 7% 7'
E 1,6 1,7 0,1 — Y -2 E 214 21,0 20,5 20 19Y
F 0,1 0,6 -0,3 0 Va F 10,5 10,7 10,8 10% 10%
IRL -38 -24 1,3 2% 3% IRL 17,9 18,2 19,2 18% 18
I -0,9 0,8 =051 - - I 12,9 13,7 14,0 15 14Y
L 43,3 46,1 38,0 38Y; 36 L 1,7 1,4 1,6 1% 1%
NL 43 2,8 1,7 1% 1% NL 13,3 12,1 11,5 11% 11
P 1,7 3.9 1,8 0 —1% P 8,7 8,7 752 6% 6
UK 0,5 -0,8 -0,6 -3 3% UK 12,0 12,0 10,6 8% 7Y
EUR 12 0,7 1,3 0,8 Ya Ya EUR 12 11,8 11,9 11,6 11 Y% 11
USA —2.9 -34 -3,6 —2% 2% USA 7,2 7,0 6,2 5% 5%
JAP 3,7 4,3 3,6 2% 3 JAP 2,6 2,8 2,8 2% 2%
(*) Forecasts September-October 1988.
(a) GNP for USA and Japan from 1987 onwards.
(b) EUR 9: Registered unemployed; GR, E, P: labour force sample survey.
Source : Commission services.

increasingly high degree of stability in exchange rates related to
converging underlying economic fundamentals would improve the
functioning of the internal market. The strengthening of monetary
cohesion could be realized by an enlargement of the exchange rate
mechanism to those countries not yet participating, management
of monetary policies in greater co-operation and strengthening the
role of the ecu. However monetary cohesion in the Community
cannot be permanently ensured unless Member States follow com-
patible policies in other areas, particularly budgetary policy. In this

context it is important to strengthen the consensus on the principal

economic policy objectives: a% stable prices and convergence of

inflation rates; b) medium-term compatibility of payments balances

and c¢) the contribution of internal and external stability to the

rowth and employment objectives of the Community and its Mem-
r States.

22 December 1988
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Percentage change on preceding period (s.a.)
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1983

TABLE A.1: Industrial production (2)
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TABLE A.6: Short-term interest rates (n)

1987 1988 1988 Change
K 198 1985 1386 181 11 v | 11 111 May June July Aug. Sept Oct Nov. 12 moﬁrlf;
% (e)
B 10,5 11,5 9,6 8,1 7,1 6,7 6,8 6,1 6,1 14 6,1 6,1 7,1 1,5 74 13 7,2 0,3
DK 120 1L5 100 91 99 94 93 87 84 78 88 84 82 79 78 78 78 -15
D 58 60 54 46 40 40 35 34 44 49 35 44 51 53 49 48 49 1,2
GR 16,6 15,7 17,0 19,8 14,9 8,0 16,7 14,4 16,4 13,8 19,3 16,4 12,2 11,4 138 11,7 : 1,9
E 20,1 14,9 12,2 11,7 15,8 17,0 13,1 10,7 10,7 12,5 10,5 10,7 11,1 10,7 125 123 12,6 =20
F 12,5 11,7 10,0 .7 8,3 8,0 8,6 8,3 73 7,9 7,4 13 74 8,0 7,9 8,1 8,1 -0,6
IRL 14,0 132 120 124 11,1 9,2 8,8 8,3 78 7,6 13 7,8 19 8,1 76 16 8,0 =2
I 18,3 17,3 150 12,8 11,4 12,8 11,5 11,1 11,1 11,4 11,0 11,1 11,3 11,1 11,4 11,5 11,8 0,2
NL 57 61 63 57 54 56 46 40 44 56 41 44 53 54 56 53 5,4 0,7
P 209 225 21,0 156 139 14,8 14,0 13,0 12,7 12,8 00 12,7 129 13,0 12,8 : : =21
UK 10,1 10,0 12,2 10,9 9,7 10,3 8,9 8,6 9,9 11,9 7,8 9,9 10,9 12,3 11,9 120 13,2 43
EUR120) 120 112 104 90 88 90 83 78 81 89 74 81 85 89 89 (89) (92 (0
USA 8,7 9,5 1.5 6,0 39 6,8 59 5,9 6,8 15 6,7 6,8 1.2 1.5 1,5 7,6 8,2 27
JAP 6,5 6,3 6,5 5,0 39 39 3.9 39 4,0 43 3,9 40 41 4,1 43 43 45 0,6
TABLE A.7: Long-term interest rates (p)
1987 1988 1988 Change
1983 1984 1985 1986 1987 1 v 1 1t m Mgy Tms iy Awe S Ox Now Buenks
% (c)
B 11,8 12,0 10,6 7,9 7,8 8,3 8,0 1,7 7,8 8,1 7,9 18 8,0 8,3 8,1 8,0 8,1 0,1
DK 14,4 14,0 11,6 10,5 11,9 12,3 11,7 11,1 10,6 10,1 10,8 10,6 10,4 10,5 10,1 10,0 10,0 -19
D 19 7.8 6,9 59 58 6,2 6,0 5,7 6,1 6,3 6,1 6,1 6,4 6,5 63 62 6,1 0,1
GR 18,2 18,5 15,8 15,8 17,4 17,1 19,1 19,1 15,2 14,9 16,9 15,2 156 14,1 14,9 : : =30
E 16,9 16,5 13,4 11,4 128 143 131 11,8 11,3 11,4 11,6 11,3 11,1 11,1 1,4 12,1 12,5 =08
F 13,6 12,5 10,9 8,4 9,4 10,5 10,0 9,4 8,8 8,8 9,1 8,8 9,1 9.4 88 86 8,7 -1,2
IRL 13,9 146 12,7 11,1 11,3 1,3 10,5 10,1 9,6 8,8 9,8 9,6 9,7 9,1 8,8 8,2 8,4 -18
1 18,0 15,0 14,3 11,7 113 12,3 12,5 12,1 12,1 12,3 12,0 12,1 12,1 12,1 123 12,1 : -0,3
L 9,8 10,3 9,5 8,7 8,0 8,1 7,0 1,7 6,5 1,5 6,4 6,5 6,8 13 7,5 : : -0,6
NL 8,8 8,6 73 6,4 6,4 6,8 6,3 6,0 6,3 6,4 6,3 6,3 6,5 6,6 6,4 6,2 6,3 -0,1
P 30,4 32,5 254 17,9 15,4 15,9 15,2 14,1 14,0 14,1 13,8 14,0 14,1 13,8 14,1 : : -18
UK 10,8 10,7 10,6 9,8 9,5 10,0 9,5 9,0 9,6 9,4 9,3 9,6 9,5 9,7 94 9,2 9,4 0,1
EUR12<) 127 118 109 92 94 100 98 93 93 93 93 93 94 95 93 (92) (93 (=05
USA 10,8 120 108 8,1 8,7 9,6 9,1 8,6 9,0 9,1 9,2 9,0 9,3 9,3 9,1 8,9 9,0 0,0
JAP 7,8 73 6,5 52 5,0 5,4 47 45 47 5,2 4.6 47 5,0 5,2 5,2 438 4.6 -0,2
TABLE A.8: Value of ECU = ... units of national currency or SDR
1987 1988 1988 Change
Jos s U9 198 19w n v 1 1 1 May  Jwe Dy Alg.  SGL  O% Moy, Woinls
: %(b)
BFR/LFR 4543 4544 4491 4380 43,04 43,07 43,19 4323 4344 43,54 4344 4345 43,52 43,63 4348 4346 4345 0,7
DKR 13 8,15 8,02 794 7,88 794 7,96 7,92 7,94 7,94 1,97 7,90 7,90 7,96 7,96 7,99 8,00 0,5
DM 227 224 223 213 207 2,08 2,07 207 2,08 2,08 208 208 208 208 207 207 207 0,5
DR 78,1 884 1048 1374 156,1 1574 1619 1652 166,4 1672 166,7 1662 166,5 167,1 168,1 169,6 171,7 5,8
PTA 1274 126,5 1290 1375 1422 140,5 1384 1394 137,5 1375 137,6 1374 137,77 1369 1380 1370 1364 -1,7
FF 6,77 6,87 6,80 6,80 6,93 6,92 698 6,99 7,03 7,04 7,04 7,01 7,01 7,05 7,05 7,07 7,08 1,1
IRL 0,715 0,726 0,715 0,733 0,775 0,775 0,776 0,776 0,775 0,773 0,778 0,775 0,774 0,776 0,773 0,775 0,776 0,0
LIT 1349 1381 1447 1462 1495 1502 1514 1524 1543 1542 1546 1542 1540 1541 1547 1545 1541 1,4
HFL 2,54 2,52 2,51 2,40 2,33 2,34 233 2,32 2,33 2,34 2,33 234 235 2,35 234 234 234 0,7
ESC 98,2 1156 130,0 1469 162,5 1628 166,6 169,1 169,7 169,7 169,8 169,6 169,1 1694 170,8 171,1 172,0 3,0
UKL 0,587 0,591 0,589 0,670 0,705 0,698 0,692 0,687 0,661 0,656 0,657 0,665 0,661 065 0,65 0,65 0,656 ==&,
USD 0,890 0,788 0,759 0983 1,154 1,128 1,213 1,234 1,217 1,114 1,228 1,184 1,127 1,104 1,111 1,140 1,185 -34
YEN 211,3 1870 1804 1650 166,5 1658 164,3 1579 153,0 1489 153,2  150,7 150,0 147,5 1494 1468 146,0 =121
DTS 0,833 0,767 0,749 0838 0,892 0,895 0,889 0,902 0,890 0,859 0,893 0879 0864 0854 0859 0864 0,874 —3.9
TABLE A.9: Effective exchange rates: export aspect (q) — Percentage change on preceding period
1987 1988 1988 Change
1983 198 1383 1986 1087 1 v 1 I 1 May  June  July  Aug.  Sept.  Oct.  Nov. 12 Wy
%(b)
B/L -28 -22 09 55 41 -03 06 -02 -09 -15 -02 -06 -08 -05 06 02 04 -20
DK -06 -37 12 63 42 -19 1l 03 -13 -18 -04 00 -10 -12 03 =02 05 -29
D 40 -16 03 107 69 -03 1§ -01 -13 =20 -05 -08 -L1 -07 08 03 06 =—27
GR ~181 —144 -159 -213 =99 -22 -18 -21 ~-12 -20 =05 -04 ~-09 -08 -03 -07 08 -7l
E -172 -24 -23 -15 02 29 30 -08 08 -19 -04 -07 -12 02 -05 L1 LI -0l
F- ~70 -48 L1 45 LI -02 03 -03 ~-13 -18 =02 -03 =09 -L1 03 -01 04 32
IRL -41 -42 12 37 -21 =03 10 -02 -L1 -LS -05 -01 -0& -09 08 00 04 -25
I -38 -59 -52 31 Ll -09 05 -08 -20 -19 -06 -07 -08 —06 -0l 04 09 35
NL 20 =16 03 77 51 00 13 00 -09 -18 03 -08 -10 —-06 07 02 04 -2l
P “21 -174 -115 -78 71 -13 ~-14 15 -L1 -14 -03 -04 —-04 -06 -05 00 01 —45
UK ~70  -47 02 =73 -10 -01 28 07 32 -1 02 -25 —07 13 -L1 08 10 29
EUR1Z -85 -93 -19 96 70 -06 33 -05 -16 -48 -09 -23 -23 ~-LI 05 07 16 -53
USA 57 7,8 41 —19,1 -121 1,6 —58 =29 =07 6,1 0,4 2,1 3,6 1,4 00 -28 -3,1 -28
JAP 10,9 58 3,0 27,2 8,2 =22 5,1 48 1,8 =26 0,5 -06 -23 05 -07 3,0 2,6 10,0

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 | may differ from the change in the EUR index obtained by aggregating national indices. Data are adjusted for working days. They do not include building.

(b) % change over 12 months on the basis of the non-adjusted nominal series of the most recent figure given.

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

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

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

() Number of registered unemployed according to national legislation. Annual average, quarterly average and end of month.

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

(h) As % of total labour force.

(i) Monthly series calculated by linear interpolation. ) _

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

(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.

(0) Average weighted by GDP at 1980 prices and purchasing power parities. '

(p) Yield on public sector bonds. Annual average. Average for the last month of quarter and monthly average for Germany, Spain, Italy, Luxembourg, the Netherlands and Portugal. End quarter and

end month for the other Member States. ) ) )

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.

L




Community (EUR 12)

None

Belgium (B)

17.11 The central bank cuts the discount rate from 7,50 % to 7,25 % and the rate for current
account advances from 7,75 % to 7,50 %.

Denmark (DK)
None.

Federal Republic of Germany (D)

25.11 The Federal budget for 1989 passes legislation exhibiting an expenditure increase of
5,4 %. Expenditures of DM 290,3 billion (about 13 % of GDP) and revenues of DM 262,4
billion will lead to a net borrowing requirement of DM 27,9 billion (or 1,3 % of GDP).

25.11 Parliament agrees upon consumer tax increases from 1989 onwards. The change in
taxation of fuel, heating oil and tobacco and the implementation of a time-limited tax on gas
will lead to revenue increases of about DM 7 billion in 1989. At the same time, Parliament
also agrees upon an increase of the registration tax for diesel cars and the registration tax for
insurance policies.

25.11 In relation to health insurance reform legislation was passed which will lead to
expenditure reductions of about DM 7.4 billion in 1989, rising to DM 13,5 billion in 1992,
while additional expenditures stemming from the new implemented insurance for home-based
nursing of handicapped and elderly people will increase to DM 7 billion in 1992.

Greece (GR)

31.10 Government tables before Parliament the draft tax law which is to take effect on
1 January 1989 and will be applicable to 1988 income. The following are the most important
provisions in the field of personal taxation:

— the tax scales have been amended and will now consist of nine bands with a top tax rate
of 50 % (previously 19 and 63 % respectively);

the system of tax.allowances has been simplified and replaced by limits on taxation;

a new method is used to calculate the tax payable;

the exemption from tax on national income calculated on the basis of an owner’s use of
his residence is extended;

thF system for estimating income by means of objective signs of presumed expenditure is
reformed.

The following points concern the taxation of legal persons:

— the rate of tax on undistributed profits is reduced from 49 % to 46 % (lower rates apply
to specific categories of firms);

— a proportion of profits are exempt from tax provided that they are reinvested.

The draft tax law also states that part of the central government's tax revenue should be set

aside to finance the local authorities.

28.11 The Government tables before Parliament the draft central government budget for
1989. Central government revenue is projected to be DRA 2 660 billion, an increase of
18,4 %, while expenditure will be DRA 4 052 billion, an increase of 18,7 %. The budget
deficit will be DRA 1 392 billion or 16,2 % of GDP, compared with DRA 1 167,5 billion or
15,6 % of GDP in 1988.

Spain (E)
10.11 The Treasury raises the interest rate on one-year public debt from 11,54 % to 11,78 %.

Principal economic policy measures - November 1988

15.11 The Treasury raises the interest rate on three-month debt by 0,25 % to 11,75 %.

24.11 The interest rates on one-year public debt are raised from 11,78 % to 12,06 % to
maintain the existing differential between one-year and three-month interest rates. These
measures are in line with the authorities’ decision to increase the share of the public deficit
financed by the issue of securities on the market.

France (F)

23.11 The Minister for the Civil Service presents the Government with a decree which, with
effect from 1 October 1988, grants an increase of 2 index points to staff of the central
government, regional or local authorities and public hospitals.

Ireland (IRL)

None.

Ttaly (T)

None.

Luxembourg (L)

None.

Netherlands (NL)

None.

Portugal (P)

8.11 The Government decides to make a partial start on the process of privatizing two public
enterprises dealing with insurance (up to 49 % of their capital), because of the delays in
revising the constitution.

22.11 The Government decrees that retirement and invalidity pensions paid by the social
security scheme are to be increased from December 1988. The additional cost to the budget
will be 0,6 % of GDP.

United Kingdom (UK)

1.11 Public expenditure plans for the next three years and revised economic forecasts for
1988 and 1989 are published. In the current financial year public spending is now expected
to be UKL 3,2 billion (or 2 %) below the March budget forecast. The total planned for next
year, 1989 —90, remains unchanged at UKL 167,1 billion. For 199091, the planning total
has been revised upwards by UKL 3,3 billion to UKL 179,4 billion and a new total of UKL
191,6 billion has been set for 1991 —92. These plans imply a continued further reduction in
general government expenditure as a proportion of GDP from 39,7 % in 1988 —1989 to
38,8 % in 1991 —92.

24.11 The Government announces that selective additional rises in pensions for poorer
pensioners over 75 years old will take effect from October 1989, costing UKL 195 million of
public expenditure in a full year, UKL 95 million in the 1989 —90 financial year.

25.11 Immediately following announcement of record trade and current account deficits, the
Bank of England prompted commercial banks to raise base rates by 1 % to 13 %.
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