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GRAPH 1: GDP and employment growth in the Community,
The main features of the Commission services’ annual percentage growth rates
spring economic forecasts are as follows:

® Economic growth in the Community continues at s GDP at constant prices
a rate of about 3 % in 1990 and 1991.

® [nvestment, which is expected to expand by 3r
4% % in 1990 and by 4 % in 1991, remains the -
fastest growing component of domestic demand, )L
but the contributions of consumption - in 1990 -
and exports - in 1991 - become relatively more
important.
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® Employment is expected to increase by 1.4 % this 0 \
year and by 0.9 % in 1991 and unemployment [ \ /
should decline to 8 Y4 % next year. ‘\ s

\

® Inflation remains highin 1990 (4.7 % ), but could
decline somewhat next year.

79 81 83 85 87 89 91

® Budgetary consolidation marks time as general
government borrowing as a percentage of GDP
increases in 1990. GRAPH 2: Inflation in the Community,

annual percentage changes
® The Community’s external balance improves

marginally.

® The uncertainties surrounding the outlook are
now more important due to the difficulties of =
forecasting the consequences of developments in
Germany.

private consumption deflator

o ) H GDP deflator
| This is a summary of the results of Commission

services’ spring forecasting exercise, based on data up to
2 May 1990. The earlier forecasts for 1989-90 were
summarized in Supplement A, No 10, of October 1989.
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The outlook for the Community economy remains positive. —
Although growth is projected to moderate somewhat from the
very high rates of 1988-89, output should increase in both 1990
and 1991 at a rate higher than the average for the 1980s.
Inflation is expected to decline, although a complete reversal of
the rise experienced during the last couple of years is unlikely
even by 1991. Unemployment should continue to fall although
at a slower pace than in the course of the last two years.
Investment and exports are projected to remain fairly dynamic.
On the whole, economic growth in most countries continues to
display the same positive features of recent years, albeit in a less
pronounced way.

On average, real output in the Community should grow at much
the same rate in both 1990 and 1991: 3 % this year and 3.1 %
next year. This is lower than the 3.8 % and 3.4 % recorded in
1988 and 1989 respectively, but it is still higher than the rates of
growth experienced during the first five years of the present
period of expansion.

Economic growth in the Community is shaped by different
forces. On the one hand, the measures taken inrcertain countries
to curb macroeconomic disequilibria, the progressive general
tightening of monetary conditions throughout the indus-
trialized world and the higher current exchange rate level of the
European currencies are depressing demand. On the other hand,
demand and supply are underpinned by the completion of the
internal market, the transformation of the economies of Central
and Eastern Europe and by the process of unification of the two
German states. This last factor has a particularly strong
influence on the short-term outlook. Even under the cautious
assumptions made by the services of the Commission, exclusion
of German unification, whose full impact will be felt only in
1992, would lower the forecast of economic growth in 1991 by
more than a quarter of a percentage point.

A comparison of the present forecast for 1990 with that made
last October shows that growth is now relatively more
dependent on the expansion of consumption. Investment, both
in equipment (particularly pronounced in the United Kingdom)
and in construction, is weakening somewhat. Nevertheless,
investment is expanding at a higher rate than GDP for the fifth
consecutive year and the share of investment in the GDP in
1991, about 21 %, will be two points higher than the cyclical low
of 19 % reached in 1986.

Employment is rising faster than had been predicted and is now
projected to rise this year by 1.4 % following a record increase of
1.7 % in 1989. Unemployment continues to fall steadily and
should reach a level of around 8.5 % of the civilian labour
force. !

The inflation forecast for this year has been revised upwards by
a quarter of a point, to about 4.7 % (deflator of private
consumption), much the same as in 1989. The current account of
the Community, which was in equilibrium in 1989, is now
projected to show a small surplus, 0.2 % of GDP, as in the
previous forecast.

Next year, domestic demand in the Community is expected to
increase by less than GDP for the first time since 1985. — Real
domestic demand in the Community should grow by about 3 %
in 1990. This represents a deceleration relative to the period
1986-1989 (4.2 % a year on average), but it is still well above the
rate for the period 1983-1985. A similar deceleration in the rate
of growth of domestic demand is being experienced by most of
the industrialized world.

(') Unemployment according to the EC labour force survey which provides
comparable unemployment rates for the member countries.

Gross fixed capital formation remains the fastest growing
component of domestic demand, with a rise of 4.6 % projected
in 1990. However, the contribution of consumption is becoming
increasingly important, due to the stronger growth of both
private and public consumption in 1990. In /991, real domestic
demand growth is expected to grow by 2.9 % as consumption
and investment weaken somewhat.

Community exports to the rest of the world are forecast to
increase by about 6 3% % in volume terms in 1990, after a rise of
7 % in 1989. On the usual technical assumption of exchange rate
stability at present levels, the volume of exports to the rest of the
world next year should increase even faster and reach some
734 %. This result is almost entirely explained by the expected
large increase in the demand for Community exports coming
from the countries in Central and Eastern Europe (essentially
the GDR). On the other markets, the Community should
experience a certain loss of market share given the currently
higher level in the exchange rate of its currencies.

Extra-EC import volumes are not expected to maintain the very
high growth rates of recent years given the weakening of
domestic demand. In 1990, imports should grow by around
6 V4 %, after an increase of 8 2 % in 1989. For 1991, imports
are expected to increase by 5% %.

Since 1985, the growth of domestic demand in the Community
has been faster than that of domestic output and, correspond-
ingly, imports have grown faster than exports. This implies that
the variation of the external balance, in real terms, has made a
‘negative’ contribution to GDP growth. It is now expected that
the negative contribution of the external sector to GDP growth
will almost disappear in 1990 and thatin 1991 net exports will be
adding marginally to the rate of growth.
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Gross domestic product, volume (percentage change at constant prices on preceding year, 1961-91) *
1961-73
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Investment growth decelerates. — Gross fixed capital formation
is expected to expand in 1990 by 4.6 % in real terms. While this
implies a slowdown compared to the three preceding years, the
growth rate remains high when compared to that of the first half
of the 1980s. Also, for the fifth consecutive year, growth of gross
fixed capital formation is stronger than that of GDP, as called
for under the Community’s ‘Cooperative growth strategy for
more employment’. In 1991, total investment should continue to
expand fairly rapidly by 4.1 % in real terms.

The slowdown in investment growth is mainly due to the effects
of policies aimed at preventing overheating in many Member
States, especially more restrictive monetary policies. The
deceleration is especially large in Belgium, Greece, Spain and
the United Kingdom. In this last country, gross fixed capital
formation could actually decrease in 1990.

The deceleration in investment growth is particularly pro-
nounced for equipment which had experienced very high rates of
increase in 1988 and 1989. After an increase in real terms of 9 %
in 1989, investment in equipment in the Community is expected
to grow by 6.2 % in 1990. In the United Kingdom, investment in
equipment is expected to increase by only 1.7 % in 1990 after an
increase of 12 % in 1989. A significant deceleration is also
expected in Belgium, Ireland and Spain. In 1991, investment in
equipment in the Community should continue to expand at
much the same rate as this year.

Investment in construction should also weaken further in 1990
and 1991. Higher interest rates will take their toll on residential
construction. Capacity constraints and a weakening of pent-up
demand will also limit the growth in this type of investment after
some years of strong expansion.

Stronger consumption in 1990. — The rate of growth in the
volume of private consumption is expected to accelerate slightly
from 3.2 % in 1989 to 3.3 % in 1990, mainly as a result of
stronger growth in Germany. In 1991, the rate of growth in
private consumption could decelerate somewhat in line with
projected weaker growth in households’ disposable income.

TABLE 5: Investment in construction, volume (percentage change on preceding year, 1974-91) *

1974-81 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991
B =16 -5,6 =62 a9 -04 2,0 55 14,7 13,2 33 03
DK =72 =13 1,9 8.8 89 17, -09 =31 -38 -38 0,5
D 09 —43 L7 1,6 79,0 2.7 0,2 4,7 5.3 47 2.1
GR =3.1 —13.2 5.3 —69 3,1 0,2 —49 77 9,1 5.0 2,5
E - 1.6 0,1 =20 =352 2,0 6.5 10,0 13.5 133 10,1 8.6
F =(0.2 =25 —3.6 =2.9 0,6 2.5 3.3 43 3,0 1,9 1,6
IRL 39 1.3 —143 —-44 =97 3.8 o -6.8 10,1 10,0 6,5
1 -04 —6,6 1,1 0,0 —06 0,7 =13 3,7 3,6 2.5 2,5
L =15 -24 =124 —4.6 4,7 6,0 4.6 99 48 52 45
NL =240 —6,6 -34 4,0 0,2 48 28 12,6 34 0,6 —0,6
P = 1.8 #33 =92 -6,0 8,7 10,5 10,1 7.3 85 7,0
UK =33 8.8 5,0 6,1 —22 3,7 3.9 6.8 =2. —42 1,6
EUR! ~14 ~2.4 0,0 03 =18 32 2,6 6,4 43 2,8 28
I EUR-11 up to 1981, EUR-12 from 1982 onwards.
TABLE 6: Investment in equipment, volume (percentage change on preceding year, 1974-91) *

1974-81 1982 1983 1984 1985 1986 1987 1988 1989 199 1991
B 2,6 8.5 23 13.8 23 48 8,6 17.8 16,0 11.0 6.5
DK ~1.3 19.9 22 17,9 16,2 15,4 —14,5 —6.9 4,1 30 40
D 2.1 =0 56 =02 9.9 43 4,1 1.5 9.7 84 7.0
GR 0,1 14,1 -85 =49 y =126 =110 10,7 8.3 7,5 5,0
E =05 22 —-48 3 9.1 15,8 24,2 14,7 14,1 9,0 7.1
F 0,7 1,6 —3.5 —0.9 6,7 25 47 104 6,6 6,5 5.5
IRL 5.1 —8,0 -34 1.9 ol 53 2,7 28 12,5 9.8 55
1 1.9 —44 —42 9.3 82 2,0 15,0 6,0 6,3 6,0 48
L TS 0.8 w2 37 16,5 39,1 6,1 —40 4,1 6,7 o
NL —0,6 0,0 10,0 9,5 16,1 11,3 1,1 6,3 5,9 6.4 52
& 6.4 =122 =303 —4 13,7 22,2 20,7 9,0 8,5 8.5
UK -0,1 1,3 48 11,4 10,1 -1,8 72 21,1 12,0 1,7 1,9
EUR! 0,9 =15 09 39 9,0 3.6 7.9 3 9.0 6,2 5.2
! EUR-11 up to 1981, EUR-12 from 1982 onwards.
* Notes: see page 15.
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The volume of public consumption should increase by 1.8 % in
1990, a rate not significantly different from the trend of the last
few years. In 1991, it is assumed that a new consolidation effort
will take place and public consumption should not increase by
more than 1.5 %.

Employment creation continues at a high level, but unemployment
remains high. — After the record increases of 1988 and 1989
— 1.6 % and 1.7 % respectively — employment is expected to
continue to increase substantially: 1.4 % in 1990 and 0.9 % in
1991. In absolute terms, about 3 million jobs will be created in
1990 and 1991. Over these two years, employment creation is
expected to be higher than the Community average in Germany,
the Netherlands, Luxembourg, France and Spain. As was the
case for 1988 and 1989, manufacturing employment is expected
to expand again (0.8 % in 1990 and 0.6 % in 1991), reversing a
trend that had lasted for many years.

This strong employment performance, however, will result only
in a small decline in unemployment since the civilian labour
force is expected to increase by more than 2 million people in
1990 and 1991. This increase is the result of both a higher
activity rate and an acceleration in the rate of growth of the
population of working age. Activity rates are, in general,
positively related to employment prospects. In recent years, the
activity rate of the population of working age in the Community
has risen, responding to the greater availability of jobs. A
comparison with the much higher activity rates in the USA and
Japan suggests that there is still an important reservoir of
potential employment in the Community over and above what
the unemployment figures suggest. The acceleration in the rate
of growth in the population of working age results essentially
from the large immigration flows into the Federal Republic of
Germany.

Inflation remains high in 1990, but could decline next year. —
Afterathroughin 1987, inflation, as measured by the deflator of
private consumption, started to accelerate again in 1988 and
1989. On the basis of the evidence which has become available
over the last six months, consumer prices are now expected to
increase this year at a similar rate to last year. This somewhat
disappointing inflation forecast is the outcome of higher-than-
expected unit labour costs which are not completely offset by
softer import prices. In 1991, inflation could ease if wage

* Notes: see page 15.
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increases moderate as projected, notwithstanding a stronger
increase in import prices.

The prices of imported goods and services, which had been an
important factor behind the deterioration of inflation perform-
ance last year, are forecast to increase by only 1.8 % on average
for the Community in 1990 compared to 6.6 % in 1989. This is
due to the weakening of the dollar and the expected stable trend
of non-oil primary commodity prices expressed in dollars. Oil
prices, which increased steeply at the end of last year are not
expected to increase very much. On the usual assumption of real
stability of exchange rates for the rest of the forecast period,
import prices are forecast to increase by 3.4 % in 1991. This will
be due to a strengthening of the prices of primary commodities.
Wages per head in the Community should increase in 1990 by
6.7 %, 0.7 percentage points faster than the preceding year. In
1991, the increase could return to the pace of last year. The
deceleration of wage increases in 1991 is expected to be
significant in the countries where the increases are now highest:
Greece, Portugal, Italy and the United Kingdom. Given the
projected productivity increases, 1.6 % this year and about 2 %
in 1991, unit labour costs should increase by 5.1 % in 1990 and
by 3.9 % in 1991. Real unit labour costs (GDP deflator) should
remain stable in 1990. Next year, they could fall slightly thus
contributing to a further increase in the profitability of
investment.

Budgetary consolidation marks time. — General government
borrowing as a percentage of GDP at the Community level
should increase slightly in 1990 and resume its downward path
next year. The overall picture, however, hides some important
differences among Member States. In 1990, the increase in total
general government borrowing as a percentage of Community
GDP is mainly the result of a deterioration in Germany, the
United Kingdom and Portugal, partly offset by improvements
in other countries. If allowance is made for the increase in

TABLE 11: Real unit labour costs! (indices 1980 = 100)*

1961-70 1975 1979 1981 1989 1990 1991
B 875 968 98% 1005 894 885 887
DK 9,3 102,7 984 9B 935 928 920
D 96,1 1026 1983 1003 9160 9057 899
GR 1044 91,7 1018 1063 1119 1143 115,1
E 957071008 1017 100,57 869 865 86,1
F 934 989 981 1008 910 910 908
IRL 2001003 96,7 965 837 334 829
I 97,1 1058 101,1 1024 980 977 978
L J1014 0 991 1L 943 M4 M0
NL 939 1033 1003 973 877 84 872
P 1204 101001023 824 811 803
UK 988 1090 979 s 972 99,1 9l
EUR 969 1038 992 1007 932 1932 928
USA 969 982 990 986 99,7 1009 1013
JAP 928 1041 101,01 1002 981 1002 1028

! Nominal unit labour costs divided by GDP deflator.




TABLE 12: Deflator of private consumption (percentage change on preceding year, 1961-91) *

1983 1984 1985 1986 1987 1988 1989 1990 1991

1974-81 1982

1961-73
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TABLE 13: Compensation of employees per head (percentage change on preceding year, 1961-91) *

1983 1984 1985 1986 1987 1988 1989 1990 1991

1982

1974-81

1961-73
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TABLE 14: Real GDP per occupied person (percentage change on preceding year, 1961-91) *

1983 1984 1985 1986 1987 1988 1989 1990 1991

1974-81 1982

1961-73
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TABLE 15: Unit labour cost, whole economy! (percentage change on prededing year, 1961-91) *

1983 1984 1985 1986 1987 1988 1989 1990

1974-81 1982
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see page 15.

* Notes:
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TABLE 16: Total employment (percentage change on preceding year, 1961-91)*
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TABLE 20: World export prices! *
Percentage change on preceding year
1986 1987 1988 1989 1990 1991

Fuels —469 190-156 169 14 50
Other primary commodities 5,1 7,0 200 —-02 —1,0 2.1
Manufactures 174 18 570 =02 75 43
! In US dollars.

Source: United Nations and forecasts by Commission services.

the public deficit in Germany where exceptional factors are at
work (tax reform and unification), government borrowing in the
Community measured in percentage of GDP will still only
stabilise in 1990. This trend is worrying, as it signals a certain
relaxation of budgetary consolidation in a year where economic
growth could have facilitated bolder action. ‘

A slight improvement in the Community’s external balances and
continuing internal imbalances. — The external position of the
Community is expected to improve slightly in 1990 and 1991.
The surplus on the trade balance (fob/fob) as a percentage of
GDP should increase from 0.2 % in 1989 to 0.5 % in 1990 and
to 0.7 % in 1991. The current account is expected to move in
parallel: small surpluses of 0.2 % of GDP and 0.3 % should
appear in 1990 and 1991 respectively.

The improvement in the Community’s external position is
explained by a more favourable trend in the real balance and an
improvement in the terms of trade. Member states are
contributing differently to the overall Community trend. In
particular, the current account balance of the United Kingdom
is expected to improve in 1990, while that of Spain should
experience a certain deterioration throughout the forecasting
period.

* Notes: see page 15.

TABLE 21: Total public expenditure (as percentage of GDP,
1974-91) *

1974-81 1982 1985 1988 1989 1990 1991
B 507 587 568 533 03 498 496
DK 51,3 612 595 608 599 587 575
D 479 494 475 466 451 446 4]
GR — 397 481 494 51,1 521 518
E 286 315 421 43 409 408 496
F 42 503 521 502 501 500 498
IRL 43 6 7R B2 R0 TIRg
I 396 474 508 508 51,7 525 524
L 303 558 ST s 58 SIS 00
NL 538 613 596 592 573 574 56,6
P — 438 435 422 410 427 4KN2
UK 430 48 43 383 372 381 7,0
EUR 4341 482 490 469 464 466 46,1
I EUR without Greece and Portugal.

The Community’s external environment: decelerating world
growth and a slower expansion of world trade. — In /990, real
GDP growth outside the EC will reach 2.2 %, almost one
percentage point lower than last year. World economic growth
will be depressed by the rather poor performance of the United
States and the countries of Central and Eastern Europe.

Among the EFTA countries, a pronounced slowdown is
expected in Norway and Finland, while the growth performance
of Sweden should remain poor over the whole forecasting
period. In the rest of the industrialized world, the Australian
economy seems to be heading towards a marked deceleration.

The Countries in Central and Eastern Europe (CCEEs) are
suffering from the fact that the old economic steering
mechanisms are working less and less while economic reforms -
if already decided - are not yet producing positive results. The
negative effects on economic growth appear to be particularly
pronounced in the CCEEs outside the USSR. The OPEC
countries, too, will show some deceleration in economic activity,
but should remain on a fairly strong growth path (+4 %). The
Dynamic Asian Economies will be, at 6.6 %, somewhat less
buoyant than last year, following a profile broadly in line with
developments in their external markets. The group of other
Asian developing countries is expected to maintain last year’s
growth rate of approximately 4 %.

In 7991, real GDP growth in the non-EC economies may
accelerate by half a percentage point to around 2.7 %. The
somewhat better outlook for the USA may, however, be offset
by the expected deceleration in Japan. Therefore, the OECD
region will not contribute to this improvement in world growth
which is expected to come essentially from the CCEEs where the
growth rate may return to almost 2 %. The non-OPEC
developing countries - with the exception of Africa which
continues on a decelerating path - may also improve their
growth performance.

Growth of world trade (measured by real imports of goods) in
1990 will reflect the generally declining trend in real economic
expansion and will be 1.8 percentage points lower than last year
at 6.3 %. Although US imports are not expected to decelerate in
1990, imports of the OECD-area may be 2 percentage points
lower than last year, due essentially to lower import growth in
the EC and Canada and in particular to a very sharp

e e e e i



4

— 10 —

TABLE 22: Ratles of change of demand components (EUR-12, 1989-
9N *

Percentage change on preceding
period at constant prices

1989 1990 1991 1990-11990-11 1991-11991-I1
Private consumption 323328 3,703,127 27
Government consumption Iro1,8 1,5 18 1,7 15 1,5
Fixed capital formation 6.7 46415734 3851
— Construction 43 28 28 57 06 2,7 53
—— Equipment 906252 5761 48 50
Changeinstockas % of GDP 12 09 10 09 10 1,0 09
Domestic: demand 3,730.29 3032 2,729
Exports of goods and services 7,9 6,7 73 81 65 76 75
Imports of goodsand services 8,665 64 7560 67 62
Gross domestic product 34 30 31 31 32 29 33
U Half-yearly figures at annual rates, seasonally adjusted (1990-1 = first half of 1990 etc.).

TABLE 23: Export markets and export performance (percentage

change on preceding year, 1989-91)*

Export markets

Export performance!

1989 1990 1991 1989 1990 1991
B 86 66 66  —01 =04 02
DK 67 53 57 —06 —04 —06
D 84 99 - 100 15 =06 14
GR 80 62 65 —37 —06 —07
E 81 61 63 07 06 01
F 85 64 64 —04 —05 01
IRL 77 49 55 3819 0,1
I 91 66 6.7 00 —-10 —123
L2 B s Jes o B i
NL 75 61 65 -19 -08 ~-05
p 85 .52 58 18 41 32
UK 83 63 63 —26 17 —13
EUR 83 73 75 ~00 —02 —02
USA 83 50 56 37 28 25
JAP 89 66 69 =40 =25 =36

! Indices of export volume growth divided by indices of market growth (includes intra

community trade).

2 Included in the figures for Belgium.

TABLE 24: Imports of goods, volume
preceding year, 1961-91) *

{percentage change on

1961-73 1974-81 1982-87 1988 1989 1990 1991
B 93 19 36 92 84 71 69
DK 79 —02 35 -01 48 34 35
D 8.8 0 39 65 84 103 105
GR 127 04 94 62 91 64 43
E S 1778 145 183 - 106 - 80
F 113 24 32 92 79 63 6l
IRL 92 45 46 39 131 713 57
I 104 39 48 72 83 71 64
L 6.1 Il 6l 70 70 56 62
NL 94 13 44 T4 56 56 54
P S L 115 94 9l
UK 5203 62 130 78 15 37
EUR 90t 232 39 92 87 67 6]
USA 943 22 99 60 58 53 52
JAP L 167 T4 48 44

! Total excluding Spain and Portugal.
2 Total excluding Portugal.

3 USA: average 1964-73.

TABLE 25: Exports of goods, volume
preceding year, 1961-91)*

(percentage change on

196173 1974-81  1982-87 1988 1989 1990 1991
B 10,2 2,2 3,5 9,2 8,5 6,2 6.4
DK 6.8 4.7 3.4 6,0 6,1 49 5.1
b 8,0 4,7 2,6 6,2 10,0 9.2 115
GR 1.9 5,5 10,6 6.1 40 55 5,7
E - 8.9 6,0 8,0 8.8 6,8 6,4
F 10,0 5.2 2,6 7,9 8,1 59 6,6
IRL 8,1 7,9 8,8 10,8 118 6.9 56
I 118 73 3,7 59 9,1 5,6 5.3
L 55 - ~08 78 9.0 83 5,6 55
NL 10,3 27 4,0 8.2 54 52 6,0
P — — — 78212 9.5 92
UK 5,0 3,5 4,1 14 5,5 8,1 4.9
EUR 891 4,82 392 6.3 83 7.1 72
USA 6,73 51 49 205 12,3 7.9 82
JAP — e = 44 4.5 3,9 30

I Total excluding Spain and Portugal.
2 Total excluding Portugal.

3 USA: average [964-73.

* Notes: see page 15.

TR

deceleration in Australia. Another sharp deceleration o
imports is expected in the USSR. Import growth of the non
OPEC developing countries will also slowdown but remair
significant at 6.7 %. Practically the only world regions with ar
import acceleration will be the O PEC countries and the CCEE:
outside the USSR. The very strong import surge in this latter
group, however, can be almost entirely attributed to the GDR.

USA : moderate growth and continued imbalances. — The United
States economy is experiencing a ‘soft landing’. Growth
decelerated in 1989, and was barely 1 % (annual rate) during the
fourth quarter. Business investment softened last year, as a
delayed effect of the tightening of monetary policy during 1988
and early 1989. Export growth has also lost momentum, as the
dollar has been stable and even appreciating somewhat during
the past two years. As a result, supply pressures have eased, and
inflation and unemployment have stabilised.

The forecast shows a gradual recovery from the current period
of low growth. This implies real GNP growth of 2.1 % in 1990
and 2.3 % next year. Such a scenario is consistent with an
inflation rate (4.5 % for consumer prices) that stays within the
Fed’s assumed range of tolerance. The unemployment rate
should increase by 0.5 percentage points from its cyclical low at
the end of 1989 (5.3 %).

The trade balance is projected to deteriorate again from early
1990 onwards, despite a fairly robust export performance. US
import propensity is high, especially for consumer goods.
Moreover, the terms of trade are likely to deteriorate due to
weak prices for some of the main export categories. Due to
increasing external indebtedness, the invisibles balance is aiso
likely to worsen ; consequently, the improving trend of the past
few years in the current account balance is set to be reversed, and
the deficit could reach about 2 % of GNP.

The Federal budget deficit is likely to stabilise in nominal terms
during 1990. Next year, as the economy picks up again and some
expenditure cuts are carried out, there could be a reduction of
some $30 bn. Although thisis still far from the Gramm-Rudman
targets, next year’s general government deficit (including the
state and local government surplus) will have fallen to 1.3 % of
GNP, compared to 2 % in 1989.

Japan: Strong growth, but continuing concern at financial and
monetary developments. — In 7990 the Japanese economy is
expected to lose steam, due inter alia to capacity constraints,
tensions on the labour market and unsolved problems in the
financial and monetary sphere. Nevertheless real GDP is
expected to grow at a rate of 4.3 %.

The tight conditions on the labour market will lead to higher
wage increases than last year (present wage claims are around 8-
9 %, combined with claims for reduced working time) and
higher non-wage labour costs. Higher import prices, due to the
considerably lower Yen, and the increase of the discount rate on
March 20 by a full point are additional factors leading to a
substantially smaller than expected profit expansion and to a
downward revision of private investment projects. Therefore,
real private capital formation will grow by almost 94 %,
notably less than last year. but continuing to enjoy a strong
momentum. Since wage settlements will be considerably higher
than last year and the negative effects of the consumption tax are
tapering off, private consumption will accelerate.




TABLE 26: Trade balance total (fob/cif) * (in billions of ecus)

1983 1984 1985 1986 1987 1988 1989 1990 1991

1982

1974-81

1961-73
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TABLE 27: Trade balance intra-EC (fob/cif) * (in billions of ecus)

1983 1984 1985 1986 1987 1988 1989 1990 1991

1982

1974-81

1961-73
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Trade balance extra-EC (fob/cif) * (in billions of ecus)

TABLE 28:

1991

1983 1984 1985 1986 1987 1988 1989

1974-81 1982

1961-73
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Balance on current account (as percentage of GDP, 1961-91) *

TABLE 29:

1983 1984 1985 1986 1987 1988 1989 1990

1982

1974-81

1961-73
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TABLE 30: World GDP/GNP (at constant prices) TABLE 34: Trade balances (fob-fob) EC, USA and Japan *
Percentage change on preceding year 1986 1987 1988 1989 19%0 1991

1986 1987 1988 1989 1990 1991 as a % of GDP

EUR 26 29 338 34 30 3,1 EUR 1.1 0,6 03 0,2 0,5 0,7

USA 2.8 37 46 30 21 23 USA -3.5 =36 26 21 -2,1 -2.1

Canada 32 44 50 29 20 21 Japan 4.7 4.1 33 27 29 2,7

Japan 25 42 57 48 42 34 o

EFTA 23 2.1 3.1 36 22 20 in billions of US dollars

Total OECD 27 35 44 35 28 28 EUR 432 360 2010 92 304 452

CCEEs 30 14 41 19 -04 19 Usa -1434 -1574 -127.1 -111,3 -1162 -1229

OPEC i -0,8 23 33 45 40 40 Japan 92,8 96.4 95,0 77,1 76.6 79.2

Other developing

countries 59 43 54 34 3,1 42 in billions of ecus

— DAEs 88 L7 94 60 66 68 EUR 439 315 178 84 249 363

~— other Asia 79 31 95 40 40 42 USA ~1457 1374 -1077 -101.1 952 -988

—- Latin America 38 3.2 0,0 1,0 0,0 34 Japan 943 841 80.5 699 630 637

— Africa 2,6 1,0 20 26 24 20 ” ’ i ’ ’ ’

World 29 32 44 33 24 29

In spite of favourable trends in the ‘fundamentals’ of the real
TABLE 31: World imports of goods (at constant prices) * economy, a number of temporary factors have been weakening
the Yen exchange rate since the end of 1988. The reversal of the
speculative rising trend on the Tokyo stock exchange has
recently further depressed the Japanese currency. If these factors

Percentage change on preceding year

1986 1987 1988 1989 1990

]
&

%Igj,}i 12’3 2§ 2(2) Sg (5);] g’g_ result in a relatively weak Yen (as assumed in the forecast), the
Canada 53 91 M5 70 35 47 substantial decrease in the trade and current balance surplus in
Japan 106 91 167 74 48 44 dollar terms during the last year - stemming to a large extent
EFTA 7.1 6,1 3,7 6,0 49 4,7
Total OECD 81 79 82 78 56 58 from ‘J-curve’ effects resulting from the Yen depreciation - may
8%1558 5(3); “%g gg gg 128 2%(7) well be reversed. Next year, the current account surplus could
Other developing ’ ) ' ’ ’ ’ still be around 2 % of GDP.
S(),unDtX?’S 188 2§§ ﬁﬁ 13% gg 82 An export of capital of such magnitude can be considered
-— other Asia 104 34 87 70 45 50 appropriate for a highly developed country like Japan, provided
- k"};;?ﬂAme”Ca ‘;S 3% ég 28 ‘2‘(5) ?8 that the surplus is increasingly used to support the efforts of the
World 46 72 88 79 61 65 developing countries and the reforming countries in Central and
World excluding EUR 34 64 86 74 58 65 Eastern Europe. Furthermore, the favourable rates of return in
South East Asia and reduced interest rate differentials between
the USA and Japan may increasingly produce a welcome
TABLE 32: (\;V(l)lrld ;)alances of current account (in billions of US regional restructuring of the Japanese external surplus.
oliars
1986 1987 1988 1989  19%0 1991 Main assumptions. — Demand for oil is expected to remain
EUR 689 379 152 02 94 188 fairly strongin 1990, but increased supplies are planned by non-
lefxﬁida ’iig’g 715(;,% ‘lg’g :(I)g;_ ’1(1)21;(3) ‘1?22 Opec producers. Supplies from the USSR have, on the other
Japan 858 871 797 570 578 590 hand, been down for some time and may still drop substantially,
EFTA -73 80 -104 02 -06 -26 €.g. as a consequence of renewed strikes. Nevertheless
E%%IE(S)ECD ‘6; “422 %g ’Zgé fgé 33(7) worldwide production capacities still appear sufficient to
OPEC 207 80 -171 43 36 68 respond to any increase in demand. Oil prices are thus expected
Other developing to be relatively flat in 7990. However, short-term price
My \ggi ;(2)(1) 2(5)2 Tg? »igf_; Eg’g fluctuations of 2 or 3 USD/bl around this level are not unlikely.
— other Asia 176 62 —7:5 “125 -170 -19.] For 1991 a modest rise in oil prices is assumed.
—_— Latjn America -140 82 -54 44 19
Er(f)\rfsﬂgsd omissions ;11 ég ‘Sgg :é é 2 53? :;%é 7168’8 Dollar prices of non-oil commodities will be weak in 1990, unless

negative climatic developments intervene so as to limit supply.
In 1991 these prices will probably rise moderately.

TABLE 33: World trade balances (fob-fob. in billions of US As usual, this forecast is based on the technical assumption that

dollars) exchange rates will remain constant throughout the forecast
9%6 1987 1988 1989 19%  199] period. More precisely, the assumption is of stability in real

EUR 432 361 210 92 304 452 terms at the levels of end Fe_bruary .1990 between the US-dollar
USA -1434 -1574 -127,1 -111,3 -116,2 1229 and the group of currencies participating in the ERM and
Canada 76 91 88 40 37 40 stability in nominal terms for all European (intra- and extra-
‘B?%R 2%8 22‘51 2%2 zg; z(s)g zgé Community) currencies except the Greek drachma and the
Total OECD 93 —24:5 117 73111 ‘13:5 42 Portuguese escudo which are assumed to remain stable in real
CCEEs 11 64 34 -18 -166 -363 terms. This assumption implies a lower dollar over the forecast
OPEC 178 350 249 463 466 518 iod th: - din : D .
Other developing period than projected in autumn (DM [.67 per USD on average
countries -0,7 218 172 113 82 140 for 1990 and DM1.64 per USD for 1991).
— DAE’s 214 295 226 161 147 186 . _
— other Asia ~34,1 -223 240 -255 -280 -30,1 The forecast is also based on a ‘no-policy-change’” assumption.
- k?ﬁl!gaAmer‘ca 58 gé 32; ZS Eg? f%é This implies that monetary policies maintain their present
Errors and omissions 84 387 338 247 248 254 stance throughout the period. Budgetary policy for 1990 and

1991 is assumed to be an extrapolation of present trends except
where discretionary measures have already been decided and

* Notes: see page 15. q
announced.
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TABLE 35: Interest and exchange rates assumptions *
1986 1987 1988 1989 1990 1991
Annual rates in percentage

points
Rates of interest (US)
— Short-term! 7560 168 84 80 80
— Long-term? 108 81 90 85 85 86
Percentage change on preceding
year
Exchange rate of USD
— Vis-a-vis ECU3 -25-141 29 71 97 -18
— Vis-a-vis YEN? -29,1 -132 -12 7,6 12,6 %]

! 13-week US treasury bills.
2 US 10 year-bonds.
3 + (—) signifies an appreciation (depreciation) of the USD.

Concerning German Economic, Monetary and Social Union
(GEMSU), it is assumed that implementation will begin in the
middle of 1990 as the East-German currency is replaced by the
Deutsche Mark. Large budgetary transfers from West Germany
will take place to ease the social impact of the transformation,
but a substantial deficit on the East German budget may still
appear. As a result of these unification measures, the
GDR demand for West German exports will increase gradually
and reach a level equivalent to 1.75 % of West German GDP in
1991. Immigration to the Federal Republic of Germany, after a
total influx and 720.000 in 1989, is expected to slow down to
about 650.000 persons in 1990 and 540.000 in the course of 1991.

* Notes: see page 15.

Risks. — The forecast for the Community economy which is
presented in this document is based upon the balance of
conflicting forces. On the one hand, there is the general healthier
state of economic fundamentals and the positive impulses
coming from the completion of the internal market and the
liberalisation of the Eastern European economies. On the other,
there are the appreciation of the European currencies, tight
monetary conditions and higher labour costs.

The uncertainties surrounding the forecasts are larger than
usual. As is always the case, the outcome of the forecasts
depends crucially on the technical assumptions concerning
exchange rates. In this area, the persistence of large payments
imbalances constitutes a potential source of disturbance which
might be intensified by the effects which new investment
opportunities in the East may have on capital flows. The
assumptions concerning oil and raw material prices are also
fraught with risks.

On this occasion however, the single largest source of
uncertainty lies within Europe. GEMSU confronts forecasters
with new problems of which they have no previous experience.
At the time these projections were completed, the details of this
historic transformation were still being negotiated and so had to
be replaced by assumptions. However, knowledge of the
institutional arrangements still provides only limited guidance
to forecasting the behaviour of economic agents reacting to an
entirely new environment.

The stimulus to the German and the European economies will
depend upon the behaviour of consumers and firms. There is
great uncertainty surrounding the future consumption be-
haviour of GDR households when their savings have been
converted to DM. The high level of pent-up demand, on the one
hand, and the uncertainties linked to the transition to a market
economy, on the other, suggest opposing responses. The
response of private firms to the opening up of new investment
opportunities will obviously depend on the speed with which the
GDR economy is transformed and the prospects for profitable
investment. However, it is extremely difficult to quantify the size
of the additional demand that will arise from this channel and
the extent to which investment in the GDR might crowd out
other investment possibilities especially in the Federal Republic.
The outcome, for both Germany and the rest of the Community,
may well turn out to be substantially different from that
presented in this forecast on the basis of rather cautious
assumptions.

8 May 1990.
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TABLE 37: Demand components at constant prices (!) and contributions to real GDP growth (2), EC Countries and EC, 1985-91 *

1985 1986 1987 1988 1989 1990 1991 1985 1986 1987 1988 1989 1990 1991
B4  Demand components E¢ Demand components
Private consumption 20 :25:28 24 36 .36 35 Private consumption 24 36 55 45 55 42 32
Government consumption 26 1,2 12-14 04 02 00 Government consumption 46 57 87 50 55 32 30
Fixed capital formation 06 4252160144 .66 3,0 Fixed capital formation 4,1 10,0 14,6 140 136 96 80
— Construction 04 20 55147132 33 03 — Construction 20 65100 13,5133 10,1 8,6
— Equipment 27 .48 8,6 178 160 11,0765 — Equipment 9,1 158 24,2 147 141 90 71
Exports of goods and services LI 59 64 74 79 59 63 Exports of goods and services 27 13 59 63 44 45 58
Imports of goods and services 08 78 8673 85 66 67 Imports of goods and services 6,2 16,5204 152 175 10,5 80
GDP 09 16 19 43 45 30 25 GDP 23 33 55 50 49 38 36
Contributions to growth Contributions to growth
Final domestic demand 182529 .40 5837 29 Final domestic demand 30 50 77 68 74 55 46
Stockbuilding -1,3 04 06 03 00 00 00 Stockbuilding -0,1 09 0,7 04 04 00 00
Foreign balance 0,3 ~1,3 %16 /0,0 0,5 =07 . 04 Foreign balance -0,6 -3,2 -35-27-306 -1,7 09
DK+ Demand components F*  Demand components
Private consumption 50 41 =12-1,1 0,5 2019 Private consumption 24 37 27 28 29 28 27
Government consumption 2,5 1,5 20-04-05 07 -1,0 Government consumption 23 17 30 22 28 30 24
Fixed capital formation 12,6 16,2 ~74-6,5-0,5 0,8 : 21 Fixed capital formation 32 33 37 75 51 46 39
— Construction 89 17,509 -3,1 38 -38 0,5 — Construction 06 25 33 43 30 19 16
— Equipment 16,2 '154-14,5-69 41 30 40 — Equipment 67 25 47104 66 65 55
Exports of goods and services 50 03 47 53 62 52 51 Exports of goods and services 19 -1,1 30 74101 69 73
Imports of goods and services 8,164 20 0651 32 34 Imports of goods and services 4.5 70 77 76 84 67 63
GDP 43 31 -07-04 1,1 20 21 GDP 1,9 23 19 35 35 32 32
Contributions to growth Contributions to growth
Final domestic demand 55 87 ~1,7-28-0,5::07 11 Final domestic demand 25 32 30 36 34 33 29
Stockbuilding -02 -01-12-02 1,0 03 0,1l Stockbuilding -04 39 05 01 00 00 01
Foreign balance <10 -24 24 1806 10 09 Foreign balance -0,6 ~19 -1,2-02 02 -0,1 0,1
D4  Demand components IRL5 Demand components
Private consumption 14 3435 27 1,7 40 34 Private consumption 37 025 25 32 49 41 31
Government .consumption 21 26 1,5 22-08 10 05 Government consumption 16 24-3843-30 02 04
Fixed capital formation 013322 59 72 .64 43 Fixed capital formation 82 -30-0,7 03114 99 59
— Construction 56 27 02 47 53 47 21 — Construction 97 -3,6 6,7 68 10,1 100 6,5
-— Equipment 99 43 4175 97 84 70 — Equipment -2,7 53 27 28125 98 55
Exports of goods and services 70 -0,5 04 56 94 93 120 Exports of goods and services 6,6 29134 87113 70 56
Imports of goods and services 34 3141 5977  93..94 Imports of goods and services 32 56 50 39115 73 57
GDP 20 23 1,8 37 34 37 37 GDP 23 0,3 49 37 57 46 34
Contributions to growth Contributions to growth
Final domestic demand 123427 3223 38 29 Final domestic demand 07 13 07 12 43 42 30
Stockbuilding - -03 -02 o1 03 04 03 04 Stockbuilding -03 0,1-1,1 -10 06 00 00
Foreign balance 1,2 =Ll ~1,1-00° 0,703 1.2 Foreign balance 19 -16 53 35 08 04 04
GR? Demand components 14 Demand components
Private consumption 39..03 09 3728 1,7 13 Private consumption 32 45 43 42 38 35 32
Government consumption 32 06 18 56 59 25 10 Government consumption 35 29 36 30 05 25 25
Fixed capital formation 5262718 90 88 61 36 Fixed capital formation 14 16 68 49 51 45 38
— Construction 31 0249 77 91 50 25 -— Construction 06 07 -13 37 36 25 25
— Equipment 7,7 2,6 ~1,010,7 83 7,5 50 — Equipment 82 20150 60 63 60 48
Exports of goods and services 13 140160 7,6 50 46 5,6 Exports of goods and services 3,7 24 32 53101 356 54
Imports of goods and services 128 3866 65 91 60 43 Imports of goods and services 4,7 50106 78 96 73 63
GDP 3,1 08 -0,1 40 29 16 16 GDP 26 25 30 39 32 31 28
Contributions to growth Contributions to growth
Final domestic demand 42 =1,1 04 50 43 26 17 Final domestic demand 28 36 47 42 36 37 33
Stockbuilding 1,0 -1,0-07 08 02 -02 00 Stockbuilding 0] 04 02 05-02 02 01l
Foreign balance =36 1,7 1,8 -0,5=1,6.. 0,9 - -0,1 Foreign balance -0,2 -06 -18 08 03 -0,7 06
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1985 1986 1987 1988 1989 1990 1991 1985 1986 1987 1988 1989 1990 1991

.5 Demand components UKS Demand components

Private consumption 25 2441 1.8 35 3237 Private consumption 375654 .69 3824 16

Government consumption 21 33 26 31 20 1,7 18 Government consumption 00 21 12 04 05 1,3 1,2

Fixed capital formation -6,1 28,7 653245 59 6,1 Fixed capital formation 39 1,9 88 13,1 48 =10 - 18

— Construction 47 60 46 99 48 52 45 — Construction 22 37 39 68-27 42 16

— Equipment -16,5 391 6,1 4041 67 81 — Equipment 101 1,872 21,1120 1,7 - 1.9

Exports of goods and services 9,5 42 52 89 75 54 53 Exports of goods and services 58 41 52 07 41 65 49

Imports of goods and services 7142 74 7.6 67 .54 60 Imports of goods and services 2476777123 71 L5 36

GDP 29 44 28 43 46 37 32 GDP 37 35 47 41 23 16 24

Contributions to growth Contributions to growth

Final domestic demand 0,5 7243 233334 .38 Final domestic demand 29 42 51 .67 34 16 16

Stockbuilding -03 -30 07 03 00 00 00 Stockbuilding -0l 00 01 0,7-02 -14 04

Foreign balance 26 0221 L7712 703 206 Foreign balance B0 -0,7-07 34 -1 13 03
L4 Demand components EUR Demand components

Private consumption 24 323,10 ,2 3437027 Private consumption 26 4039 3932 33 28

Government consumption 1,3 925 2000 05 05 10 Government consumption 2,1 25 26 20 1,1 18 1,5

Fixed capital formation 67 - 79 0,798 45 32 20 Fixed capital formation 24 37 54 84 67 46 41

— Construction 02 48 28126 34 06 -06 — Construction -1,8 32 26 64 43 28 28

— Equipment 16,1 11,3 L1 6359 . 64 .52 — Equipment 9036 79 11,1 90 . 62 52

Exports of goods and services 53 34 41 78 58 51 57 Exports of goods and services 45 20 39 55 79 67 713

Imports of goods and services 6,5 36861 70 535  56..52 Imports of goods and services 41 .63 84 B6 86 65 64

GDP 26 20 1,1 27 40 35 31 GDP 25 26 29 38 34 30 31

Contributions to growth Contributions to growth

Final domestic demand 29 3,8 23 27 313022 Final domestic demand 24 3639 45 36 33 29

Stockbuilding 01 -1,8-03-08 06 08 04 Stockbuilding -02 07 02 03 01 -02 00

Foreign balance 04 0010 08:04 02 035 Foreign balance 02 <1214 -1,1-04 01 01
'7 Demand components I Percentage change on preceding year.

R . 2 Change as a percentage of GDP of preceding period.

Private consumption 07 5654 6633 3537 31970 prices.

Government consumption o1 72 49 53 L,5 20 20 : %ggg Pr!cei-

Fixed capital formation 3,5 10,9 151150 83 8578 6 1986 prices.

— Construction -60 87105101 7,5 85 70 7 1988 prices.

— Equipment -49 13,7 222 20,7 90 85 .85

Exports of goods and services 6,7 68 86102168 8,1 8,0

Imports of goods and services 14169 200 16,1 11,0 9289

GDP 28 41 53 39 54 40 38

Contributions to growth

Final domestic demand 03 73 80 92 4649 -49

Stockbuilding 13 13 32-08-01 04 03

Foreign balance 18 456045 09 -3 43

Notes on technicalities, concepts and sources

1. Directorate General II ‘Economic and Financial Affairs’ regularly
produces, under its own responsibility, short-term economic forecasts
(treating the current and the following year). These forecasts cover the
principle macro-economic aggregates of the Member States and of the
Community as a whole, in addition to the international environment.
Although the forecasts primarily serve as a support to the internal work of
the Commission and its services, they also form the subject-matter of a
regular publication in the Supplement A series ‘Economic Trends’ of
‘European Economy’.

2. Concepts and sources

The sources for the tables and graphs are the Commission’s services, except
where otherwise indicated.

All figures for 1990 and 1991 are obviously forecasts.

The historical part of the time series presented in the tables (in the present
case, until 1988) is based on ESA national accounts (European System of
Integrated Economic Accounts) which are published once a year by
Eurostat. In the prospective part (1989 estimates, 1990 and 1991 forecasts)
the concepts are generally in line with national economic accounting
practice and, therefore, do not always follow the ESA definitions.

Since October 1989, the rates of unemployment presented in table 18, both
for the historical part and the forecast, are based on the definition of the
Statistical Office of the European Communities (SOEC), which relies on
labour survey data.

3. Community (EC) data are generally aggregated using Purchasing Power
Standards (PPS). For aggregates at constant prices, 1985 PPS are used. The
aggregation in the tables "Current Balance as % of GDP’ and ‘GNP at
Market Prices’ is made using current exchange rates.

4. Technical Notes
The world geographical zones are defined as follows:
® EFTA: Austria, Finland, Iceland, Norway, Sweden and Switzerland

® OECD: EC,EFTA, USA, Canada, Japan, Australia, New Zealand and
Turkey

® Countries in Central and Eastern Europe (CCEE):
Bulgaria, Czechoslovakia, GDR, Hungary, Poland, Romania,
USSR and Yugoslavia

® OPEC: Algeria, Ecuador, Gabon, Indonesia, Iran, Iraq, Kuwait,
Libya, Nigeria, Qatar, Saudi Arabia, United Arab. Emirates
and Venezuela

® Dynamic Asian Economies (DAE):
Hong Kong, Korea, Malaysia, Singapore, Taiwan and
Thailand

® Other Asia: all except:
DAE’s, Indonesia, Iran, Iraq, Kuwait, Qatar, Saudi Arabia and
UAE.

® [atin America: all except: Ecuador and Venezuela

® Africa: all except: Algeria, Gabon, Libya and Nigeria.
In the ESA definition of ‘General Government’ social security is included but
public enterprises are excluded.

The employment statistics refer to the number of occupied persons except in
the Netherlands where they refer to man-years.

In the ‘imports’ and ‘exports’ tables, the EC figures include both intra- and
extra-Community trade.
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Principal economic policy measures — March 1990

Community

12.3  The ECOFIN Council adopts two decisions relating to the implemen-
tation of the first stage of Economic and Monetary Union, concerning in
particular economic convergence and cooperation between central banks.

15.3 The Commission adopts the guidelines which will govern new
Community actions in regional policy concerning frontier zones, ultra-
peripheral regions and the strengthening of research and technological
development capacities (STRIDE programme).

20.3 The Commission adopts the Community Support Framework for
Spanish regions in industrial decline. Seven regions will benefit from
Community support worth a total of 650 million ecus.

27.3 The Commission announces the financing through the European
Regional Development Fund (ERDF) of a series of regional projects in the
Federal Republic of Germany, France and the United Kingdom for 190
million ecus. These projects form part of the actions aimed at helping regions
in industrial decline.

30.3 The Commission and Hungary sign the first tranche (350 million ecus)
of a loan of a total amount of 870 million ecus over five years. This loan is
designed for a programme of structural adjustment and reform in Hungary.

Belgium (B)

1.3 The Council of Ministers adopts budget adjustment measures for 1990
(BFR 27.4 billion). The Treasury’s net borrowing requirement is estimated at
BFR 405.4 billion, or 6.3 % of GDP. Savings include cutbacks in all
departments (BFR 9.8 billion), bringing forward the due date for advance
payment on earned income tax from January to November-December (BFR
7.6 billion) and a reduction in transfers to social security funds (BFR 10
billion).

2.3 Belgiumand the Grand Duchy of Luxembourg decide to abolish the two-
tier exchange market (i.e. to discontinue arrangements for a market reserved
for commercial transactions on which the National Bank intervened to avoid
fluctuations due to speculation). There had been no significant difference
between the two rates for some time.

23.3 The National Bank reduces the rate of interest on one-month, two-
month and three-month Treasury certificates by 0.10 percentage points. The
rate on three-month certificates becomes10.3 %.

Denmark (DK)

23.3  Against the background of the recent considerable inflow of foreign
exchange, the rate of interest for the banks’ borrowing from and deposits with
the Nationalbank is lowered by 1/2 per cent to 11 1/2 per cent for drawings on
current-account and 10 1/2 per cent for deposits.

In accordance with the wish for a gradual adjustment of the official discount
rate to the level of the short-term market interest rate, the official discount rate
is increased by 1 point to 8 per cent. '

Federal Republic of Germany (D)

20.3  Emergency accommodation procedure for immigrants from the GDR
to be abolished. According to the law of 1950, the West German Government
is obliged to provide accommodation to every refugee from the GDR. As the
basic conditions for this law no longer apply after the democratic elections in
the GDR the law will lease to have effect as from 1 July 1990.

22.3  Nointegration allowances will be paid to immigrants who quit their job
in the GDR. The President of the Bundesanstalt fir Arbeit announces that
Paragraph 119.1 of the ‘Employment Promotion Act’ (Arbeitsforder-
ungsgesetz) will also be applied to immigrants from the GDR as from 1 April
(with holding of allowances for 12 weeks from those unemployed who have
voluntarily left their job).

28.3 Immigration procedure to be changed for immigrants from Eastern
European countries. According to a draft legislation, adopted by the Federal
Cabinet, potential immigrants from Eastern European countries will have to
stay in their country untif they have been accepted by West German authorities
as being of German origin and until a state (Land) has agreed to give them
accommodation.

28.3  Subsidies for East German students to be halved as from 1 April. For
East German students who officially live in the GDR but study in the Federal
Republic subsidies out of the ‘Federal Education Promotion Act’ (Bundesaus-
bildungsforderungsgesetz) will be reduced to a maximum of DM 400/month,
of which 20 % will be paid in Ostmarks.

28.3 The Bundestag adopts the Pension Adjustment Act. According to this
Act, about 17.3 million pensions will be increased by 3.16 % as from 1 July.

Greece (GR)

22.3 By decision of the Governor of the Bank of Greece a series of measures
were taken to immprove the effectiveness of monetary policy and contribute to
easing the balance of payments situation:

- froiré lo/April, the minimum interest rate for savings deposits rises from 15 %
to o,

— also from 1 April, the minimum interest rate for bank credit rises by 1 point ;
thus the minimum rate on overdrafts rises to 18 %, and that on medium and
long term credit to 17 %

— from 31 March, the compulsory reserve requirement of the Agriculture Bank
rises from 3.5 % to 4.5 % of available funds;

— from 31 March, the proportion of deposits which commercial banks are
required to invest in Treasury bonds raises from 39 % to 40 %:

— the proportion of deposits with commercial banks set aside for financing
business and public bodies falls from 10.5 % to 9.5 % with effect from 30
April and 9 % with effect on 31 May.

Spain (E)

29.3  The Treasury increases the maximum yield on its 12-month securities by
0.27 % to 14.27 %.

France (F)

1.3 The ‘Overborrowed Households Act’ comes into force. Under this act,
people who have run into excessively heavy debt may apply to one of the
‘Committees on Overborrowing’ set up under the authority of the Banque de
France, so as to work out individually tailored plans of debt reduction. If no
amicable settlement can be reached, the debtor or the creditor may ask for the
matter to be settled by the Courts.

Ireland (IRL)
None.

Italy (I)

1.3 The Government renews the decree on urgent tax measures linked to the
Finance Act; the new decree provides for only LIT 4 463 billion in tax revenue
(a reduction of LIT 522 billion on the earlier figure).

Luxembourg (L)

9.3 The Government adopts a draft law with sanctions for insider trading,
and announces plans to set up a stock exchange commission to supervise the
stock market.

Netherlands (NL)

29.3 The Nederlandsche Bank reduces the rate on special advances from
8.3 % to 8.1 % in two stages.

1.4 The Nederlandsche Bank suspends arrangements for compulsory
banking reserves (decision of 9 June with respect to net domestic credit
expansion limits). These arrangements were inoperative because of the decline
in money creation by banks.

Portugal (P)

15.3 The Council of Ministers approves legislation substituting indirect
monetary control instruments for credit ceilings from 1 May 1990.

United-Kingdom (UK)

20.3 The March Budget offers no radical changes in taxation policy. The

overall tax burden, compared to an indexed base, rises by a net UKL 500

million in 1990/91 and by UKL 1 billion in 199192

- some excise duties and company car taxation are increased in real terms;

— no changes in the basic and higher rates (25 % and 40 %, respectively) of
personal tax;

- mtroduction of tax-exempt savings accounts (TESSAs) aimed at small
savers (tax-free interest on deposits of up to UKL 9 000 over five years);

- the composite tax paid on bank and building society deposits to be abolished
effective April 1991 ; the amount individuals can invest in Personal Equity
Plans raised by 25 % to UKL 6 000;

- abolition of turnover tax on securities transactions effective from late 1991 ;

— inheritance tax threshold raised in line with inflation.

Public sector debt repayment 1989-90 and 1990-91 is forecast at UKL 7 billion

in each financial year. Total expenditure in 1990-91 and 1991-92 rises because

of higher local government expenditure and higher interest rates. MO target

rolled over (1-5 % growth p.a.).
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