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Economic forecasts

Recent economic trends for 1987 and 1988!
The main features of Commission departments’ GRAPH | : Balance on current transactions with rest
economic forecasts for 1987 and 1988 are as of the world as a percentage of GDP!
follows: 5
— Real growth in the Community will be mod- 4 A
erate over the forecast period, reaching T
some 2 1/4 % each year. ‘ 3 // Japan
— Growth will be unevenly spread between 3 I’ \ /

Member States, with rates of over 3 % for
Italy, Spain, Portugal and the United
Kingdom, whereas in the Federal Republic [

of Germany and in France growth will be | 2 ]
limited to 1 1/2 %. ik \/
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— Domestic demand will expand faster than I u’ 5
gross domestic product, with the Com- |
munity thus making a net positive contri-
bution to world demand. -3 Jusa

— Global current payments imbalances, in | g . bty o
particular those of the United States and 60 62 64 66 68 7072 74 7678 80 82 84 86 88
Japan, are being reduced very slowly; the
Community’s current account surplus will
nevertheless fall from 1,5 % of GDP in 1986
to 1,1 % in 1987 and 0,8 % in 1988.

— Employment in the Community is forecast GRAPH 2: Nominal GDP, Deflator of GDP, real GDP
to increase by 0,8 % in 1987 and by 0,6 % (P‘;f“';‘agﬁc“ange on preceding year, EC,
in 1988, a rate which is moderated by the 1970-1388)
weakness of growth. The unemployment
rate will remain at an unacceptable ceiling

of almost 12 % during the two years. 16 - i Nominal GDP
— Thanks to the moderate trend of domestic 14

costs, progress on the inflation front will be 12

consolidated in 1987 in the Community, but ol

will not be confirmed in 1988; in some Mem- et
ber States there are signs of a resurgence of

inflation.

— The small decline in the general expenditure
of public departments should keep bor-
rowing requirements at a relatively high
level (4 % of GDP). =2

GDP deflator

Real GDP
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1 This is a summary of the results of Commission depart-
ments’ September forecasting exercise, based on data up

to 28 September. The earlier forecasts for 1987 and 1988 ! 1987-1988: forecasis.
were summarized in Supplement A, No 5, of May 1987. Source: Commission services.




TABLE 1: World GDP/GNP (at constant prices)

Percentage change on preceding year

1983 1984 1985 1986  1987' 1988

EUR 14 24 25 26 22 23
USA 36 68 30 29 23 2]
Canada 34 56 40 3.2 3.2 2,9
Japan 32 51 47 24 29 35
Ogrer OECD 10 45 26 26 22 23
OECD total 23 45 30 27 24 27
OPEC =10 1.5 =05 =28 18 30
Other developing countries 24 48 39 45 33 40
of which: NI(,ES2 13 45 25 64 31 41

: Other LDCS 35 50 S§53 27 35 39

CPE3 39 39 33 42 35 30

! Forecasts.

2 Newly industrialized countries: Argentina, Brazil, Hongkong, Israel, South-Korea, Philippines,
Singapore, South-Africa, Taiwan, Thailand and Yugoslavia.

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

Source : Commission services.

TABLE 2: World export prices '

F ge change on p ding year

1983 1984 1985 1986 19872 19882

Fuels -11,0 —3,5 —24-469 206 5,1
Other primary commodities —1,5 —=L5=10,5 51 41 48
Manufactures —-33 —3,7 =12 192 114 5.9

! Based on export prices in US dollars.
2 Forecasts.
Source : United Nations and forecasts by Commission services.

TABLE 3: World imports (at constant prices)

P ge change on p ding year

1983 1984 1985 1986  1987'  1988!

EUR 19 67 47 67 57 46

USA 13,1 244 54 139 25 26

Canada 110 196 98 80 39 36

Japan 1,2 108 —1,9 10,1 6,2 52

Other OECD 09 10,7 68 5,1 ] 2,8

OECD total 38 L7 5l 85 43 39

OPEC =79 =92-=12,5=20,5=170 00

Other developing countries =11 5.3 46 —09 43 49

of which: NI(',gS2 29 6,1 —-13 68 84 6,6

: Other LDCS -50 44 110 -82 -0,2 28

CPE? 26 47 30 —-20 45 30

World 19 87 38 49 35 39

World (excluding EUR) 1,8 9.6 2.8 3.8 2,1 3.5
! Forecasts.

2 Newly industrialized countries: Argentina, Brazil, Hongkong, Israel, South-Korea, Philippines,
Singapore, South-Africa, Taiwan, Thailand and Yugoslavia.

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

Source : Commission services.

TABLE 4: World trade balances fob-fob
(in billions of US dollars)

1983 1984 1985 1986 1987! 1988!

EUR -08 1.8 99 452 383 289
USA —67,1 —112,5 —124,4 —150,3 —159,0 —155,2
Canada. 15,00 16,7 13,3 7,7 9,7 140
Japan 31,5 443 560 92,8 89,1 872
Other OECD -53 —-04 -2,1 -85 —21 =1,
OECD Total —26,8 —50,1 —-473 —13,2 —-238 —26,3
OPEC 444 552 570 108 37,1 436
Other developing countries -20,2 02 —44 49 14 -24
of which: NICS?2 -1,6 163 265 344 331 309
: Other LDCS —18,6 —16,1 =309 —29,5 —31,7 —33,3
CPE? 16,5 158 9,1 35 5,9 92
Errors and omissions 139 21,1 144 60 205 221
! Forecasts.

2 Newly industrialized countries: Argentina, Brazil, Hongkong, Israel, South-Korea, Philippines,
Singapore, South-Africa, Taiwan, Thailand and Yugoslavia.

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

Source - Commission services.
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World economic trends still unsatisfactory.—The expansion of
the volume of world trade (imports, including the Community)
has slowed down and should fall from 4,9 % in 1986 to 3.5 %
in 1987, picking up slightly to 3,9 % in 1988. Import growth
outside the Community should fall from 3,8 % in 1986 to 2,1 %
in 1987, and then increase to 3,5 % in 1988 (table 3).

The adjustment of global current payments imbalances
(Graph 1) will be no more than slight during the forecast period
(table 5); the United States’ current account deficit will persist
at a level of USD 154 bn in 1987 and will improve only to USD
147 bn in 1988; Japan’s current account surplus will stand at
USD 85 bn in 1987 and will fall only to USD 79 bn in 1988.
For the Community, however, the adjustment should be signifi-
cant, with the surplus falling from USD 45 bn in 1987 to USD -
36 bn in 1988. The OPEC countries should see an improvement
in their current payments position, with their deficit of USD 7
bn in 1987 falling to USD 2,5 bn in 1988. As regards the pattern
of trade in real terms, 1987 should be marked by a tendency for
balance to be restored between industrialized countries, though
this tendency will nevertheless weaken in 1988 (tables 12 and
13).

According to the forecasts, in 1987 the relative volume increase
in final demand in the main industrialized countries (table 9)
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should make for the desired international adjustment with
steady growth in the Community and Japan and a slackening
of the rise in the United States; next year, however, the growth
rate differential will probably tend to narrow.

In view of the industrialized countries’ commitment to stabilize
the exchange rates between the major currencies, it has been
assumed that the dollar will not fluctuate markedly (table 6).

Present forecasts are based on a two percentage point increase,
between 1987 and 1988, in the interest rate differential between
the United States and Germany'; the increase in the differential
will mainly be achieved by an increase of this order of magnitude
in the United States. This should facilitate adjustment between
industrialized countries, but will exacerbate the problems of the
heavily indebted countries. However, for the Community as a
whole, the fall in short-term interest rates will be slight - from
8,9 % to 8,3 % between 1987 and 1988. For Japan, it has been
possible to revise the interest rate forecast slightly downwards,
so that the differential with the United States should also widen
by around two percentage points.

As far as oil prices are concerned, following the increase in
recent months, it has been assumed that the price per barrel
would be USD 18 for the second half of 1987, which presumes
that the danger of a break in oil supplies will not materialize. The
prices of other raw materials have also been revised upwards,
although to a lesser extent.

Slight improvement in growth in the United States. — Economic
activity should speed up slightly in the United States over the
period of the forecast: the volume of gross domestic product
should expand by 2,3 % in 1987 and by 2,7 % in 1988 (table
1). Growth should benefit, in particular, from more buoyant
private consumption, partly as a result of the second stage of
the reform of personal income tax being implemented. Fixed
capital formation should strengthen overall, since corporate
investment will start up again after its spectacular contraction
in the first quarter of 1987. Also, as a result of improved price
competitiveness (table 11) net exports should go on making a
positive contribution to growth. The current account deficit as
a percentage of GNP will increase slightly this year (3,5 %), but
will diminish in 1988 (3,1 %), when the positive volume effects
on the trade balance will begin to outweigh the negative price

' These forecasts do not yet take account of the events which have occurred
since 19 October 1987 on the international capital markets.

TABLE 5: World balances of current account
(in billions of US dollars)

1983 1984 1985 1986 1987! 1988!

EUR 0,2 3,0 144 52,8 448 36,3
USA —46,7 —106,5 —111,8 —141,3 —1543 — 1473
Canada 24 25 =04 =63 =40 =15
Japan 20,8 350 492 85,8 84,9 79,0
Other OECD =73 -42 —44 -259 -21.,5 —20,0
OECD Total =30,6 —70,2 —530 —350 —50,1 —53,6
OPEC -21,8 -8,0 32 =330 —69 —24

—384 —242 —243 -72 -8,6 —144
of which: NICS? —133 —=26 112 220 231 192

: Other LDCS —=251 =216 =355 —29,3 —31,7 =336

CPE? 109 129 41 =25 =06 =03

Errors and omissions -799 —894 —90,5 —71,7 —66,2 —70,7

Other developing countries

! Forecasts.

2 Newly industrialized countries: Argentina, Brazil. Hongkong, Israel, South-Korea, Philippines,
Singapore, South-Africa, Taiwan, Thailand and Yugoslavia.

3 Centrally planned economies: Excluding China, which is in other LDCS. Excluding intra-Comecon
trade

Source: Commission services.

TABLE 6: Interest and exchange rates assumption

1983 1984 1985 1986 1987 1988!

Annual rates (percentage)

Rates of interest (US)

— Short-term? 87 95 15 60 61 715

— Long-term? 108 12,1 108 81 85 93
Change on preceding year (percentage)

Exchange rate of USD

— Vis-a-vis ECU* 98 134 3,7-227-134 -37

— Vis-a-vis YEN* -45 00 0,1-293-12,6 —5,5

! Forecasts.

2 13-week US treasury bills.

3 US bonds over 10 years.

4+ (—)signifies an appreciating (depreciating) USD.
Source - Commission services.

TABLE 7: Rates of change of demand components and contributions to
GDP growth (EUR, 1975-88)

ge change on pr
period at constant prices

1975-84 1985 1986 1987 1988!

Private consumption 2,0 2.5 39 3,1 2.7
Government consumption 23 18 24 18 2,0
Fixed capital formation 0,1 23 34 3,6 3.3
— Construction — =31 2.4 2,0 2,6
— Equipment — 92 4,2 53 40
Exports of goods and services 42 48 16 19 3.2
Imlgorts of goods and services 3.3 4.6 5,9 5.3 44
GDP I3 25 26 22 2,3
8602 8701 8702 8801 88022

Private consumption 3.6 27 3.2 2,5 2,5
Government consumption 24 09 28 1,5 2,0
Fixed capital formation 5.1 1.7 5,9 1,9 3,5
— Construction 65 —26 72 03 3.0
— Equipment 36 66 45 37 4,0
Exports of goods and services 26 06 40 28 3.0
Imports of goods and services 9.5 29 6,2 39 38
GIgP 24 1,7 29 20 23

Contributions to changes in GDP?

1975-84 1985 1986 1987 1988!
Final domestic demand 1,6 23 35 29 2.7
Stockbuilding -0,1 00 03 0,3 0,1

Foreign balance 02 o1 -12 -1,0 -04

8602 8701 8702 8801 88022
Final domestic demand 3,7 2,2 37 2,2 2,6
Stockbuilding 07 02 —-01 02 0,0
Foreign balance -19 -0,7 -0,7 —04 -03

! Forecasts.

2 Half-yearly figures at annual rates. seasonally adjusted (8602 = second half of 1986 etc.).
3 Change as percentage of GDP of preceding period.

Source : Commission services.
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TABLE 8: Gross domestic product, volume (percentage change at con-
stant prices on preceding year, 1972-88)

1972-82 1983 1984 1985 1986 1987! 1988!
B 26 —03 17 15 23 1.3 1.8
DK 20 20 34 38 34 -02 09
D 2.1 135 27 325 26 14 19
GR 36 04 28 21 13 -08 05
E 3.0 1.8 19 22 35 41 3.7
F 30 07 1.5 1.1 20 12 19
IRL 44 -19 42 20 -03 25 1.3
I 28 05 35 27 27 30 28
L 24 32 55 29 25 20 18
NL 2.1 14 24 171 24 11 12
P 44 -14 -28 41 43 371 30
UK 15 38 21 37 28 32 237
EUR 2.5 14 24 25 26 22 23
USA 23 36 68 30 29 23 27
JAP 44 32 51 41 24 29 35

! Forecasts.
Source : Commission services.

TABLE 9: Final domestic demand, volume (percentage change at con-
stant prices on preceding year, EC countries, EC, USA,

Japan, 1972-88)

1972-82 1983 1984 1985 1986 1987! 1988!
B 24 25 1B 12 34 18 13
DK 12 09 40 53 57 -19 -07
D 7 23 19 15 37 25 23
GR 34 -04 19 23 -03 -06 03
E 29 -0 -05 27 65 62 48
F 32 -05 05 19 35 22 20
IRL 38 —41 10 -04 08 00 02
I 24 -05 45 32 32 45 33
L 23 05 17 08 38 33 21
NL s 15 14 22 39 23 10
P 44 -74 -85 13 85 83 50
UK i 47 9% 2% 3§ 32 . 13
EUR 22 09 19 23 38 32 27
USA 22 55 85 35 39 17 20
JAP 39 18 38 38 40 39 4l

! Forecasts.
Source : Commission services.

TABLE 10: Export markets and export performance (percentage change
on preceding year, 1986-88)

Export markets

Export performance’

1986 19872 19882 1986 19872 19882
B 5,0 4.1 4,0 0.0 =1, 0,4
DK 4,5 2,6 3.2 4.2 =20 —12
D 4,7 39 4,1 -49 —-41 -20
GR 1,9 2,0 3,5 14,8 0,5 0,0
E 2,7 2.9 38 —44 25 0,2
F 34 3.6 4,1 —36 =35 =00
IRL 5,9 4.0 4,0 —1,7 7.2 2,0
{‘3 3,6 2,8 3.8 1,3 =23 0,0
NL 3.7 2,5 34 -28 0,4 0,1
P 3,2 4.2 3.7 3,6 3,2 2,7
UK 4,0 2,5 3,6 —0,3 240 =07
EUR 4.1 33 3.9 =20 =13 =06
USA 2.7 3.0 44 4.9 8,6 6,4
JAP 38 2,6 34 =63 =73 =27
! Indices of export volume growth divided by indices of market growth (includes intra community

trade).
2 Forecasts.

effects resulting from the depreciation of the dollar. The general
government borrowing requirement will remain high during the
forecast period at around 3 % of GNP.

Increase in domestic demand in Japan. — Since early 1986,
domestic demand in Japan has expanded more rapidly than
exports; export volume has contracted over the past eighteen
months as a result of the appreciation of the yen since 1985.
However, because of the J-curve effects, the trade surplus will
decline slowly during the forecast period; the current account
surplus will still stand at 3,8 % of GNP in 1987 and will fall
very slightly in 1988 (3,2 %). The Diet has adopted a Yen
6 540 000 million programme to support domestic demand,
under which the Government in July introduced a supplemen-
tary budget with additional expenditure worth Yen 2 100 000
million. Further measures have been announced to support
domestic demand such as reducing income tax and tax exemp-
tions on savings accounts, and increasing public works and local
authority expenditure.

Varied prospects in the other areas of the world economy. — As
far as the other world economic areas are concerned, export-
led growth continues at a very rapid rate in the fast-growing
Far Eastern economies. Among the Latin American debtor
countries the situation is less favourable. The total trade surplus
of the newly-industrialized countries is expected to decline
slightly from the 1986 level (USD 34 bn), to around USD 30 bn
in 1988; the deficit of the less developed countries could increase

TABLE 12: Exports of goods, volume (percentage change on preceding
year, 1972-88)

¥ Included in the figures for Belgium. 1972-82 1983 1984 1985 1986 1987! 1988!
Source : Commission services.
B 4.6 24 49 2.2 5,0 3.0 3.5
DK 49 6,2 54 39 0,1 0,5 2,0
D 5,5 -1,0 8,5 7.9 -04 -04 2,0
. GR 8,4 14,2 214 =0,1 16,9 255 3.5
TABLE 11: Export price competitiveness' (1986-88) E 9,5 10,2 13,1 2,9 -19 5.5 4,0
e e 68 49 76 23 -03 -00 40
oo ome @ @ oW o
1986 46 6, 119 =35 5,3 78 0,1 : : ? ¥ H ’ ’
19872 27 sl 33 42 34 a9 -10 L o n B & 3
1988 -01 -0,5 -0,1 04 -02 02 -0, P e 28 152 107 9.0 7’5 65
1 NL P UK EUR USA JAP UK 3.9 1,8 8.4 54 3,7 5.2 29
1986 35 99 22 =42 6,1 —182 42 EUR 5,52 3.5 8,5 4.8 2,0 2,0 3.3
19873 1,7 08 1.8 19 28-103 —-1,0 USA 55 —3,0 7.8 33 N 11,8 11,1
1988 =20 0,6 =16 19 00 —-18 32 JAP 6,9 8,7 16,0 4,0 —2, -49 0,6
! Percentage increase of country's export prices over that of competitor’s export prices. ! Forecasts.

2 Forecasts.
Source : Commission services.

2 Total excluding Portugal.
Source: Commission services.




TABLE 17: Compensation of employees per head (percentage change on
preceding year, 1972-88)

year, 1972-88)

1972-82

TABLE 13: Imports of goods, volume (percentage change on preceding

1984 1985 1986 1987! 1988!

1983

1972-82

1984 1985 1986 1987} 1988!
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TABLE 18: Real compensation of employees per head' (percentage

change on preceding year 1972-88)

1972-82

1984 1985 1986 19872 19882

1983

TABLE 14: Balance on current account (as percentage of GDP,

1972-88)
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TABLE 19: Unit labour costs, whole economy' (percentage change on

TABLE 15: Deflator of private consumption (percentage change on

preceding year, 1972-88)
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TABLE 16: Deflator of gross domestic product (percentage change on

TABLE 20: Real unit labour costs' (percentage change on preceding

preceding year, 1972-88)

year, 1972-88)
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TABLE 21: Total employment (percentage change on preceding year, TABLE 25: Total public expenditure (as percentage of GDP)
1972-88) 1972-82 1983 1984 1985 1986 1987! 1988!
1972-82 1983 1984 1985 1986 19871 1988! B 489 57‘2 28; ggg g gz gg é g% g
— - DK 50,6 61, A s ) 3 s
B o2 o " M 0 s 2 b 46,8 484 480 475 467 470 471
D —04 =108 0.1 0.7 10 0.6 0.3 GR - 41,5 443 48,1 46.7 47,6 473
GR 1.0 1.0 0.3 1.0 03 =T.0 03 E 28.4 38.8 39,3 422 42,1 422 42,1
E =12 =09 =39 ~13 20 24 17 F 44,1 51,4 S1.8 52,1 51.8 51.5 51,3
E 03 —-04 —-09 —03 03 —-02 -00 IRL — 545 52,9 58,6 543 54,1 52,3
IRL 08 —21 =16 =27 =04 =03 02 I 442 48.8 49,5 50,8 50,5 50,1 50,3
1 0.5 0.5 0.8 1.4 0.6 0.6 0.8 L 48,2 56,2 52,5 52,5 514 514 51,2
L 08 —01 0.0 0.6 2.4 1.0 04 NL 52,9 62,0 60,7 59.9 58,0 58,8 58,2
NL -02 -19 -04 1,1 1.8 0.9 02 P = 462 462 431 437 427 417
P 1.6 1.1 1.1 -0,5 0.2 2.3 1.0 UK 42,1 45,2 459 44.6 43,6 42,6 41,7
VE =02 -—l2 20 13 06 14 03 EuR 43,7 487 490 491 484 482 4719
EUR -0,0 =07 0,1 0,6 0,8 0,8 0,6 ! Forecasts.
USA 1,9 1,3 4.1 2,0 2.3 2,5 1,9 2 EUR-9.
JAP 0,8 17 0,5 I:5 — — — Source : Commission services.
! Forecasts.
Source: Commission services.
TABLE 22: Employment in manufacturing industries (percentage change
on preceding year)
1972-82 1983 1984 1985 1986 19871 1988! TABLE 26: Public debt' (as percentage of GDP, 1972-88)
B “30 Y ~ 5‘0 14 _(l)g ~ (1)3 il 8§ 1972-82 1983 1984 1985 1986 19872 19882
DK =2 0,2 . 6.8 X =0, =0, B 69.5 105,1 111,0 117,1 120,8 1249 128,5
D =15 -40 -10 L1 17 -05 =05 DK 22,2 626 676 658 598 579 547
GR — =1,00 =24 =06 00 -18 0,0 D 27,9 41,7 42,0 42,5 422 435 448
E — =21 =26 =2l 1.6 1.8 14 Gr — 416 499 57,9 55,1 59,3 65,0
F =07 -23 -29 -29 -25 -22 =22 g 15,6 330 398 451 465 490 512
IRL 09  -56 —-36 33 00  —05 5 F 259 30,7 329 349 370 389 403
I -0 -29 -36 -20 -09 03 01 IRL 79,93 108,5 1148 1182 1332 1400 1450
L -13 -35 -18 -03 3 -10  -08 60,1 750 80,6 850 885 923 965
- - S A U L A
— = — -0, ;' s X 2 " 66, Al . 0 83,1
UK -2.8 -55 -9 -07 =21 -lLl -04 p — 62 612 648 670 727 7187
EUR 1 —36 -21  -07 -02 -05 -03 UK 57.8 5,5 592 517 580 567 557
™ Fomeass EUR 404° 514 548 569 583 604 623
EUR-9.

Source: Commission services.

! Gross public debt. DK, F. I, NL: General Government; B, D, NL: General Government excl.

social security; GR, IRL: State; I: public sector. End-of-year figures.
2 F .

TABLE 23: Number of unemployed as percentage of civilian labour force

(1972-88)

1972-82 1983 1984 1985 1986 1987 1988!
B 10 14,3 144 13,7 12,6 12,4 12,1
DK 5.3 10,1 9.9 8,7 7,6 7.7 8,6
D 3,5 8.4 8,4 8,4 8,1 8,1 83
GR — 7.8 8,1 7.8 7.4 7.4 y
E — 17,1 20,6 21,9 21,5 20,7 20,3
F 4.8 89 10,0 10,8 11,1 11,3 117
IRL 8,2 14,9 16,6 17,9 18,4 18,5 18,2
I 6,3 11,0 12,0 12,9 13,0 14,2 14,3
L: 0,5 1,6 1.8 1,6 1.4 1,5 1.4
NL 5.8 14,2 14,5 13,1 12,1 11,4 10,9
P = — 8,5 8,7 8,6 7.2 6.8
UK 5:2 11,6 11,8 12,0 12,1 11,0 10,4
EUR-12 — — 11,7 12,1 11,9 11.8 1.7
EUR-9 5,1 10,4 10,9 11,2 11,1 11,1 11,1
USA 6.9 9.6 15 7,2 7,0 6.3 6,0
JAP 1.9 2.7 27 2,6 2,8 3,0 2,9

! Forecasts.

Source: Commission services.

TABLE 24: General government lending or borrowing (-) as percentage
of GDP (EC countries, EC, USA, JAP, 1972-88)

3 1974-82.
4 EUR-9.
Source : Commission services.

1972-82 1983 1984 1985 1986 1987! 1988!
B ¥ =8,2 =157 —98 -84 —i8,7 —6,6 —6,1
DK -0,7 — 2 —4.2 —21 33 1,9 1,7
D =23 =25 =, =] =12 —1,6 -2,0
GR — =89 =101 =136 =107 —106 =9.8
E =1,2 —-5,6 -5,0 =67 =0 =50 —-49
E —0,6 =4 =29 =29 =30 =28 =23
IRL — —11.8 =97 =156 =112 =100 =73
1 -9,0 =1L7 =130 —123 -113 =104 -104
L 1.4 -0,6 1,5 44 39 2.8 3.1
NL -2,6 -6,5 —6.3 —48 —4,6 =57 -6,0
P — =71 =T —100 -8,2 —8,8 —7:8
UK =3.0 ~3.7F —~42 —-29 —2.7 ~2,0 -20
EUR -3,32 ) —-5,4 —5,2 —4.8 —4,5 —4,5
USA =13 —=3.8 -0.8 —3,3 ~3,5 —2,5 -2,8
JAP =~2.5 =] =22 =12 =15 — 1.7 ~19
! Forecasts.
2 EUR-9.

Source : Commission services.
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slightly to USD 33 bn in 1988 (1986 : USD 30 bn). OPEC
countries will see their imports decline in 1987 and 1988; their
trade surplus will be over USD 40 bn in 1988 (table 4), compared
with USD 11 bn in 1986.

Moderate growth on average for the Community. — Economic
growth has turned out to be fairly moderate in the Community
in 1987, and there will be no great improvement in 1988 gross
domestic product will increase by only 2 1/4 % over the two
years (table 7). The Community is suffering from the combined
effects of the slow growth of world trade and the weakening of
its exports, as a result of the deterioration in its competitiveness
caused by the 30 % depreciation against the ECU of dollar
between 1985 and 1987 (table 6). It is also affected by a
slowdown in private investment, partly attributable to the trend
of external trade.

Domestic demand in the Community as a whole will increase
at a rate of 3,2 % in 1987 and 2,7 % in 1988 (table 7). It
will thus outstrip the growth of gross domestic product by
1 percentage point in 1987 and 0,5 of a point in 1988: the
Community is therefore making a positive contribution to the
volume growth of world demand, particularly in 1987.

Growth rate differentials between Member States. — In 1987,
the gap between growth rates in the Community will be marked
(table 27). In particular, the outlook for Germany and France
is only in the region of 1 1/2 %, whereas a fairly high increase
in gross domestic product (over 3 %) will be achieved in [taly,
Spain, Portugal and the United Kingdom. In 1988, the dispar-
ities will tend to narrow in the Community : in order to safe-
guard their balances of payments, some countries with high
economic activity could decide to rein back their growth.

Continuing improvement in supply-side conditions. — Because
nominal wages have adjusted to the slowdown in price rises, the
trend of domestic costs has been favourable; over the forecasting
period, this trend should continue, though it will be less pro-
nounced: for the economy as a whole, nominal wage costs per
unit of output should increase by 3.8 % in 1987 and 2,9 % in
1988 (table 19) and real unit wage costs (nominal values divided
by the GDP deflator) should fall by 0,2 % in 1987 and 0,6 %
in 1988 (table 20) which would be a little more pronounced than
previously forecast. These are factors which may produce a
favourable effect on investment by increasing its profitability.

Slightly slower dynamic of domestic aggregates of demand. —
Although the Community’s domestic demand will remain buoy-
tgmt, it will slow down slightly during the period covered by the
orecast.

In 1986, the improvement in the terms of trade boosted real
incomes, but as these effects run out, private consumption will
moderate even though the development of real remuneration is
still favourable and the savings ratio falls from 15,8 % in 1986
to 15,5 % in 1987 and 15,1 % in 1988; the increase in private
consumption should thus decline from 3,9 % in 1986 to 3,1 %
in 1987 and 2,7 % in 1988 (table 7).

The Spring forecasts for gross fixed capital formation (table 7)
have had to be revised downwards despite the positive contri-
bution from the costs side; it should grow by no more than
3,6 % in 1987 and 3.3 % in 1988. This is likely to exacerbate
even further the problem to which the Commission has drawn
attention on many occasions, namely that this rate is too low
to create a sufficient number of jobs and to scale down unem-
ployment. This weakening is largely attributable to the disrup-
tions which have occurred on the external trade front; in 1988 it
will take the form of a slight slowdown in equipment investment,
which should increase by only 4,0 % next year compared with
5,3 % in 1987, and an increase of only 2 % in investment in the
construction industry in 1987 before it picks up again at 2,6 %
in 1988.

For public consumption no appreciable change is foreseeable: it
will increase by 1,8 % in 1987 and 2,0 % in 1988 (table 7).

Stockbuilding is expected to make a positive contribution to
GDP growth in the current year (+ 0,3 percentage point); in
1988 the contribution should decline to 0,1 percentage point
(table 7).

Reduction in the negative contribution of the external balance in
goods and services. — Like domestic demand, import demand
Is expected to remain buoyant. At constant prices, imports
(goods and services) will grow by 3,3 % in 1987 and 4,4 % in
1988, and exports (goods and services) by 1,9 % in 1987 and
3,2 % in 1988 (table 7). The negative contribution of the external
balance to the growth of GDP in real terms will diminish over
time from 1 percentage point in 1987 to 0.4 percentage point in
1988 this is 1n line with the Spring forecasts.

Very moderate recovery of exports in 1988. -— The slowdown in
the expansion of world trade and the dollar’s weakness are
combining to hold back the increase in the Community’s export
volume.

However, the Community’s third country export markets, which
stagnated in 1988, should expand slightly this year (+3/4 %)
and next (+ 3 %). Overall, export markets will continue to grow
at a rate of between 3 % and 4 % over the forecast period
thanks to the buoyancy of demand within the Community (table
10). The expected increase in the volume of total goods exports
will be about 2 % in 1987 and over 3 % in 1988 (table 12).

On a customs basis, the Community’s trade surplus is expected
to decline from ECU 24 bn in 1986 to ECU 17 bn in 1987 and
ECU 10 bn in 1988. Since transactions concerned with services
and unrequited transfers will be relatively stable, in 1988, the
Community’s positive balance on current account should decline
from 1,5 % of GDP in 1986 to 1,1 % in 1987 and 0,8 % in 1988
(table 14).

Unemployment rate at an unacceptably high ceiling. — The Com-
munity’s main economic and social problem, unemployment,
will not fall greatly during the period of the forecast. With
moderate real growth of GDP, and its composition providing
no more than a weak stimulus to job creation, progress in this
area, in the Community as a whole, will be only 0,8 % in 1987
and 0,6 % in 1988 (table 21). Because of the increase in the
civilian labour force, the fall in the unemployment rate will be
only marginal, to 11,8 % in 1987 and 11,7 % in 1988 (table 23).

Slower progress on the inflation front. — As a result of the
stabilization policies which have been implemented and the
favourable trend of costs, consumer price inflation fell to 3.7 %
in the Community in 1986. During the forecast period, the
movements in the various components of the index of private
consumption will largely cancel each other out; in the Com-
munity as a whole, consumer price inflation should therefore
decelerate further to 3,2 % in 1987. However, for 1988 there
are signs of a slight acceleration of inflation (3.4 %), attributable
to upward trends in some Member States (table 15). On the
other hand, the tendency for the GDP deflator to fall will
continue: 3.9 % in 1987 and 3.5 % in 1988. Altogether, econ-
omic activity in the Community should benefit from the fact
that inflation rates have fallen to a level close to that of the
1960s, and that a high degree of price convergence has been
achieved (table 16).

Decline in the general government borrowing requirement. — As
far as public finances are concerned, the general government
borrowing requirement as a percentage of GDP is forecast to
decline from 4,8 % in 1986 to 4,5 % 1n 1987, and to remain at

“that level in 1988 (table 24). The decline in expenditure which
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TABLE 27: Demand components at constant prices (percentage change TABLE 28: Contributions to real GDP growth' (EC countries and EC,
on preceding year, EC countries, 1972-88) 1972-88)
1972-82 1983 1984 1985 1986 1987 1988! 1972-82 1983 1984 1985 1986 19872 19882
B} Private consumption a0 —ke 12 -1y 3k 15 i ) )
Government consumption 32 =00 06 14 15 -14 -06 B Final domestic demand 26 =18 12 14 30 15 16
Fixed capital formation 03 -42 21 12 48 50 44 Stockbuilding -0l =07 06 -02 03 01 00
- Eg‘r;is;g‘lggfn s =R EE Foreign balance 01 21 -00 03 -09 -03 02
Exports of goods and services 49 30 45 21 53 3 34 ; ; “l0 -
Imports of goods and services 55 =13 4 [3 9§ 3y F DX Cetdoncimmd b4 oo B i
GDP % -03 17 15 23 13 13 Stodkbuiliing i B A
DK’ %rivale consumption }1% (2)2 (2); ‘l‘% 8% -gg ?g R ' ) . y ' ' .
overnment consumption 0 -08 -0, W =0 . 3 i i
Fixed capital formation 2209 110 Mg 168 -6 -32 D gne domesticdemand 4 h ey N
— Construction 42 19 67 99 194 -71 -43 OCKUlEng, J y v h h ¥ )
EEqmprfnemd - H %% 12? lgg lag ‘811; —53 Foreign balance 04 -07 09 LI -10 -11 -03
MOEivor (oot ar sories s 05 60 78 65 -42 -24 GR  Final domestic demand 3009 05 30 01 -03 06
c&‘:’ 20 20 34 38 34 -02 09 Stockbuilding 01 =13 12 =05 =03 =03 =02
D? Private consumption %g 1.6 H 19 gg %? %(6) Foreign balance =04 =05 33 =36 16 =01 0]
S o st 0 9 0% 03 3 T4 14 E Final domestic demand 3002 <10 25 61 64 52
— Construction -06 18 15 -62 24 -04 08 Stockbuilding -0l -03 05 01 04 -01 -02
— Equipment 06 56 -02 100 41 38 23 Foreign balance =00 19 23 =03 =30 =23 =14
Exports of goods and services 3 -09 80 78 -05 -06 19 ) »
Imports of goods and services 36 18 53 46 30 32 32 F Final domestic demand 32 03 04 24 29 17 20
GBp LS 2T 26 260 1419 Stockbuilding 00 08 01 -05 06 05 00
GR?  Private consumption 38 10 L7 29 10 -07 01 Foreign balance -03 LI 09 -08 -15 -10 -0,
Government consumption 60 27 39 23 00 29 -02 '
Fixccd capital formation (I)‘g —gz —gg %3 —gg —g(sl g; IRL  Final domestic demand 43 =36 -10 10 12 -01 01
— Construction -1 4 =6 g =34 =), \ Stockbuilding 02 -09 21 -14 =05 o1 ol
— Equipment 31 -86 —-41 76 -65 22 38 : -y . X TR i !
Fxpo(rlls%lligoggs ang services g,__'; 22 182 1%’3 lg% %‘g %,8 Foreign balance 00 26 31 24 =L1 25 I}
mports of goods and services . ] 2 12 s s J i i
e BES M ER 8 memes  onowowowow oo
E?  Private consumption 03 -05 18 41 44 37 : : 0 10 —04 —05 —16 —0,
govgmmgml‘}ogsumplion ?é %? ‘}? ‘3‘3 l” lgg 3,3 Foreign balance 02 09 -10 -04 -05 -16 -06
ixed capital formation B =Ly =3 3 ) : \ i i =
~Construcion 09 -20 -4 19 69 o3 9 L [Findidomesticdemand e w0
— Equipment 32 -48 -45 77 202 170 120 tockbuilding 3 L7 14 -1s 04 01 0l
Exports °fg°‘335 ang services gg 18% |{(|) gz —l é% |2§ 3§ Foreign balance 02 27 38 21 =10 =L1 =02
(Capok it e eeviccy 30 18 19 22 35 41 37 NL Final domestic demand 6 L1 05 18 35 23 10
F'  Private consumption 3709 08 23 30 16 17 Stockbuilding -01 04 10 03 03 00 -0]
g'o‘éﬁmmqurogsumpuo" %(9) ;g H ;2 §(7) 5,‘5) %% Foreign balance 05 =01 10 -04 -14 -06 03
T o 00 -35 41 -06 14 18 23 P Final domestic demand S0 43 =90 20 1 84 59
= Eqmp?eg:;d - H -% ‘.;}) ?t; 3,; (2)§ 3(7) Stockbuilding 03 -44 -04 -06 17 05 -02
Xports of s and services A I J =02 -0, s Foreign bal -06 7. ; 8 -45 -52 -27
lmp s ofioods and services 80 -06 35 50 69 43 39 RS 5 el e =2
G[gle 30 07 1S L1200 12 19 UK  Final domestic demand 14 38 30 25 37 32 32
IRL?  Private consumption %g —(])Z -g? (l)g %5 (l)g gg Stockbuilding =00 08 -03 03 00 00 0l
overnment consumption A ; ; A 2 =19 =3, Foreign bal =08 =0, 9 =0, 0 -0
Fixed capital formation 48 95 -27 04 -23 07 1D e o hT e R
- Eon;lrucu’on %2 —l%.é -lg.g —gg -(5)% -gg —g(l) EUR  Final domestic demand 23 L1 13 23 35 29 27
— Equipment ) [ v g ) ) Stockbuilding -00 -02 05 00 03 03 0l
Exports of goods and services 70 105 164 67 27 105 59 : i ¥ i . g : i o
lc[;"[;?sms ofgoods s 2 2‘3‘ ?; gg %3 8% ‘2’§ ?g Foreign balance 01 05 05 01 -12 -10 -04
8 - L 'y ) =V, y . 1 a i .
B griva(e consumption %g (2)% %3 §2 g(z) ga % 5 Eﬁ,‘;‘lﬁi:ﬁs' ge of GDP of pr g period.
overnment consumption y ! X X I | | - issi T
Ficed capital formation 16«1y 40 31 13 33 7 EEDevsanaw
— Construction =01 =20 =04 -17 -07 10 21
— Equipment ) 28 =57 I8l 18 3l 60 35
Exports of goods and services 61 26 68 37 31 07 38
lmlgons of goods and services 46 -14 113 54 51 70 56
GDP 28 05 35 27 27 30 28
L3 Private consumption 33 08 08 25 33 40 25
Government consumption 32 22 04 25 17 14 08
Fixed capital formation 09 -83 =13 21 48 27 17
— Construction [ — — — 32 30 18
— Equipment ) =02 - = = 79 20 15
Exports of goods and services 23 50 913 78 2% 13 2l
lmgorls of goods and services 22 18 131 58 41 26 24
GDP 2432 55 29 25 20 18
NL3  Private consumption 25 09 -04 16 31 28 1,5
Government consumption 23 12 =07 11 18 =02 =0l
Fixed capital formation -4 21 43 37 12 33 07
— Construction -24 =34 29 36 49 26 06
— Equipment ) 05 1001 83 141 99 41 09
Exports of goods and services 38 35 70 46 07 25 33
Imlgons of goods and services 21 39 55 51 32 37 29
GDP 2 14 24 17 24 17 12
Pt Private consumption 28 =33 -64 30 68 68 40
Government consumption 7128 34 38 20 20 20
Fixed capital formation 67 -83 -190 -23 99 146 105
— Construction — = = = 47 95 90
— Equipment ) — — — — 160 20 120
Exports of goods and services 54 140 150 95 69 83 64
ImSorls of goods and services 49 -73 -37 21 170 181 99
GDP 44 -14 28 41 43 37 30
UK?  Private consumption 17 40 21 35 58 40 37
Government consumption 2019 08 05 09 0l Il
Fixed capital formation =03 57 91 I8 03 38 39
— Construction =|8 &6 8 =33 43 35 40
— Equipment _ 1 46 102 78 -40 42 37
Exports of goods and services 32 22 66 61 31 50 29
lm[?ons of goods and services 29 55 90 29 62 49 49
GDP ,5 38 21 37 29 32 21
! Forecasts.
2 1970 prices.
31980 prices.
4 1985 prices.

Source : Commission services.
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will increase by 5,7 % in 1987 and 5,4 % in 1988 is less pro-
nounced than in previous forecasts. The increase in receipts will
remain more or less unchanged, which means that governments
will have to make greater use of borrowing in order to finance
their budgets.

Uncertainties associated with the forecasts. — The forecasts are
subject to a number of uncertainties. From the point of view of

external relations, the future exchange rates of Community
currencies against the dollar are of great importance. Interest-
rate movements at the short end will be largely determined by
external factors. The movement of prices of raw materials and
of oil, which may be volatile, is another factor of uncertainty.
Among the risks within the Community, attention must be
drawn to the external deficits which are re-emerging in some
countries, and some signs of a possible resurgence of inflation.

30 October 1987
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TABLE A.6: Short-term interest rates (m)

1986 1987 1987 Change
1982 1983 1984 1985 1986 11 v i It mn March Apr. May June July Aug. Sept. 12 rnog:;:
% ()
B 14.1 10,5 1.5 9,6 8.0 73 7.5 74 6.8 6.7 7.4 73 7,1 6,8 6,7 6.7 6.7 0,6
DK 16.4 12,1 1.5 10.0 9.1 9.2 92 10.7 9.6 94 10.7 10.0 10,0 9.6 9.5 9.3 9.4 0.2
D 8.8 5.8 6,0 54 46 4.6 48 4.0 38 4,0 40 39 38 38 4.1 4.0 4.0 0.6
GR 20.2 19.4 15.7 17,1 19.9 158 189 233 139 11.6 233 16.6 16,4 13,9 1.1 8.0 11.6 4.2
E 16.3 20.1 14,9 12,2 11,6 11,5 12,1 16,2 17,8 17,0 16.2 20.6 17.9 17.8 17.4 16,7 17.0 5.5
F 14.6 12.5 11,7 9,9 78 73 8.5 79 8.2 8,0 79 8,1 8.2 8,2 79 79 8.0 0,7
IRL 17,5 14,1 133 11.9 12,6 H,0 139 13,3 10,4 9.2 13,3 10,7 11,1 10,4 9.8 10,0 9,2 -18
I 20,1 18,1 17,2 15,1 127 109 1L6 10,6 113 12.8 10.6 10,3 10,8 113 11.6 13.0 12.8 1,9
NL 8.3 5.7 6.1 6.4 5.7 5.4 6.4 5.5 5.2 5.6 55 5.2 5,2 5.2 53 5.3 5.6 0.2
P 16.8 20,9 22,5 21,0 15.4 149  14. 13,2 15,0 14.8 13.2 133 13.2 15,0 15,0 14,8 14,8 0,1
UK 12,2 10,1 10,1 12,3 10,9 109 112 9.9 9,2 10,3 9.9 9.2 8,9 9.2 94 10.4 10.3 0.6
EURI12Zm 138 12,0 11.2 10.5 9.0 8.5 9.1 8.8 8,7 9.1 8.8 8,9 8.7 8.8 8.8 9.0 9.1 0,6
USA 10.6 8,7 9,5 7.5 6,0 5.4 5.8 5.8 6,0 6.8 5.8 5.7 5.8 6.0 6,3 6.5 6,8 14
JAP 6.8 6.5 6,3 6,5 5.0 4.8 43 4.0 37 3.9 40 4,0 3.7 37 3.7 3.7 39 0.9
TABLE A.7: Long-term interest rates (o)
1986 1987 1987 Change
1982 1983 1984 1985 1986 11 i v I 1 Feb March Apr May J;;\J July Aug. 12 mo(r::}:z
Y ()
B 13,5 11.8 12,0 10,6 79 7.9 74 7.5 7.7 7.8 7.6 7.6 7.7 7.8 7.8 7.6 7.8 0.6
DK 20,5 14.4 14,0 1.6 10,6 10,2 11,1 1.6 12,1 11,6 12,4 12,1 119 1.7 11,6 1.8 11,5 0.1
D 9,0 79 7.8 6.9 5,9 59 5.8 5.9 5,6 5,6 5,7 5.6 5.5 5.4 5.6 5.8 6,0 0,3
GR 154 18,2 18,5 158 158 17,1 13,6 14.7 17.5 16,2 17.2 17,5 178 18,1 16,2 : : -1.7
E 16,0 16,9 16,5 13,4 11,4 11,0 1.1 10.4 11.0 13.2 10,6 1.0 120 134 132 13,6 13,7 22
F 15,6 13.6 12,5 10,9 8.4 8,0 7.8 8,9 8.5 9.4 8.8 8,5 8,7 8.9 9,4 9.5 98 22
IRL 17.0 13,9 14,6 12,7 11,1 9.3 12,5 13,0 11,2 10,9 12,4 1,2 (105 (11L3) 109 11.8 11,9 L1
1 20,9 18.0 14,9 13,0 10,5 9.7 9,3 8.9 8,7 9.5 8.7 8,7 88 9,2 9.5 10.2 10,6 0.7
L 10,4 98 10,3 9.5 8.7 8.7 8.5 8,1 8,2 8.2 8.3 8.2 8.1 8.1 8.2 8.1 8.0 0.1
NL 10,5 8.8 8.6 7.8 6.8 6,9 6,5 6.9 0.8 68 6.8 6.8 6.8 6.8 6.8 7.0 7.1 0,6
P 253 30,4 32,5 254 17.9 19.4 15,6 16,0 15,4 15.4 15,0 154 154 15.1 15,4 153 153 0.7
LK 12,7 10.8 10,7 10,6 98 9.3 10,6 10,3 9,2 9.1 9.6 92 8.9 8.8 9,1 9.7 10,1 0.7
EURI1Zw 144 1286 121 106 89 86 86 87 84 (38) 86 84 85 87 89 (9.0 (95 (09
USA 12.2 10.8 12,0 10,8 8,1 8.2 8.1 7.7 8,5 8,6 N 7,6 8,5 9,0 8.6 8.7 9.0 13
JAP 8.3 18 7.3 6.5 5.2 5.1 5.7 5,2 4.0 4,6 49 44 4.0 38 4.6 5.4 5.6 0.6
TABLE A.8: Value of ECU = ... units of national currency or SDR
1986 1987 1987 Change
1982 1983 1984 1985 1986 [H v | 11 [H] March Apr May June July Aug. Sept. 12 mo;::;:
%o(h)
BFR/LFR 4468 4544 4544 4491 4378 4365 4327 4287 4304 4307 4299 4305 4306 4301 4305 43,06 43,09 0.8
DKR 815 8,13 8,15 8,02 794 7,94 7,86 7.81 7.82 7,94 7.81 7.83 781 7.81 7.88 795 7.99 08
DM 2,38 227 224 2,23 213 2,11 2,08 2,07 2,08 2,07 208 2,08 2,08 207 2,08 207 207 -1,1
DR 6530 78,09 8844 1057 1374 1379 1434 1S1,1 1544 1574 152,1 1529 1548 1554 1564 1572 1585 14,1
PTA 1076 127.5 1266 1291 1375 1370 1397 1450 1450 1406 1457 1456 1454 1441 1426 1402 1389 0.8
FF 6,43 6,77 6,87 6,80 6,80 6,87  6.82 689 693 692 6,81 692 694 693 691 692 693 0.9
IRL 0,690 0,715 0726 0715 0,734 0,745 0,765 0,775 0,776 0,775 0777 0,777 0,776 0,775 0775 0775 0,976 1.6
LIT 1324 1350 1381 1447 1462 1454 1443 1469 1494 1502 1476 1482 1500 1501 1503 1502 1500 3.6
HFL 2,62 2,54 252 2.51 2,40 2,38 2,35 2.33 2,34 2,34 234 234 234 234 234 234 2M4 -14
ESC 78,0 0 987 1163 1302 1471 149,0 1539 1594 1614 1628 1599 1607 1615 1619 1624 1626 1635 8.4
UKL 0,561 0,587 0591 0589 0672 0681 0727 0,729 0,700 0,698 0711 0,704 0,69 0700 0698 0699 0,69 0.3
USD 0981 0,890 0,789 0,762 0984 1013 1,038 1,125 L1150 1,128 1,132 1,147 1162 Ll14l 1123 L1116 1145 114
YEN 2435 2014 1870 1805 1650 157.8 1664 1722 1640 1659 17013 1639 1631 1649 1689 1647 1639 RN
DTS 0,888 0,833 0,767 0,749 0838 0,842 0,859 0,895 0889 0,884 0892 0,888 0%91 0887 0885 0879 0.887 4.5
TABLE A.9: Effective exchange rates: export aspect (p) — Percentage change on preceding period
1986 1987 1987 Change
Ove!
1952 1983 1984 1985 1986 I v 1 11 1 March Apr. May June July Aug. Sept. 12 mom}::
%9 (b)
B/L 92  -28 22 0.9 6.4 1.5 1,7 26 06 04 08 -03 0,1 0,1 02 03 02 2.6
DK 44 06 37 1,2 7.5 0.6 27 27 06 1.9 0.8 -0,5 04 03 -1,0 1.3 -0.1 1.6
D 50 40 -1 04 11,3 1.9 2.9 il 06 03 0.9 03 03 0.2 02 0.2 0.4 39
GR 80  -181 142 -157 -204 34 31 32 -2l 2,2 0.7 0,6 09 07 0.8 09 05 -10.4
E -6,0 -17.2 23 22 05 14 08 14 Ol 2.8 0.5 0.1 0.5 0.6 0.9 1.4 1.5 20
F -8.3 -7.1 -4.7 1.1 5.5 0,7 1.9 12 08 03 0.8 0.4 0 -0,1 0.1 0.6 0.3 1.7
IRL -1 4.1 4.2 1,1 438 26 07 0,6 -0,9 04 -1.1 0,3 02 0 0.3 03 0.2 0.4
I 6.9 38 57 5.1 47 2.8 2.1 0.3 -1.9 0.9 08 006 1.0 -0.5 03 04 0,6 -1
NL 5.1 2.0 -1,5 0,3 82 2.5 1,9 22 04 01 08 01 0,3 0,1 0.1 -0,2 0,3 30
P -129 211 -173 11,4 -6,7 -2,1 2,0 -1.7 -5 -3 0,3 -0,7 04 0S5 S 04 03 -6,0
UK 4.4 -7.0 4.7 0,2 -6.7 =55 56 22 4.5 -0,2 4,2 0.9 1.6 -1,1 0 0.5 1,0 3.4
EUR1Z 70 85 91 18 108 20 20 44 02 07 02 05 06 07 42 09 12 5.3
USA 120 57 78 40 -84 4103 =57 34 1S 09 23 08 16 16 02 -23 -84
JAP S0 109 ss 30 288 76 38 12 59 223 09 51 13 2 33 21 1R 25

Sources : for Community coun

(a

trics: Eurostat. unless otherwise specified: for the USA and Japan: national sources
National sources. except for the Community, Denmark. Ireland. Belgium and Luxembourg. Because of differences m methods of seasonal adjustment, the change in the EUR index

Eurostat und 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.

th

(¢) Change on corresponding month in previous year: seasonally adjusted.

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

. adjusted by

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

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

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

(2} As % of total labour force

(h) Monthly series calculated by linear interpolation

() Unadjusted figures X .

(j) The scasonally adjusted position for the Community does not correspond to the sum of other Member States: it is obtained by scasonal adjustment of the sum of gross figures for the various countries
exports and imports.

(k) National sources for Belgium. Denmark. Germany. Spain, France, Portugal and the United Kingdom: seasonal adjustment by Eurostat for Greeee. Ireland, haly and the Netherlands. R

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

ata

(m) 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

(n) Average weighted by GIDP at 1980 prices and purchasing power paritics. . X

(0) Yield on public sector bonds. Annual average. Average for the Jast month of quarter and monthly average for Germany, Italy. Luxembourg and the Netherlands. End quarter and end month for the
other Member States. . .

(p) 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

Noter (s.d.) = seasonally adjusted ;= data not available () = estimated.




Community (EUR)

None.
Belgium (B)
None.

Denmark (DK)

None.

Federal Republic of Germany (D)
None.

Greece (GR)

1.9 By decision of the Governor of the Bank of Greece, commercial banks’ compulsory
deposits with the Bank of Greece. equivalent to 6.5 % of their total private deposits, will
bear an interest rate of 14 % for the first 4.5 % and 0 % for the remainder. The interest rate
was previously 15.5 %.

15.9 The basis for wage indexation in the third quarter of 1987 is set at 4.5 %.

22.9 By decision of the Governor of the Bank of Greece, the commercial banks are authorized
to grant loans at a minimum interest rate of 21 % for building repair and maintenance.

Spain (E)

25.9 The Government tables the draft central government budget for 1988 in Parliament.
Expenditure, at PTA 8 626 800 million, will be 11 % up on the 1987 budget and revenue, at
PTA 7 295 800 million, will be 16.3 % up. The central government deficit is projected to fall
from 3.8 % of GDP in 1987 (according to the most recent calculations) to 3.5 % next year,
on the basis of rcal GDP growth of 4.2 % and 3.8 % respectively. The tax scales will be
adjusted, with retroactive effect in 1987, in order to compensate for the effects of inflation
and to restructure income tax to the advantage of low and middle incomes.

France (F)

2.9 The Minister for Economic Affairs and Finance announces that the rate of VAT on
motor cars is to come down from 33.33 % to 28 %, with effect from 17 September: this
measure will cost the budget FF 6 200 million in a full year.

2.9 The Minister for Social Affairs announces that, between now and the end of 1987, training
courses will be offered to 500 000 of the 830 000 long-term unemployed.

5.9 A decree published in the official gazette of 5 September fixes at FF 9 099.52 the exchange
value of the 1973 7 % central government bond (the ‘Giscard bond’) surrendered. within the
limit of 100 %, to pay for subscriptions to the central government bonds issued in September
1987.

16.9 The draft budget for 1988 presented to the Cabinet envisages expenditure of FF 1 084 000
million, i.e. a 2.8 % increase on 1987, The central government deficit is cut from FF 130 000
million to FF 115 000 million, Taxes will be reduced by FF 31 800 million; this represents a
FF 10 300 million reduction for private individuals, a FF 6 900 million cut in VAT (motor
cars, motor cycles, discs) and a FF 14 500 million reduction for enterprises. Privatization
operations planned for 1988 are expected to yield FF 50 000 million, of which FF 35 000
million will be used to reduce government debt and FF 15 000 million to strengthen the
capital of companies remaining in the state sector. The draft budget is based on the assumption
that the growth of market GDP will be 2.2 % up on 1987.

28.9 Unemployment benefits are increased from | October. The fixed part of the basic
allowance will go up from FF 45.55 per day to FF 46.32 and the minimum from FF 109.65
to FF 111.51. The flat-rate benefit paid when entitlement to ordinary benefit runs out is set
at FF 67.94 compared with FF 66.80. The reference wage is also increased by 1.7 % from
1 October.

Ireland (IRL)

3.9 Social Insurance Scheme to be extended. The Government has decided to extend the pay-
related social insurance scheme (PRSI) to farmers and the self-employed which will bring a
further 250 000 people (20 % of the labour force) under the scheme. These two categories

Principal economic policy measures - September 1987

had been exempted from the scheme under which employees must pay a fixed percentage of
their income to help finance social welfare costs. The extension of the scheme to these two
categories will take place in the autumn and can be seen as an attempt to distribute the
burden of social welfare costs more equitably.

Italy (F)

13.9 The Government takes a number of credit and foreign exchange measures with a view
to preventing the stability of the exchange rate being endangered by the use for speculative
operations of the abnormal increase in credit. The quantitative ceiling on bank lending was
restored until March 1988 for all banks with advances of LIT 10 000 million or above. On
this basis, credit may not be increased by more than 2.5 % in September 1987, 4.0 % in
October, 8.0 % in November, 7.5 % in December, 6.0 % in January 1988 and 6.5 % in
February. Exchange restrictions relate solely to the foreign currency financing of exports and
imports; they do not affect individuais’ rights to purchase foreign securities. nor do they
involve additional charges for operations.

24.9 The Government adopts the draft finance law for 1988, which sets the following
principal targets: GDP to grow by 2.8 %; inflation up 4.5 %; employment up 1 %; domestic
consumption up 3.1 %; private sector wages up 5.5 % and public sector wages up 5 %;
Treasury borrowing requirement LIT 109 000 000 million; revenue LIT 16 000 000 million
(direct taxes LIT 8 350 000 million, and indirect taxes LIT 7 706 000 million). In order to
achieve these targets, the law in particular:

— increases the existing 9 % and 18 % VAT rates by | percentage point from 1 January

1988;

— increases the road tax and the surcharge on diesel fuel and LPG by 25 % from the same
date;

extends the law preventing the evasion of VAT on motor vehicle purchases:

doubles stamp duty on stock exchange contracts;

revises personal income tax rates to the advantage of single income families (costing the
State LIT 5 470 000 million, LIT 1 000 000 million of which will boost family allowances);
extends the ‘Formica’ law (which reduces taxation on the purchase and sale of immovable
property);

reduces the deficit on the sickness insurance budget (INPS) by LIT 3 500 000 million; the
health tax remains set at 7.5 %, but 2.5 % of this rate will be considered as an advance
on the 5.5 % rate fixed for 1988.

Luxembourg (L)

None.

Netherlands (NL)

15.9 The Government tables the draft budget for 1988 in the Second Chamber. Central
government revenue in 1988 is estimated at HFL 166 000 million compared with HFL 172 000
million in 1987. The lower revenue is influenced by the fall in natural gas revenue and the
reduction of taxes payable by households (by HFL 1 350 000 million). Expenditure will fall
from HFL 172 000 million in 1987 to HFL 168 000 million in 1988. For 1988, the Government
decides to make additional expenditure cuts in order to compensate for some overruns of
appropriations. As a result of the measures decided, the central government borrowing
requirement, excluding early repayments of loans to subsidized housing corporations, should
fall to HFL 26 500 million, or 7.2 % of NNI in 1988 (7.6 % in 1987).

Portugal (P)

1.9 With retroactive effect on | January 1987, the Minister for Finauce suspends the tax
allowances on the purchase of shares by natural persons.

27.9 The Government increases the prices of petroleum products by between 2.9 % and
9.0 %. The purpose of this measure, written into the budget, is to prevent the rise in oil
import prices from eroding the revenue from the tax on petroleum products.

30.9 The Government increases the tax on sales of tobacco by 5 %. It is considered that this
measure will improve budget receipts by some ESC 1 000 million

United Kingdom (UK)

None.

Prices (excluding VAT) in Luxembourg
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