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“FACING THE CHALLENGES OF THE EARLY 1990s"

INTRODUCTION

The state of the Community economy at the outset of the new decade Is
quite promising. Important steps are being taken towards economic,
financial, monetary and social Integration. Fundamental improvements
which have been achieved during the 1980s are resulting in a
significantly better growth and employment performance.

Unemployment Is stil! very high, however, and levels of GDP per head
are still very different throughout the Community. in addition, there
Is a risk that the persistence or Indeed the worsening of certain
negative features which have characterized the Community economy over
recent years - inflation, current account imbalances and budgetary
disequilibria - could endanger the continuation of the present
expansion and of further progress towards monetary stability in the

Community.

Economic policy in the Community faces two major challenges:

1) to strengthen further the determi/nants of growth,

I1) to Improve convergence towards stabllity.

The first arises out of the need to reduce unempioyment further and to

ensure that the less prosperous regions continue catching-up.

The second results from a double necessity; on the one hand, that of
preventing a resurgence of inflationary expectations from endangering
the continuation of growth; on the other, that of Improving the
conditions for exchange rate stabllity - and for the success of stage
one of EMU - by reducing divergences In infiation, in current account

balances and in budgetary positions.
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. THE SHORT-TERM OUTLOOK

In the Community, economic growth Is continuing strongly and presents,
in most countries, the same healthy features of the past two years.
Investment and exports remain the most dynamic components of demand
while the determinants of growth continue to Iimprove, even If more
slowly than In 1988. Measures aimed at preventing overheating or at
curbing excessive current account deficits, however, are dampening

somewhat demand and output growth In some countries.

Ls
pd

Table 1 :
THE EC ECONOMY - USE AND SUPPLY OF GOODS AND SERVICES
Average | Average bt b
(annual percentage change) 1982-84 | 1985-87 1988 1888 1830
Private consumption 1.2 3.4 3.8 3 3
Government consumption 1.6 2.2 2.0 1.1/2 | 1 3/4
Gross fixed capital formation - 0. 3.6 8.4 7 4 3/4
Domestic demand (Including stocks) 1.3 3.4 4.8 3 3/4 3
Exports of goods and services * 2.6 1.8 4.9 71/4 6
Total demand 1.4 3.2 4.8 41/4 1 3 1/4
Imports of goods and services * 0.4 7.9 11.9 9 1/2 | 5 1/4
GROSS DOMESTIC PRODUCT 1.6 2.6 3.8 31/2 3
* Extra—Community trade only s+ Forecasts

Real output will expand In 1990 by about 3 %. This Is lower than the
3.8 ¥ achieved in 1988 and the 3 1/2 % likely to be recorded In 1989,
but it Is still higher than any of the first six years of the present
period of expansion. Investment also Is not expected to increase as
fast as in 1988 and 1989 In response to the deceleration of demand, to
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the tightening of policies and to the coming on stream of the
capacitles created over recent years. It shoulid, however, still grow
at an average rate of almost 5 ¥. Exports of goods and services to the
rest of the world shouild continue to grow strongly (more than 6 ¥ in

real terms), In iine with the expected increase In world trade.

Inflation {(private consumption deflator) has acceierated betwesn mid-
1988 and mid-1989 under the combined Iimpact of higher import prices,
higher wages In some countries and higher taxes and public service
charges in others. Thanks to a swift reaction by monetary
policy-makers and to a softening of import prices in the course of
1989, this trend now appears toc have been haited. In 1980, average
infiation in the Community couid be reduced tc about 4 1/2 ¥ from 5 %
in 1988. This compares with a rate of just 3.8 % in 1988. The average
masks the fact that rates within the Community differ widsly, with

certain Member States stiil experiencing double digit Inflation.

Some of the best news keeps coming from the labour market. After the
record Iincreases of 1988 and 1989, another 1 % mililon jobs should be
addad In 1990'. As a result, unemplioyment in the Community wili
continue to decrease and might fall below 9 %, a level stiil much

higher than that prevailing at the beginning of the 1980s2.

Also reassuring !s the news on the current account of the Community
which shouid remain In broad equliibrium. The divergence In the
extarnal poslitions of the Member States, howsver, Is expected to go on

Increasing.

1 The “Empioyment in Europe™ Raport published in June 1989 gives additionai
information on employment trends In the Community.

Unemployed according to the EC labour force suivey, which provides comparabie
unemp loyment rates for the member countries. The corrssponding figure using the
registered unempioyment data which were used in previcus Annual Economic Reports

weuld be cbout 10 X.

[
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The outlook for the rest of the OECD is -also positive and broadly

similar to that for the Community, though the deceleration of growth s
ltkely to be more pronounced. Output is forecast to expand next year
by Jjust over 2 % % against 3% % In 1989 and 4.6 ¥ in 1988. This
reflects essentially a marked siowdown in the USA and Canada (about 2 %

In 1990 in both countries against 4.4 ¥ and 5 % respectively in 1988).

Elsewhere growth should continue more or less at the same rate as in
1989 and with the same regional differences. The Asian Newly
Industrialized Economies should again experience growth rates of about
6 %, significantly faster than in the OPEC and in Eastern Europe.
Growth In the most indebted LDCs continues to be seriouslty constrained
by the debt burden. As for the payments imbalances of the worid's
fargest economies, the US deficit and the Japanese surptus have been
reduced somewhat in 1989, but they are forecast to lIncrease again in
1890.
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it. A MUCH IMPROVED ECONOMY

The 1989 performance confirms that the Community economy Is now
functioning distinctiy better than during most of the previous two
decades. It Is useful to examine what has taken place In two related
areas: the expansion of Investment and the creation of new jobs. The
results achleved are Impressive, but not yet sufficient to ensure the

reduction of unsmplioyment to more acceptable levels.

Table 2 :
THE IMPROVEMENT OF THE EC ECONOMY THROUGH THE 1980s
Fm—zénnua! psrcentage change, Average | Average * *
unisss otherwise indicatsd) 1882-34 1885-87 1888 1383 1940

GOP growth 1.8 2.8 3.8 3172 3
tmpicyment - 0.5 0.8 1.8 1172 1
inflatfon (private consump. deflator) 8.7 4.4 3.6 4 3/4 4 1/2
investaent -0 3.6 8.4 7 4 3/4
-~ of which squipment 1.1 6.9 10.6 9 1/4 6
Capital stock 2.3 2.3 2.7 3 3
Real unit labour costs (1961-73=100) 101.7 98.3 6.8 86.1 95.7
Profitability (1961-73=100) 68.0 78.0 84.1 85.2 87.6
* Forecasts

Growth has become investgent-ied ...

In the second haif of the 1980s the Community moved to Iinvestment-led
growth. The amount of investment in equipment by Community firms In
1989 will excead the 1986 fligure by one third. This Iimpressive

investment performance becams possible because, In the Community as a

16.10.89
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Chart 1 : Investment and whoie@, the profitability of the
some of its determinants capital stock has recovered steadily

since 1981. The moderate increases
in real wages compared with

productivity growth have been the
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major reason for the recovery of the

rate of return on productive capital,

but declining enesrgy prices and a
recovering caplta! productivity have

also helped. When, 1In the second

half of the 1980s, finai demand began

- to strengthen and Community
i TOTAL DEMAND
.t policles ~ the Internal market
5t nrogramme - began delivering
A additional impulses, firms were in a
W position to exploit fully the
:F opportunities aveilabile.
’ v
1k Among the less prosperous countries,
r*ﬁ'i'i'i'ﬁ'éjéléli% Spain, Portugal and, more recentiy,
100 lretand have experienced a rapid
®t AT growth of Investment. This has been
”f made possible by a substantlal wage
:; adjustment and the conseguent
b Increase in profitability. The
xt resulting significant increase in the
© share of Investment In GDP (flInanced
w largely by Imports of caplital In
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n W R W E® E M BB K g, and Portugai) has contributed

to faster growth of GDP per head than In the rest of the Community. ' In
the case of Spain and Portugal, joining the Community has provided an

additional and substantial impulse. Fundamental structural adjustments
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are still required in Greece, If it is to catch up on the rest of the
Community. |In particular, the necessary increase In investment will

require a substantial adjustment of real unit labour costs.

The sustalnabllity of the Investment performance in the Community has
also been facilitated by the simultaneous rise in the national savings
ratlo. This has permitted investment to accelerate while overall
external equilibrium has been maintained. The rise in the national
savings ratio has been largely due to a reduction in government
dissaving: in 1989 government saving has become positive again after
declining to ~ 1.3 X of GDP in 1981 from + 5 % In 1970.

Despite the remarkable improvement over the 1980s, however, the
profitability of fixed capital and the share of iInvestment In GDP are

still below the levels of the quasi-full employment 1960s.

and more employment—creating,

With faster economic growth, Job creation has speeded up. At the same
time the emplioyment content of growth has increased substantially. In
the 1960s, annual GDP growth of 4.8 ¥ barely created 0.3 ¥ of new
employment. Today, a GDP growth trend of slightly above 3 % s
accompanied by net annual employment expansion of more than 1 %. This
result is due to various factors : the changetln the trend of relative
factor costs, the greater flexibitity of working practices, the
reduction of working hours per person employed, the extension of
part-time employment, the steady expansion of the service sector and

measures to improve the adaptability of the !abour market.

Notwithstanding the favourabie employment trend, unemployment has
declined oniy slowly. In 1990, the Community average will still be
about 9 ¥ with significant differences among Member States. Youth
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unemployment Is still particuiarly high, although it has Improved
considerably in recent years. The Iincrease in long-term unemployment
appears to have been halted.\ With employment now increasing rapidly, a
more determined use of specific measures (vocational education and
training) would be most effective in reducing this type of

unemp loyment .
... but more Is necessary.

A significant reduction in unemplioyment over an acceptable time span
requires yearly Iincreases in employment of at least 1 %2 ¥. On present
trends, such increases could be attained with rates of economic growth
of about 3 ¥ X. This was the pattern aimed at in the "Cooperative
Growth Strategy for more Employment”. Developments in 1988 and 1989
have corresponded almost exactly to such a pattern. To repeat fully
these very good performances in the immediate future will be difficult,
however, because of the need to curb the growing macroeconomic
disequilibria before they begin to affect adversely the determinants of
growth.

Thus, a further Iimprovement in the determinants of growth and in the
functioning of the economy is needed to place the Community economy on
the sustainable medium-term growth path that can produce the required
employment increases and make possible a lasting catching up by the
less prosperous countries. To this end the Community has since 1985

developed a coherent policy approach.

The completion of the Iinternal market, which 1Is creating a new
dynamism, is becoming an important engine of growth and a greater
potential. To reallze fully this potential, growth and employment
policies along the lines indicated in the Annual Economic Reports of
recent years must be continued in all Member States and especially in

those where GDP per head Is lowest and the long-term growth potential
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is highest; in these countries Community aid and regional and social
policles will support the catching up process. The full implementation
throughout the Community of the soclal dimension principies would
considerably strengthen Its economic and social coheslon. Such a

comprehensive policy approach would faclilitate progress towards EMU.

The stronger and more balanced growth that could become possible in the
next decade must be made compatible with Iincreased environmental
protection. The extra resources generated by stronger growth could
moreover provide the means for an active policy to tackle the

environmental problems.
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111. IMPROVING CONVERGENCE TOMARDS STABILITY

The present favourable trends (faster growth, higher employment and the
real convergence resulting from the catching up process) can be
maintained only if Inflationary expectations are controlled and balance
of payments and budgetary divergences are reduced. In addition, the
first stage of Economic and Monetary Unlon, starting next year, will
require greater nominal convergence. Thls means convergence towards
the best results in terms of price and cost developments, which is
possible only If current account and budgetary balances are compatible
with internal and external stabillty.

Convergence of economic performances In the Community still needs to be
substantialiy improved even If it Is now much better than at the
beginning of the 1980s. The narrow band countries of the EMS! form a
group In which the present degree of price convergence and monetary
coheslon, despite the recent acceleration of Infiation, Is broadly
satisfactory. In these countries, the priority during the first stage
of EMU should be to win back the ground lost and subsequently to
maintain this result. In the other countries, economic convergence
towards the better performing Member States stii| appears a distant
objective, and determined efforts will be required. In these countrles
Inflation is still very high and large budget deficits and/or high
nominal wage increases are interfering with stabllity-oriented monetary

policies.
Resume progress towards price stabil{ ty
Between mid-1988 and mid-1989, the Community lost some of the ground it

“had won during the 1980s In the fight against Inflation. It s
Important that this loss be made good before inflationary expectations

t Belgium, Denmark, Fronce, Germany, Ireland, Luxembourg, The Nether!ands.
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Chart 2 : build up once more. The sooner this is
EC price convergence done, the iower wiil be the price pald

in terms of lost growth and employment.
COMANITY The Community has shown that It can

* successfuliy reduce Inflation even when
i, - the externa! environment seems to be
2o unfavourabie: the halving of Infiation
» between 1980 (13 X) and 1985 (6 X)
1°L“m”*,a occurred despite depreciating European
-~ “'"'"~__A L currencies and consequentiy higher
ol \‘-—-\\”'_—;;;—’ import prices.
ac a2 B4 ) 88 °0
NS NARROW BAND COUNTRIES It is particulariy urgent to reduce

20~

inflation where It Is widely out of
line with the rest of the Community.
In Portugal, Greece and, to a lesser
extent, in the United Kingdom, Spain
and ltaly infiation is still too high
for the iong term objective of stabie

exchange rates.

80 82 B4 BE ] 80

VATE wnw DEFLATOR
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PG the other policies are not contributing

-

Monetary policles are responding, but

enough. The October 1989 Iincrease in
official lending rates In many Community countrlies underliines the
dllemma monetary policy faces In a sgltuation where devel!opments in

other policy areas are not adequate.

If the convergence of costs and prices towards stablliity Is not
achleved quickly enough, the cumulative iosses of competltiveness and
the resuliting current account disequilibria will continue to increase.
This would lead to either a widening of interest rate differentials or
exchange rate pressures. The former would be painful In terms of
foregone Investment and growth; the latter would create risks for

exchange rate stability.
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In the United Kingdom the economy Iis undergoing an adjustment almed at
curbing Inftation which shouid also reduce the country’'s external
deficit. There are signs that in Spain and Italy the conflict between
the need to keep Inflation under control via monetary policy and wage
increases which are too high Is already taking Its toll on the current
account balance.

Achleving a better pattern of current account posl!t/ons

The growing financial and monetary integration of the Community makes
It possible to finance higher current account Imbalances than In the
past. [Indeed, one would expect that the movement of capital towards
the most productive uses would resuit In an Intra-Community pattern of
substantial current account Imbalances. To the extent that the
surpluses find their counterpart in the deficit of the less favoured
countries, the imbalances can be sesn as contributing to the catching-
up process of the latter where there is a need for increasing
Investment.

The sum of the current account deficits of Spain, Portugal and Greece
(lreland Is experiencing a surplus)in 1989, however, is equlvalent to
about 1 % X of the GDP of Germany, I. e. the combined deficits of these
countries "explaln" less than one quarter of the German surplus.
Therefore, the present level of the disequlilibria goes beyond what
could be justified by these considerations. Excessive imbalances, via
the Inevitable real adjustment, could become a danger for the
continuation of growth, Investment and job creation.

The exceptionally high level of the German surplus, which may reach in
1990 a level approaching 6 ¥ of GNP, constlitutes a danger for exchange
rate stability in the Community. In addition, it produces unwelcome
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structural distortions and threatens economic stability within Germany
Itself. Long-term capital flows have unti! recently easiiy offset this
surplius, but the situation has now become more fragile.

Chart 3 : The counterpart of the German
Current account balances surplus Is found largely wlthin
the Community: in the Unlted

% k Kingdom, Italy, Greece, Spain and
o R Portugal, where domestic demand
% has grown faster than supply for
0y i SURPLLS CONTRIES some time. The below-potential
or 0 growth expected In the United
Br Kingdom next year should heip to
x § reduce somewhat the current
12— L—-— s ow w ] account deficit from Its 1989
» » % : level. An importart negative

“10¢ — element for the overall
il ! f competitiveness of the UK economy
RS ?=== I Is the too rapid Increase - about
oy EFICIT CONTRIES é P 8 X — In unit labour costs which,
R e &  for the whole economy, are rising
60 . at a rate double the average of
0 the rest of the Community. tn
addition, the
longer it takes to reduce wage Iincreases, the greater will be the

effect on profits and the risk ¢f thwarting future Investment, growth

and employment.

The deficit of Greece Is worrying both for the speed of Its
deterioration and for its origin, which lles essentlaliy In a ijack
of competlitivenass of the exporting sectors. This resuits from wage
increases which are too high relative to productivity and to excessive
pubiic finance defliclits. The deficits of Spaln and Portugal, to the
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extent that they are due to a rapid increase In imports of Investment
goods and are financed by long-term caplital, are Iin line with the
development pattern expected in countrles that are catching-up. They
have reached a point, however, where additional deterlioration would
force the authorities to Intervene further to correct them. If the
deficit is not reduced by raising exports or lowering imports of
consumption goods, the continued expansion of Iinvestment that these
countries need might be impeded.

Denmark is already experiencing a period of slow growth necessary to
bring the current account to a position which will make the substantial
external debt accumulated over many years more manageable. A
continuation of the wage moderation of the last few years Is necessary
to improve the price compet!tiveness of Danish exports.

Budgetary policies should contribute more to growth and stabllity

In many countrles budgetary policies are not helping sufficlently to
create conditions favourable to economic growth. Budget deficits and
public debt to GDP ratios are still very high and increasing In Greece,
Itaty and Portugal. |In Belgium and, to a lesser extent, In the
Netherlands budget consolidation needs to be continued. These
countries should exploit better the present strength of economic growth
to reduce their budgetary imbalances.

The sttuation is particulariy serious Iin Greece, Italy and Portugal.
In these countries excessive public expenditure is one of the main
explanations of the still high levels of inflatlon and of the balance

of payments problems.

The stronger co-~ordination in the Community that will be required for
the first stage of economic and monetary union could help reorilent
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budgetary policies towards supporting growth and contributing to
greater nominal convergence. Such co-ordination is alsc necessary to
take iInto account the Iimplications of policles defined at the Community
lavei. Since they have to match Community funding, the recipient
countries must free the resources needed to keep pace with rapidly
increasing payments from the structura! funas. Strengthened

co-urdination couid evolve around two complementary approaches.

Chart 4 : Trend of gross public dstt, as X of GDP

a) Countries with public debt beiow b) Countrles with high public
o very close to the Community debt In 1988
average in 1988

120} 120

10 119

o
SR

First, budgsatary pollicy has to be conducied In a medium-term
perspective and must crezte conditicns favourabie to growth as well as
facliitating the task of stabliity-oriented monetary pollicy. This
implies the application of four medium-term rules of behaviour leading
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to sound public finances and on which a certain consensus has emerged

in the Community

-~ the non-monetary financing of public deficits,

- the stabilization and reduction of public debt,

- the avoidance of the negative effects on economic conditions of an
increase in public expenditure and

- the search for an expenditure and receipts structure more favourable

to supply conditions.

Second, In the framework of the overall economic policy mix, budgetary
policy must contribute, as far as possible, to the reduction of
existing or to the avoidance of future fundamental disequilibria which
could eventually tead to exchange rate changes and create difficulties

for the process of EMU.
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V. ENSURE FAVOURABLE PROSPECTS FOR THE 1990s

The two economic policy challenges facing the Community - strengthening

further the determinants of growth and Improving convergence towards

stability - require a determined effort.

The reinforcementi of the determinants of growth requires above al! that
the structural policies which have been impliemented over the Ilast
decade must continue to be applied. |In this area there Is a marked
complementarity between national and Community policies. Efforts
undertaken at the national level are receiving and will continue to
receive consliderable support from the rapid Iimplementation of the

Community policies.

Contro!l of the growing macroeconomic disequlilibria !s essentialliy, but
not uniquety, a task for macroeconomic policies impliemented by each
individua! Member State. Their effectiveness will be greatly enhanced

by strengthened co-ordination at the Community level.

V.1 Common policles

The suppressicon of aill frontiers for products and factors of production
almed at in the White Paper and the broader Community policies are
Iincreasingiy being integrated with a set of structura! reforms at ths
lteve! of the Member States. The opening of frontiers wlll Increase
competition and the ability to achieve economic galns through greater
efficlency and specliallzation in production and increases Iin consumer
choice. This process wiil result in an improvement in productivity
which wouid allow investment, output and empioyment t{o expand

substantially without glving rise to inflationary pressures.
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The Single European Act embodies the political decision to develop the
different policy functions (Internal market, competition policy, R&D
and technology, social ©policy, structural funds and cohesion,
environmentai policy setc.) in an integrated manner. The sum of these
national and Community actions will secure a lasting Improvement in the

macroeconomic performance.

The compietion of the internal market |is proceeding rapidly. High

expectations have been created which must not be disappointed. The
Commission has drafted more than 90 % of the planned proposals and by
the end of 1989 almost all will have been tabled at the Counci!.
In finally approving some 130 directives and regulations and agreeing
on 15 partial approvals or common positions, the Council has complieted
more than 50 % of the programme. Governments must step up the
Introduction of these decisions Into their national fegislation if the
declsion-making process Is not to be percelived as losing momentum.
Otherwise the expectations created would be disappointed and thls wouid

adversely affect investment, growth and employment.

The 1992 programme is being bolstered and in some cases anticipated by
measures taken at national level (see box on page 19). This Iinteracts
with structural adjustment measures which Member States have been
implementing for years. This process of complex structural reforms is
self reinforcing as competition is not limited to the market place, but
also extends to the services provided by governments and the

environment offered to flrms.

There 1is growing evidence (the latest comes from an ad hoc survey
organized by the Commission) to show that firms expect the completion
of the internal market to have profound consequences for their activity

in the run up to 1992 and beyond. Firms are already Incorporating new

18
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market-enlarging horizons Into their business strategies, and a
sizeable share of the faster rate of growth of investment may be
attributed to their adaptation to an Increasingly competitive
environment.

The dynamism resulting from the progressive opening of the internal
market Implles an acceleration of the normal economic adjustment
process. This could be slowed down, or indeed prevented from taking
place, by varilous measures and practices aimed either at directly

reducing competition or at avoiding Iits effects (agreements sharing

NATIONAL STRUCTURAL ADJUSTMENT INITIATIVES
TAX CHANGES

Tax reforms have been adopted or announced by ali Member States. All involve
simpliifying the existing system and most entai! reducing personat and corporate
taxation.

Several Member States have taken steps towards harmonisation. France is progressively
lowering VAT, italy has raised its lowest rates, and the Netherlands has reduced the
higher rate and abandoned plans to raise the lower rates. Increases in excise duties
have been Impiemented or are planned in Belgiumand italy and reductlions are envisaged
in Denmark. France’s 1990 budget includes measures to reduce the inclidence of tax on
investment income, bringing it nearer to the EC average.

REGULATORY REFORM

Goods and Services : Administered prices have been eliminated in France and are being
phased out in those countries that still retain them (Greece, Spain, Portugal).

In Germany the federal government has adopted a law to restructure the post office
which will break up the federal post’s monopoly In the market for telecommunication
hardware for final users.

Financial markets : In Greece and Portugal the process of shifting away from interest
rates administered by the central bank and towards market-determined rates Is underway.
Spain is proceeding with modernisation of financial markets. In Belgium and lreland
changes are envisaged that will bring the reguiatory framework andd the structure of
markets and Institutions more into line with those of other European flnancial centres.

Exchange controls : In France and Italy the final stages of removing controls will be
completed by July 1990. Ireland substantially relaxed controls at the end of 1988.
Greece, Spain and Portugal, whose deadlines for |iberalising capital movements are

jater than for the rest of the Community, are all moving to dismantie exchange controls.
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markets among companies, Iincreased state subsidies, etc.). To achleve
the aims of the Internal market programme it is Iimportant that an

effective competi/tion policy accompanies the progressive removal of

barriers.

The accelerated adjustment, however, might be particular!y palinful and
involve job losses In certain sensitive sectors. At the macroeconomic
level, the positive employment effects of the completion of the
internal market might be delayed. The stronger |s overall economic

growth, however, the greater are the chances that the job losses In

certain sectors will be more than offset by simultaneous job creation
elsewhere. Nevertheless, sectoral adjustments will have to be closely
monitored and, if necessary, their social impact will have to be
cushioned.

iv.2 Co—ordination of national macroeconomic policies

The creation of the Internal market is Increasing the economic
interdependence between the Member States and progressively reducing
the scope for independent policy action. The liberalization of capital
movement and the approximation of Iindirect taxes, to mention Just two
of the Internal market measures, will exert a profound Influence on

policy-making at the national levetl.

The greater convergence towards stability needed to ensure the
continuation of growth and progress towards Economic and Monetary Union
requires a determined action from individual Member States and a more
effective coordination between them. Coordination of economic policies
within the Community has never been an easy task. Since the early
1980s, however, progress has been made in this area as well and

coordination has become much more effective.
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Economic policy co-ordination cannot be successfully achleved through a
centralised decision making procedure with oblligations imposed on
Member States. Instead a system of muitilateral! survelllance should be
developed In which objectives are progressively set In common and
Member States recognise mutual commitments with consequences for their

own policies.

The recent increase in officlal lending rates In many Community
countrles Is a clear example of the level of economic and monetary
interdependence, not only between EMS narrow band Member States, but
throughout the Community. 1In a learning-by-doing process, Member
States should reach a broad consensus on the fundamental policy
approach to achleve the main objectives of economic and monetary policy
indicated In the Treaty such as growth, stability and a high level of

emp loyment.



MAIN ECONOMIC

INDICATORS 1986-1990

Community, USA and Japan

(a) GDP at constant prices
(% change on previous year!)

1986 1987 1988 1989+ 1990+
B 1.9 2.0 4.0 41/4 3 1/4
DK 3.3 -1.0 -0.4 13/4 2
D 2.3 1.9 3.7 33/4 31/2
GR 1.2 -0.4 4.0 21/2 21/4
E 3.3 5.5 5.0 43/4 4
F 2.1 2.2 3.4 31/4 3 1/4
IRL ~0.4 4.1 3.7 5 4 1/2
1 2.9 3.1 3.9 31/2 3
L 4.7 2.5 5.2 33/4 31/4
NL 2.1 1.3 2.8 334 3
P 4.3 4.7 3.9 43/4 41)2
UK 3.1 3.8 4.2 21/4 2
EC 2.6 2.8 3.8 3172 3
USA 3.0 3.6 4.4 23/4 2
JAP 2.4 4.3 5.8 43/4 4 1/4
(c) Defiator of private consumption

(% change on previous yearg

1986 1987 1988 1989* 1990+
B 0.4 2.2 1.2 31/4 3 1/2
DK 3.4 4.1 4.9 4 3/4 3
D -0.2 0.7 1.1 3 2 3/4
GR 22.0 15.7 13.9 14 1/4 15
E 8.7 5.4 5.1 6 3/4 6 1/4
F 2.7 3.1 2.7 3172 2 3/4
IRL 3.9 3.1 2.5 41/4 4
I 5.8 4.8 4.9 61/4 6
L 0.8 2.9 .5 31/4 3
NL 0.6 -0.3 0.8 1172 2 1/4
P 13.5 10.2 9.6 13 11 1/4
UK 4.4 3.9 5.0 51/4 5 1/2
EC 3.8 3.4 3.6 43/4 41/2
USA 2.2 4.2 4.0 43/4 4 3/4
JAP 0.5 -0.1 (¢} 2 2 3/4
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(i)

(b) Domestic demand ot constant prices
(% change on previous year)

1986 1987 1988  1989* 1990+
B 3.0 3.4 4.0 41/2 3 1/4
DK 5.4 -3.2 -2.2 3/4 1
D 3.5 3.2 3.8 23/4 3
GR -1.8 -1.8 3.5 31/2 23/4
E 6.1 8.5 6.7 63/4 51/4
F 3.9 3.3 3.8 31/4 3 1/4
IRL 1.4 -1.5 0.2 5 4 1/4
I 3.6 4.8 4.3 4 3 3/4
L 2.3 2.5 4.6 31/4 3
NL 3.5 2.1 2.3 41/4 2 3/4
P 8.4 10.8 8.3 51/2 s
UK 3.8 4.3 7.3 3 3/4 3/4
EC 3.9 4.0 4.8 33/4 3
USA 3.7 3.0 3.3 21/4 1 3/4
JAP 4.0 5.1 7.8 51/2 4 1/4
(d) Batance on cur{ent transactions

(as a % of GDP!)

1986 1987 1988 1989* 1990+
B 2.0 1.2 1.0 3/4 3/4
DK 5.2 -30 -1.8 -2 -1
D 4.4 3.9 4.1 51/4 5 3/4
GR 5.2 25 -1.5 -31/2 -3 1/2
E 1.7 0.1 -1.1 -3 -4
F 0.5 0.4 0.4 - 1/2 - 172
IRL -2.9 1.4 2.0 2 1 .3/4
I 0.5 -0.1 -0.6 -1 1/4 -1 1/2
L 39.4 33.0 16.4 15 14 1/2
NL 2.8 1.6 2.4 21/4 2
P 3.9 1.8 ~-1.4 -2 3/4 -3 1/2
UK 0.9 -1.6 -3.2 —4 -3 1/4
EC 1.4 0.8 0.3 0 1/4
USA -3.4 -3.6 -2.4 -13/4 -13/4
JAP 4.3 3.7 2.8 21/4 21/2

.
1

Forecasts September/October 1989.

GNP for USA and Japan from 1987 onwards;
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(i)
(e) Number of unemployed as %X of the (f) General government iending and
civilian labour force borrowing (as a X of GDP)

1986 1987 1988 1989% 1990+ 1986 1987 1988 1989+« 1990=
B 1.9 11.5 10.4 9 1/4 8 3/4 B -8.8 -~7.0 -8.5 -6 -5 3/4
DK 5.8 5.8 6.4 71/2 71/2 DK 3.5 1.8 0.2 1/4 3/4
D 6.5 6.4 6.4 51/2 5 1/4 D -1.3 -1.8 -2 0 -1/4
GR 8.2 8.0 8.5 81/2 8 1/2 GR -11.6 -8.9 -14.9 -20 -20
£ 21.2 20.5 19.6 17 1/2 16 1/2 E -6.1 -3.6 -3.2 -21/2 -21/2
F 10.4 10.5 10.2 9 1/2 ¢ F -2.¢ -2.5 ~1.4 -1 1/4 -1
IRL 18.3 18.0 17.8 16 3/4 16 1/4 IRL -11.0 -8.9 -3.7 -33/4 -11/2
I 10.6 10.1 10.6 10 1/2 10 1/2 I -11.7 -11.2 -10.6 -10 1/4 -9 3/4
L 2.7 2.7 2.2 1.3/4 1 3/4 L 2.5 2.7 25 21/2 2 3/4
NL 10.3 10.2 10.3 10 9 1/2 NL 5.9 -6.2 -4.9 -41/2 -4 1/4
P 8.3 6.8 5.6 51/4 S 1/4 P -7.8 -7.0 -6.5 -6 -8
UK 11.5 10.6 8.7 63/4 6 1/2 UK -2.4 -1.5 0.8 11/2 1
EC 10.8 10.4 100 9 8 3/4 EC -4.8 43 -3.6 -3 -3
USA 6.9 6.1 5.4 5 5 1/4 USA 4.4 -23 -2.0 -1 3/4 -11/2
JAP 2.8 2.8 2.5 21/2 21/2 JAP -1.1 -0.3 1.2 13/4 2
(g) Total amployment (h) Real compensation of gmployees per

(annual percentage change) head (annual X change#)

1986 1987 1988 1989+ 1990+ 1986 1987 1988 1989+ 1990+
B 1.0 0.4 1.4 1 1/2 B 3.7 -1.3 1.2 2 2 1/4
DK 2.3 1.1 -0.3 -1/2 1/2 DK 1.2 4.0 -0.6 -1 1/4
D 1.0 0.7 0.6 11/2 1 1/4 D 4.1 2.2 2.0 © 3/4
GR 0.3 =-0.1 1.1 3/4 3/4 GR -7.2 -3.4 4.0 5 1t1/2 1
E 2.3 5.4 2.9 31/2 21/2 E 0.7 0.9 1.2 3/4 3/4
F 0.2 0.1 0.6 11/2 1 1/4 F 1.4 0.6 1.1 1/2 1 1/4
IRL 0.2 0 1.0 11/4 1 1/4 IRL 1.1 2.8 0.2 1/2 1
I 0.9 0.2 1.3 1 1/2 I 1.6 4.0 3.8 23/4 2
L 2.6 2.7 2.9 13/4 11/4 L 4.4 09 25 3 3
NL 1.9 1.2 1.3 1 1/2 1 NL 1.3 1.6 0.6 ~1/4 1 1/4
P -2.7 2.7 2.6 11/2 3/4 P 6.0 3.1 0.9 ~3/4 1172
UK 0.4 1.9 3.1 1.3/4 3/4 UK 2.8 3.0 2.3 23/4 3
EC 0.8 1.2 1.6 11/2 1 EC 2.3 2.0 1.9 11/4 11/2
USA 1.7 2.9 2.2 21/4 11/2 USA 1.1 0.3 1.8 1 1 1/4
JAP 0.9 1.0 1.7 11/2 11/4 JAP 2.7 3.0 3.4 33/4 21)2

N#

Forecasts September/October 1989. )
Defiated by the deflator of private consumption.




COM (89) 497
(iii)

(i) Investment in construction
(onnual X change; constant prices)

(}) Investment in equipment
(annual X change; constant prices)

1986 1987 1988 1989+ 1990+

1986 - 1987 1988 1989+« 1990+

B 2.0 5.5 12.0 9 3 3/4
DK 17.5 - 0.9 -6.1 -3 11/2
D 2.7 0.2 4.7 43/4 3 1/4
GR 0.2 - 4.9 7.7 71/2 6
E 6.5 10.0 13.5 14 1/2 11
F 2.5 3.3 4.3 33/4 31/2
IRL -3.6 -6.5 ~-6.8 6 10 1/4
I 0.7 -1.3 3.7 4 3
L 8.0 4.6 5.4 41/4 31/2
NL 4.8 2.8 12.6 4 1/4 1/2
P 8.7 10.5 12.3 11 1/2 1
UK 3.7 3.9 6.5 -1 1/2 ~1
EC 3.2 2.4 6.3 43/4 31/2

B 4.8 8.6 14.0 16 8
DK 15.4 -14.5 - 7.0 4 3
D 43 41 75 111/4 712
GR ~-12.6 -1.0 10.7 51/2 7
E 15.8 24.2 14.7 12 3/4 8 3/4
F 2.5 47 9.7 7 7
IRL 53 3.6 2.8 101/2 10
1 2.0 15.0 6.0 61/4 43/4
L 39.1 6.1 3.0 41/2 5
NL 11.3 1.1 6.3 93/4 23/4
P 13.7 31.0 19.5 11 3/4 9
W -1.8 7.2 20.4 101/4 4
EC 3. 85 10.6 91/4 6

(k) Total investment
(onnual % change; constant prices)

(!) GDP per head (EC = 100 ; current
prices ond purchasing power standards)

1986 1987 1988 1989+ 1990+

1960 1973 1986 1989+« 1990+

B 3.7 7.6 12.9 12 1/4 5 3/4
DK 17.3 - 9.0 -~ 6.5 0 2 1/4
D 3.3 1.8 5.9 73/4 5

GR 5.7 -3.2 9.0 61/2 6 1/2
3 10.0 14.6 14.0 14 10 ‘
F 29 3.7 7.3 51/2 51/2
IRL [~0.3 0.0 -1.7 81/210

1 1.4 5.2 49 51/4 4

L 15.8 5.3 4.5 41/4 4

NL 8.2 1.6 9.7 63/4 11/2
P 9.5 19.5 15.8 11 1/2 10

K 0.9 5.5 13.1 4172 1 3/4
EC 3.4 438 84 7 4 3/4
USA 0.9 3.1 58 21/4 4
JAP 6.0 10.3 13.6 93/4 5 1/2

B 94.5 100.6 101.1 102.4 103.0
DK 118.6 113.1 118.0 108.0 107.2
D 117.2 110.1 114.4  113.3 113.4
GR 38.4 56.3 56.0 54.0 53.6
E 59.2 77.4 72.2 75.7 76.3
F 104.3 109.3 110.0 108.5 108.6
IRL 61.4 59.9 63.4 66.0 67.3
1 91.2 98.8 104.0 105.1 105.2
L 134.5 123.9 126.3 128.0 128.7
NL 117.8 112.1 106.4 103.5 103.1
P 37.3 54.2 52.8 54.5 55.4
UK 127.6 107.2 104.2 104.6 103.7
EC 100.0 100.0 100.0 100.0 100.0
USA 188.7 160.4 156.1 154.5 152.1
JAP 55.5 95.4 111.0 115.8 116.9

Forecasts September/October 1989.
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