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PREFACE

As with similar publications produced by
certain Statistical Institutes at national
level, this document is designed to set out
in a single volume wide-ranging macroeco-
nomic data on the European Union and the
Member States and to provide statistical
analysis of those data. Along with business
cycle effects, a study of structural differ-
ences between Member States and their
developments will be made.

Although the statistical analysis makes
reference to specific national situations in
the Member States, its purpose is to
draw a profile of the Union, comparing
it, where possible, with its main trading
partners.

Following the decision of 2 May 1998 on
the constitution of the Economic and
Monetary Union, this document shows,
besides of the data for the European Union
with 15 Member States, also figures for the
new economic entity which is the Euro
zone.

In addition to the comments on the main
economic variables, which will be a
permanent feature, the report will contain
also a topical study which will vary
from year to year. This year's subject
concerns the treament of the economy
of the Candidate Countries, which consti-
tutes an interesting subject in the
framework of the enlargment of the
Union.

Compared with the economical analyses
and forecasts made by other services of
the European Commission, this report

provides a descriptive analysis of the
facts only.

The present publication focuses on 1997,
while also giving a broader view for retro-
spective series. In an age where up-to-the-
minute information is crucial to our under-
standing of socio-economic phenomena, it
may seem inappropriate to publish and
comment on relatively old data.

However, these data have certain advan-
tages:

e they have been compiled on the basis
of uniform definitions and methodologies,
i.e. those used in the European System
of Integrated Economic Accounts, sec-
ond edition, 1979,

¢ the data used have been largely obtained
from the National Statistical Institutes,

¢ a knowledge of recent trends helps to teach
much about the present.

One of the major problems arising con-
cerned data availability for all the countries
at the time of drafting the report.
Furthermore, for many variables, certain
countries do not transmit any data, or this
data is available with a delay of one or
more years compared with the reference
year.

Eurostat believes that by presenting and
commenting in one single volume the main
macroeconomic data of the Union and the
Member States, this publication will render
this data more accessible to users and will
significantly contribute to a better under-
standing of the economic phenomena of
our time.

Y. Franchet
Director general
Eurostat
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REVIEW

There follows a review of the main features
of the European Union's economic perfor-
mance in 1997. Because of the time lag in
obtaining statistical data, some of the com-
ments refer to 1996 data (branches, house-
holds) or even 1995 data (direct invest-
ment).

Growth

After the stuttering performance of the pre-
ceding years, the rate of growth in the
European Union (EU-15) again moved
upwards (+2.6%). The euro zone produced
an almost identical performance (+2.5%).
All the Member States showed the same
trend. The growth rate in the United
Kingdom was +3.4%, up by 1.2 percentage
points compared with the previous year.
There were similar improvements in France
(+2.3%), Germany (+2.2%) and ltaly
(+1.5%), where the growth rate in the three
countries was between 0.7 and 0.8 points
higher than in 1996.

Growth was particularly strong in the
United States, where at +3.8% it was a full
point higher than the previous year. Japan
experienced a sharp downturn, however,
falling from +4.1% to +0.8%, while the
newly industrialised countries in Asia were
already showing early signs of the crisis
that was going to hit them in 1998.

GDP

The European Union's overall GDP
amounted in 1997 to ECU 7 131 billion, 4%
ahead of the United States (ECU 6 848 bil-
fion) and practically double the Japanese
figure (ECU 3712 billion). Among the
Fifteen, Germany had the highest figure for
GDP (ECU 1 854 billion), accounting for
more than a quarter of the EU total.

Per capita GDP in purchasing power stan-
dards (PPS) shows considerable differ-
ences between countries, although these
are much less marked than when the data
are expressed in ecus. The 1997 figures
for the Member States ranged from
PPS 13200 for Greece and 13500 for
Portugal to 21800 for Denmark and
31 000 for Luxembourg. The EU average
was PPS 19 000, compared with 27 600
for the United States and 22 500 for
Japan.

The various components of GDP in the
Union followed different patterns of devel-
opment. At +1.9%, private consumption
was slightly down on the previous year.
There was a very marked slowdown in col-
lective consumption, which just managed
to record a positive growth figure (+0.4%).
Gross fixed capital formation picked up,
however, achieving growth of +2.5% in
1997 compared with only +0.8% in 1996.
Exports and imports were up by +9.3% and
+8.3% respectively.

Compensation of employees accounted for
half of the Union's GDP in 1996, and net
operating surplus for just over a quarter.
The remaining quarter was divided almost
equally between consumption of fixed cap-
ital and taxes less subsidies. Net national
disposable income in the Union was 16%
higher than in the United States and almost
double the Japanese figure. The EU saving
ratio was 8.4%, compared with 7% in the
United States and 18% in Japan.

External trade

The European Union's trade surplus with
the rest of the world has been steadily ris-
ing since 1991, and in 1997 it amounted to
ECU 50.5 billion.
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The Union had a trade surplus with the
Mediterranean countries (ECU 23.7 billion)
and the countries in line for EU member-
ship (ECU 283.3 billion). The same applied
to the United States, albeit to a lesser
extent (ECU 4.2 billion). With Japan and
China, on the other hand, there were large
trade deficits: ECU 23.2 billion and 20.9 bil-
lion respectively.

The Member State with the largest extra-
EU surplus was Germany (ECU 40.7 bil-
lion), followed by ltaly (23.1 billion) and
France (15.3 billion). The biggest deficits
were recorded by the Netherlands (ECU
30.7 billion) and the United Kingdom
(15.4 billion).

Intra-EU trade as a proportion of total trade
varied noticeably from one Member State
to another. In the case of exports, the pro-
portion was highest in Portugal, the
Netherlands and the BLEU, and the lowest
in Greece, Finland and lreland. As for
imports, the highest proportion occured in
Portugal, Austria and the BLEU, and the
lowest in the United Kingdom, Germany
and the Netherlands.

The balance of intra-EU trade in goods var-
jied greatly from one Member State to
another. The Netherlands achieved a
record surplus of ECU 44.9 billion, way
ahead of Germany. Deficits were recor-
ded by Greece (ECU 9.9 billion), Austria
(9.4 billion) and the United Kingdom
(8.9 billion).

Direct investments

At the end of 1995 the assets of foreign
direct investments in the Union amounted
to ECU 472 billion, while EU liabilities to
non-member countries came to ECU 367
billion. This resulted in a net DIA surplus of
ECU 105 billion. In terms of both assets
and liabilities, the NAFTA area was by far
the Union's major partner. Manufacturing
(44%) was the main sector for investments
by European firms outside the Community.
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The same sector also accounted for the
largest share (37%) of foreign investments
in the Union.

EU regions

Per capita GDP in 1995 ranged from
PPS 7 400 in the Greek region of Epirus to
33 600 in the German Land of Hamburg. All
the regions where per capita GDP is high
are also relatively small.

Figures for 1997 (April) showed that
Luxembourg was the EU region with the
lowest unemployment rate (2.5%), while
the region with the highest rate was
Andalusia (32.0%).

Branches of production

Gross value added, calculated by adding
together the figures for the various branch-
es of the economy, showed a year-on-year
increase of 2% in volume terms in 1996.
Services (+1.7%) accounted for most of the
increase. They now account for two-thirds
of the gross value added in the Union.

Services also accounted for more than half
(+0.7%) of the total increase (+1.3%) of
gross fixed capital formation in 1996.

Productivity by branch, expressed as gross
value added per employee, amounted to
ECU 38 000 in 1996. Fuel and power prod-
ucts produced the highest figures, well
ahead of services and manufactured prod-
ucts.

Average compensation was highest for fuel
and power products and lowest for agricul-
ture, forestry and fishery products.

As for the cost of labour per unit produced,
it was highest for building and construction,
followed by agricultural, forestry and fishery
products.

Households

The Member State with the highest per
capita final consumption of households in



eurostat

Review

in 1996 was Luxembourg, with a figure of
PPS 13 063. There are considerable differ-
ences among the Member States, with fig-
ures ranging from 27 points below the
EU average for Greece and Finland to
43 points above the average in the case of
Luxembourg.

As for consumer expenditure in 1996,
18.8% went on food, beverages and tobac-
co products, 18.2% on housing, water,
power and fuel products and 15.5% on
transport and communications. There were
often noticeable differences between coun-
tries. Food, beverages and tobacco prod-
ucts accounted for 37.7% of total expendi-
ture in Greece, but only 14.8% in the
Netherlands. Housing, water, power and
fuel products are gradually becoming the
major item of household expenditure in
most of the Member States.

Gross household saving per capita
amounted to ECU 1 808 in 1996. There
was a considerable range in the figures:
from ECU 2 710 in ltaly and 2 438 in
Belgium to only 701 in Denmark.

General government

Public expenditure in 1996 ranged from
37.4 % of GDP in lreland to 63.1 % in
Sweden. There is a general downward
trend in most of the Member States.

Government receipts varied between
35.7% of GDP in the United Kingdom and
60.3% in Sweden. Taxes and social
security contributions accounted for 93% of
these receipts. As a percentage of GDP,
statutory levies in the fifteen Member
States amounted to 42.6% in 1997, thus
repeating the figure of the previous year.
The highest rate was recorded in Sweden
(54.1%) and the lowest in Ireland (34.1%).

In 1997 every Member State except
Greece had a public sector deficit that was

equal to or less than the reference figure
(3% of GDP) required by the Maastricht
Treaty for participation in the single cur-
rency. However, there were only four
countries - Luxembourg, the United
Kingdom, Finland and France - where pub-
lic debt was below the threshold fixed by
the Treaty (60% of GDP). The figure
ranged between 60% and 120% for all the
others, apart from ltaly (121.6 %) and
Belgium (122.2 %). When compared with
1996, however, all the countries with a
figure over 60% managed to lower their
public debt/GDP ratio.

Labour market

Throughout the Union there was a 1% drop
in jobs between 1992 and 1997. The
employment rate in 1997 was 60.1%,
including 50.1% in full-time work. The shift
towards a service-based society continued,
with the percentage of employees in this
sector climbing from 61% in 1992 to 66% in
1997.

The Union's overall unemployment rate
was 10.7% at the end of 1997. Spain was
the worst affected, with a rate of 20.8 %.
Next came Finland (13.1%), France
(12.4%) and ltaly (12.1%). Unemployment
affected women (12.4%) more than men
(9.4%). Nearly half (49%) of the jobless had
been out of work for more than a year.

Prices

Since the start of the 1990s there has been
substantial progress in the fight against ris-
ing consumer prices in the Union. The har-
monised consumer price index (HCPI)
shows that by the end of 1997 the inflation
rate had fallen to 1.6% for the Fifteen and
to 1.5% for the eleven Member States
involved in the first phase of monetary
union.
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Exchange rates

Three currencies appreciated against the
ecu on the money markets during 1997: the
lira (+1.5%), the punt (+6.1%) and the
pound sterling (+17.5%). All the other cur-
rencies depreciated, with the markka
recording the biggest fall at 3.2%. As for the
dollar and the yen, they appreciated
against the ecu by 12% and 0.9% respec-
tively during 1997.

Interest rates

Both short-term and long-term interest
rates continued to fall throughout 1997 and
reached record lows, as well as showing
remarkable convergence. This downward
trend was also apparent in the United
States and Japan, the only blip being a
slight hike in the prime rate by the US mon-
etary authorities at the end of the first quar-
ter of 1997.

Candidate countries

Most the countries in line for membership
of the European Union achieved growth
rates above the EU average (+2.6%) in
1997. The only countries that fell below this
average were Cyprus, the Czech Republic,
Romania and Bulgaria. In the case of the
latter two countries, the rate of growth was
even below the 1996 figure. The eleven
Candidate countries (CC) achieved an
overall growth rate of 3.6%.

12
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The Candidate countries' overall GDP at
current prices and exchange rates amount-
ed to ECU 303 billion, or 4.2% of the EU
figure of 7 131 billion. The figures ranged
from ECU 4.2 billion in Estonia to 119.7 bil-
lion in Poland.

Per capita GDP in the Candidate countries
was PPS 7 500, compared with 19 000 for
the European Union. Slovenia produced
the highest figure (PPS 13 000), thus more
or less matching the figure for Greece and
Portugal. At the other end of the scale,
Bulgaria (PPS 4 400), Latvia (5 100),
Romania and Lithuania (both 5 800) were
well below the EU average.

Throughout the 1990s inflation rates in all
the Candidate countries — apart from
Cyprus, where the rate has long matched
those of the EU Member States — have
often soared way above the levels record-
ed by the various countries in the European
Union. In 1997 the rates for most of the
Candidate countries fell between 6.1%
(Slovakia) and 18.4% (Hungary). The only
countries outside this range were Bulgaria
and Romania.

In 1996 the eleven Candidate countries
had 43.4 million people in employment or
self-employed. This figure represented a
quarter of total employment for the Member
States and the Candidate countries toge-
ther. Poland accounted for almost a third of
all employment in the Candidate countries,
while Romania accounted for a fifth.
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Economic growth in the international framework

I.1. Economic growth in the international

framework

The main economic areas experienced posi-
tive growth in 1997. This did not apply to the

Asian countries however, which edged into
the decline that then led to the 1998 crisis.

Fig. I.1.1. GDP volume growth, 1990 = 100
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Source: Eurostat.

The non-Asian developed economies ge-
nerally enjoyed positive results in 1997.
The OECD countries recorded a growth in
GDP of 3.1%, thus showing further
improvement after the previous year's fig-
ure of 2.7%. The seven main developed
countries (G7) generally performed less
well, producing figures around 2.8%.
However, this was still an improvement on
the previous year's 2.5%.

Apart from the good results achieved by the
European Union (+2.6%), there was a par-
ticularly vigorous performance by the NAFTA
countries (+3.9%), which improved their
rate of growth by more than one percentage
point. There was a downturn in GDP growth
in Oceania, however, where the 1996 figu-
re of 3.6% was followed by 3.2% in 1997. As

—0O—EU-15

1994 1995 1996 1997

-—---US

already indicated, the newly industrialised
Asian countries started their decline in
1997, and the overall growth rate was down
by two percentage points compared with
the previous year. GDP growth, 6.5% in
1996, fell to 4.5% in 1997 (see table 1.1.1.).

Among the developed countries, the
United States in 1997 repeated the strong
performance that had been a feature of the
previous year. In 1996 GDP had recovered
well from the 1995 fall, and the annual
growth rate was 2.8%. In 1997 the figure
was 3.8%, an increase of one point on
the previous year. The main reason for
this growth was the improved performance
of private consumption (+3.3%), which
is the main component of GDP in the
United States. Investment achieved the best
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Tab. 1.1.1. International comparison of GDP
growth rates, 1990 prices, as a %
1990/97| 1994 1995 1996 1997
EU-15 211 29 25 17 26
EUR-11 22! 27 24 16 25
NAFTA 26| 35 1.7 27 39
USA 22| 35 20 28 38
Canada 16 39 22 12 37
Mexico 32| 45 62 52 7.0
OECD 22] 28 20 27 31
Japan 22| 07 14 41 08
G7 2.1 28 20 25 28
Argentina 53| 85 -46 42 84
Chile 77| 57 106 74 71
Brasil 20 60 43 30 37
India 52| 69 74 69 56
China 10.1] 126 9.0 97 88
NIC () 711 86 6.9 65 45
Hong Kong 51 54 39 50 53
Singapore 83l 105 86 69 78
Thailand 751 89 88 55 04
South Korea 74 86 89 7.1 55
Indonesia 76| 75 82 80 46
Israel 53] 68 71 45 19
South Africa 1 27 34 32 17
OCEANIA 28] 56 38 36 32
Australia 29| 55 35 37 338
World 32| 39 36 41 441

(') Newly Industrialized Countries NIC1 (Hong Kong,
Singapore, South Korea and Taiwan) and NiC2 (Malaysia,
Philippines and Thailand).

Sources: Eurostat, Wefa Database, OECD, IMF.

performance among the components of
GDP, increasing by 6.5% compared with
the previous year (see table 1.2.1.7.).

Canada put in a very solid performance in
1997 and achieved a growth rate of 3.7%,
compared with 1.2% the previous year.

Japan was strongly affected by the
adverse economic events in Asia. Tight
fiscal measures were another factor that
caused economic growth to hiccough
in 1997 and result in an annual rate
of only 0.8%. This performance was to
a large extent the result of reductions
in government consumption (-0.2%) and

16

investment (-3.7%) (see table 1.2.1.7.).
Economic growth in Japan has fluctuated
tremendously since the start of the
decade. In 1996 the growth rate was
4.1%, which contrasts sharply with the
downturn that occurred in 1997. A similar
slowdown in growth had previously
occurred in 1994,

The countries of Latin America generally
produced positive figures in 1997 and,
in view of the crisis affecting the Asian
tigers, seem to be emerging as the area
that will achieve greatest economic growth
in the near future. In 1997 GDP increased
by 7.0% in Mexico, 8.4% in Argentina
and 7.1% in Chile. In the case of Mexico
and Argentina, these figures were a
marked improvement in relation to the pre-
vious year and stemmed from a series of
economic reforms. Similar to the current
crisis in Asia, in 1995 Mexico and
Argentina suffered an economic crisis
that followed an economic boom — the
“tequila effect". Although Chile's growth
rate of 7.1% was less than before, it
maintained the strong economic growth
that has been a feature of the economy
since the start of the decade. In Brazil,
economic growth was more modest
(+3.7%).

In 1997 the newly industrialised Asian
countries were already showing signs of the
economic crisis that was to come in 1998.
The countries that were worst hit in 1997
were Thailand, which was the first to see its
currency collapse and which barely man-
aged to achieve a positive rate of growth
(+0.4%), followed by Indonesia (+4.6%),
where the figure was almost half the previous
year's, and South Korea (+5.5%). Singapore
(+7.8%) continued in 1997 to produce a
steadily increasing growth rate and managed
to escape the upheaval that was affecting
other Asian countries. Hong Kong, on the
other hand, was hit hard by the adverse eco-
nomic events, and its growth rate of 5.3%
was up by only 0.3 percentage points in com-
parison with the previous year.
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Fig. .1.2. GDP and growth rates, 1997
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Source: Eurostat, IMF.

In a similar manner, China (+8.8%) saw the
rapid economic growth of the previous
years start to slow down in 1997, when the
rate of growth was almost one percentage
point below the 1996 figure of 9.7%. The
Chinese economy nevertheless maintained
its high rate of growth and achieved the
best performance of all the Asian
economies. India was another country that
saw its rate of growth fall by more than one
percentage point, with the 1996 perform-
ance of 6.9% giving way to 5.6% in 1997.

In order to show how the GDP for individual
countries compares with the figure for the
world as a whole, we have to look at the
figures in PPS. This shows that the
European Union accounts (in 1997) for
19.8% of world GDP, while the figure for the
euro zone in 15.4%. The United States
(20.4%) accounts for a percentage that is
very close to the EU figure, while Japan's

share of world GDP is 7.7%. (Source: IMF
"World Economic Outlook", 1998).

Overall, the leading industrialised countries
(G7) account for almost half of world GDP
(44.3%). The developing countries produce
39.9%. Although the two figures seem
fairly close, it has to be remembered that
the industrialised countries have only
11.7% of the total world population, with
the developing countries accounting for
77 .3%.

A look at the various geographic areas of
the world shows that Africa produces 3.3%
of world GDP, Latin America 4.8%, Oceania
1.6% and Asia 23.1%.

The newly industrialised countries in Asia
produce 3.4% of world GDP, and India
accounts for 4.3%. On its own, China is
responsible for more than 11% of world
output.
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GDP and its components

|.2. Economy of the Union

I.2.1. GDP and its components

Economic growth in the Union

In 1997 the European Union as a whole
increased its GDP by 2.6%, producing a
solid recovery (+1.7%) after the previous
year's downturn and repeating the levels of
growth that had been achieved in the mid-
1990s. In the Euro zone (see table 1.2.1.1.),
the rate of growth was slightly lower
(+2.5%).

Among the Member States, Ireland
(+10.7%) maintained the strong growth of
the last four years and again had the high-
est growth rate of all the EU countries,
ranking among the countries in the world
with fastest growth, followed by China
(+8.8%) and Argentina (+8.4%).

Tab. 1.2.1.1. GDP growth rates, 1990 prices,

asa%

1990/97 1994 1995 1996 1997

EU-15 1.9 2.9 2.5 1.7 2.6
EUR-11 2.0 2.7 2.4 1.6 2.5
B 1.5 2.4 1.8 1.2 29
DK 25 3.5 3.1 3.5 3.5
D 3.1 2.7 1.8 1.4 2.2
EL 2.2 2.0 2.1 2.7 3.5
E 1.8 2.2 2.7 2.3 3.4
F 1.3 2.8 21 1.6 2.3
IRL 71 81 118 83 107
| 1.1 2.2 2.9 0.7 15
L 5.1 4.6 3.7 3.5 4.8
NL 24 3.2 23 3.3 3.4
A 2.0 2.5 21 1.6 25
P 2.1 2.4 3.0 3.2 3.7
FIN 0.9 4.5 5.1 3.6 6.0
S 0.8 3.3 3.9 1.3 1.8
UK 1.7 4.3 2.7 2.2 3.4
us 2.3 3.5 2.0 2.8 3.8
JP 1.7 0.7 1.4 4.1 0.8

Source: Eurostat.

Next in the EU ranking came Finland
(+6.0%) and Luxembourg (+4.8%), both
of which achieved rates of growth that
were well ahead of the EU average. The
other Member States that achieved
above-average growth were Portugal
(+3.7%), Denmark and Greece (+3.5%),
Spain, the Netherlands and the United
Kingdom (all +3.4%) and Belgium
(+2.9%).

The United Kingdom figure of +3.4%
was an excellent result, especially when

Fig. 1.2.1.1. GDP growth rates,
1997
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GDP and its components

compared with the previous year's figure of
+2.2%. Germany (+2.2%) and France
(+2.3%) also achieved encouraging results. In
both cases the figure was the highest for three
years and marked a return to the levels last
achieved in 1994. ltaly (+1.5%) achieved the
lowest growth rate in the European Union for
the second year in a row. Although it did not
manage to recover fully to the level of previous
years, the 1997 growth rate of 1.5% was still
about twice as high as the 1996 figure
(+0.7%).

GDP in absolute value

In 1997 the GDP of the European Union
totalled ECU 7 131 Bn. For the countries that
have adopted the Euro, GDP amounted to
ECU 5 549 Bn, or about 78% of the EU
figure.

The GDP figures for the United States and
Japan were ECU 6 848 Bn and 3 712 Bn
respectively. Comparing the figures shows
that the US total was 4% less than the
EU figure, i.e. it stood at 96% of the EU figure,
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while Japan's GDP was just over half (52%)
of that of the European Union. If the Euro zone
is compared with the two other major partners,
the figures show that in 1997 the eleven coun-
tries comprising the zone achieved a GDP fig-
ure that was 19% less than the United States
and 33% more than Japan (see table 1.2.1.2.).

Among the Member States, Germany record-
ed the highest GDP, with a figure of ECU
1854 Bn in 1997. Next came France
(1224 Bn), the United Kingdom (1 133 Bn)
and ltaly (1011 Bn). Together, these four
countries accounted for more than 73% of
total Community GDP, with Germany
accounting for 26%, France 17%, the United
Kingdom 16% and ltaly 14%. If the Euro zone
is considered, these percentages increase,
with Germany accounting for a third of the
zone's total GDP, France 22% and ltaly 18%.

The analysis in real terms, which is made
possible using the purchasing power
parities as conversion rate for the
amounts expressed in national currencies
gives a different picture of GDP levels (the

Tab. I.2.1.2. GDP at current prices and exchange rates, in Bn ECU

1990 1993 1994 1995 1996 1997
EU-15 5193 5909 6 202 6 448 6773 7131
EUR-11 4 080 4 752 4972 5206 5433 5 549
B 154 183 196 209 211 214
DK 100 113 120 129 135 140
D 1182 1634 1729 1 846 1855 1854
EL 65 79 83 89 98 107
E 389 412 411 431 461 472
F 941 1063 1119 1169 1206 1224
IRL 36 42 46 50 57 68
| 861 842 856 832 956 1011
L 8 11 12 13 13 14
NL 222 266 281 302 310 316
A 126 156 165 177 180 182
P 54 71 74 81 86 89
FIN 106 72 83 96 99 105
S 182 159 168 178 199 202
UK 766 806 859 846 908 1133
us 4 362 5412 5 646 5374 5777 6 848
JP 2 341 3 653 3949 3918 3 623 3712

Source: Eurostat.
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explanations about the calculation method
and the conversion rates of the parities are
given in section 1.7.3. of this publication).

With reference to the results given in table
[.2.1.3., the GDP for EUR-11 in PPS amounts
to 5600 Bn compared to 7 382 Bn for the
United States and 2 835 Bn for Japan. If the
GDP of the United States is expressed in
ECU, it exceeds that of the EUR-11 by 23%,
expressed in PPS it is 33% higher. The GDP
of Japan in ECU is 33% lower as that of the
EUR-11, in real terms it is almost the half of
the EUR-11-value.

Within the European Union, just as within
the EUR-11 (see table 1.2.1.3.), the distribution
changes considerably if the results are
expressed in PPS in comparison with the
figures in ECU. In particular, it has to be
mentioned that the GDP of Greece, Portugal
and Spain is much higher measured in PPS

whilst the GDP of Denmark in PPS
(115 Bn) is much lower than that one given
in ECU (140 Bn).

GDP per capita

GDP per head is one of the indicators most
frequently used for the purpose of interna-
tional comparisons.

The country with the highest GDP per
capita in PPS in 1997 was Luxembourg
(PPS 31 600), followed by Denmark
(PPS 21 800). At the bottom of the list
came Greece (PPS 13 200) and Portugal
(PPS 13 500).

As well as for the total GDP, the same holds
true for the per capita GDP. In certain cases
the amounts change considerably given
once on an ECU basis or expressed
in PPS. Here are some examples: Denmark's

Tab. 1.2.1.3. GDP at current prices and purchasing power parities, in Bn PPS

1990 1993 1994 1995 1996 1997
EU-15 5193 5909 6 202 6 448 6773 7 131
EUR-11 3981 4 627 4 890 5103 5331 5 600
B 154 184 194 199 207 218
DK 77 90 97 102 108 115
D 1078 1394 1496 1558 1640 1712
EL 87 106 114 120 129 138
E 428 487 500 522 553 586
F 914 995 1034 1071 1105 1 161
IRL 37 47 53 59 62 70
| 858 937 994 1037 1079 1127
L 8 10 11 12 12 13
NL 221 251 266 285 293 310
A 120 142 150 154 164 173
P 88 107 115 121 126 133
FIN 75 73 77 85 89 96
S 136 137 144 155 160 165
UK 833 914 960 973 1045 1116
us 5143 5870 6 224 6 485 6 926 7 382
JP 2038 2 405 2 459 2 536 2 731 2 835

Source: Eurostat.
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PPS value is by 4 800 units much lower
than the result in ECU while for Greece and
Portugal the results in PPS lie much higher,
with +3 000 and +4 500 respectively (see
table 1.2.1.4.).

The comparison between single countries
is easier by using as index the per capita
GDP expressed in PPS. This index is
defined as the ratio between the per capita
GDP of each single country to the average
per capita GDP of the Union.

Tab. .2.1.4. GDP per head

1990 1997

ECU PPS ECU PPS
EU-15 14900 14900/ 19000 19000
EUR-11 15300 14900/ 19000 19200
B 15500 15500/ 21000 21500
DK 19400 15000/ 26600 21800
D 18700 17100 22600 20900
EL 06500 08600 10200 13200
E 10100 11100/ 11900 14800
F 16600 16200/ 20900 19900
IRL 10300 10600, 18600 19200
I 15000 14900, 17300 19300
L 21400 21200 33100 31600
NL 14900 14800 20300 19900
A 16300 15500 22600 21400
P 05500 09000{ 08000 13500
FIN 21300 15100] 20500 18800
S 21300 15900 22800 18700
UK 13400 14500/ 19300 19000
us 17500 20600f 25600 27600
JP 19000 16600/ 29500 22500
Source: Eurostat.
These indicators (see table 1.2.1.5)
remained relatively stable over time

for most of the countries. with the
exception of Greece (+12 points), Portugal
(+11 points) and especially Ireland
(+30 points), latter now reaching the
average of the Union. It should be noted
that among the countries lying above the
average, this indicator rose for Luxemburg
from 143 in 1990 to 166 in 1997.
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Fig. 1.2.1.2. GDP per head, 1997,
in 1 000 PPS
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Source: Eurostat.

The index for per capita GDP in PPS
reaches 145 for the United States in com-
parison to the Union's average while Japan
shows the value 118 after a clear rise since
1990 and a slight weakening in 1997.

The indices for the per capita GDP are
given in figure 1.2.1.3. for the values in ECU
as well as in PPS showing for 1997 the
situation of each country in comparison
to the Union's average.

This figure clearly showes that the differ-
ences between the per capita GDP in cer-
tain cases are considerably reduced by
the results in PPS. The difference between
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Portugal and Luxemburg for example,
measured in ECU was from 1 to 3.7 whilst
in PPS it was brought down to 1 t0 2.3. It is

Tab.1.2.1.5. GDP per head, in PPS,
EU-15=100

1990 1995 1996 1997
EUR-11 100 102 101 101
B 104 114 113 113
DK 101 113 114 115
D 115 110 111 110
EL 57 67 68 69
E 74 77 77 78
F 108 107 105 104
IRL 71 95 96 101
| 100 103 102 101
L 143 168 163 166
NL 99 107 104 105
A 104 111 113 112
P 60 70 70 71
FIN 101 96 96 99
S 107 101 100 98
UK 97 96 98 100
us 138 143 144 145
JP 111 117 120 118

Source: Eurostat.

also interesting to mention that, with the
exception of Belgium, for all countries ha-
ving a per capita GDP in ECU above the
average of the EU-15, the resuit is lower
when shifting to PPS. On the contrary, the
GDP, when considering the amount in PPS,
is higher for all the countries lying beneath
the EU-15-average in ECU terms.

These considerations underline especially
the importance of computing the GDP
in real terms for the needs of economic
analysis.

Main components of GDP

Taking a closer look at GDP means break-
ing it down into its main components: pri-
vate consumption, collective consumption
and gross fixed capital formation. In addi-
tion, the trade balance also has to be
considered in looking at the components
of GDP.

Private consumption in the European Union
in 1997 came to ECU 4 419 Bn, collective
consumption accounted for ECU 1199 Bn
and gross fixed capital formation totalled
ECU 1 294 Bn (see table 1.2.1.6.).

Fig. 1.2.1.3. GDP per head, 1997, EU-15 = 100
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In the case of private consumption, the
Euro zone figure of ECU 3437 Bn was
78% of the EU total. The figure for the
United States (ECU 4 648 Bn) was 5%
more than the EU total. As for Japan,
private consumption totalling ECU 2246 Bn
was just over half the EU figure. Among
the Member States, Germany had the
highest private consumption (ECU
1 202 Bn), accounting for about 27% of the
EU total.

Collective consumption in the Euro zone
came to ECU 860Bn, 72% of the EU
figure, while the US figure of ECU
942 Bn was 21% less than the EU total.
Collective consumption in Japan amounted
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to ECU 349 Bn, or about a third of the fig-
ure for the European Union. Among the
Member States, France (ECU 237 Bn)
and the United Kingdom (ECU 234 Bn)
topped the list for government consump-
tion, with each accounting for about 20% of
the EU total.

Gross fixed capital formation in the Euro
zone in 1997 was ECU 1 050 Bn, or 81% of
the EU total. The US figure of ECU
1 103 Bn was about 15% below the EU fig-
ure, while Japan's figure of ECU 1 035 Bn
was 80% of the EU total. Among the
Member States, Germany again topped the
list, its figure of ECU 372 Bn accounting for
about a third of the EU total.

Tab. 1.2.1.6. Main GDP components, in Bn ECU
Private Collective Gross fixed
consumption consumption capital formation

_ 1990 1996 1997 1990 1996 1997 1990 1996 1997
EU-15 3140 4214 4419 884 1146 1199 1100 1250 1294
EUR-11 2465 3388 3437 639 852 860 878 1038 1050
B a8 133 134 22 31 31 31 37 38
DK 51 71 74 26 35 36 18 23 24
D 716 1210 1202 144 229 223 247 382 372
EL 48 72 77 10 14 15 15 19 22
E 244 288 295 60 75 75 95 93 96
F 561 737 739 169 235 237 201 211 210
IRL 21 29 34 5 8 9 7 10 12
I 528 585 622 151 156 165 175 163 170
L 5 7 7 1 2 2 2 3 3
NL 131 186 190 32 44 45 47 61 65
A 70 102 101 23 36 35 29 43 44
P 34 55 57 8 16 17 15 21 23
FIN 56 54 56 22 22 22 29 16 18
S 92 104 105 51 54 54 39 29 25
UK 484 578 725 158 191 234 151 141 173
us 2922 3 940 4 648 766 931 942 732 1036 1103
JP 1357 2162 2 246 211 350 349 743 1074 1035

Source: Eurostat.
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Growth of GDP components

A look at the breakdown of GDP reveals
that in 1997 gross fixed capital formation
was the component with the fastest growth
in the European Union (+2.5%). Private
consumption was up by 1.9%, but this was
lower than the previous year. Government
consumption showed virtually no change,
with only a minimal increase (+0.4%). The
figures for the Euro zone were similar, with
GFCF up by 2.0%, private consumption by
1.4% and government consumption by
0.5% (see table 1.2.1.7.).

As already indicated in the previous sec-
tion, there was a surge in the growth rate

of GFCF in the United States (+6.5%),
accompanied by excellent figures for both
private consumption (+3.3%) and govern-
ment consumption (+1.2%). In the case of
Japan, however, only private consumption
(+1.1%) was up — although the rate was
lower than the average for the period —
while GFCF in particular (-3.7%) and gov-
ernment consumption (-0.2%) both con-
tracted.

The Member States that showed the high-
est rates of growth for private consumption
in 1997 were lIreland (+6.3%), the United
Kingdom (+4.6%) and Denmark (+3.6%).
Rates faltered in France (+0.9%), Austria
(+0.3%) and Germany (+0.1%).

Tab. 1.2.1.7. Growth of main GDP components, 1990 prices, as a %
Private Coliective Gross fixed
consumption consumption capital formation

90/97 1996 1997| 90/97 1996 1997 90/97 1996 1997
EU-15 2.0 2.1 1.9 1.5 1.5 0.4 0.7 0.8 2.5
EUR-11 2.1 1.9 1.4 1.7 1.6 0.5 0.9 0.4 2.0
B 1.4 1.3 2.1 1.2 1.8 0.9 0.3 0.6 55
DK 3.1 2.7 3.6 1.9 2.4 2.2 34 6.1 8.1
D 3.9 1.6 0.1 3.0 2.1 -0.1 3.2 -1.2 0.2
EL 1.9 2.9 2.5 0.7 0.6 -0.1 3.3 4.1 10.6
E 1.5 1.9 3.1 2.0 0.1 0.7 0.2 0.9 4.7
F 1.3 2.0 0.9 2.1 2.6 1.2 -0.9 -0.5 0.4
IRL 4.5 6.1 6.3 2.8 1.5 4.8 4.8 13.6 10.9
| 0.9 1.2 2.4 0.1 0.2 -0.7 -0.9 0.4 0.6
L 2.2 1.9 2.2 2.7 3.4 3.0 2.9 -1.1 12.3
NL 2.4 3.0 3.1 1.3 1.2 2.2 2.5 6.1 6.2
A 2.3 4.8 0.3 2.3 2.8 0.9 2.8 0.5 3.6
P 2.7 2.5 2.9 3.0 1.8 2.4 3.8 57 1.3
FIN 0.2 3.5 3.3 01 3.4 0.7 -4.5 7.8 12.2
S 0.3 1.3 2.0 -0.1 -0.2 -2.1 -3.8 3.7 -4.8
UK 1.8 3.6 4.6 1.0 1.2 0.2 0.2 1.5 5.2
us 24 26 3.3 0.3 0.0 1.2 4.0 7.4 6.5
JP 2.0 2.9 1.1 1.9 1.5 -0.2 0.9 101 -3.7

Source: Eurostat.
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Collective consumption contracted in four
Member States in 1997: Sweden (-2.1%),
Italy (-0.7%), Germany and Greece (both
-0.1%). The rate was higher in lIreland
(+4.8%), in Luxembourg (+3.0%), Denmark
and the Netherlands (+2.2%).

There was a wide range of fluctuation in
gross fixed capital formation, with two-digit
growth in Luxembourg (+12.3%), Finland
(+12.2%), Portugal (+11.3%), Ireland
(+10.9%) and Greece (+10.6%). The only
country where GFCF contracted was
Sweden (-4.8%).

GDP structure

In order to show the changing pattern of
GDP, it is broken down into its main
components (see table 1.2.1.8. and figure
[.2.1.4.).

In 1997 private consumption in the
European Union accounted for 62% of
GDP, collective consumption 16.8% and
gross fixed capital formation 18.2%. The
breakdown was very similar in the Euro
zone, where the figure for private con-
sumption was exactly the same (62%), very
close in the case of GFCF (18.9%) and just
over a percentage point lower for govern-
ment consumption (15.5%).

A feature of the US performance in 1997
was that private consumption accounted
for a larger percentage, almost 68% of
GDP, while the other components were
lower than the EU figures, with 13.8% for
governent consumption and 16.1% for
GFCF. In the case of Japan, however, the
figure for GFCF was much higher than in
the European Union, accounting for nearly
28% of GDP in 1997. Private consumption
came to 60.5%, and government consump-
tion was only 9.4%.

As for the pattern of GDP throughout
the 1990s, the trend was similar in the
European Union, the Euro zone and
the United States, with private consum-
ption increasing its percentage share while
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government consumption and GFCF went
down. The difference between the three
areas lies in the scale of the change. In the
European Union and the Euro zone the
contraction in the share of government con-
sumption was slight (-0.2 and -0.1 percent-
age points respectively), whereas GFCF
fell more noticeably (-3.0 and
-2.6 points). In the United States govern-
ment consumption as a percentage of GDP
fell by as much as 3.8 points, dropping
below the EU figure, while GFCF was down
by only 0.7 points.

There were even greater fluctuations in
Japan, where GFCF fell by 3.8 points and
private consumption went up by 2.5 points.
Government consumption also rose
(+0.4%).

The Member State where private con-
sumption accounted for the largest
share of GDP in 1997 was Greece (72.4%),
while the lowest percentages were record-
ed in Sweden (52.2%) and Ireland (52.1%).
The biggest changes were in lIreland
and Luxembourg, where the percentage
fell by 6 and 9 points respectively. The
other countries where private consumption
fell as a share of GDP were Belgium
(-1.0 points), Greece (-0.8 points), Spain
(-0.4 points) and Austria (-0.1 points).
The only increase of note was in Germany,
where the figure went up by 4.3 points.

Sweden and Denmark had the highest
figures for collective consumption as a
share of GDP, recording 26.9% and
25.7% respectively in 1997. The Member
State with the smallest share was
Germany, where government consum-
ption accounted for only 12.0% of GDP.
There has been little change in this
component's share of GDP in the last
seven years, although the general trend
has been downward. The biggest changes
have been upwards in Portugal (+3.0
points) and France (+1.4 points), and
downwards in ltaly and Sweden (both
-1.2 points).
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Tab. 1.2.1.8. Main aggregates, as a % of GDP
Private Collective Gross fixed
consumption consumption capital formation

1990 1997 change 1990 1997 change 1990 1997 change
EU-15 60.5 62.0 1.5 17.0 16.8 -0.2 21.2 18.2 -3.0
EUR-11 60.4 62.0 1.6 15.7 15.5 -0.1 21.5 18.9 -2.6
B 63.5 62.5 -1.0 14.0 14.5 0.4 20.3 17.6 2.7
DK 51.1 53.0 1.9 258 25.7 -0.1 17.7 17.5 -0.2
D 60.6 64.9 4.3 12.1 12.0 -0.1 20.9 20.1 -0.9
EL 73.3 72.4 -0.8 15.3 14.2 -1.0 23.0 20.5 2.5
E 62.8 62.4 -0.4 154 15.9 0.4 24.4 20.3 4.1
F 59.6 60.3 0.7 18.0 19.4 1.4 214 17.1 -4.2
IRL 58.1 52.1 -6.0 14.8 14.1 -0.7 18.8 18.7 -0.1
I 61.3 61.5 0.2 17.6 16.3 -1.2 20.3 16.8 -3.5
L 62.1 53.1 -9.0 13.4 13.3 -0.1 241 22.4 -1.6
NL 59.0 60.1 1.1 14.6 14.1 -0.5 21.0 20.5 -0.6
A 55.9 55.7 -0.1 18.6 19.4 0.7 23.3 242 0.9
P 63.1 64.0 0.9 15.5 18.6 3.0 27.6 25.6 2.0
FIN 52.3 53.0 0.6 211 20.7 -0.4 27.0 169 -10.1
S 50.7 52.2 1.6 28.1 26.9 -1.2 214 12.6 -8.8
UK 63.2 64.0 0.8 20.6 20.6 0.0 19.7 15.2 -4.4
us 67.0 67.9 0.9 17.6 13.8 -3.8 16.8 16.1 -0.7
JP 58.0 60.5 2.5 9.0 9.4 0.4 31.7 27.9 -3.8

Note: Change is the difference in percentage points between 1997 and 1990 shares.

Source: Eurostat.

As for gross fixed capital formation, the
figures range from 25.6% in Portugal to
12.6% in Sweden. Since the start of
the decade most of the Member States
have seen GFCF decrease as a share
of GDP, with the figure in Finland going
down by 10.1 points and in Sweden by
8.8 points. The only increase was recorded
in Austria (+0.9 points).

Contribution of the components
to growth of GDP

The contribution of each component to
GDP growth was calculated in order to get a

general picture of how GDP grew in overall
terms in 1997 (see table 1.2.1.9.).

The European Union's 2.6% rise in GDP
was mainly as a result of increased private
consumption. In the euro zone, on the other
hand, the trade balance was the main fac-
tor in the growth of GDP.

In the United States the effect of private
consumption was even greater, prompting
a sharp rise in GDP. In Japan the impetus
for growth stemming from the trade bal-
ance was offset by the negative effect of
gross fixed capital formation, and the rise in
GDP was primarily the result of a modest
increase in private consumption.
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GDP grew in most of the Member
States because of an increase in pri-
vate consumption. This was true in Belgium,

Fig. 1.2.1.4. GDP main
components, 1997, as a %
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Denmark, Spain, ireland, Italy, the
Netherlands and the United Kingdom.
Gross fixed capital formation was the spur
to GDP growth in Greece, Luxembourg and
Portugal, while in the other Member States
the trade balance was the primary factor in
growth.

Tab.1.2.1.9. Contribution of main components

to GDP growth, 1997, as a %

Private Collec. GFCF Trade GDP

cons. cons. bal.[ growth

EU-15 1.2 0.1 0.5 0.9 2.6
EUR-11 0.8 0.1 0.4 1.2 2.5
B 1.3 0.1 1.0 0.6 29
DK 1.8 0.5 16 -05 35
D 0.1 0.0 0.0 2.1 2.2
EL 1.7 0.0 24 06 3.5
E 1.8 0.1 1.0 0.5 3.5
F 0.5 0.2 0.1 1.5 2.3
IRL 29 0.5 1.6 57 10.7
| 1.4 -0.1 0.1 0.1 1.5
L 1.1 0.3 2.3 11 4.8
NL 1.8 0.3 1.2 0.1 3.4
A 0.1 0.2 09 1.3 25
P 1.9 0.4 3.1 -1.7 3.7
FIN 1.6 0.1 2.0 2.3 6.0
S 1.0 05 -08 2.1 1.8
UK 2.8 0.0 09 -03 3.4
us 21 0.2 1.2 0.3 3.8
JP 0.6 00 -1.2 1.3 0.8

Source: Eurostat.
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Short term analysis of gross domestic product

1.2.2. Short term analysis of
gross domestic product

Short-term movements in the European
Union, the Economic and Monetary
Union, the United States and Japan

The upturn in the European economy that
began in 1993 continued in 1997, with
growth picking up again after the gradual
slowdown that had characterised 1996.
The noticeable slackening of activity in the
second quarter of 1996, which had even
led to stagnation or decline in some
Member States, was followed by a more
pronounced third-quarter recovery. This
subsequently showed signs of weakening
up to the first quarter of 1997, but gathered
pace again in the second quarter.

In 1997, the economy of the European
Union as a whole posted GDP growth,
measured in constant prices, of +2.6%
compared with 1996. The peak of the
cycle was reached in the second quarter,
with growth up 1.4% on the first three
months of the year (see table 1.2.2.2. and
figure 1.2.2.1.).

Domestic demand was the main driving
force behind the cyclical fluctuations in
the economy. Private consumption grew
apace in the second quarter (+1.0% on a
quarterly basis), slowed down in the
third quarter (+0.2%) and rallied again in
the fourth (+0.9%). After stagnating in the
first quarter, investment recovered thanks
to capital expenditure on construction
(whose only period of growth over the year
was the second quarter) and machinery
and equipment. The decline in collective
consumption continued, except in the third
quarter.

The external balance remained in sur-
plus by virtue of a dynamic performance
on the export front, particularly in the
second quarter (+5.2%). Exports tended
to slow down in the last two quarters, how-
ever.

The cyclical pattern in the Economic and
Monetary Union (EUR-11) mirrored that
of the European Union as a whole
(EU-15), albeit with, in general, more pro-
nounced variations (see table 1.2.2.1. and
figure 1.2.2.2.).

Fig. 1.2.2.1. GDP growth rates compared with the same quarter
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Tab.[.2.2.1. Quarterly and yearly variations of GDP aggregates for the European Union,
the Economic and Monetary Union, the United States and Japan,as a %
Quarterly variation compared Quarterly variation
with the same quarter of the compared with
previous year the previous quarter
1997 1998 1997 1998
o1 Q2 Q3 Q4 o o Q2 Q3 Q4 Qt
GDP
EU-15 1.6 2.9 2.8 3.1 3.4 0.3 1.4 0.7 0.7 0.6
EUR-11 1.3 2.9 2.7 3.0 3.5 0.2 1.5 0.7 0.6 0.7
us 4.0 34 3.9 3.7 3.9 1.2 0.8 0.8 0.9 1.3
JP 2.8 -0.2 1.0 -0.4 -3.7 2.0 -2.8 0.8 -0.4 -1.3
Private Consumption
EU-15 1.2 24 1.8 24 2.8 0.3 1.0 0.2 0.9 0.7
EUR-11 0.7 1.8 1.1 1.8 24 0.2 0.7 0.2 0.7 0.7
us 3.2 2.5 3.8 3.6 3.8 1.3 0.2 1.4 0.6 1.5
JP 45 -0.4 1.1 -0.9 -4.5 4.0 -5.3 1.7 -1.0 0.1
Collective Consumption
EU-15 0.9 0.3 0.5 -0.1 0.1 0.0 -0.1 04 -0.4 0.2
EUR-11 1.2 0.6 04 -0.2 -0.1 0.3 0.1 0.0 -0.6 0.4
us 1.6 0.7 1.1 1.5 0.6 0.2 0.7 0.3 0.3 -0.8
JP 0.0 -0.7 -0.2 0.2 0.6 -0.9 -0.9 0.7 1.4 -0.6
GFCF
EU-15 2.1 2.7 24 3.1 5.7 0.0 1.7 0.4 0.9 2.5
EUR-11 1.8 2.2 1.9 2.5 4.8 -0.2 1.3 0.4 0.9 2.1
us 6.5 5.9 7.0 6.5 9.5 0.5 2.7 2.9 0.2 3.4
JP -0.2 -5.3 -3.8 -5.4 -7.5 -1.1 2.6 -0.7 -1.1 -3.3
Exports (including intra EU-15 et intra EUR-11)
EU-15 4.8 10.3 11.4 10.5 10.4 0.2 5.2 3.4 1.3 0.2
EUR-11 4.2 10.6 11.7 11.2 12.1 -0.1 5.6 3.8 1.6 0.6
us 114 136 143 102 7.3 24 4.3 1.1 2.0 -0.3
JP 93 152 107 8.5 3.0 1.4 5.8 -1.5 2.7 -3.8
Imports (including intra EU-15 et intra EUR-11)
EU-15 3.3 9.8 10.3 10.0 12.1 0.1 5.1 24 2.0 2.1
EUR-11 2.6 9.6 10.3 10.0 13.1 -04 5.2 2.8 2.1 2.5
us 12.9 14.5 14.8 14.4 14.2 4.2 4.8 3.5 1.3 4.0
JP 4.8 0.3 -1.0 4.5 -6.2 0.5 2.3 -1.1 -1.7 -1.4

Source: Eurostat.
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After slowing down in the first quarter
(+0.2% compared with the previous quar-
ter), growth picked up sharply in the second
(+1.5%). It weakened again in the second
half of the year, however, in line with the
cyclical change in private consumption and
investment, despite the latter's revival after
a first-quarter fall. Collective consumption
gradually slowed down, stagnating in the
third quarter and declining in the fourth
(-0.6% compared with the previous quarter).

After falling in the first quarter, exports and
imports staged a vigorous recovery in the
second (+5.6% and +5.2%. respectively),
and then slowed down over the rest of the
year.

In the United States, economic growth went
on gathering pace (GDP up 3.8% on the
previous year), continuing the 1996 trend
reversal that followed the slowdown in

1995. The key underlying factor was
domestic demand, particularly on the pri-
vate consumption and investment side
(respectively +3.3% and +6.5% on an
annual basis) (see table 1.2.2.1. and
figure [.2.2.2.).

Virtual stagnation in the second quarter of
1995 was followed by a gradual pick-up in
economic activity. However, this recovery
phase was interspersed with several slow-
downs (especially during the third quarter
of 1996: +0.3%). Private consumption dis-
played an uneven, but invariably upward
trend. Consumption at the beginning of the
year was 1.3% up on the previous quarter,
but slowed down in the second to +0.2%,
the lowest rate for the year. The pace
picked up again in the third quarter
(+1.4%), only to fall back during the last
three months of the year (+0.6%).

Fig. .2.2.2. GDP growth rates compared with the previous quarter, as a %,
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A gradual decline in investment growth
since the second quarter of 1996 gave
way to a cyclical upturn in the second
and third quarters of 1997 (+2.7%
and +2.9% respectively), followed by
a marked fourth-quarter slowdown
(+0.2%). This reflected dynamic invest-
ment in machinery and equipment in the
second and third quarters and higher
capital spending on construction during
the third quarter.

On the international trade front, the US
trade deficit continued to increase, espe-
cially during the last two quarters of the
year. The reason lay in a sharp rise in
imports in the first three quarters (+4.2%,
+4.8% and +3.5% respectively) and a
slowdown in export growth after a sound
second-quarter performance.

Fig. 1.2.2.3. Private consump-
tion growth rates compared
with the previous quarter,

as a %, 1997Q1-1998Q1
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Source: Eurostat.
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Japan once again had to contend with a
pronounced slowdown in economic growth
(GDP +0.8%) in 1997 after a sharp rise in
1996. Investment fell substantially through-
out the vyear, particularly in terms of
machinery and equipment, with the second
quarter bringing a distinctly negative out-
turn (-10.8%). On an annual basis, the
decline in investment stood at -3.7%. This
fall was accompanied by mixed changes in
private consumption (including a major
second-quarter decrease of 5.3% com-
pared with the previous quarter) and a
decline in collective consumption over the
first quarter.

The upward trend in the trade sur-
plus recorded as from the third quarter
of 1996 continued in 1997, peaking in
the fourth quarter (+2.3% of GDP).

Fig. .2.2.4. Collective con-
sumption growth rates com-
pared with the previous quar-
ter, as a %, 1997Q1-1998Q1
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This is explained by rising exports in the
second (+5.8%) and fourth (+2.7%) quar-
ters and falling imports over the last three
quarters of 1997 (the first decline since the
beginning of 1993).

The economic situation in the Member
States in 1997

After the slowdown in economic growth
registered by most Member States in 1996,
the year under review brought a turn-
around, with the growth rate rising in real
terms. The prime mover was internal
demand, which increased overall in spite of
varying tendencies over the course of the
year (see table 1.2.2.2.).

Fig. 1.2.2.5. Gross Fixed Capital
Formation growth rates com-
pared with the previous quar-
ter, as a %, 1997Q1-1998T1
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Source: Eurostat.

The German economy stagnated in the
first quarter but then recorded second-
guarter growth of +1.6%, which eased to
+0.4% and +0.6% in the third and fourth
quarters respectively. This improvement
stemmed from a revival in almost all com-
ponents of domestic demand (the excep-
tion being collective consumption, which
gradually declined over the last three
quarters). Growth in private consumption
— albeit weak and erratic — and, above
all, a vigorous rise in exports in the second
quarter (+5.9%) generated a dynamic
impetus which brought an annualised
2.2% increase in GDP compared with
1996.

Investment in construction was in decline
over the entire year. Expenditure on
machinery and equipment, on the other
hand, revived in the second quarter and
showed an increase in the fourth, bolster-
ing a general recovery in gross fixed capital
formation that was steadiest in the fourth
quarter (+1.0%).

In France, the increased rate of growth
registered in the second quarter (+1.1%)
gradually diminished over the course of the
year, mainly as a result of lower investment
and a slowdown in export growth in the last
two quarters.

After dipping in the final quarter of 1996
(-0.7%), French private consumption
gradually picked up in 1997, the only
slowdown being in the fourth quarter
(+0.9%).

Imports fell in the first quarter (-0.1%), but
staged a strong recovery in the second
(+4.3%). The revival continued, in the third
and fourth quarters.
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Tab. 1.2.2.2. Quarterly and yearly variations of GDP for the European Union,

the Economic and Monetary Union, the Member States,

the United States and Japan, as a %

Yearly growth Quarterly growth rates compared
rates with the previous quarter
1996 1997 1998

1995 1996 1997 Q1 Q2 Q3 Q| Qi Q2 Q3 Q| Q
EU-15 25 17 26| 08 0.1 08 04 03 14 07 07| 06
EUR-11 24 16 25 09 -01 08 03 02 15 07 06] 07
B 18 12 29| 02 06 12 05} 05 08 1.7 -0.1 1.2
DK 3.1 35 35 17 10 12 -07, 12 18 05 13| -03
D 18 14 22/ 05 02 09 03] 00 16 04 06| 1.2
EL 2.1 27 35 : : : : : : : : :
E 27 23 34 05 06 08 08 09 09 1.0 09| 09
F 2.1 16 23| 1.4 -0 08 03] 03 1.1 09 08 06
IRL 11.8 83 10.7 : : : : : : : : :
I 29 07 15 07 10 04 -03] 01 19 05 02| -0.1
L 37 35 438 : : : : : : : : :
NL 23 33 34 1.1 05 09 06/ 09 10 08 11 1.1
A 2.1 1.6 25 : : : : : : : : :
P 30 32 37, 14 04 -04 134 13 10 05 19 :
FIN 5.1 36 6.0 17 0.1 25 14} 02 29 17 12| 07
S 39 13 18/ 03 04 08 05/ 00 04 09 21} -09
UK 27 22 34 05 04 07 12/ 07 1.0 08 06/ 08
us 20 28 38/ 04 15 03 1.1 12 08 08 09 1.3
JP 1.4 41 08 27 01 -04 1.1 20 -28 08 -04] -13

Source: Eurostat.

Following a year of declining growth in
1996, the Italian economy posted a rise in
GDP of 1.5% on an annual basis thanks to
an appreciable recovery in the second
quarter (+1.9% compared with the previous
quarter). Domestic demand reflected cycli-
cal movements in private consumption and
investment. The former went through a
phase of expansion which started in the
third quarter of 1996 and reached its peak
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in the first quarter of 1997 (+0.8%). This
was followed by a slowdown leading to a
fall in the fourth quarter of 1997 (-0.1%).
After the declines that characterised 1996
and the first quarter of 1997, investment
staged a sharper upturn in the second
(+1.2%) and fourth (+1.4%) quarters
thanks respectively to an increase on the
construction side and a steady level of
investment in machinery and equipment.
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The country's trade surplus, which had
risen continuously since 1993, grew at a
slower but still healthy rate in 1997 (+4.3%
of GDP). After a fall of 4.2% in the first
quarter, exports rose sharply in the second
and third quarters (+8.8% and +6.2%
respectively) before once again declining in
the fourth (-1.2%). Imports well-nigh
matched this trend, but showed a very pro-
nounced rise in the second quarter
(+12.8% on a quarterly basis).

Continuing to enjoy a phase of growth that
had started in 1993, the United Kingdom
achieved a higher growth rate (GDP
+3.4%) than in 1996. The UK's economic

situation reflected that of the other Member
States, with higher growth in the second
quarter (+1.0%) giving way to a gradual
slowdown in the second half of the year.
Private consumption, which had been per-
forming well since the fourth quarter of
1995, maintained its relatively high rate of
growth over the whole year, particularly in
the second and fourth quarters (+1.8% and
+1.4% respectively). Collective consump-
tion, by contrast, was in decline in every
quarter except the third. The investment
growth rate increased in the first and sec-
ond quarters (+1.8% and +2.7% respective-
ly) thanks to a sharp rise in machinery and
equipment and a revival in construction.

Fig. 1.2.2.6. Exports and imports growth rates compared to the previous
quarter, external balance, as a % of GDP, 1997Q1-1998Q1
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The trade deficit rose as a result of import
growth (+9.2% on an annual basis) out-
stripping that of exports (+8.0%), especial-
ly in the second quarter (+4.8%). Exports
fell slightly in the fourth quarter (-0.1%).

After slowing down in 1996, the Spanish
economy recorded a steady increase in
growth (GDP +3.4% on annual basis) dur-
ing the four quarters of the year under
review. Domestic demand maintained a
high growth rate throughout the vyear,
underpinned by private consumption —
especially in the second quarter (+1.1%) —
and increased investment in construction
and machinery and equipment in the third
and fourth quarter. A higher increase in
exports than in imports led to a rise in the
country's trade surplus.

Buoyed by an (annualised 3.1%) increase
in private consumption that was particularly
strong in the first quarter, the Netherlands
economy posted a further rise in growth at
a virtually constant rate spanning all four
quarters (+3.4% on an annual basis). The
good trend in investment (+6.2% in 1997),
stemming from the results of the first and
the fourth quarter, was accompanied by a
recovery in exports, particularly during the
third and fourth quarters.

Belgium recorded a rise in growth (GDP
+2.9%) following a slight slowdown in 1996.
The rate of growth in private consumption
was higher than in 1996 (+2.1% in 1997),
while investment (+5.5%) exports (+5.9%)
and imports (+5.1%) considerably incre-
ased.

Luxembourg recorded a higher GDP
growth rate than in 1996 (+4.8% on an
annual basis, the second highest among
the Member States) following slowdowns
in previous years, especially 1994. Private
consumption (+2.2%) and, above all, invest-
ment (+12.3%) increased appreciably.
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Austria likewise posted a higher growth
rate (GDP +2.5%), even though private
consumption slowed down considerably
(+0.3% against +4.8%. in the previous
year). By contrast, investment showed a
substantial increase compared with the
prior-year performance (+3.6%). Export
growth slowed down markedly (+8.0%
against +13.9% in 1996).

The Finnish economy achieved the high-
est growth over the period 1990 to 1997
(GDP +6.0%), thanks to a recovery
(+2.9%) in the second quarter of 1997 that
slowed down only slightly in the last two
quarters. Investment rose sharply, espe-
cially in the second quarter, reflecting a
robust pick-up on the machinery and equip-
ment side (+16.8 % compared with the
previous quarter), while exports — which
increased over the year as a whole
(+12.9%) — edged down slightly in the
fourth quarter (-0.3%).

Sweden recorded an economic upturn
which began in the second quarter and
peaked in the fourth (+2.1%). Private
consumption, which rose over the year
as a whole (+2.0%), showed mixed cyclical
movements, picking up in the second
quarter (+1.1%) and virtually stalling in
the third. Marked decreases in construction
investment in the first and third quarters
and less pronounced falls in machinery
and equipment spending meant that invest-
ment was down on an annual basis
(-4.8%). Exports and imports displayed
the same cyclical pattern: sharp rises in the
second quarter (+8.2% and +7.6% respec-
tively) followed by a gradual slowdown over
the third and fourth quarters. The upshot
was a rise in the country's trade surplus on
an annual basis (+9.0% of GDP).

In Denmark, the recovery reached its peak
in the second quarter of 1997 (GDP +1.8%),
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reflecting higher growth rates for private
consumption (+1.7%) and investment
(+5.5%). The latter only began to slow
down as from the fourth quarter, especial-
ly in terms of machinery and equipment.
Private consumption also registered a
decline, but only in the third quarter
(-1.6%).

Ireland continued to enjoy the phase of
robust economic expansion that had
begun in 1994, recording an annualised
growth rate of 10.7% in the year under
review. All indicators underpinned this per-
formance, once again the best achieved
by any Member State, with private con-
sumption (+6.3%), investment (+10.9%)
and exports (+16.9%) all powering ahead.

Portugal recorded a further rise in its eco-
nomic growth rate (GDP +3.7%), which
had been increasing ever since the upturn
in 1994. The recovery started during the
fourth quarter 1996 continued in 1997
slowing down slightly only in the third
quarter (+0.5%). This slow down occurred
due to a similar behaviour of exports
(+2.3%) and to the high increase in
imports (+4.7%).

In Greece, growth was up for the fifth year
in succession (GDP +3.5%) thanks to ris-
ing private consumption (+2.5%) and a
vigorous increase in investment (+10.6%).
Imports and exports picked up again after
a decline in 1996.

The growth trend and the cycle
since 1990

The period 1990 to 1997 was charac-
terised by common cyclical features in
the EU, US and Japanese economies.
At the beginning of the 1990s, the econo-
mic cycle was in a downward phase
that bottomed out in the USA in 1991, and
in Europe and Japan in 1993.

The US economy went through its cycli-
cal downturn in the second half of 1990
and the first quarter of 1991. The
European Union and Japan felt the im-
pact of similar adverse cyclical conditions
after a time lag (between the second
quarter of 1992 and the first quarter of
1993).

Among the EU Member States, however,
the cyclical pattern varied during this
period.

One group of countries — France, ltaly,
Spain, Austria and Belgium — both ge-
nerated and followed the same trend as
EU-15. The Scandinavian countries
entered the recessionary phase earlier, in
1990, and stayed in recession almost
two years longer (especially Finland
because of the crisis on the Russian mar-
ket). The Netherlands and Denmark
observed a GDP decline in the second and
third quarters of 1992. They appear to
have been less affected by the
unfavourable state of the cycle in late
1992 and early 1993 (the Dutch econo-
my recorded a slowdown in the rate of
growth, while the Danish economy posted
a slight fall in the second quarter of 1992
only).

Still feeling the effects of unification,
Germany experienced uneven cyclical
movements during this period. Like most
other Member States, it went through
its downturn during late 1992 and early
1993.

The United Kingdom economic cycle
was ahead of the other European eco-
nomies and more in line with the
situation in the United States. The down-
turn lasted longer than in the USA,
however,coming to an end in the second
quarter of 1992.
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Fig. .2.2.7. Average GDP growth rates for the years 1992/94
and 1995/97, as a %
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Fig. 1.2.2.8. Average Private Consumption growth rates for
the years 1992/94 and 1995/97, as a %
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The international economic situation
appears not to have had a too negative
impact on the Greek economy, which
merely slowed down in 1992. Only
Luxembourg and lreland seem to have
been left virtually unscathed: apart from
slowing down in 1992 and 1993 respective-
ly, these two countries continued to show
high rates of growth.

For reasons linked to economic develop-
ments in Europe and Japan, the recovery in
the United States stalled in the first quarter
of 1993, but got back on track immediately
(peaking in the fourth quarter of 1993) and
stayed on the rails until the second quarter
of 1995. The US economy gathered pace
again in late 1995 and early 1996 before
slowing down in the third quarter of 1996.
This was the last steady slowdown before
the upswing that marked the beginning of
the present phase of gradual growth-rate
improvement.

The trend reversal which occurred in
the USA as from the second quarter of
1993 strengthened the upswing in EU-15,
which peaked in the second quarter of
1994. This period was followed by a
gradual weakening of growth leading
to stagnation in the second quarter of
1996. The fresh recovery that ensued
slowed down in the fourth quarter of 1996
and the first quarter of 1997. It regained
strength in the second quarter of 1997, but
gradually faded over the second half of the
year.

It was only in the second quarter of
1995 that the Japanese economy fully
emerged from the long negative phase
that had started in 1992. The second and
third quarters of 1996 brought a further
phase of stagnation and decline in eco-
nomic activity. This was followed by an
upswing that gave way to the mixed pattern
of 1997.

Among certain Member States, the United
Kingdom recorded growth throughout the
second half of the period under considera-
tion. The UK economic cycle peaked in the
first quarter of 1994 and between the fourth
quarter of 1996 and the second quarter of
1997. The most pronounced slowdown of
that period occurred in the second quarter
of 1996. However, the growth rate did not
fall below +0.4%.

From 1994 onwards, Ireland enjoyed very
strong growth, which — in spite of slow-
downs in 1996 — was well above the
European average (+11.8% in 1995).
Luxembourg achieved the second-highest
GDP growth rate over the period under
review, with the only slowdown occurring in
1995 and 1996. Greece experienced grad-
val growth after 1992, whereas Portugal
did so after 1993.

The internationalisation of the economy,
especially in Europe, explains the similarities
between the cyclical fluctuations in the
other Member States. Germany, Italy,
France, Belgium and to a certain extent
Spain represent a core group of countries
whose economies exhibit the highest
degree of affinities. This group, which
makes up the greater part of
the Economic and Monetary Union, dis-
played the same cyclical development:
an initial period of slower growth/decline
between the second and fourth quarters
of 1995 was followed by an upswing
with a second negative phase from late
1996 to early 1997, which in turn gave
way to recovery in the second quarter of
1997.

The Scandinavian countries, the Nether-
lands and Denmark generally follo-
wed the same pattern but showed a
greater degree of independence, as they
tended to stay ahead of the cycle or
were able to cushion its most negative
effects.
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The cycle of private consumption and
investment

The cyclical development of the economy
is measured by the quarterly GDP growth
rate at constant prices. Cyclical analysis
of private consumption and investment
provides a means of detecting upstream
movements and tendencies which shape
the main thrust of economic development.

In the period under consideration (first
quarter 1990 — first quarter 1998), private
consumption was the least dynamic com-
ponent of internal demand, and its varia-
tions tended to be less pronounced than
those of GDP. At EU-15 level, there were
two falls (in the first quarter of 1993 and
between the second and fourth quarters
of 1996) and several slowdowns inter-
spersed between phases of recovery and
faster growth.

The United States showed a similar pat-
tern, but with the cyclical extremes occur-
ring almost two years before their
European equivalents: a marked decline
in the fourth quarter of 1990 and the first
quarter of 1991, and a slowdown in the
first quarter of 1993, matching the cyclical
movements of the European and
Japanese economies.

In some Member States, variations in pri- .

vate consumption tended to be greater
than the corresponding variations in GDP,
especially during the negative phases.
This phenomenon was particularly in evi-
dence in France and Germany. In ltaly, by
contrast, movements on the consumption
side did not appear to be especially linked
to the changes in GDP.
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Investment is traditionally a leading indi-
cator for the start or end of a phase of
economic growth or slowdown. During the
period under review, investment generally
showed more pronounced disparities and
a much more flexible pattern than GDP.
The degree of correspondence between
GDP and investment varied from one
country to the next, with investment tend-
ing to move ahead of cyclical phases.

Investment thus fell in the United States in
late 1990 and early 1991, and again in the
first quarter of 1994 and second quarter of
1996. The most pronounced rises, on the
other hand, occurred over the past two
years.

Investment in EU-15 went through a neg-
ative phase between the second quarter
of 1992 and the fourth quarter of 1993. It
then staged a mixed recovery before
slowing down in the second part of 1996
and gathering pace again in 1997.

Finland and Sweden saw investment fall
continuously up to the end of 1993,
accentuating the long phase of negative
cyclical development characterising those
two countries. In Ireland and Luxembourg,
by contrast, dynamic investment bore wit-
ness to the phase of growth enjoyed by
both Member States.

In Japan, finally, the vital spark consis-
tently generated by investment activity
throughout the country's recent economic
history has failed to ignite over the past
two years in particular. This, combined
with the cyclical movements of the Asian
markets, explains the difficult phase which
the Japanese economy is currently expe-
riencing.
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1.2.3. Distribution of GDP, dispos-
able income, saving and net
lending or borrowing

Distribution of GDP

Gross domestic product was described in
the preceding sections in terms of expendi-
ture, i.e. in relation to main uses: private or
collective consumption, gross fixed capital
formation and the trade balance. But it is
possible to look at GDP from other angles
apart from expenditure. It can be analysed
in terms of output, as the total value added
produced by the various sectors of the
economy (see section 1.3.), or described in
terms of income.

In the latter approach, a country's product
is regarded as a kind of "income" that is dis-
tributed within the economy, since the
resources that are produced are made
available to those possessing the factors of
production, i.e. labour or capital. GDP can
thus be differentiated on the basis of the
income generated by these factors of pro-
duction: compensation of employees is the
income derived from payment in respect of
the ‘"labour" factor, while payment in
respect of the "capital" factor produces net
operating surplus and consumption of fixed
capital. The operating surplus is the income
that units derive from the use of their pro-
duction structures; and the consumption of
fixed capital is the loss in value over time
that affects goods comprising the fixed cap-
ital, i.e depreciation. Taxes less subsidies
are added to these income figures.

Compensation of employees absorbed just
over half (50.6%) of the European Union's
GDP in 1996. Net operating surplus
accounted for more than a quarter (25.8%),
while the figures for consumption of fixed
capital and taxes less subsidies were
12.1% and 11.5% respectively. The break-
down was similar in the EURO zone, with
compensation of employees absorbing
49.9% of GDP, while net operating surplus
at 26.6% was nearly one percentage point

Fig. 1.2.3.1. Distribution of GDP,
1996, as a %
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Source: Eurostat.

ahead of the EU figure. Consumption of
fixed capital stood at 12.4%, with 11.2% for
taxes less subsidies (see figure 1.2.3.1.).

The figures for the United States and Japan
show higher levels than the EU for com-
pensation of employees (59.6% for the US
and 56.0% for Japan in 1996), but the fig-
ures for operating surplus were below
those of the EU (21.4% for the US and
20.7% for Japan). As for consumption of
fixed capital, the Japanese figure (16%)
was higher than in the EU, while the United
States (11.1%) was one percentage point
below the EU figure.

In the case of the Member States (see table
1.2.3.1.), in 1996 compensation of employ-
ees ranged from a high of 58.9% of GDP in
Sweden to a low of 33.9% in Greece.
Compensation of employees accounts for
the biggest share of GDP in every EU coun-
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Tab. 1.2.3.1. Distribution of GDP, as a %

eurostat

Compensation of Net operating Consumption of Taxes less

employees surplus fixed capital subsidies

1996 variation 1996 variation 1996 variation 1996 variation
EU-15 50.6 -1.5 25.8 0.8 12.1 0.1 11.5 0.5
EUR-11 49.9 -0.8 26.6 -0.2 12.4 0.3 11.2 0.7
B 51.1 -0.6 28.5 -0.4 9.9 -0.1 10.5 1.2
DK 54.3 -1.8 17.5 2.3 14.5 -1.2 13.7 0.7
D 53.7 -0.5 22.4 -0.4 13.0 0.5 10.8 0.4
EL 33.9 -1.4 46.7 0.6 8.5 -0.1 10.9 0.9
E 45.9 -1.6 34.3 1.4 11.3 0.3 8.5 -0.1
F 52.1 0.3 22.3 -0.2 12.7 0.0 12.9 -0.2
IRL 44.6 -2.6 35.8 2.8 9.7 0.2 9.9 -0.4
l 41.0 -4.2 36.1 1.7 12.4 0.6 10.5 1.9
L 56.6 0.0 14.9 -1.4 13.3 -0.9 16.2 23
NL 50.6 -1.2 26.5 -0.8 11.5 -0.1 114 2.1
A 51.4 -0.9 22.2 -0.4 13.4 1.4 13.0 0.0
P() 46.0 1.2 35.2 -3.4 4.4 0.6 14.4 1.7
FIN 51.4 -4.6 21.7 5.5 15.3 -0.2 11.6 -0.7
S 58.9 -3.7 15.8 4.9 12.3 -0.9 13.0 -0.4
UK 54.2 -3.3 22.3 3.8 10.5 -0.7 131 0.3
us( 59.6 2.1 21.4 1.8 11.1 0.1 7.8 0.2
JP(H 56.0 24 20.7 -4.0 16.0 1.4 7.3 0.2

() Eurostat estimates.

Note: The variation is given by the change of the proportion of 1996 and 1990.

Source: Eurostat.

try apart from Greece, where net operating
surplus ranks first. Comparing the figures
with those for 1990 shows that compensa-
tion of employees has declined in percent-
age terms in every Member State in the last
seven years, especially in Finland (down by
4.6 percentage points), Italy (-4.2), Sweden
(-3.7) and the United Kingdom (-3.3).
Exceptions were France, where there was
a very slight increase (+0.3), Portugal
(+1.2) and Luxembourg, where the figure
remained unchanged.

One of the features of Greece was its very
high net operating surplus as a percent-
age of GDP (46.7%). This was the major
component of GDP in the country and the
highest figure in the EU. Behind Greece

44

came ltaly (36.1%), Ireland (35.8%) and
Portugal (35.2%). Compared with the situa-
tion in 1990, the Member States have dif-
fered greatly in the way in which net oper-
ating surplus has changed as a percentage
of GDP. In about half the countries there
has been only a slight reduction in the fig-
ure, with Portugal and Luxembourg record-
ing the only sizeable fall (-3.4 and -1.4
points respectively), while there was an
increase in the remaining countries. Among
the latter, Finland (+5.5), Sweden (+4.9)
and the United Kingdom (+3.8) stood out.

Consumption of fixed capital in 1996
ranged from 15.3% in Finiand to only 4.4%
in Portugal, and the figures have remained
fairly stable in the EU countries throughout
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the 1990s. Similarly, for taxes less subsi-
dies, the only change of note occurred in
the Netherlands and Luxembourg, where
the figure went up by 2.1 and 2.3 points
respectively. Throughout the EU, the fig-
ures ranged from 15.2% in Luxembourg to
8.5% in Spain.

National disposable income

With regard to income, the total income
received by resident units represents gross
national income. By subtracting consump-
tion of fixed capital and current transfers to
non-resident units and adding transfers
received from the rest of the world, we can
calculate net national disposable income,
i.e. the resources available to a country's
residents over a specific period.

In 1996 the net national disposable income
of the European Union amounted to ECU
5 849 Bn, compared with ECU 4 675 Bn for
the Euro zone, ECU 4926 Bn for the
United States and ECU 3 061 Bn for Japan.
In order to compare these figures, their
position was calculated in relation to the
European Union. The Euro zone thus had a
net national disposable income figure that
was 20% below the EU, while the figure for
the United States was 16% below. In the
case of Japan, net national disposable
income was roughly half that of the EU (see
figure 1.2.3.2.).

A figure for net national disposable income
per head was calculated so that the Member
States could be compared. Luxembourg
(ECU 29 840) was well ahead of the other
Member States in 1996. Denmark came
second (ECU 20 950), and at the other end
of the ranking came Portugal (ECU 8 130)
and Greece (ECU 9 010).

In order to show how the figures for the var-
ious countries differ in relation to the overall
EU figure, table 1.2.3.2. gives the figures for
average disposable income per head
for each country in relation to the European
Union (EU-15=100). In 1996 the figure for
Luxembourg was almost double the EU av-

Distribution of GDP, disposable income, saving and net lending or borrowing

Fig. 1.2.3.2. Net national dispos-
able income, in Bn ECU
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Tab. 1.2.3.2. Net national disposable
income per head, in ECU

in ECU EU-15=100

1990 1996| 1990 1996
EU-15 12860 15620 100 100
EUR-11 13180 16050 102 103
B 13720 18700 107 120
DK 15360 20950 119 134
D 15920 19160] 124 123
EL 6290 9010 49 58
E 8900 10240 69 66
F 14330 17890 111 115
IRL 8640 12090 67 77
| 12920 14030 100 90
L 23870 29840{ 186 191
NL 13080 17660f 102 113
A 14200 19190 110 123
P 5450 8130 42 52
FIN 17280 15530( 134 99
S 17500 18490 136 118
UK 11600 13720 90 88
us 15570 18560 121 119
JP 16300 24330f 127 156

Source: Eurostat.
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erage, and Denmark was 34% above the
average. Greece was 42% below the aver-
age, while net national disposable income
in Portugal was about half the EU figure.

There has been no change in the Member
States' positions in relation to each other
during the 1990s, but the gaps between the
countries have increased.

National saving

In 1996 net national saving in the European
Union amounted to ECU 493 Bn, just 10%
above the figure for the Euro zone (ECU
437 Bn) but 30% ahead of the US figure
(ECU 347 Bn). It was 12% below the
Japanese figure of ECU 550 Bn, however.
In 1990 the figures for the European Union
and Japan were similar, but Japan has
pulled away during the 1990s, although the
rate has slackened in the last two years.
There has been an opposite trend in the
United States, and although US saving is
still below the EU level, an increase in net
national saving in the last two years has
brought the US figure closer to that of the
European Union.

Fig. 1.2.3.3. Net national sav-

ing, in Bn ECU
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Source: Eurostat.
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In order to assess saving in relation to
available resources and to compare coun-
tries with differing levels, it is necessary to
calculate saving ratios, i.e. net national
saving as a percentage of net national dis-
posable income (see table 1.2.3.3.).

In 1996, in the European Union, 8.4% of
net national disposable income was saved.
The figure for the Euro zone was about one
point higher (9.3%). Compared with 1990,
the saving ratios were down by about two
points in each case. As already indicated,
the United States has a lower saving ratio
(7.0%), although it has gone up by 2.1
points in the 1990s. At 18%, Japan's net
saving ratio is more than double the EU fig-
ure, although since 1990 it has decreased
by 4 points.

Tab. 1.2.3.3. Net national saving

in Bn Saving ratios (')
ECU (as a %)

1990 1996 1990 1996
EU-15 470 493 10.5 8.4
EUR-11 429 437 12.1 9.3
B 17 26 12.3 13.6
DK 2 4 3.0 4.1
D 147 130 14.6 8.3
EL 6 8 9.6 8.6
E 41 43 11.9 10.7
F 83 72 10.2 6.9
IRL 4 7 13.7 15.2
| 66 78 8.8 9.5
L 3 3 32.5 26.1
NL 32 44 16.4 16.1
A 16 15 14.8 9.9
P 12 14 21.8 17.0
FIN 8 4 9.6 5.4
S 8 7 5.5 4.6
UK 25 36 3.8 4.4
us 189 347 4.9 7.0
JP 443 550 22.0 18.0

(') Ratio between the net national savina and the
net national disposable income.
Source: Eurostat.
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Fig. 1.2.3.4. Net saving ratios, Among the Member States, Luxembourg
1996 (26.1%) had the highest saving ratio in
1996, well ahead of Portugal (17.0%), the
L 4 Netherlands (16.1%) and Ireland (15.2%).
JP I 8.0 26.1 The lowest figures were recorded in
p | 170 Denmark (4.1%), the United Kingdom
(4.4%) and Sweden (4.6%) (see figure
NL . 16.1 1.2.3.4.).
IRL [ 15.2
| Most Member States have seen their net
B I 13.6 saving ratio fall during the current decade,
E [ 10.7 with figures ranging from -6.4 points in
A 9.9 Luxembourg to only -0.3 points in the
| ! 05 Netherlands. The only countries where the
1= saving ratio has increased are Ireland (+1.5
EUR-11 N 9.3 points), Belgium (+1.3), Denmark (+1.1),
EL I8s Italy (+0.7) and the United Kingdom (+0.6).
EU-15 dl 8.4 Net lending or borrowing
D |8'3 In 1996 the European Union (Portugal is
US mammam I7.0 not included) recorded a lending figure of
F | 62 ECU 49.8 Bn, while the figure for the euro
FIN 54 zone was ECU 63.4 Bn. Since 1993 both
the European Union and the euro zone
s 146 have seen a reversal in the pattern, moving
UK 144 from net borrowing to net lending.
DK *4'1 The United States was a net borrower

throughout the period in question, and in

Source: Eurostat.
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1996 its net borrowing amounted to ECU Fig. 1.2.3.6. Net lending/net bor-
63.5 Bn. The opposite applied in Japan, rowing of the economy, 1996,
which was a net lender thoughout the peri- as a % of GDP

od and which in 1996 recorded a lending

figure of ECU 50.7 Bn (see table 1.2.3.5.). L

For the purpose of comparing the Member NL

States, figure 1.2.3.6. shows lending or bor- IRL

rowing as a percentage of each country's

total GDP. B

In 1996 Luxembourg had the highest lend- FIN

ing figure (16% of GDP), well ahead of the [

other Member States, where the figures

ranged from 5.1% in the Netherlands to F

0.9% in Denmark. The countries that were s

net borrowers were Austria (2.1% of GDP),

the United Kingdom and Germany (both E

-1.5%) and Greece (-1.1%). Both the DK

United Kingdom and Greece were net bor-

rowers thoughout the period in guestion EL

(1990/96), whereas Germany became a D

net borrower after unification in 1991.

Austria, too, became a net borrower in UK
1993. Belgium, Denmark, Ireland,
Luxembourg and the Netherlands were all
net lenders throughout the period. % -4 0 4 8 12 16

A

Note: Without Portugal.
Source: Eurostat.
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External trade

.2.4. External trade

EU-15 GDP and extra-EU trade flows in
goods and services

At both current and constant prices (1990
prices), extra-EU exports and imports of
goods and services have grown continu-
ously since 1992. The growth rates of the
various variables differ at current and
constant prices reflecting divergent price
developments. Over the period 1992 to
1997, the average annual growth rate
for extra-EU exports of goods and services
at constant prices was 7.6%. The corre-
sponding growth rate for imports over the
same period was distinctly lower, at 4.6%.

Extra-EU exports of goods at constant
prices grew at a much faster rate (8.8%)
than those of services (3.9%). A similar pat-
tern is to be seen on the import side, with
imports of goods from 1992 to 1997 show-
ing a much higher growth rate (5.1%) than
those of services (2.4%) (see table 1.2.4.1.).

Growth in extra-EU exports and imports at
constant prices (7.6% and 4.6% respective-
ly) far outstripped that of GDP at constant
prices (1.8%) over the period 1992 to 1997.
This faster growth in extra-EU exports is
reflected in their increasing share of gross
domestic product. In 1997, extra-EU exports
at constant prices made up 13.6% of GDP,
against 10.3% in 1997 (see table 1.2.4.1.).

Tab.1.2.4.1. EU-15-GDP, imports and exports of goods and services
1992 1993 1994 1995 1996 1997 (') Average annual growth
At current prices, in Bn ECU rate 1992-1997, as a %
GDP 5892 5909 6202 6448 6773 7131 39
Total exports 5639 6204 6763 7209 7842 873.6 9.1
Goods (fob) 403.8 4484 4964 5412 591.2 656.7 10.2
Services (%) 160.1 1720 1799 1797  193.0 216.9 6.3
Total imports 5976 6150 667.0 7064 729.8 808.6 6.2
Goods (fob) 450.6 4564 4987 5346 551.5 610.6 6.3
Services (%) 1470 1586 1683 1718 1784 198.0 6.1
1992 1993 1994 1995 1996 1997 (") Average annual growth
At constant prices (), in Bn ECU rate 1992-1997, as a %
GDP 5423 5390 5547 5685 5780 5932 1.8
Total exports 5584 610.2 658.1 686.6 7346 807.0 7.6
Goods (fob) 4058 4483 4915 5221 5624 617.7 8.8
Services (2) 151.3 158.5 161.4 160.3 167.6 183.5 3.9
Total imports 6014 6156 6564 6789 6924 753.5 4.6
Goods (fob) 4634 4704 5087 5354 5479 595.5 5.1
Services (2) 136.7 139.0 144.6 140.0 1411 153.6 2.4
Exports/GDP in % 10.3 11.3 11.9 12.1 12.7 13.6

(") Figures for 1997 are estimates. Exports and imports are estimated from annualised quarterly data.
() Figures for services are estimates from 1996 onwards.
(") The implicit price indices for (extra- and intra-) EU exports and imports of goods and services are calculated from National
Accounts. However, the price indices of total (extra- and intra-) EU exports and imports are not quite accurate for the extra-EU
trade. As the structures of extra- and intra-EU trade differ, also the prices are expected to develop differently.

Source: Eurostat, New Cronos, National Accounts: "Aggregates” for GDP and "BOP statistics” for exports and imports. These
data may diverge noticeably from those contained in the COMEXT database (see box entitled "External Trade Data”).

49



External trade

Extra-EU trade in goods

External trade data

Data on extra-EU trade are taken from
Eurostat's "Comext" database, which
contains information collected by the
Member States from statistical copies of
customs declarations. However, the
trade figures (only goods) are not direct-
ly comparable with National Accounts
data (goods and services) contained in
the New Cronos database. This is
because foreign trade data reflect physi-
cal movements (goods crossing bor-
ders), whereas National Accounts data
are transaction-based. Further, har-
monised data for the three new Member
States (Sweden, Finland and Austria)
are only available for 1995-97. The pre-
1995 figures for these states were taken
from international sources, and are
therefore not fully comparable with the
harmonised ones.

Extra-EU trade in goods by Member
States

In 1997, extra-EU exports of goods
amounted to ECU 717.9 Bn, up 14.8% on
1996. For the period 1989 to 1997, Germany
was by far the EU's leading exporter,
accounting for 28.0% of total extra-EU
exports. Then came the United Kingdom,
France and ltaly with respective shares of
15.3%, 14.1% and 13.3%. Over the period
1989 to 1997, France saw its share of extra-
EU exports decline slightly, while the propor-
tion accounted for by Italy showed a slight
increase. These four countries made up
70.7% of total extra-EU exports in 1997 (see
table 1.2.4.2.).
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Fig. 1.2.4.1. EU-15 external
trade, 1989-1997, in Bn ECU
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Source: Eurostat, COMEXT.

Extra-EU imports of goods in 1997
amounted to ECU 667.3 Bn, representing
an increase of 14.8% compared with 1996.
This rise fell well short of the surge in
exports. On the import side, too, Germany
leads the field, accounting for 24.0% of
total extra-EU imports in 1997. Among the
biggest importers in 1997 were the United
Kingdom (with a share of 18.8%), France
(12.8%), ltaly (10.8%) and the Netherlands
(10.1%). The proportions accounted for by
France and ltaly have decreased slightly
since 1989, whereas the United Kingdom
and the Netherlands have recorded
increasing shares (see table 1.2.4.3.).
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Tab.1.2.4.2. Extra-EU-15 exports of goods by Member State
1989 1990 1991 1992 1993 1994 1995 1996 1997 Increase
Bn ECU 97/96, as a %
EU-15 3911 3915 399.1 411.0 4719 526.1 573.3 6251 7179 14.8
Shares as a %
BLEU 5.2 5.0 5.0 4.9 54 5.7 5.5 5.2 53 16.2
DK 2.2 2.2 2.3 2.4 2.2 2.3 2.3 2.2 2.0 7.6
D 280 288 300 296 285 287 292 282 280 14.2
EL 0.5 0.5 0.6 0.6 0.6 0.6 0.6 0.7 0.7 26.5
E 3.9 3.8 3.9 41 4.2 41 4.2 4.4 3.9 0.6
F 153 155 158 162 16.0 152 149 145 141 11.4
IRL 1.0 1.0 1.1 1.2 1.4 1.4 1.6 1.8 2.0 33.8
| 127 127 125 128 131 13.0 133 142 133 7.8
NL 5.3 5.2 5.3 5.4 5.7 5.6 5.4 5.0 5.1 19.0
A 2.5 2.7 2.7 2.7 25 25 2.6 2.6 2.8 20.6
P 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 7.5
FIN 2.3 2.1 1.6 1.5 1.8 2.1 2.3 24 2.4 15.8
S 46 4.4 4.2 4.0 3.7 4.4 4.3 4.6 45 13.0
UK 158 155 144 140 142 139 133 138 153 27.4
Source: Eurostat, COMEXT.
Tab.1.2.4.3. Extra-EU-15 imports of goods by Member State
1989 1990 1991 1992 1993 1994 1995 1996 1997 Increase
Bn ECU 97/96, as a %
EU-15 429.0 440.4 4705 461.8 470.7 518.9 5453 5815 667.3 14.8
Shares as a %
BLEU 6.0 5.8 5.6 5.5 5.9 5.7 6.3 6.1 5.9 11.3
DK 1.8 1.8 1.8 1.8 1.7 1.8 1.8 1.8 1.8 11.8
D 222 231 254 257 255 252 258 247 240 11.8
EL 1.1 1.1 1.3 1.3 1.5 1.1 1.1 14 1.2 2.86
E 5.8 57 5.7 5.9 49 4.8 5.0 5.0 5.1 151
F 136 138 139 134 144 137 128 128 128 15.2
IRL 1.0 1.0 1.0 0.9 1.3 14 1.6 1.6 1.7 26.4
| 125 123 118 115 109 108 113 11.0 108 13.3
NL 8.6 8.8 8.8 9.2 8.2 9.3 96 100 10.1 16.1
A 2.4 2.6 2.6 2.7 2.7 2.8 2.2 24 2.3 114
P 1.2 1.3 1.1 1.2 1.1 1.2 1.2 1.1 1.1 114
FIN 2.1 1.9 15 1.5 1.4 1.7 1.4 1.5 1.5 14.8
S 3.8 3.6 3.1 3.1 29 3.2 2.9 2.9 2.8 12.1
UK 179 173 161 164 177 172 170 17.8 1838 21.1

Source: Eurostat, COMEXT.
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The EU's external trade balance moved
into the black in 1993 and went on rising
steadily to reach ECU 50.5 Bn in
1997. Germany's surplus in 1997 amount-
ed to ECU 40.7 Bn, making up 80.6%
of the total extra-EU surplus. Only in
1991 did Germany record a negative
balance, mainly as a result of reunifi-
cation. Other countries posting appre-
ciable surpluses in 1997 were ltaly
(ECU 23.1 Bn), France (ECU 15.3 Bn) and

Tab. 1.2.4.4.

1989 1990 1991
EU-15 -37.9 -49.0 -71.3
BLEU -5.2 -6.0 -6.5
DK 0.8 1.0 0.8
D 14.2 11.0 -0.1
EL -2.8 -3.0 -4.0
E -9.9 -10.1 -11.2
F 1.8 -0.5 -2.4
IRL -0.1 -0.3 -0.4
I -4.1 -4.6 -5.7
NL -15.8 -18.2 -20.4
A -0.6 -0.8 -1.6
P -2.6 -3.1 -3.1
FIN -0.3 -0.1 -0.7
S 1.5 1.3 2.1
UK -14.8 -15.4 -18.0

1992

-20.0
-1.4 -0.9 -1.4 2.9 2.6 4.4
-2.9 -2.6 -3.0 -3.0 -2.8 -3.3

-18.0

Sweden (ECU 13.8 Bn). While Sweden
enjoyed a positive trade balance through-
out the period under review, Italy's
figures have only been in the black since
1993. The biggest deficits in 1997 were
recorded by the Netherlands and the
United Kingdom, at ECU -30.7 Bn and
ECU -15.4 Bn respectively. Both coun-
tries' figures were in the red over the
whole of the period 1989 to 1997 (see
table 1.2.4.4.).

Balance of extra-EU-15 trade in goods by Member State, in Bn ECU

1993 1994 1995 1996 1997

-50.8 1.2 7.2 28.0 43.6 50.5
-5.1 -2.4 0.1 -3.0 -3.1 -1.9
1.9 2.5 2.7 3.1 3.0 2.8

2.9 14.7 201 27.0 32.6 40.7
-3.8 -4.0 -2.4 -2.5 -3.7 -2.8

-10.7 -3.5 -3.6 -3.4 -1.8 -6.0
4.7 8.1 8.9 15.4 16.3 15.3
0.7 0.9 0.3 0.2 1.9 3.3
-0.8 10.8 12.4 147 247 23.1

-11.8 -19.1 -21.0 -27.2 -30.7

-0.3 1.9 1.9 53 6.1 7.2
2.0 3.8 6.5 9.3 12.1 13.8
-16.5 -16.3 -16.9 -17.2 -15.4

Source: Eurostat, COMEXT.

Extra-EU trade in goods by partners

In recent years, the extra-EU exports are
orientating towards the eleven Candidate
Countries as their share has risen from
7.9% in 1993 to 11.2% in 1997. The CEECs
are likewise becoming an important export
market for EU products, with their share
rising over the 1993-97 period from 8.3%
to 12.1%. Similarly, the Commonwealth
of Independent States has increased
its share of extra-EU exports from 2.1% in
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1992 the year in which the CIS was creat-
ed, to 4.6% in 1997. As a result, the EU's
eastern neighbours (CEECs and CIS)
accounted for 16.7% of extra-EU exports in
1997 (see table 1.2.4.5.).

There has also been relatively strong
growth in the share of extra-EU exports
going to Latin America, China, the DAE
and ASEAN countries. However, the current
economic crisis in Asia took its toll in
1997, with the proportions of extra-EU exports
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accounted for by ASEAN, DAE and Japan
going into decline. The USA, traditionally
the single most important market for EU
exporters, saw its share fall from 21.7% in
1989 to 19.6% in 1997. The relative impor-
tance of the other NAFTA countries as
export markets declined to a slightly
greater extent. The proportions accounted
for by the (12) Mediterranean countries
and OPEC tended to remain constant over
the period.

The share of extra-EU exports going to EFTA
has been in decline since 1989, as has that
taken by developing countries. The latter
now hold a very low position in the ranking
and are becoming less important trading
partners in relative terms. This is reflected
in the declining proportion of extra-EU exports
accounted for by the ACP countries, Oceania
and Africa (including South Africa): 12.3%
in 1997 compared with 19.4% in 1989 (see
table 1.2.4.5.).

Tab.1.2.4.5. Extra-EU-15 exports of goods by partners

1989 1990 1991 1992 1993 1994 1995 1996 1997

Bn ECU
EU-15 3911 3915 399.1 411.0 4719 526.1 573.3 625.1 717.9
Shares as a %

Candidate Countries : : : : 7.9 8.6 96 105 112
CEEC 5.6 6.2 7.2 7.9 8.3 9.1 102 113 121
CIS : : : 2.1 3.5 3.5 3.6 4.0 4.6
- of which: Russia : : : 1.7 2.8 2.7 2.8 3.1 3.5
EFTA 147 152 147 139 122 121 122 116 109
NAFTA 257 249 231 230 227 230 206 208 226
USA 217 211 193 193 194 196 180 183 196
Japan 59 6.3 6.0 5.4 5.2 55 57 57 5.0
Selected Asian
countries/groupings
- China 1.7 1.5 1.6 1.8 2.6 27 2.6 24 2.3
- Asean countries 4.0 4.5 4.8 5.2 5.6 5.9 6.5 6.6 6.4
- DAE 7.6 7.9 8.7 9.0 98 106 114 112 108
Mediterranean Countries 8.1 9.0 9.2 9.3 9.6 8.7 8.8 91 9.0
Latin America 4.3 4.3 4.9 5.3 54 5.8 57 57 6.3
OPEC 9.5 96 106 108 9.2 7.5 7.0 6.9 7.3
ACP 45 4.8 4.2 4.4 37 29 3.1 3.0 2.8
Africa 119 119 116 112 9.8 9.0 9.0 8.6 7.2
Oceania 3.0 2.6 2.2 2.3 2.2 2.3 2.4 2.3 2.3

Source: Eurostat, COMEXT.
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Tab. 1.2.4.6. Extra-EU-15 imports of goods by partners

1989 1990 1991 1992 1993 1994 1995 1996 1997

Bn ECU
EU-15 429 440.4 470.5 461.8 470.7 5189 5453 5815 667.3
Shares as a %

Candidate Countries : : : 6.1 71 8.3 8.2 8.5
CEEC 5.2 54 57 6.4 6.5 7.5 8.7 8.6 9.0
Ccis : : 2.6 4.3 4.7 4.6 4.6 4.7
- of which: Russia : : 2.3 3.7 41 3.9 4.0 4.0
EFTA 127 134 127 128 128 128 128 128 120
NAFTA 241 238 238 228 216 217 217 219 229
USA 21.0 208 209 201 193 193 19.0 194 204
Japan 12.2 117 121 122 1141 104 10.0 9.0 8.9
Selected Asian
countries/groupings
- China 2.3 2.6 3.4 3.9 4.5 4.7 4.8 5.2 5.6
- Asean countries 3.8 4.0 4.5 5.1 5.8 6.2 6.3 6.7 6.9
- DAE 8.4 8.2 9.0 9.2 9.6 9.6 10.0 99 101
Mediterranean Countries 5.8 6.3 6.1 6.3 6.1 6.1 59 6.1 6.2
Latin America 6.6 6.2 5.9 5.6 5.0 5.5 5.6 5.2 51
OPEC 98 10.6 103 9.6 9.1 8.3 7.3 8.0 7.9
ACP 4.7 51 4.2 4.0 3.3 3.7 3.6 3.8 3.4
Africa 111 116 111 10.8 9.6 9.2 8.6 9.0 8.4
Oceania 1.9 1.6 1.4 1.5 1.3 1.4 1.4 1.3 1.4

Source: Eurostat, COMEXT.

On the import side, too, the relative impor-
tance of the Candidate Countries has been
increasing since 1993. However. their rela-
tive and absolute importance as a source of
extra-EU imports in 1997 (8.5% share) fell
well short of their ranking as an export mar-
ket (11.2% share) (see tables 1.2.4.5. and
1.2.4.6.).

While imports from the USA and EFTA
remained at a constantly high level over
the 1989-1997 period, the relative position
of Japan was in steady decline, with its
share of extra-EU imports falling from
12.2% in 1989 to 8.9% in 1997. By con-
trast, the other Asian countries — China,
ASEAN and DAE — became increasingly
important sources as their share in extra-EU
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imports rose from 14.5% in 1989 to 22.6%
in 1997.

All the other groupings (the 12 Medi-
terranean countries, Latin America, OPEC,
the ACP countries, Africa and Oceania)
saw their relative importance decrease
over the period. Inspite of the high num-
ber of the countries under the Oceania
and ACP headings, they account
only for a very low share of extra-EU
imports (see table 1.2.4.6.).

The EU's balance of trade with the
various partner countries presents a
mixed picture. Constantly positive trade
balances with the Candidate Countries, the
CEECs, the Mediterranean Basin and
Oceania contrast with negative figures in
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relation to the ACP countries, Japan, China
and EFTA. Although the EU's trade ba-
lance with the CIS was in the red until
1996, the 1997 figure was positive. Trade

balances with
ners, such as
show no clear
table 1.2.4.7.).

other important part-
the USA and ASEAN,
pattern either way (see

Tab.1.2.4.7. Extra-EU-15 trade balance by partners, in Bn ECU

1989 1990 1991 1992 1993 1994 1995 1996 1997
Extra-EU-15 -37.9 -49.0 -71.3 -50.8 1.2 72 28.0 436 505
Candidate Countries : : : 84 86 10.1 17.9 233
CEEC -04 0.5 1.6 2.8 8.4 91 116 208 2638
CIS : : : -34 -33 -60 -4.1 -1.7 1.8
- of which: Russia : : : -3.7 45 -7.0 -5.4 -4.2 -1.4
EFTA 29 o8 -10 -283 -26 -27 -02 -22 -19
NAFTA 28 -75 -195 -106 5.5 85 -04 2.8 9.5
UsSA -52 91 -213 -134 0.6 34 -04 1.6 4.2
- Japan -29.5 -271 -33.0 -341 -275 -248 -214 -168 -23.2
Selected Asian
countries/groupings
- China -30 -56 -97 -104 -88 -106 -11.7 -153 -20.9
- Asean countries -0.7 00 22 23 12 -13 24 24 -03
- DAE 64 -51 -79 55 0.9 6.2 112 126 101
Mediterranean Countries 6.9 7.5 8.0 9.1 16.6 142 185 214 237
Latin America -11.4 -102 -8.1 -4.1 2.1 2.0 2.0 53 106
OPEC -5.1 -9.1 -66 -0.1 05 -39 03 -32 0.0
ACP 26 -35 33 -07 17 -38 -23 -35 -24
Africa -14 44 59 40 14  -01 47 12 -4.6
Oceania 3.4 2.9 2.2 2.5 4.1 4.9 6.0 6.6 7.2

Source: Eurostat, COMEXT.

Extra-EU trade by main products

The main focus of extra-EU exports is
on manufactured products (SITC 5-8),
whose share rose from 82.2% in 1989
to 87.3% in 1997 (see table 1.2.4.8.).
Machinery and transport equipment
(SITC 7) make up the bulk of manufactured
products, with a share of 45.9% in 1997.
The relative importance of this product
group has increased steadily since
1989. The second most important product
group is miscellaneous manufactured
goods (SITC 6+8). Its share, however, de-
creased from 32.0% in 1989 to 28.4% in 1997.

Chemical products (SITC 5) have gained
in importance accounting for 13.0% in
1997 compared with 11.5% in 1989. The
relative importance of raw materials has
decre-ased, with their share falling from
12.4% in 1989 to 10.8% in 1997. The
proportion of extra-EU exports acco-
unted for by crude materials (SITC 2+4)
and mineral fuels (SITC 3) remained
quite stable over the period at just over
2.0% in 1997, while the share of food, be-
verages and tobacco (SITC 0+1) declined
from 7.6% in 1989 to 6.4% in 1997.

Although manufactured products acco-
unted for a significantly lower proportion
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(71.1%) in extra-EU imports in compa-
rison to that in extra-EU exports in
1997, their share in imports has been
rising continuously since 1989 (see
table 1.2.4.9.). At 26.3% in 1997,
raw materials still make up a significant
proportion of extra-EU imports. Extra-EU
imports of manufactured products over the
period largely comprised machinery and
transport equipment (SITC 7) and miscel-
laneous manufactured goods (SITC6+8).
Both product groups have gained in rela-
tive importance, with their respective
shares rising of extra-EU imports accounted

Tab. 1.2.4.8. Extra-EU exports by products
1989 1990

TOTAL 391.1 3915

Raw materials (0-4) 124 123

Food, beverage and tobacco (0+1) 7.6 7.5

Crude materials except fuels (2+4) 25 2.3
Mineral fuels (3) 22 2.5
Manufactured products (5-8) 822 831
Chemicals (5) 115 115
Machinery and transport equip. (7) 38.7 406
Misc. manufactured goods (6+8) 320 310
Other not classified goods (9) 55 4.6

eurostat

for by chemicals increased from 6.5% in
1989 to 7.7% in 1997.

The trade balances for product groups
show considerably differing figures. The
extra-EU trade balance for raw materials
and all sub-groups was negative through-
out the period. Trade in manufactured prod-
ucts, on the other hand, was in surplus,
albeit with small deficits for miscellaneous
manufactured goods from 1991 to 1993.
The surplus for manufactured products was
large enough to offset the trade deficit in
raw materials (see table 1.2.4.10.).

1991 1992 1993 1994 1995 1996 1997
Bn ECU
3991 411.0 4719 526.1 573.3 6251 7179
Shares as a %
120 123 126 123 115 112 108

7.4 7.8 7.4 7.1 6.8 6.6 6.4
2.2 2.2 2.2 2.3 2.4 2.2 2.2
24 2.3 3.0 29 23 25 23

833 840 858 862 867 875 873
120 124 128 129 128 129 130
412 420 438 440 446 452 459
301 297 292 293 292 293 284

4.7 3.7 1.6 1.5 1.8 1.3 1.9

Source: Eurostat, COMEXT.
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Tab. 1.2.4.9. Extra-EU-15 imports by products

1989 1990 1991 1992 1993 1994 1995 1996 1997
Bn ECU

TOTAL 429.0 440.4 470.5 461.8 470.7 518.9 5453 581.5 667.3

Shares as a %

Raw materials (0-4) 331 332 313 301 287 285 272 281 263
Food, beverage and tobacco (0+1) 8.8 8.4 8.5 8.5 8.1 8.4 7.9 7.9 7.2
Crude materials except fuels (2+4) 8.9 7.7 6.6 6.6 6.1 6.8 7.4 6.5 6.4
Mineral fuels (3) 154 171 161 149 145 133 119 138 127
Manufactured products (5-8) 615 615 636 650 678 687 699 692 71.1
Chemicals (5) 65 65 65 68 68 72 79 77 7.7
Machinery and transport equip. (7) 283 285 299 299 317 317 318 323 340
Misc. manufactured goods (6+8) 26.7 265 272 283 293 297 302 292 293
Other not classified goods (9) 5.4 5.3 5.1 4.9 3.4 2.8 2.9 2.7 2.6

Source: Eurostat, COMEXT.

Tab. 1.2.4.10. Extra-EU-15 trade balance by products, in Bn ECU

1989 1990 1991 1992 1993 1994 1995 1996 1997

TOTAL -37.9 490 -71.3 -508 12 7.2 280 436 505
Raw materials (0-4) -93.5 -98.1 -99.1 -885 -75.8 -83.4 -822 -933 -97.8
Food, beverage and tobacco (0+1) -76 -78 -103 -74 -33 62 -42 -43 -26
Crude materials except fuels (2+4) 284 -25.0 -224 -21.6 -183 -234 -266 -241 -27.0
Mineral fuels (3) -57.4 -656.3 -66.5 -59.5 -54.2 -53.7 -51.4 -64.9 -68.1
Manufactured products (5-8) 574 542 333 454 854 974 1157 1444 1524
Chemicals (5) 16.9 161 173 194 281 306 304 36.0 41.8
Machinery and transport equip. (7) 29.8 335 237 345 576 668 826 949 1025
Misc. manufactured goods (6+8) 107 46 -77 -85 -02 01 27 185 8.1
Other not classified goods (3) -18 -50 55 .77 -84 68 -55 -75 -41

Source: Eurostat, COMEXT.
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Intra-EU trade in goods

Fig. 1.2.4.2. Intra-EU share of total
(extra + intra) EU trade, as a %
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Source: Eurostat, COMEXT.

Intra-EU trade

The Intrastat system was introduced on
1 January 1993 as the Single Market
was completed and customs formalities
were abolished within the EU. Since
1993 trade figures have no longer been
derived from customs declarations.
Rather, they are compiled from data pro-
vided directly by EU companies.
Because of this change in the data col-
lection system, data comparability
between the two sub-periods and for the
transition period 1992/1993 is severely
impaired.
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Share of intra-EU trade in the total
(extra + intra) EU trade flows

The share of intra-EU exports (dispat-
ches) in total (extra + intra) EU exports
increased over the period 1989-1992,
reaching a peak value of 67.4%
in 1991. The intra-EU share of total
imports, by contrast, remained stable — in
a range from 63.5% to 64.5% (see
figure 1.2.4.2.). The break in the figures
in 1993 is caused by the changed data
collection method. After 1993, the
relative shares of intra-EU exports and
intra-EU imports (arrivals) increased until
1995, decreasing again thereafter. Such
variations also reflect different phases of
economic activity outside the European
Union which have an impact on extra-EU
exports.

Statistical discrepancies

Owing to intra-EU statistical discrepan-
cies, the intra-EU surpluses and deficits
recorded by the Member States do not
balance out as — in principle — they
approximately should.

Since the introduction of the Intrastat
system in 1993, recorded intra-EU
exports (dispatches) have been consis-
tently higher than intra-EU imports
(arrivals). This may reflect the fact that
exports are exempt from value added
tax.
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Intra-EU trade by products

Since 1993, external markets have account-
ed for a rising proportion of total (extra- and
intra-) EU exports, and the intra-EU share,
including that of almost all sub-groups, has
decreased slightly. The only exception to
this trend has been the increase recorded
for mineral fuels (SITC 3). Over the course
of the period under review, the overall share
of intra-EU exports first increased slightly
and then fell again (see table 1.2.4.11.).

Tab. 1.2.4.11.

1993
TOTAL 62.8
Raw materials (0-4) 70.8
Food, beverage and tobacco (0+1) 721
Crude materials except fuels (2+4) 721
Mineral fuels (3) 65.4
Manufactured products (5-8) 60.3
Chemicals (5) 61.1
Machinery and transport equip. (7) 57.2
Misc. manufactured goods (6+8) 63.8
Other not classified goods (9) 83.6

On the import side, the relative impor-
tance of external sources of goods
remained fairly constant from 1993 to
1997. Only in the sub-groups machi-
nery and transport equipment (SITC 7)
and other non-classified products (SITC 9)
did the share of intra-EU imports in
total (extra- and intra-) EU imports incre-
ase over the period. The overall proportion
of intra-EU imports showed no clear upward
or downward trend between 1993 and 1997
(see table 1.2.4.12.).

Intra-EU-15 exports as a % of total exports (extra + intra), by product

1994 1995 1996 1997
63.0 64.0 63.1 61.6
71.4 72.2 721 70.6
727 73.0 72.6 70.9
73.6 73.1 72.3 713
64.9 68.2 70.7 69.3
61.0 61.9 60.7 59.0
62.3 63.7 62.2 60.6
58.3 59.2 58.7 57.0
64.0 64.7 63.0 61.3
76.8 80.0 83.0 81.6

Source: Eurostat, COMEXT.
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Tab. l.2.4.12. Intra-EU-15 imports as a % of total imports (extra + intra), by product
1993 1994 1995 1996 1997
TOTAL 62.0 62.3 64.1 63.7 62.1
Raw materials (0-4) 51.3 51.7 53.2 52.1 50.9
Food, beverage and tobacco (0+1) 69.5 69.0 70.4 70.0 69.2
Crude materials except fuels (2+4) 49.5 495 48.7 48.9 47.3
Mineral fuels (3) 28.6 28.0 29.6 30.2 29.6
Manufactured products (5-8) 64.5 65.3 66.5 66.4 63.9
Chemicals (5) 747 74.9 747 74.4 73.1
Machinery and transport equip. (7) 63.7 64.9 66.6 66.9 64.2
Misc. manufactured goods (6+8) 61.8 62.3 63.1 62.8 60.0
Other not classified goods (9) 73.8 67.3 76.5 76.0 78.3

Source: Eurostat, COMEXT.

Intra-EU trade by Member States

The relative share of intra-EU trade in total
(extra- and intra-) EU trade varies among
the Member States. In 1997, Portugal
was the country whose exports were
most strongly focused on the internal market
— with a share of around 80% that has stood
since 1993 — followed by the Netherlands
and the BLEU. Greek, Finnish and lIrish
exports, by contrast, were geared relatively
strongly towards external markets (see
table 1.2.4.13.).
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On the import side, too, Portugal leads the
field in terms of relative reliance on internal
rather than external import sources. Austria
and the BLEU take second place. The United
Kingdom, the Netherlands and Germany, on
the other hand, rely to a relatively greater
extent on external sources of imports, record-
ing rather low intra-EU shares of 53.5%,
58.2% and 58.3% respectively. For individual
countries, the focus of exports and imports on
internal or external markets appears to remain
relatively stable over prolonged periods (see
table 1.2.4.14.).
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Tab. 1.2.4.13. Intra-EU-15 exports as a % of total exports (extra + intra), by Member State

1989 1990 1991 1992 1993 1994 1995 1996 1997

EU-15 63.4 64.2 63.8 67.0 62.8 63.0 64.0 63.1 61.6
BLEU 72.4 74.2 741 79.7 76.4 75.1 76.5 76.6 75.0
DK 68.4 69.4 68.8 68.1 66.4 65.5 66.6 66.6 66.7
D 61.1 62.1 62.1 63.3 58.5 58.0 58.2 57.4 55.5
EL 66.5 67.7 64.0 69.3 58.9 571 60.1 52.1 45.7
E 60.4 62.3 62.8 68.5 64.3 66.6 67.9 67.5 68.7
F 68.1 68.1 67.5 65.3 60.0 62.0 63.0 62.3 62.0
IRL 73.0 73.9 721 77.6 72.4 73.5 73.9 71.2 68.5
| 61.2 61.9 62.0 61.8 571 57.5 57.3 55.4 54.6
NL 63.9 63.7 62.6 80.9 77.7 78.3 79.9 80.6 78.9
A 70.4 70.7 70.2 68.1 65.5 64.8 65.8 64.1 62.1
P 71.0 72.0 74.9 81.4 79.9 80.0 80.1 80.6 80.2
FIN 59.5 60.5 59.3 65.5 57.3 56.8 57.5 54.5 53.1
S 63.2 63.4 63.4 62.3 59.0 55.5 59.6 571 55.5
UK 56.4 56.5 55.1 59.8 56.8 57.6 58.8 57.6 55.1

Source: Eurostat, New Cronos.

Tab. 1.2.4.14. Intra-EU-15 imports as a % of total imports (extra + intra), by Member State

1989 1990 1991 1992 1993 1994 1995 1996 1997

EU-15 65.8 66.8 67.4 64.5 62.0 62.3 64.1 63.7 62.1
BLEU 78.3 79.9 79.9 74.9 73.1 72.9 72.2 72.8 71.7
DK 66.6 68.4 68.9 69.8 68.8 69.0 71.8 70.6 70.6
D 64.7 64.0 63.2 62.3 59.0 59.2 60.4 60.3 58.3
EL 69.2 68.0 67.7 66.7 63.0 67.9 70.1 62.8 64.0
E 64.2 67.6 69.3 63.3 65.0 66.4 68.5 69.3 66.6
F 64.3 65.3 65.8 68.8 63.5 65.5 68.5 67.8 65.8
IRL 78.0 78.6 78.0 74.9 67.1 66.0 64.6 66.7 65.1
| 61.0 62.8 63.4 63.3 59.6 60.7 60.9 61.1 60.6
NL 79.9 81.4 81.9 62.7 64.3 61.6 63.2 61.2 58.2
A 66.7 67.2 68.1 70.4 69.3 68.4 75.9 74.4 73.1
P 78.7 81.2 82.4 76.6 74.5 73.5 73.9 76.3 75.3
FIN 59.4 62.2 66.3 58.9 56.9 547 65.0 65.3 64.1
] 61.9 62.3 62.3 62.9 62.5 62.2 68.6 68.5 67.7
UK 54.7 57.3 60.5 55.6 53.7 54.5 55.4 54.5 53.5

Source: Eurostat, New Cronos.
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Within the EU, Germany is the biggest
exporter to other Member States, accounting
for 22% of intra-EU exports. Following some
way behind in second place is France, with
14% (see figure 1.2.4.3.).

Fig. 1.2.4.3. Shares of the Member
States in intra-EU exports, 1997
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Source: Eurostat, COMEXT.

Intra-EU trade balances also vary
considerably across Member States. The
Netherlands, for example, has a huge
surplus amounting to ECU 44.9 Bn, fol-
lowed by Germany with ECU 25.9 Bn.
The large positive trade balance
achieved by the Dutch partly reflects
transit flows of goods from outside
the EU to other Member States (see
figure 1.2.4.4.).

Greece, Austria and the United Kingdom,
on the other hand, import considerably
more goods from the EU internal market
than they export to it, compared with
other Member States. Their intra-EU
trade deficits amount to ECU 9.9 Bn,
ECU 9.4 Bn and ECU 8.9 Bn respecti-
vely. The individual trade balances need
to be interpreted with caution however, as
the overall intra-EU balance, which
should amount to approximately on zero,
shows a surplus of around ECU 50 Bn.
Individual trade balances may therefore
be biased.

Fig. .2.4.4. Intra-EU trade balance by Member State, in Bn ECU
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1.2.5. Foreign direct investment

Foreign direct investment (FDI) is one
of the driving forces of economic
globalisation. It reflects the intention to
aquire a lasting interest in an enter-
prise operating in another economy. FDI
is a supplement or an alternative to
cross border trade in goods and services.

In the frame of its Balance of
Payments statistics, Eurostat main-
tains a FDI data base that comprises
harmonised and thus comparable data
on inward and outward FDI flows and
positions for the European Union, its
Member States, the United States and
Japan. It gives the geographical break-
down of the three FDI components: equi-
ty capital, other capital and reinvested
earnings. Moreover, it provides also a
detailed breakdown of FDI flows and
positions by sector of economic activity.

Foreign direct investment (FDI) is the
category of international investment that
reflects the objective of obtaining a last-
ing interest by a resident entity in one
economy in an enterprise resident in
another economy. The lasting interest
implies the existence of a long-term rela-
tionship between the direct investor and
the enterprise, and a significant degree
of influence by the investor on the
management of the enterprise. Formally
defined, a direct investment enterprise is
an unincorporated or incorporated
enterprise in which a direct investor
owns 10% or more of the ordinary
shares or voting power (for an incorpo-
rated enterprise) or the equivalent (for an
unincorporated enterprise).

FDI flows and positions

Through direct investment flows, an
investor builds up a foreign direct invest-
ment position, that features on his
balance sheet. This FDI position (some-
times called FDI stock) differs from the
accumulated flows because of revalua-
tion (changes in prices or exchange
rates, and other adjustments like
rescheduling or cancellation of loans,
debt forgiveness or debt-equity swaps).

Such cross-border activities — current,
financial and capital transactions — with
third countries and economic or geograph-
ic regions are recorded in the European
Union Balance of Payments (BoP).

FDI positions

EU FDI position at the end of 1995:
overview

At the end of 1995, the European Union
held foreign direct investment assets
outside the Union worth ECU 472 Bn.

This was opposed by roughly ECU 367 Bn
of FDI liabilities to countries from outside
the EU resulting in a net foreign direct
investment position (i.e. assets minus
liabilities) of roughly ECU 105 Bn vis-a-vis
the rest of the world. In comparison, the
US managed ECU 546 Bn worth of FDI
assets abroad while it recorded ECU
427 Bn of liabilities in 1995 (see US
Department of Commerce: "Survey of
Current Business”).

For both the Union and the United States
the major FDI destinations are to be found
among the OECD countries. 68% of the EU
assets were located in the OECD against
73% for the US.
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The EU's net FDI exporter position (as
declared by the EU Member States) was
established through strong investment
links with the United States, which
accounted for almost half of foreign
direct investment in the EU.

At the same time, the US hosted some 40%
of the EU's investment assets, thereby
allowing the EU to establish a marginally
positive net FDI position vis-a-vis the US.

A strong investment relationship also
prevailed with Switzerland, which attracted
a quite remarkable 10% of the EU's invest-
ment assets and accounted for 20%
of total Extra EU FDI liabilities of the Union.

eurostat

However, the EU had its largest — when
measured in terms of volume — net liabili-
ty position (ECU 26.9 Bn) with Switzerland.

This was also the case for Japan, with
whom the EU had its second largest net
liability position in absolute terms (ECU
17.1 Bn).

Australia, Brazil and Canada all hosted
between 3-4% of the EU's foreign direct-
investment assets in 1995. Conversely,
Australia and Canada accounted each
for roughly 3% of the FDI liabilities
in the EU, while Brazil invested only
negligible amounts in the EU up to
1995.

Tab. 1.2.5.1. EU-15 FDI positions with its seven major partner countries, in Bn ECU
Assets Liabilities Net positions
1994 1995 95/94%| 1994 1995 95/94%| 1994 1995 95/94 %
Extra EU-15 444.3 471.9 6.2] 344.0 366.9 6.7 100.3 105.0 4.7
OECD (1) 304.4 322.6 6.0 300.0 320.7 6.9 4.4 1.8 -58.2
United States 196.6 207.2 5.4 170.8 188.3 10.3 25.8 18.9 -26.8
Switzerland 42.3 45.4 7.3 68.4 72.4 58f -26.1 -26.9 3.2
Australia 19.9 21.0 5.2 11.4 9.9 -13.4 8.5 1.1 30.0
Brazil 16.7 17.1 2.2 0.8 0.9 4.2 15.9 16.2 2.0
Canada 15.6 17.0 8.8 12.0 11.1 -71 3.7 59 61.0
Japan 10.9 11.0 1.8 28.0 28.2 0.6 -171 -17A1 -0.2
Singapore 9.7 10.7 10.6 1.6 1.5 -3.0 8.1 9.2 13.2

(') Excluding the Intra EU FDI positions.
Source: Eurostat.

Apart from these major parthers, the
EU had comparatively large FDI assets
in Singapore, Hong Kong, Norway
and Argentina (between roughly ECU
6 and 11 Bn). This was followed by
Hungary, the Republic of South Africa, the
Czech Republic and Malaysia (4 to
ECU 5 Bn).
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Breakdown of the EU FDI position 1995
by geographic and economic zones

When analysing the EU’'s foreign direct
investment relationship with some major
geographic and economic zones, the
NAFTA (Canada, USA and Mexico)
certainly stands out. Both in terms of assets
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and liabilities (with assets dominating
liabilities by ECU 28 Bn) the NAFTA by
far outstripped the EFTA (Switzerland,
Liechtenstein, Iceland and Norway).
However, whereas the NAFTA accommo-
dated more FDI! capital owned by EU
investors than the EU did for NAFTA
investors, the situation was different for the
EFTA, where EU liabilities outnumbered
assets to the tune of ECU 30 Bn (see
figure 1.2.5.1.).

The so-called Offshore financial cen-
ters proved also to be very attractive
for FDI originating from the EU: up
to 1995, they amassed almost the
same amount of EU FDI assets than the
EFTA.

Comparatively large net assets prevai-
led with the MERCOSUR (Argentina,
Brazil, Paraguay and Uruguay), the
first wave of Newly Industrialized Countries

Fig. 1.2.5.1. The EU’s assets and liabilities at end
of 1995 by zones, in Bn ECU
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Source: Eurostat.

NICs1 (Hong Kong, Singapore, South
Korea and Taiwan) and the ASEAN
(Malaysia, Thailand, Philippine, Singapore,
Indonesia, Brunei, Vietnam), which hosted
EU investment assets worth between ECU
21 and 24 Bn. In contrast, FDI liabilities
vis-a-vis these countries remained low,
the NICs1 coming top with roughly ECU
4 Bn.

Major investment sectors

By far the largest share of the FDI capital
held by EU enterprises in countries outside

100 150 200 250
[T Assets

H Liabilities

the Union at end of 1995 was invested by
the EU manufacturing industry, which
accounted for almost half of the EU's total
assets abroad.

Financial intermediation (including mon-
etary intermediation, financial holding
companies and insurance activities) also
proved to be a focal point in the EU's FDI
activities: around one fifth of total assets
were due to investments from this sector.

Real estate and business activities
(including real estate and computer acti-
vities, research and development business
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and management consultantcy and adver-
tising) were the third most important own-
ers of EU FDI assets abroad.

The mining and quarrying sector, which
encompasses the extraction of coal and
ores, petroleum and gases, had FDI stakes
worth ECU 46.6 Bn (or 10%) placed outside
the Union. Trade and repairs (including
wholesale and retall trade; repair of motor
vehicles, motorcycles and personal and
household goods) followed next with a share
of around 8%.

A very similar investment pattern can
be observed in the structure of the
EU FDI liabilities. More precisely, the above

mentioned FDI assets were opposed by
roughly ECU 367 Bn of FDI liabilities, of
which 37% or around ECU 135.6 Bn were
invested into the European Union's manu-
facturing sector.

This was followed by a 20% share of
foreign owned investment in financial
intermediation, thus striking percentage-
wise a balance between EU FDI assets
and liabilities. Investments into real
estate and business activities amounted
at the end of 1995 to around 17%
of total EU FDI liabilities, which was
marginally higher than the outward in-
vestment position in this sector. Trade and

Tab. 1.2.5.2. EU FDI position at end of 1995, in Bn ECU

Assets Liabilities

Extra-EU us JP EFTA| Extra-EU us JP  EFTA
Agriculture and fishing 1.0 0.4 0.0 0.0 0.4 0.2 0.0 0.1
Mining and quarrying 46.6 126 0.3 2.5 326 26.5 0.0 1.6
Services (') 205.6 921 5.1 30.7 1925 84.7 233 54.2
Manufacturing of which 208.7 99.1 5.7 19.4 1356 723 5.1 26.3
Food products 43.6 20.6 0.8 3.7 215 105 0.5 6.8
Textiles, wood activities 16.0 10.7 0.1 1.6 15.1 3.4 0.2 1.4
Petroleum, chemical, rubber,
plastic products 78.7 36.8 3.3 5.8 43.7 250 0.8 10.3
Metal and mechanical products 21.2 8.8 0.8 3.3 17.1 8.8 0.9 3.8
Machinery, computers, RTV,
communication 15.0 7.3 0.4 1.6 13.8 8.7 1.8 1.2
Vehicles, other transport equipment 12.0 3.3 0.2 2.3 10.4 7.4 0.6 0.9
Electricity, gas and water 5.7 1.4 0.0 0.3 4.6 38 -0.3 0.3
Construction 3.9 1.6 0.0 0.3 0.6 06 -0.1 0.2
Trade and repairs 355 118 31 5.1 506 183 114 9.6
Hotels and restaurants 4.7 2.2 0.0 0.2 3.5 0.8 -0.1 0.3
Transports and communication 35 -13 0.0 0.9 3.5 1.2  -01 1.8
Land, sea and air transport 3.6 1.2 0.0 0.5 1.3 05 -02 0.7
Telecommunications -1.1 -1.3 0.1 0.2 1.6 0.5 0.0 0.4
Financial intermediation 95.7 36.2 1.4 12.9 721 227 11.0 20.9
Other financial intermediation + insurance 67.9 250 0.8 10.8 43.8 14.1 4.7 18.4
Real estate & business activities 64.0 37.7 0.3 8.9 64.0 36.7 1.1 19.8
Computer, research, other business
activities 539 319 0.2 7.5 58.1 34.0 1.0 18.3
Other services 2.2 5.6 0.3 2.7 -1.3 5.0 0.0 1.9
Not allocated 0.5 0.1 0.0 0.1 0.7 0.2 0.0 0.4
TOTAL 471.9 207.2 111 53.3 366.9 188.3 282 82.9

(") Sum of trade and repairs. hotels and restaurants, transports and communication, financial intermediation, real estate and business activities, othe

Source: Eurostat.
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repairs in the EU attracted a larger slice
(14%) of FDI than it had invested outside
the Union. The mining and quarrying indus-
try more or less held its position when one
compares its EU FDI assets and liabilities
in proportional terms of the respective
totals (10% vs. 9%).

Negative FDI stocks

For some sectors, the EU recorded negati-
ve FDI stocks both for assets and for liabi-
lities (see table 1.2.5.2.).

How should this be interpreted, in particular
how do negative FDI stocks come about? In
practice, if an enterprise that is (partly)
owned by foreign direct investment capital
makes accumulated losses, than these los-
ses will be deducted from the equity capital
of the enterprise. Thus if these losses
exceed the total capital of the enterprise,
negative FDI stocks may be observed. In
some of the cases, these losses are com-
pensated by the parent company (i.e. the
direct investor) through loans or fresh equity.

This situation may be observed in some of
the sectors displayed here: the telecommu-
nication sector recorded negative FDI
assets worth around ECU 1 Bn at end-
1995. This was mosily due to negative
assets (amounting to roughly ECU 1.3 Bn)
in the United States.

Some investment sectors in the EU shared
a similar fate: other services with investors
from outside the Union for example, or
electricity, gas and water or the construc-
tion industry with FDI stemming from
Japan.

Sectoral preferences of EU FDI
partners

The EU’s FDI assets abrod were mostly
invested by the manufacturing sector.
Enterprises operating in this area had
substantial stakes in the United States,
which amounted to roughly ECU 100 Bn
at the end of 1995. Almost the same was
held in countries other than Japan and
the EFTA (where manufacturing FDI assets

Fig. 1.2.5.2. EU FDI assets with major partners, end of 1995

Bn ECU
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Source: Eurostat.
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stood at ECU 5.7 Bn and 19.4 Bn respec-
tively) (see figure [.2.5.2.). Japanese
companies attracted roughly two percent
of FDI capital provided by the EU manu-
facturing industries and the services
sectors.

The EU service sector invested worldwide
almost as much as the manufacturing sec-
tor did, in particular in the US. However, the
slight dominance by the manufacturing
sector did not prevail in the EFTA: here,
services outspent manufacturing by more
than ECU 10 Bn.

US investors, on the other hand, preferred
to invest into the EU's service enterprises
(to the tune of ECU 84.7 Bn). This stood

eurostat

against ECU 72.3 Bn worth of US owned
capital in manufacturing.

While this was a more or less balanced
relationship, investments from Japan and
the EFTA were dominated by FDI links with
the service sector. Japanese investors had
roughly five times more FDI capital tugged
away in services than in manufacturing. In
particular investments into trade and
repairs and financial intermediation did
more than to offset the modest negative
stocks mentioned earlier on (see also table
1.2.5.2.). EFTA investors also sought their
fortune more in services than manufactur-
ing: a quite remarkable ECU 54.2 Bn had
found its way into this particular sector in
the EU by end of 1995.

Fig. .2.5.3. EU FDI liabilities with major partners, end of 1995
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Source: Eurostat.
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FDI flows
EU FDI flows 1996/1997: overview

The year 1997 brought a strong increase in
FDI activity for the Union, both on the
outward and the inward side. The EU total
outward flows (see table 1.2.5.3.) rose 46%
to ECU 172 Bn between 1996 and 1997.
They outpaced the inflows both in absolute
terms and in growth, the latter increasing
by 38% to 99 Bn.

The 1997 strong upturns were fuelled by
broad-based trends across Member States.

The total outward flows increased in all
Member States, Belgium/Luxembourg
making the exception. On the inward side
only Belgium/Luxembourg, Spain and
Austria saw a decrease. Both for 1997
inward and outward fiows the United
Kingdom stood out with strongest absolute
increases and by far highest amounts.

Germany and France came next on the
outward side, showing quite similar values
and growth rates. However, while France
recorded second strongest inward flows
there were disinvestments in Germany,
albeit shrinking in 1997.

Tab.1.2.5.3. European Union outward and inward FDI flows (), in Mio ECU
Outward flows Inward flows Net flows

1996 1997 Change 1996 1997 Change 1996 1997
EU-15 117 897 172272 46%| 71826 99164 38%| 24322 48894
BLEU 6 940 5919 -15%| 11577 11076 -4%| -4637 -5158
DK 1985 3712 87% 605 2470 308% 1380 1242
D 23287 29276 26%| -2144 -166 -92%} 25431 29442
EL : : : : : : : :
E 4113 8 953 118% 5094 4 890 -4% -981 4 063
F 23967 28139 17%| 17 302 20 204 17% 6 665 7 935
IRL : : : : : : : :
| 5092 9373 84% 2784 3263 17% 2308 6 109
NL 16559 18120 9% 5256 7717 47%| 11303 10403
A 1129 1280 13% 3026 1534 -49%| -1897 -254
P 607 1462 141% 557 1525 174% 50 -63
FIN 2834 3 891 37% 874 1362 56% 1960 2529
S 3674 10039 173% 3998 8 524 113% -324 1515
UK 27 051 51507 90%| 19764 31546 60% 7287 19961

('} Total FDI flows (equity capital, other capital, reinvested earnings); figures for BLEU, Denmark, Spain, ltaly, the Netherlands
and Portugal do not include RIE. BoP sign convention is not applied. A minus sign means disinvestment.

Figures shown for Austria comprise only equity capital. For the EU totals other capital component was estimated.

1997 data for BLEU, France, the Netherlands, Finland and the United Kingdom are provisional.

1997 data for ltaly, Austria and Spain are semi-final.

Figures for Greece and Ireland were estimated and included in the EU totals.

Source: Eurostat.
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EU doubles net FDI capital export
in 1997

Net FDI flows (outward flows minus inward
flows) show an increase by 101% of the net
FDI exports of the Union. The 1997 Extra
EU outward flows (ECU 91 Bn) exceeded
the inward flows from non EU investors by
49 Bn. Germany continued to be the
biggest net exporter of FDI capital, with a
1997 net value close to ECU 29 Bn (net
FDI by Member State includes Intra EU FDI
flows). Next was the United Kingdom
with 20 Bn, catching up by nearly tripling
the 1996 value. Also Denmark, the
Netherlands, France, ltaly, and Finland
kept being net exporters of FDI in 1997, like

Fig. 1.2.5.4. Net FDI flows
Bn ECU
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they were in 1996. The latter three saw
net FDI increasing. Spain and Sweden
switched from net importer to net exporter,
whereas the reverse happened in Portugal.
Austria remained the second biggest net
importer of FDI in 1997 (only equity capi-
tal), but saw values decreasing from 1.9 Bn
to 0.3 Bn. Belgium/Luxembourg continued
to be net importer, crossing the 5 Bn mark
by an increase of 11% in net FDI capital
import between 1996 and 1997. Whereas
four Member States were FDI net importers
in 1996 there were only three in 1997, and
for two of them the recorded values were
fairly close to balance. Thus, being a net
exporter of FDI capital was a very common
feature across Member States in 1997.
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The economic situation in the regions

.2.6. The economic situation
in the regions

Per capita GDP of the EU regions
in 1995

Per capita gross domestic product at mar-
ket prices, one of the key indicators for the
structural and regional policies of the EU,
varied in 1995 between 7 400 PPS in the
Greek region of Ipeiros and 33 600 PPS in
the German land of Hamburg (). The figu-
res thus ranged from 47% to 195% of the
overall EU average (PPS 17 300).

Tab. 1.2.6.1. The regions of the EU ()
with the highest/iowest
per capita GDP in PPS
in 1995, EU-15 = 100

Region Per capita GDP
1994 1995
Hamburg 194 195
Rég. Bruxelles Cap. 176 172
Luxembourg 168 168
Wien 165 165
lle de France 166 165
Bremen 153 153
Hessen 149 150
EU-15 100 100
Peloponnisos 58 57
Andalucia 57 57
Alentejo 57 57
Dytiki Ellada 56 56
Extremadura 55 54
Madeira 52 52
Voreio Aigaio 49 50
Acores 50 50
Ipeiros 43 43

(') Without French overseas departments.
Source: Eurostat.

Table i.2.6.1. shows that, in 1995, these two
regions differed markedly from the other
regions with high and low per capita GDP
values. The figure for the Brussels Capital
Region, the region with the second highest
value, was more than 20 percentage points
below the figure for Hamburg. The other
regions with relatively high values also lie
more or less in the centre of the EU. The
situation is quite different for the regions with
the lowest per capita GDP figures. They are
all in the Mediterranean area — four of them
in Greece, three in Portugal and two in
Spain.

Itis striking that all regions with high per capi-
ta GDP values in PPS are relatively small. A
key underlying factor here is net commuter
inflow, which takes regional production activi-
ty beyond the level possible with working
residents alone.

Table 1.2.6.1. additionally gives the per capi-
ta GDP values (as a percentage of the EU
average) for 1994. These show that —
except in the Brussels Capital Region — no
major relative changes in production activity
took place between 1994 and 1995. This is
particularly true of the regions with low per
capita GDP figures, i.e. their production acti-
vity on a per capita basis did not differ funda-
mentally from the average trend at EU level.

Comparison between 1985 and 1995
per capita GDP values

A comparison of the situations in 1985 and
1995 highlights distinct shifts between the
regions of the European Union. In 43 out of
128 regions for which basically comparable
data are available, per capita GDP as a per-
centage of the EU average fell over the per-
iod 1985 to 1995. The figure remained cons-
tant in 5 regions and rose in as many as 80.

() The analysis is based on a total of 156 regions at NUTS levels 1 (Germany, United Kingdom) and 2 (all other Member
States excluding the French overseas departments). For details on regional breakdown and further technical details, cf. chapter
Il of the publication "The Economic Accounts of the European Union 1996". .

71



The economic situation in the regions

This pattern is somewhat distorted, however,
by German unification.

The sharpest relative rise in the reference
period occurred in Luxembourg, where per
capita GDP rose over the 10 years by 38 per-
centage points from 130% to 168% of the EU
average. Table 1.2.6.2. shows further regions
which recorded particularly sharp increases
or decreases in per capita GDP in PPS. A
striking feature here is that the regions expe-
riencing particularly strong rises are spread
over quite a number of Member States
(Luxembourg, the Netherlands, Portugal,
Germany, Belgium and ltaly), whereas those
with marked decreases are concentrated
in France and Sweden. However, the relative

Tab. 1.2.6.2. The regions of the EU (')
the highest relative increase
with and decrease of the
per capita GDP in PPS
from 1985 to 1995,
in percentage points

Relative increase and

Region decrease

Luxembourg + 38
Utrecht + 22
Algarve + 20
Hessen +19
Norte (P) +17
Limburg (B) + 16
West-Vlaanderen + 16
Friuli-Venezia + 16
EU-15 0
Champagne-Ardenne - 11
Mellersta Norrland - 11
Picardie - 11
Drenthe - 11
Aquitaine -12
Oestra Mellansverige -12
Vaestsverige -12
Sydsverige -13
Qevre Norrland -15

(') Without French overseas departments, the rew
German Bundeslander and West-Berlin, Ireland,

the Dutch regions Groningen, Overijssel, Gelderiand, and
Flevoland, Austria, Finland and the portuguese regions
Acores und Madeira.

Source: Eurostat.
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changes reflect not only developments on
the production-activity front but also changes
in the size and structure of the population
and in purchasing power parities.

Regional unemployment in 1997

In April 1997, the unemployment rate — i.e.
the ratio of unemployed persons to the
labour force — varied across the regions
under consideration from 2.5% in Luxem-
bourg to 32.0% in the Spanish region of
Andalucia. Related in each case to 100
members of the labour force, Andalucia thus
had around 13 times more jobless people
than Luxembourg.

Of the 156 regions taken into account, as
many as 19 achieved an unemployment rate
in April 1997 of less than 5 % — lower than
half the EU average. These 19 NUTS 2
regions were spread over 8 Member States.
In Germany, Spain, France, Sweden and the
United Kingdom, no region at this level had

Tab. 1.2.6.3. The regions of the EU (") with
the highest/lowest
unemployment rates
in April 1997, as a %

Region Unemployment
rate
Luxembourg 2.5
Oberdsterreich 3.0
Berkeshire. Buckinghamshire 3.2
Niederdsterreich 3.4
Centro (P) 3.4
Trentino-Alto Adige 3.8
Burgenland 3.8
Salzburg 3.9
Sicilia 24.0
Calabria 24.9
Campania 26.1
Ceuta y Melilla 26.4
Extremadura 29.5
Andalucia 32.0

(‘) Without French overseas depariments.
Source: Eurostat.
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an unemployment rate below 5%. At the
other end of the scale were 6 regions in
Spain and Italy where the rate stood at more
than 22% and was thus at least half as high
again as the overall European Union avera-
ge. Table 1.2.6.3. lists the regions with the
lowest and the highest unemployment rates
in April 1997.

Change in unemployment rate from
1992 to 1997

From April 1992 to April 1997, the unemploy-
ment rate at EU level rose by 1.8 percentage
points. Most, though not all, of the
147 regions under consideration (no data
are available for the Austrian Bundeslénder)
recorded an increase over this period.
As many as 30 regions enjoyed an, in
some cases, marked decrease — of up to
5.2 percentage points in Ireland and
Northern Ireland. In three regions — Poitou-
Charentes, Zuid-Holland and Limburg (NL)
— the unemployment rates in April 1997
were the same as those in April 1992.

Table 1.2.6.4. shows that, of the 7 regions
in which the unemployment rate fell by
at least 3 percentage points between
April 1992 and April 1997, as many as 4
are in the United Kingdom. The other 3
are Canarias (Spain) and the two Member
States Ireland and Denmark. Moreover,
all the other UK regions taken into account
likewise recorded a fall in the rate of
unemployment over the period under
review.

In a total of 10 regions, the unemployment
rate rose by at least 6 percentage points bet-
ween April 1992 and April 1997. Sweden and
ltaly each account for 4 of these 10 regions,
the remaining 2 being in Finland and Greece.
The three regions posting the sharpest
increase are all in the southern half of Italy.

Tab. 1.2.6.4. The regions of the EU (') with
the highest increase and
decrease of unemployment
rate from 1992 to 1995,
in percentage points

Region Decrease/Increase
Ireland -5.2
Northern lreland -52
Canarias -3.8
West-Midlands -3.6
Danmark -35
South-West (UK) -3.4
North-West (UK) -3.2
EU-15 +1.8
Itae-Suomi +6.4
Dytiki Makedonia +6.4
Norra Mellansverige +64
Mellersta Norrland +6.7
Sicilia +6.9
Oevre Norrland +70
Sydsverige +74
Calabria +8.1
Campania +10.1
Molise +10.2

(') Without French overseas departments and Austria.
Source: Eurostat.
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1.3. Economy by branch in the Union

I.3.1. Gross value added

As indicated earlier, GDP can also be
analysed in terms of output expressed as
the total value added produced by the var-
ious sectors of the economy, with the addi-
tion of taxes linked to exports and the sub-
traction of deductible VAT. Value added is
thus the value produced by each unit and
indicates the production process of a
country.

The institutional units, defined as produc-
ers, are involved in various activities.
When they are grouped according to simi-
larity of productive activity, they form
branches of activity. In the analysis that fol-
lows, the output of the EU Member States
is broken down by branch.

In 1996 the European Union's gross value
added (GVA) amounted to ECU 5 477 Bn,
while the Euro zone accounted for ECU
4 298 Bn. When the figures are compared
in terms of real growth, using 1990 as the

base year (i.e. 1990=100), the European
Union as a whole and the Euro zone fol-
lowed very similar patterns, and in 1996
both groups of countries achieved a gross
value added figure that was 9% up on the
reference year.

Figure 1.3.1.1. shows growth in GVA by
branch. Compared with 1990, fuel and power
products produced the biggest increase
(+17% in 1996), followed by services
(+12%). More modest increase were record-
ed by agricultural, forestry and fishery prod-
ucts (+6%) and manufactured products
(+3%). Only building and construction were
down in comparison with the reference year,
and this continued a trend that had been a
feature of the whole period.

As for the individual Member States, the
countries that showed the biggest rates of
growth in GVA compared with 1990 were
freland (+57% in 1996), Luxembourg
(+38%) and Portugal (+20%). The United
Kingdom's GVA in 1996 was 11% above the
benchmark figure, while Germany recorded

Fig. 1.3.1.1 Gross value added at constant market prices in the Union
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an increase of 10%, ltaly 7% and France
6% (') (see table 1.3.1.1.).

If we take a closer look at gross value added
by branch, we find that in 1996 the European
Union's GVA of agricultural, forestry and
fishery products was below the 1990 figure
in the case of Austria, Finland, Sweden, the
United Kingdom and Spain. For fuel and
power products, GVA in 1996 was higher
than the reference year in every Member
State, and especially in Denmark (+62%).
GVA of manufactured products was up on
1990 for all the Member States apart from
Germany, where the figure was 6% below
the reference year. In the case of France, the
increase was barely 1%. As for building and
construction, the 1996 figures for GVA
showed increases in only five Member
States (Luxembourg, Austria, Portugal,
Belgium and Denmark), while they were
down in the other nine (?). With regard to

curostat

services (market and non-market), most
of the Member States produced figures
that were up on 1990, the sole exception
being Finland, where GVA was 1% below
the 1990 level. The figure for Spain was
identical, but in the opposite direction, and
indicated a rise of 1% compared with the
reference year (see table 1.3.1.1.).

In order to highlight the role of the branch-
es in the growth of total gross value
added, the contribution that each branch
made to growth between 1995 and 1996
was calculated. With average annual
growth in Europe running at 2%, services
(+1.7%) accounted for no less than 87%
of the increase. Services were also the
main source of growth in the Euro zone as
well, recording an increase of 1.5% com-
pared with an overall figure of 1.8% and
thus achieving a percentage share (85%)
that was only just below the EU figure

Tab. 1.3.1.1. Value added at market prices in 1996 , 1990-100

Agricul., Fuel and Manufact. Building Services Total

forestry power products and const.

and fishery products

EU-15 106 117 103 93 112 109
EUR-11 107 113 102 94 112 109
B 110 115 103 101 112 109
DK 111 162 110 101 111 111
D 102 107 94 93 120 110
EL 122 136 108 97 123 119
E 96 112 106 97 101 102
F 107 111 101 87 109 106
IRL : : : : : 157
I 113 111 106 93 108 107
L 129 134 132 139 140 138
NL 114 121 106 95 106 115
A 93 123 103 124 117 113
P 110 139 109 117 124 120
FIN 93 122 122 69 99 102
S 95 104 120 82 110 110
UK 95 134 103 91 114 111

Source. Eurostat.

(') Germany, France, Italy and the United Kingdom accounted for 72% of the European Union's GVA in 1996.

°) No data are available for Ireland.
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(see table 1.3.1.2.). Throughout the Union,
market services provided the main impetus
to growth.

Fuel and power products also provided a
positive contribution to growth in all the
Member States. In Finland, Belgium and
Sweden, however, there was a negative
impact, tending to curb the growth of GVA, in
the case of agricultural, forestry and fishery
products. Building and construction had the
same effect in Belgium, Germany, Spain and
France, while manufactured products had a
slowing effect on total GVA only in Italy.

If we look at the structure of gross value
added in the European Union and the
changes that have occurred in the last
seven years, the branch that accounts for
the largest share of GVA is the service sec-
tor (65% in 1996), followed by manufactured

Gross value added

products (22%). Since 1990 services have
increased their share of the total economy
by two percentage points, while manufac-
tured products have moved in the opposite
direction, losing 1.4 points (see table
1.3.1.3)).

The Member State where agricultural,
forestry and fishery products account
for the largest share of GVA is Greece
(14.9% in 1996), while in the other EU
countries the percentage ranges from
5.9% in Portugal to 1.3% in the United
Kingdom. Fuel and power products
account for the largest share of GVA in the
United Kingdom (7% in 1996), and the
lowest in Luxembourg (1.7%).

The percentage of GVA generated by
manufactured products in 1996 ranged
from 27.6% in Finland to 14.9% in Greece.

Tab.1.3.1.2  Contribution to GVA growth in 1996, as a %

Agricul., Fuel and Manufact. Building Services Total

forestry power products and const. growth

and fishery products ate 96/95
EU-15 0.1 0.2 0.0 0.0 1.7 2.0
EUR-11 0.1 0.1 0.1 -0.1 1.5 1.8
B -0.1 0.1 0.0 -0.1 1.9 1.8
DK 0.0 0.6 0.0 0.2 1.3 2.1
D 0.0 0.1 0.0 -0.2 1.9 1.8
EL 1.9 0.6 1.9 0.8 7.5 12.8
E 0.8 0.3 0.0 -0.2 1.4 2.3
F 0.2 0.1 0.0 -0.1 1.2 1.3
IRL : : : : : 9.8
1 0.1 0.0 -0.2 0.1 0.7 0.8
L 0.0 0.0 0.5 0.2 1.8 2.6
NL 0.0 0.4 0.7 0.0 21 3.3
A 0.1 0.0 0.3 0.2 1.1 1.7
P 0.3 0.2 1.3 0.3 3.5 5.7
FIN -0.2 0.2 0.9 0.3 2.0 3.4
S -0.1 0.0 0.5 0.0 1.6 2.0
UK 0.0 0.3 0.1 0.1 3.9 4.3

Source: Eurostat.
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A comparison with the situation in 1990

shows that most of the Member States Tab. 1.3.1.3. Gross value added at market
have seen manufactured products decline p""e; S“”d"“:l'e 1996,

as a percentage of total GVA, the excep- ca:‘,ear 1°é;:/9: ii'l?epoims
tions being Finland (+4.5 percentage ’

points), Sweden (+1.9 points) and Spain Agric.  Fuel Manuf. Build. Serv.

(+0.9 points). There has been a sharp forest. and prod.  and

decline in the contribution by manufac- fishery power const.

tured products to total GVA in Germany

(-4.4 points), with similar but less marked EU-15 2.9 48 220 5.3 65.0

falls in Austria and Portugal (both -2.2 0.1 03 14 09 20

points). EUR-1- 3.0 4.8 220 53 65.0
-0.1 0.2 -1.5 -0.8 2.2

Among the Member States, Spain was the
country where building and construction

accounted for the largest share of GVA ® 10,'2 2;? 2?§ _i_’f 6?:;
(8.5% in 1996), and France was the lowest
(4.4%). This sector's contribution to total DK 4.3 41 1841 52 684
GVA has fallen in almost every Member 0.0 303 05 04
State _in the‘ last seven years, the sole D 14 P 46 648
exception being Austria (+0.6 percentage 0.1 0.1 4.4 09 54
points).

, EL 14.9 49 149 6.0 59.4
The branch that accounts for the biggest 0.4 0.6 1.5 13 1.9
share of total GVA in every Member State is
services. The highest figures in 1996 were E 4.3 57 212 8.5 602
recorded in Luxembourg (68.6%) and 03 05 09 05 -06
Denmark (68.4%), while Finland had the E 3.6 41 200 44 68.0
lowest figure (57.90/0). 0.0 0.2 1.1 1.0 1.9
A close look at the detailed series available | 3.4 54 206 52 634
to Eurostat shows that market services 0.2 0.2 0.2 08 06
account for the major part of services in
every Member State. When the distinction L 1.6 1.7 209 7.2 68.6
is made between market and non-market 01 01 09 0o 10
services, it is interesting to note that in 1996 NL 43 49 181 47 68.0
market services accounted for the largest 0.3 0.6 -0.1 06 -02
contribution to total GVA in Belgium (57.3%)
and Luxembourg (55.8%), whereas in the A 2.7 42 209 7.2 64.9
case of non-market services the leading 06 08 22 06 18
countries were Sweden (25.4%) and P 59 40 233 58 609
Denmark (22.3%). For both the European -0.5 0.6 22 0.1 23
Union as a whole and the Euro zone, mar-
ket services accounted for 50% of total GVA ~ FIN 57 24 276 63 579
in 1996, with non-market services account- 05 04 45 30 -4
ing for 15% (see table 1.3.1.3.). s 2.4 30 226 55 663
Labour and capital are the primary factors in 04 0z R
output. If we look at GVA in relation to the UK 13 70 206 57 655
total number of persons in employment, we 0.2 1.2 -1.6 12 1.9
can calculate a country's output per unit of Source: Eurostat.
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Gross value added

Fig. 1.3.1.2. Gross value added at market prices in 1996, by main
branches, as % of total GVA
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Source: Eurostat.

labour, i.e. how much each employee pro-
duces in terms of value added, this being a
basic indicator of labour productivity.

Productivity in the European Union,
expressed as gross value added per unit of
labour, amounted to ECU 38 000 in 1996,

while the figure for the Euro zone was
slightly higher (ECU 40 000).

Luxembourg headed the ranking of
Member States, with a GVA per head 61%
above the EU average. Next came the
Netherlands (+24%) and Ireland (+20%).

Fig. 1.3.1.3. Product per unit of work, 1996, EU-15=100
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Tab. 1.3.1.4. Product per unit of work, in 1996

Agricul., Fuel and Manufact. Building Services Total

forestry power products and const.
and fishery products
EU-15=100
EUR-11 100 106 103 100 109 106
B 196 134 120 119 106 114
DK 185 158 98 113 104 106
D 108 73 100 108 127 118
EL 71 53 41 66 53 48
E 71 110 82 99 83 81
F 162 114 114 91 114 114
IRL : : : : : 120
l 83 172 109 103 104 104
L 183 85 176 150 162 161
NL 236 171 136 102 116 124
A 98 89 99 137 113 109
P 28 41 36 35 46 38
FIN 161 60 153 106 101 114
S 157 113 123 123 102 109
UK 111 86 91 101 73 81
ECU 1 000

EU-15 17 144 37 28 39 38

Source: Eurostat.

Of the Union's biggest countries, Germany
(+18%) and France (+14%) were above the
EU average, Italy was closer to the average
but still 4% above it, while the United
Kingdom lagged 19% below the EU mark
(see figure 1.3.1.3.).

A closer look at productivity by branch in
the European Union shows that fuel and
power products easily top the list, followed
by services and manufactured products
(see table 1.3.1.4.).

With regard to agricultural, forestry and
fishery products, 1996 saw the Netherlands
136% above the EU average while Portugal
fell 72% below the average. Both figures
were way ahead of those of the next coun-
tries. Italy and the Netherlands returned the
highest figures for fuel and power products:
72% and 71% respectively above the EU
average. The highest figures for building and

80

construction were recorded in Luxembourg
and Austria, where the results were 50%
and 37% above the EU average.

In the case of manufactured products, the
highest figures were attained in Luxembourg
(76% above the EU average) and Finland
(+53%). Countries that fell below the EU
average were Portugal (-64%), Greece
(-59%) and Spain (-18%), followed by three
countries that were just below the average:
the United Kingdom (-9%), Denmark (-2%)
and Austria (-1%).

As for productivity in the case of services,
1996 again saw Luxembourg leading the
way, with a figure that was 62% above the
EU average. In second place came
Germany (+27%). As for manufactured
products, the countries that fell below the
EU average were Portugal (-54%), Greece
(-47%), the United Kingdom (-27%) and
Spain (-17%).
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Gross fixed capital formation

1.3.2. Gross fixed capital forma-
tion

Gross fixed capital formation (GFCF) con-
sists of acquisitions, less disposals, of fixed
assets during a given period. Fixed assets
are tangible or intangible assets used in the
process of production for more than one
year.

Although capital, and more generally
investments, refer to and are conditioned
by a broad series of factors (with finance
playing an important role), gross fixed cap-
ital formation provides a good indication of
changes in capital stock, i.e. investments
during a given period.

In order to analyse the pattern of invest-
ments during the period from 1990 to 1996,
the former year was taken as the reference
year, i.e. 1990=100. Total investments in
the European Union in 1996 were 2% lower
than those recorded in the reference year,
and this was a feature of the entire period
under review. When the figures are broken

down by branch, fuel and power products
were 10% up on 1990, and services too
were above the 1990 figure, albeit by only
1%. In the other branches GFCF has
declined in the last seven years: building
and construction were 22% below the 1990
figure, while the figures for manufactured
products and agricultural, forestry and fish-
ery products were -15% and -8% respec-
tively (see figure 1.3.2.1.).

Among the Member States which have data
broken down by branch('), investments for
agricultural, forestry and fishery prod-
ucts increased during the period under
review only in Luxembourg (+17%), Italy
(+6%) and Ireland (+3%). In the case of fuel
and power products, however, the 1996
figures were ahead of those for the refer-
ence year in every Member State apart from
Sweden (-21%), Finland (-16%), the United
Kingdom (-12%) and Denmark (-2%). In
France, the oniy branch where the 1996 fig-
ure exceeded that of the reference year was
fuel and power products, and in all the other
branches GFCF declined (see table 1.3.2.1.).

Fig. 1.3.2.1. Gross fixed capital formation in the Union
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Source: Eurostat.

(") No data are available for Greece, Spain, Austria and Portugal.
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Investments for manufactured products
declined in most of the Member States. In
1996 the countries that were above the
1990 figure were Sweden (+34%),
Luxembourg (+14%), Denmark (+10%)
and lIreland (+5%). In the case of
Germany there was a sharp decline in
GFCF, which in 1996 was 33% below the
figure for 1990.

GFCF for building and construction was
also down in most Member States, with the
biggest decline being recorded in Finland,
where the 1996 figure was 65% below that
of the reference year.

As for investments for services during the
1990s, the biggest changes were in
Ireland, Luxembourg and the Netherlands,
which recorded increases of 31%, 21% and
14% respectively. GFCF in the other
Member States remained more or less sta-
ble, apart from Finland and Sweden, where

eurostat

the figures for 1996 were 40% and 29%
down in comparison with 1990 (see
table 1.3.2.1.).

When the contribution of each branch to
the growth in investments is analysed, it
turns out that the main impetus for the
European Union's total overall growth of
1.3% in 1996 came from services. With a
growth rate of 0.7%, services accounted for
more than half of overall growth.

In the Euro zone, however, fuel and power
products and manufactured products
accounted together in equal proportion for
more than 60% of the growth figure of
0.9%. The reason for the difference stems
mainly from the surge in GFCF for ser-
vices in the United Kingdom. In 1996 the
impetus for growth provided by services
was curbed by reductions in the branches
of fuel and power products and manufac-
tured products (see table 1.3.2.2.).

Tab. 1.3.2.1. Gross fixed capital formation, 1990=100

Agricul., Fuel and Manufact. Building Services Total
forestry power products and const.
and fishery products

EU-15 92 110 85 78 101 98
EUR-11 95 121 81 91 102 99
B 61 120 84 80 102 97
DK 89 98 110 96 105 104
D 75 116 67 115 100 94
EL . . . . . 105
E : : : : : 121
F 94 101 71 68 98 93
IRL 103 159 105 97 131 123
| 106 108 93 88 92 94
L 117 119 114 118 121 120
NL 71 183 85 101 114 111
A . . . . . 117
P : : : : : 158
FIN 63 84 86 35 60 65
S 79 79 134 48 71 88
UK 72 88 91 102 99 97

Source: Eurostat.
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Services were also the main component in
GFCF growth in Denmark, Ireland and the
Netherlands. Manufactured products pro-
vided the main contribution in Belgium, Italy
and Sweden. In Germany, France and
Luxembourg, however, there was a fall in
overall investments, caused primarily by
the reduction in the services branch.

Investments are an important factor in
assessing an economy's productivity and
output, since they are a decisive factor for
future output. The ratio between GFCF
and value added shows how much of the
value produced by a branch is reinvested.

A look at the structure of GFCF in 1996
shows that services accounted for the major
share (74.2%), followed by manufactured
products (15.2%), while the other branches
together accounted for 10.6%. A comparison

of these figures with those for 1990 shows
that services have increased their percent-
age share by 2.4 points, exactly mirroring the
decrease of 2.4 points by manufactured
products.

Among the Member States, the share of
agricultural, forestry and fishery products
in investments was largest in Ireland (9.3%),
ftaly (6.3%) and Denmark (5.2%). The sig-
nificance of agricultural, forestry and fishery
products in total GFCF has declined through-
out the European Union, with the exception
of Italy (+0.7 points).

Fuel and power products achieved their
highest percentage figures for investments
in the Netherlands (7.9%), the United
Kingdom (7.8%) and Denmark (7.7%).
There was a strong increase in the percent-
age share in investments of fuel and power

Tab. 1.3.2.2, Contribution to GFCF growth in 1996

Agricul., Fuel and

forestry power

and fishery products

EU-15 0.2 0.1
EUR-11 0.2 0.3
B 0.1 0.3
DK 0.4 0.6
D 0.0 -0.1
E : :
F 0.1 0.8
IRL 1.6 0.4
| 0.6 0.2
L 0.0 0.0
NL -0.1 0.4
A . .
P : :
FIN 0.7 -0.1
S 0.2 -0.2
UK 0.1 -0.7

Manufact.
products

Building Services Total

and const. growth

rate 96/95

0.3 0.0 0.7 1.3
0.3 0.0 01 0.9
1.8 -0.1 -1.6 0.6
1.2 0.2 52 7.5
-0.2 0.0 -0.9 -1.2
: : : 9.3

: : : 3.1
-0.2 -0.2 -1.3 -0.8
25 0.5 11.0 15.9
0.6 0.1 -0.2 1.2
-0.2 0.0 -0.9 -1.1
0.5 0.1 3.6 4.4
: : : 7.4
1.9 0.2 5.7 8.3
3.3 0.0 0.1 3.3
-0.8 0.3 2.8 1.8

Source: Eurostat.
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products in the Netherlands during the
1990s (+3.4 points), in contrast with the
slight reductions that occurred in the
United Kingdom (-0.8 points) and
Denmark (-0.5 points).

The share in investments of manufac-
tured products ranged from 28.3% in
Sweden to 11.4% in the Netherlands.
There was a sharp increase in this
branch's share of GFCF in Sweden (+11
points), and Finland (+5.2 points) and
Denmark (+0.8 points) were the only other
Member States to record increases. The
biggest reduction was in Germany, where
the percentage share fell by 5.6 points.

Investments in building and construc-
tion accounted for a fairly small part of
overall GFCF, with figures ranging from
2.6% in Denmark to barely 1% in the
United Kingdom.

Investments in the services branch
account for the major share in every
Member State. The highest figure in 1996
was recorded in Luxembourg (78.5%), fol-
lowed by the United Kingdom and France
(both 78.3%). Most of the Member States
have seen the share of services in overall
investments increase during the 1990s,
with the biggest increases occurring in
Germany (+4.9 points) and Ireland (+4.2
points). The only countries where services
reduced their share of total GFCF were
Sweden (-9.6 points) and Finland
(-5.3 points).
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Tab. GFCF at market prices
1.3.2.3. structure, as a %, and change
over 1990/96, in % points

Agric. Fuel Manuf.

Forest. and
Fishery power

EU-15 3.1 5.8
-0.2 0.6

EUR-1- 3.5 5.4

-1.0  -13.1
B 1.2 5.5
-0.7 1.1
DK 52 7.7
-0.9 -0.5
D 1.9 5.8
-0.5 1.1
F 3.0 4.5
0.0 0.4
IRL 9.3 3.9
-1.8 0.9
| 6.3 5.4
0.7 0.7
L 2.3 2.6
-0.1 0.0
NL 3.2 7.9
-1.8 3.4
FIN 5.0 5.1
-0.1 1.2
S 2.7 4.7
-0.1 -0.1
UK 0.9 7.8
-0.3 -0.8

prod.

15.2
-2.4

15.2
13.2

23.3
-3.6

15.4
0.8

14.6
-5.9

12.4
-3.7

16.0
2.7

18.4
-0.2

14.5
-0.8

11.4
-3.5

211
5.2

28.3
11.0

12.0
-0.7

Build.
and
const.

1.7
-0.4

1.9
-69.4

1.9
-0.4

2.6
-0.2

1.7
-0.6

2.0
-0.6

2.3
-0.1

2.0
0.0

1.7
-0.2

eurostat

Serv.

74.2
2.4

74.0
-26.0

68.1
3.5

69.2
0.8

76.0
4.9

78.3
3.9

68.8
4.2

67.6
-1.0

78.5
0.9

75.8
2.1

67.8
-5.3

62.8
-9.6

78.3
1.8

Source: Eurostat.
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Fig. 1.3.2.2. Gross fixed capital formation by main branches in 1996,
as % of total GFCF
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Source: Eurostat.
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1.3.3. Compensation of
employees

Compensation of employees is defined as
the remuneration payable by an employer
to an employee in return for work done by
the latter. It represents the cost of the
labour factor and the rate of compensation
for labour is the amount that each employ-
ee receives.

The rate of remuneration in the European
Union was ECU 27 800 in 1996, and ECU
29 500 in the Euro zone. The highest per
capita remuneration was paid in the fuel
and power branch (ECU 49 700), with the
lowest applying to agricultural, forestry and
fishery products (ECU 16 000) (see table
1.3.3.1.).

For the economy as a whole, the Member
States where the highest remuneration was

paid in 1996 were Luxembourg (ECU
38 400), Belgium (ECU 36900) and
Germany (ECU 34 100). At the bottom of the
list came Portugal (ECU 11 500).

Using the European Union as the term of
reference (EU-15=100), we can see the dif-
ferences between the Member States and
the trend during the 1990s (see figure
[.3.3.1.). In 1996 Luxembourg was 38%
above the EU average, while Portugal was
lagging 59% below the average. The gap
between these two extremes came to 97
percentage points. A look at the situation in
1990 shows that the gap was 96 points,
which means that the difference between
the two figures has stayed virtually the
same. What has changed during these
seven years is that country with the highest
rate of remuneration in 1990 was Finland,
where the figure in 1990 was 28% above
the EU average. In 1996, however, it was

Tab. 1.3.3.1. Rate of remuneration of labour, ECU 1 000

Agricul., Fuel and Manufact. Building Services Total
forestry power products and const.
and fishery products

EU-15 16.0 49.7 32.6 27.0 26.3 27.8
EUR-11 15.9 50.1 34.0 27.8 28.1 29.5
B 26.4 75.4 38.4 30.3 36.6 36.9
DK 22.5 40.0 30.8 34.5 32.1 31.9
D 21.0 53.1 40.5 31.0 31.2 34.1
EL 19.6 213 15.5 10.6 16.6 16.0
E 13.2 37.8 219 24.5 21.7 21.9
F 23.4 551 39.0 35.6 28.9 31.5
IRL 10.0 26.7 221 23.9 24.6 23.6
| 12.5 46.5 26.8 18.9 26.2 25.6
L 23.6 48.6 41.5 26.6 39.6 38.4
NL 22.9 43.8 36.4 31.5 32.4 33.0
A 20.9 71.5 52.4 25.5 23.9 30.9
P 6.6 25.4 9.2 8.0 13.2 11.5
FIN 22.0 36.2 32.5 33.2 28.9 29.9
S 16.0 24.7 23.1 28.0 29.7 28.1
UK 15.8 60.6 28.6 23.7 19.9 21.8

Source: Eurostat.
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Fig. 1.3.3.1. Rate of remuneration of labour, EU-15=100
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just above the average (+7%). Sweden
experienced a similar change. ltaly was the
only country that slipped below the average
during the 1990s. In 1996 the country's rate
of remuneration was 8% below the EU aver-
age.

L NL A P FIN § UK EUR-
11

A look at remuneration by branch shows
that for agricultural, forestry and fishery
products Belgium (ECU 26 400) had the
highest figure in 1996, while the lowest
was in Portugal.

Fig. 1.3.3.2. Rate of remuneration of labour by main branches in 1996,

in ECU 1 000
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Source: Eurostat.
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The latter country had the lowest figure in
every branch, apart from fuel and power
products, where it came ahead of Greece
(see table 1.3.3.1.).

The highest figures in the other branches
were recorded again by Belgium for fuel
and power products (ECU 75 400) and by
Austria for manufactured products (ECU
52 400), France for building and construc-
tions (ECU 35 600) and Luxembourg for
services (ECU 39 600) (see figure 1.3.3.2.).

Paragraph 1.3.1. looked at labour productivi-
ty, defined as the value added produced by
each employee. When labour cost per
employee is combined with productivity per
employee, we can calculate the cost of
labour per unit of product (CLUP), i.e. the cost
of labour input for each ECU produced(') .

The branches in the European Union
which in 1996 recorded the highest figures
for CLUP were building and construction

eurostat

(ECU 965) and agricultural, forestry and fish-
ery products (ECU 957) (see table 1.3.3.2.).

If we look at the figures by branch for CLUP
during the 1990s (with 1990=100), the unit
cost per product in building and construction
recorded the greatest increase, with a figure
in 1996 that was 19% ahead of the 1990
level. In the case of services, the figure
showed an increase of 12%, while it was
11% for both fuel and power products and
manufactured products. The only branch
where the CLUP figure fell was agricultural,
forestry and fishery products (-8%). Overall,
the CLUP figure in 1996 was 10% higher
than in 1990 (see figure 1.3.3.2.).

When the Member States' figures for CLUP
are seen in relation to the figure for the
European Union as a whole (EU-15=100), it
is possible to compare the various countries.
In 1996, for every unit produced in agricul-
tural, forestry and fishery products, Greece

Tab. 1.3.3.2. Labour cost per unit of product, EU-15=100

Agricul., Fuel and Manufact. Building Services Total
forestry power products and const.
and fishery products
EUR-11 99 95 102 103 98 100
B 84 113 98 94 131 117
DK 76 51 97 113 117 108
D 121 147 125 107 93 104
EL 173 81 117 59 119 119
E 115 69 82 91 100 97
F 90 98 105 145 97 99
IRL : : : : : 71
I 94 54 75 68 95 89
L 80 115 73 66 93 86
NL 60 52 82 114 106 96
A 133 163 163 69 80 102
P 144 123 78 84 108 109
FIN 85 121 65 116 109 94
S 64 44 58 84 111 93
UK 89 142 97 87 103 96
in ECU

EU-15 957 345 890 965 673 740

Source: Eurostat.

(") Labour means total employment for the purpose of calculating labour productivity (GVA/L) whereas only paid employment
is considered for the purpose of calculating compensation of employees.

88



eurostat

Compensation of employees

had the highest labour cost: 73% above the
EU average. In Germany and the United
Kingdom, on the other hand, fuel and power
products were the most expensive in labour
terms, with figures of 47% and 42% respec-
tively above the EU average. In the case of

manufactured products, the labour cost per
unit was highest in Austria (+63%), while for
building and construction it was France
(+45%) that most exceeded the EU average.
As for services, the cost per unit was highest
in Greece (+19%) (see table 1.3.3.2).

Fig. 1.3.3.3. Labour cost per unit of product growth in the Union,
1990=100
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Private households in the Union

I.4. Private households in the Union

The households sector covers individuals
or groups of individuals as consumers and
possibly also as entrepreneurs producing
goods and services. Households as con-
sumers may be defined as small groups of
persons who share the same living accom-
modation, who pool some, or all, of their
income and wealth and who consume cer-
tain types of goods and services collective-
ly, mainly housing and food.

In the European Union in 1996, households
contributed 71.2% to the formation of
national income, enterprises 11.8%, gener-
al government 15.6%, and the rest of the
world 1.4%.

Households' resources derive from various
sources of income, to which are added
social benefits from general government
and net current transfers to households
from abroad. This disposable income may
be consumed, i.e. used to purchase goods
and services, or it may go towards to the
formation of savings.

An initial indicator providing an overview of
the distribution of disposable income is the
average propensity to consume, which indi-
cates how much of every ECU of gross
national disposable income goes on con-
sumption and, correspondingly, how much
is applied to savings.

Fig. 1.4.1. Disposable income and its uses, 1996
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In 1996, the households of the European
Union applied 85.9% of every disposable
ECU to consumption and saved the remain-
ing 14.1%. In the Euro zone, the proportions
were roughly the same, with shares of 85.5%
for the purchase of goods and services and
14.5% in savings (see figure 1.4.2.).
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The EU Member States in northern Europe
demonstrated the most marked average
propensity to consume, committing some
90% of their disposable income to con-
sumption: Denmark leads the field at
95.2%, followed by Sweden at 91.1% and
Finland at 90.4%.
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The countries in which households show
the greatest propensity to save are Ireland
(40.5%), Luxembourg (37.7%) and ltaly
(21.0%).

Fig. 1.4.2. Average propensity
to consume and to save,
1996
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Source: Eurostat.

In order to analyse changes over time, the
marginal propensity to consume and to
save were calculated, i.e. how much of the
increase in gross disposable income was
reflected in an increase in consumption or
saving.

Since the beginning of this decade (1990-
1996), 85.7% of the increase in the dis-
posable income of househo!ds in the
European Union was channelied into
increased consumption; correspondingly,
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the increase in disposable income in-
fluenced saving growth by 14.3% (see
figure 1.4.3.).

In most Member States, 80% of the
increase in disposable income went on con-
sumption and 20% went into savings. In
Ireland and Luxembourg, the ratio was
60/40, and in Sweden and the United
Kingdom it was 70/30. In the Netherlands,
Finland and Germany, the marginal propen-
sity to consume far outweighed the
propensity to save, at shares of 90/10.
Lastly, Denmark represents the extreme,
in that the increase in disposable income
was completely absorbed by increased
consumption.

Fig. 1.4.3. Marginal propensity
to consume and to save,
1990/96
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1.4.1. Private households as
income recipients

Households' resources comes from the
compensation of employees, property
income, transfers from other sectors and
from receipts from the disposal of products.

Income from the compensation of employ-
ees is defined as the overall compensation
paid by an employer to an employee for
work done. Property income is earned by
the owners of financial assets or tangible
non-produced assets in return for putting
these at the disposal of another unit.

In 1996, disposable income in the
European Union amounted to ECU 4 845
Bn, and in the group of countries which
have agreed to adopt the Euro it was ECU
3 916 Bn, or approximately 80% of the
European Union total. In both the areas
under consideration, disposable income
has increased by an annual average of 5%
since the beginning of the decade (see fig-
ure 1.4.1.1.).

Fig. .4.1.1. Gross disposable
income of households (')
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() Households and private institutions.
Source: Eurostat.

The per capita values for gross disposable
income in the different Member States were
compared, and are set out in relation to the
European average in table 1.4.1.1.
(EU-15 = 100). This shows that the highest
per capita gross disposable income in 1996
was recorded in Belgium (ECU 15 627),
some 21% above the European average,
and the second-highest in Germany (ECU
15 037) at 16% above the value for the
European Union (see table 1.4.1.1.).

Tab. 1.4.1.1. Gross disposable income
of households, per head

in ECU EU-15=100

1996 1990 1996
EU-15 12 934 100 100
EUR-11 13 446 104 104
B 15 627 113 121
DK 14 743 103 114
D 15 037 125 116
EL : : :
E 8 126 67 63
F 14 541 109 112
IRL : : :
1 12 668 114 98
L : : :
NL 14 435 105 112
A : : :
P 6 971 40 54
FIN 11 604 119 90
S 12 905 109 100
UK 11 426 88 88

Source: Eurostat.

The lowest per capita gross disposable
incomes in 1996 were recorded in Portugal
(ECU 6 971) and Spain (ECU 8 126), rates
of 46% and 37% below the European aver-
age respectively.

The other Member States which reported
per capita values below the Union average
were the United Kingdom, Finland and, on
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a smaller scale, Italy. During the 1990s, the
latter two countries, in particular, experi-
enced reversals to the extent that while
both recorded above-average gross dis-
posable incomes for the Union in 1990, by
1996 Finland was 10% below the average
and ltaly 2%.

Considering gross disposable income as a
percentage of total resources, and there-
fore the proportion of resources available
for households, in 1996, the highest per-
centage was recorded in Portugal (74.9%),
the second-highest in the United Kingdom
(72.4%) and the third-highest in Spain
(70.1%). Sweden recorded the lowest
share (56.5%).

Comparing these values with those for
1990 indicates the structural changes in
uses and resources in the various Member
States. The most marked reduction in
gross disposable income as a part of total
resources was in Germany (-2.8 percent-

eurostat

age points). On the other hand, the coun-
tries in which gross disposable income
expanded within total resources were
Spain (+0.8 points), the Netherlands (+0.1
points), Finland (+2.2 points) and, much
more strikingly, Sweden (+4.5 points) and
the United Kingdom (+5.8 points) (see fig-
ure 1.4.1.2.).

Table 1.4.1.2. shows the two principal com-
ponents of disposable income and their
corresponding shares therein. The total
deductions heading, on the other hand,
shows all expenditure against resources
which constitute disposable income (costs
incurred on property, insurance and trans-
fers).

Uniform data are not available for the entire
EU, and comparisons are therefore only
made for certain Member States(').
Likewise, it was not possible to estimate
the values of some components at
European Union level.

Fig. 1.4.1.2. Gross disposable income, as a % of total resources (')
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(') The latest data available for Denmark and Portugal refer to 1994, those for Finland to 1993.

Source : Eurostat.

(") The comparison takes not account of Greece, Ireland, Luxembaourg and Austria, for which nc data are available.
Germany is also excluded in some cases because its data are available only partrally.
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Generation of disposable income - structure 1996,

as a %, and change over 1990/96 period, in % points

Tab. 1.4.1.2.
Gross Compen-
operating sation of
surplus  employees
B 26.7 69.7
-04 0.1
DK 29.3 95.0
-0.3 -6.1
D 0.3 80.8
0.0 2.7
E 38.7 65.7
20 -3.2
F 25.5 74.4
-1.1 -1.4
| 46.6 53.0
3.4 -3.8
NL 20.4 70.5
0.8 -0.3
P 31.8 59.9
0.0 22
FIN 25.0 81.4
2.2 -156.1
S 22.2 102.1
0.3 -14.6
UK 22.0 73.2
-2.2 -9.9

Property Accident Unrequited Total
entrepren.  insurance current deduc-
income transferts transferts  tions (1)
18.3 1.4 37.5 -53.6
-0.7 -0.2 2.8 -1.5
-4.9 2.2 42.9 -64.5
3.9 0.2 6.6 -4.4
25.7 3.6 42.6 -52.9
-5.3 0.5 8.3 -6.3
9.4 1.7 271 -42.6

-2.0 0.3 1.3 1.6
10.4 2.9 39.2 -52.4
0.1 0.2 25 -0.2
14.9 1.7 28.4 -44.6
0.7 0.2 2.1 2.5
17.2 3.4 43.5 -55.0
-0.2 0.7 -1.3 0.2
11.8 1.1 28.9 -33.6
-1.4 0.2 24 -3.3

8.5 1.1 44 .4 -60.3

0.0 0.0 11.5 57

7.5 1.5 43.5 -76.8

-3.5 0.0 24 15.4
15.9 0.0 27.0 -38.0
-3.0 0.0 2.9 12.1

(') Total deductions is the sum of expenditure on property and entrepreneurial income,

accident insurance, transfers and unrequited current transfers.
Source: Eurostat.

Of the countries for which data are avail-
able, in 1996, ltaly (46.6%) and Spain
(38.7%) recorded by far the greatest con-
tributions to disposable income from gross
operating surplus. In the period 1990/96,
Italy (+3.4 percentage points) and Spain
(+2.0 points) also recorded the greatest
increases in gross operating surplus as a
component of income. The United
Kingdom and Finland (both with -2.2
points) and, less dramatically, France (-1.1

points) experienced the greatest declines
in gross operating surplus as a component
of disposable income.

For compensation of employees, the
extremes of the range are in Sweden
(102.1%)(%), with the greatest part of dis-
posable income coming from earned
income, and ltaly at the other, with the
lowest percentage (53.0%). The last
seven years have seen marked reductions

(') The value for Sweden is more than 100 because it is not considered net of total deductions.

95



Private households as income recipients

in Finland (-15.1 percentage points),
Sweden ({-14.6 points) and the United
Kingdom (-9.9 paoints).

Looking at the composition of earned
income in the European Union, in 1996 the
bulk of earned income obviously came from
gross wages and salaries (78.1%), while
employers' social contributions accounted
for some 16.6% of the total compensation of
employees, and employees' social contribu-
tions for 5.4% (see figure 1.4.1.3.).

Fig. 1.4.1.3. Structure of compen-
sation of employees in the
Union, 1996

5%

17%

78%
Gross wages and salaries
W Employers' actual social contrib.

Imputed social contributions

Source: Eurostat.

The analysis of the detailed tables avail-
able at Eurostat, shows that the structures
are very similar across the EU Member
States. Denmark recorded the greatest
share of earned income in the form of gross
wages and salaries (97.6%) although this
does not include employers' contributions.
The United Kingdom (86.8%), the
Netherlands (84.3%) and Germany
(80.2%) follow.

The Member States where employers'
social contributions are highest are Sweden

96

eurostat

(23.9%), France (22.9%) and Finland
(20.8%). Lastly, Italy (10.9%) and Belgium
(7.1%) stand out by virtue of the shares of
social contributions paid by employees.

Income from property is not one of the
principal components of disposable
income; in 1996, this contributed between
18.3% in Belgium and 7.5% in Sweden.
The sole exception of Germany where it
represented a share of 25.7%.

Unrequited current transfers, on the
other hand, make a substantial contribution
to disposable income, particularly in the
Nordic countries: Finland records the high-
est share (44.4%), followed by Sweden and

Fig. 1.4.1.4. Structure of unrequited
current transfers (') in the Union,
asa%
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("} Unrequited current transfers are considered net, and the
percentage can therefore be negative if uses exceed
resources.

Source: Eurostat.
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the Netherlands (both 43.5%), Denmark
(42.9%) and Germany (42.6%). Almost
one-half of total unrequited current trans-
fers in the European Union is accounted
for by social benefits (49.1%), a further

Private households as income recipients

third by actual social contributions
(33.8%) and 21.2% consists of taxes on
income and wealth. Of course, social
contributions paid by households reduce
the total by 4.7% (see figure 1.4.1.4.).
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1.4.2. Private households as
consumers

In 1996, the final consumption of house-
holds in the European Union came to ECU
3 481 Bn, and in the Euro zone to ECU
2 766 Bn. Year on year, EU consumption
increased by 2%, but has averaged 1.6%
since the beginning of the decade
(1990/96). Within the Euro zone, annual
growth has consistently matched the aver-
age for the last seven years: 1.7%.

Fig.l.4.2.1. Final consumption
of households
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Source: Eurostat.

Purchasing power parity (PPP) rates are
calculated to compare per capita con-
sumption rates between Member States.
PPPs have the advantage that they elimi-
nate the influence of the exchange rate
and instead consider the purchasing
power of each country. Each Member
State's values are then set against the
European Union average (EU-15=100)
(see table 1.4.2.1.).

In 1996, per capita consumption was high-
est in Luxembourg (13 063 PPS), second-
highest in Belgium (9 973 PPS) and third-
highest in France (9 812 PPS). It was low-
est in Greece (6 649 PPS), second-lowest
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in Finland (6 658 PPS) and third-lowest in
Portugal (6 776 PPS).

Luxembourg showed the greatest disparity
in relation to the European average, with a
value 43% above the average, while there
was little between Belgium and France,
which recorded values 9% and 7% above
the EU average. The other extremes were
recorded in Greece and Finland, which
were 27% below the average, while
Portugal was 26% below it.

Tab. 1.4.2.1. Final consumption of
households, per head

in PPS EU-15=100

1996] 1990 1996
EU-15 9162 100 100
EUR-11 9 206 100 100
B 9973 108 109
DK 8 540 87 93
D 9 653 110 105
EL 6 649 72 73
E 7 527 80 82
F 9812 107 107
IRL 7 640 71 83
| 9 627 106 105
L 13 063 122 143
NL 9 469 96 103
A 9133 98 100
P 6776 66 74
FIN 6 658 80 73
S 7277 87 79
UK 9 730 106 106

Source: Eurostat.

In 1996, food, beverages and tobacco
accounted for 18.8% of the total consump-
tion of households in the European Union,
and for 18.1% in the Euro zone. This pro-
portion was by far the greatest in Greece
(37.7%), and the lowest in the Netherlands
(14.8%). Consumption of food, beverages
and tobacco is the function which presents
the most marked differences from one
Member State to another.
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Fig. 1.4.2.2. Final consumption of households by main purposes in

1996, as a % of total consumption
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Source: Eurostat.

In terms of the structure recorded in 1990,
this function has declined as a share of
total consumption virtually everywhere,
with the sole exception of Sweden where it
has risen by one percentage point. The
greatest relative reduction in food, bever-
ages and tobacco was recorded in Ireland
(-3.8 points).

In 1996, consumption of food, beverages
and tobacco was the largest component of
households' consumption in Greece
(37.7%), Portugal (29.9%), Ireland (29.5%),
Finland (22.9%), the United Kingdom
(19.8%) and ltaly (19.5%). Elsewhere, the
largest individual component was gross
rent, fuel and power, with the exception of
Spain where the largest component was the
miscellaneous item goods and services.

In 1996, consumption of clothing and
footwear accounted for the lowest share
of consumption across the European
Union and the Euro zone, at 7.1% in both.
Bearing out one of the European stereo-
types, purchases of clothing and footwear
were recorded the highest share for Italian

o MAX

E
[ ]
L
[ ]
D
° L
ol oL ¢
L 2 ®S
o
o UK
o = c 4
5 ) 8 3
g & 3 B
3 8 5 8
2

o MIN

households consumption (9.2%). By com-
parison with 1990, this function of con-
sumption has declined everywhere other
than in the United Kingdom (+1.1 percent-
age points) and Ireland (+0.7 points).

Gross rent, fuel and power ranks second
as a function of household consumption in
the European Union. In 1996 it accounted
for 18.2% of the total consumption of
households; and slightly less, 17.9%, in the
Euro zone. Of all the Member States,
gross rent, fuel and power was the largest
component of consumption in Sweden
(27.1%) and the smallest component in
Portuguese households (9.3%). This func-
tion of consumption has increased in every
EU Member State other than Denmark
(-2.4 points) and, to a lesser extent, Ireland
(-0.8 points), Portugal and the United
Kingdom (both -0.2 points). In 1990,
Denmark was the country in which this
function was greatest.

Gross rent, fuel and power is the leading
function of consumption by households in
Sweden (27.1%), Denmark (25.5%), France
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Tab. 1.4.2.2. Final consumption of households - structure 1996, as a %,
and change over 1990/96 period, in % points

Food, Clothing Gross rent, Furniture, Medical Transport Recreation, Misc.

beverages, and fuel and furnish., care and and entert..ed. goods and

tobacco  footwear power hous.eq. healthexp. commun. cuilt. serv. services

EU-15 18.8 7.1 18.2 7.8 8.8 15.5 9.1 14.7
-12 05 08 -0.1 09 0.0 04 0.2

EUR-11 18.1 7.1 17.9 8.1 10.5 15.1 8.7 145
-1.2 -08 1.0 02 1.0 0.1 02 0.1

B 17.7 6.9 19.6 9.9 11.0 12.7 7.1 15.1
0.6 -0.8 1.1 -0.5 0.3 -0.2 04 0.3

DK 20.4 55 255 6.2 2.3 17.9 115 10.7
-0.9 0.0 -24 -0.3 0.0 25 1.3 -04

D 15.7 6.8 19.2 8.3 15.3 16.0 9.1 9.6
-1.1 -0.6 0.9 -0.1 1.1 0.1 -0.2 -0.2

EL 37.7 8.3 115 79 4.4 13.1 6.5 10.5
-04 -0.6 0.0 -0.3 1.0 -1.0 0.8 05

E 20.5 8.0 12.8 6.5 55 14.9 7.0 24.7
-1.2 -0.9 0.3 -0.1 1.6 -0.3 0.5 02

F 18.5 55 20.9 7.4 105 16.8 7.7 12.6
-0.8 -1.1 1.9 -0.5 1.0 0.2 0.1 -0.5

IRL 29.5 7.0 14.8 6.3 35 14.1 13.7 10.9
-3.8 07 -0.8 -0.2 -0.2 0.9 25 1.0

| 19.5 9.2 15.0 9.3 7.0 124 9.3 18.2
-1.3 0.8 0.4 -0.1 0.3 0.1 03 1.1

L 18.3 58 20.0 10.8 7.3 19.4 4.1 14.3
-1.1 -0.3 0.2 -0.1 -0.2 1.9 0.2 -0.2

NL 14.8 6.8 18.3 7.0 12.8 13.3 10.6 16.4
-0.7 -0.4 04 -0.3 0.1 0.6 0.1 02

A 18.3 7.6 18.6 8.5 4.8 16.7 8.1 17.5
-1.1 -1.9 1.6 0.3 04 1.1 0.0 -04

P 29.9 8.7 9.3 8.0 45 15.9 75 16.0
-1.1 -0.1 -02 -0.1 0.1 06 1.1 -0.3

FIN 22.9 46 221 6.0 5.0 15.7 99 13.7
-0.4 -1.1 34 -0.8 04 -1.5 02 -0.3

S 22.8 6.0 271 6.6 2.3 16.9 10.1 8.2
1.0 -1.2 14 -1.0 05 -0.3 -0.2 -0.3

UK 19.8 7.2 17.8 7.0 15 17.4 11.4 17.9
-1.5 1.1 -0.2 05 0.0 -0.4 1.3 -0.8

Source: Eurostat.

(20.9%), Luxembourg (20.0%), Belgium
(19.6%), Germany (19.2%), Austria (18.6%)
and the Netherlands (18.3%).

A share of 7.8% on total expenditure by
European Union households was on furni-
ture, furnishings and household equip-
ment, and the proportion was slightly greater
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in the Euro zone (8.1%). Luxembourg
recorded the highest share (10.8%) of all
EU Member States, and Finland the lowest
(6.0%). By comparison with 1290, this func-
tion of consumption has lost ground every-
where in Europe outside the United Kingdom
(+0.5 points) and Austria (+0.3 points).
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Medical care and health services show
marked structural differences between
Member States, and expenditure is largely
determined by each country's health sys-
tem. In the Union as a whole, this function
accounted for 8.8% of total consumption in
1996. The EU differs from the Euro zone,
where the share was 10.5%. In the EU
Member States, the shares range from a
maximum of 15.3% in Germany to a mere
1.5% in the United Kingdom.

Transport and communications account-
ed for some 15% of the total consumption
of households in both the European Union
as a whole (15.5%) and the Euro zone
(15.1%). The highest share was in
Luxembourg (19.4%), and the lowest in
ltaly (12.4%). The changes over the last
decade have varied greatly from one coun-
try to another, with the greatest relative
increase in this function in Denmark (+2.5
percentage points).

In 1996, recreation, entertainment, edu-
cation and cultural services represented
9.1% of the total consumption of house-
holds in the European Union, somewhat

Private households as consumers

more than the value for the Euro zone
(8.7%). This function has remained fairly
stable within total consumption in the
1990s, with the exception of Ireland where
households' relative expenditure on recre-
ation, entertainment, education and cultur-
al services has increased dramatically
(+2.5 percentage points), outstripping sim-
ilar changes in the United Kingdom and
Denmark (both +1.3 points) and Portugal
{+1.1 points).

In terms of consumption of items belong-
ing to the miscellaneous heading of
goods and services, Spain stands out
with by far the highest share (24.7%) of
any EU country and as the sole country
where this function is the largest compo-
nent of the consumption of households. In
Spain, in particular, expenditure is concen-
trated essentially in restaurants, cafes and
hotels. In relation to the structure record-
ed in 1990, households' expenditure on
miscellaneous of goods and services has
remained stable in relative terms every-
where other than Ireland and italy, where it
has increased by approximately one per-
centage point.
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1.4.3. Private households as
savers

Gross saving is the (positive or negative)
amount resulting from current transactions
which establishes the link with accumula-
tion. If saving is positive, unspent income
is used for the acquisition of assets or for
paying off liabilities. If saving is negative,
certain assets are liquidated or certain lia-
bilities increase. In practice, saving is the
balancing item of the use of income
account, calculated by subtracting con-
sumption from disposable income.

Fig. 1.4.3.1. Gross savings of
households (')
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(') Households and private institutions.
Source: Eurostat.

In 1996, gross saving amounted to ECU
677 Bn in the European Union, and to
ECU 568 Bn in the Euro zone, a share of
approximately 84% of the total for the
Union.

Per capita values for 1996 were calculated
for comparison between Member States() :
saving in the European Union amounted to
ECU 1 808, and in the Euro zone it came
to a higher value of ECU 1 948. Of all the
Member States, households in Italy show

EY%
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the highest per capita savings (ECU 2 710),
50% higher than the EU average. Belgium
comes second (ECU 2 438), and the
Netherlands (ECU 2 256) third, with values
35% and 25% higher than the European
average respectively (see table 1.4.3.1.).

Tab. 1.4.3.1. Gross saving of households,

per head
in ECU EU-15=100

1996 1990 1996

EU-15 1808 100 100
EUR-11 1948 115 108
B 2438 130 135
DK 701 41 39
D 1710 109 95
EL : : :
E 993 50 55
F 1910 94 106
IRL : : :
| 2710 185 150
L : : :
NL 2 256 133 125
A : : :
P 1373 46 76
FIN 1118 81 62
1148 70 63

UK 1456 47 81

Source: Eurostat.

By comparison with 1990, ltaly and the
Netherlands have lost some ground on the
European average, whereas Belgium has
gained ground. France has turned around
over the last seven years, in that the per
capita saving of French households was
below the European average in 1990 but
had risen to some 6% above the average by
1996.

In order to provide an overview of the rela-
tion between gross saving and disposable
income in the different countries, per capita
values were calculated and the connection
has been made in figure 1.4.3.2.

(") The comparison takes no account of Greece, Ireland, Luxembourg and Austria, for which no data are available. -
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The X-axis shows gross disposable
income, and the Y saving. The dotted lines
show the value for the Union as a
whole.Thus, the countries in the top right-
hand quadrant are those which recorded
gross disposable incomes and saving in
excess of the European average in 1996,

i.e. the Netherlands, Belgium, France and
the Euro zone.

The countries in the opposite quadrant
(Portugal, Spain, the United Kingdom and
Finland) recorded gross disposable
incomes and saving below the average for
the Union.

Fig. 1.4.3.2. Gross saving and disposable income in 1996, in

ECU per head
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Source: Eurostat.

This figure dramatically highlights the
position of ltalian households, which save
more than the European average although
their disposable income is slightly less
than the European average. Germany and
Denmark are in the diametrically opposite
position, because although households in
these countries have gross disposable
incomes above the European average,
their per capita savings are below the EU
average.

Saving ratios, calculated as the percentage
represented by saving against gross dis-
posable income, were used for comparison
between the Member States. In addition to
permitting comparisons between countries
with markedly different levels, saving ratios
have the advantage of eliminating the influ-
ence of inflation.

in 1996, Italy had the highest saving ratio
(21.4%) in the European Union, followed by
Portugal (19.7%), Belgium (15.7%) and the
Netherlands (15.6%). Denmark (4.8%) and
Sweden (8.9%) had the lowest ratios (see
figure 1.4.3.83.).

Saving is an aggregate which can change
considerably from one year to another and
to a large extent over several years. The
growth rates are therefore extremely
changeable, and are of little economic sig-
nificance. To track changes, therefore, it
was decided to compare saving ratios over
time.

By comparison with the data recorded
in the early 1990s, the positions show
little change, although the trends do. The
most marked contraction was recorded
in the Netherlands, where the saving ratio

103



Private households as savers

eurostat

Fig.1.4.3.3. Gross saving, as a %
of gross disposable income
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contracted by the order of 2.8 points. In
ltaly and Germany the saving ratios
declined by 2.3 percentage points, and
saving in relation to gross disposable
income also declined in Belgium (-1.4
points), Denmark (-1.0 point) and much
less dramatically in Sweden (-0.5 points)
and Finland (-0.3 points).

The United Kingdom recorded the great-
est increase in saving ratios (+5.0 per-
centage points), followed by Portugal
(+2.9 points), Spain (+1.3 points) and
France (+0.4 points).

In 1996, households in the European
Union as a whole saved 14% of their gross
disposable incomes, while the share for
the Euro zone was 14.5%. By comparison
with the values for 1990, saving ratios for
the European Union declined slightly (-0.6
points), but the reduction in the euro zone
was considerably more pronounced, in
that the saving ratio declined by 1.7 per-
centage points.
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1.5. General government in the Union

Introduction

This section outlines the size and structure
of the public sector in the various Member
States (see box entitled "Definition of gen-
eral government"} by examining the level
and allocation of expenditure approved by

Definition of general government

The European System of Integrated
Economic Accounts (ESA 79) states that
"the sector general government includes
all institutional units which are principally
engaged in the production of non-market
services intended for collective consump-
tion and/or in the redistribution of national

1.5.1. General government
expenditure

Overview

The average level of general government
expenditure within the European Union
stands at around 50% of GDP. The ratios of
the individual Member States cover a rela-
tively wide range, from 37.4% of GDP in
Ireland to 63.1% in Sweden. The other two
Nordic countries — Denmark and Finland —
likewise post high percentages (see table
[.5.1.1.). The general trend is downward, with
nine of the eleven countries for which 1996
data are available reporting expenditure
down on the previous year, while the other
two experienced either no change (ltaly) or
an increase (France).

public administrations, the revenue needed
to finance that expenditure (essentially taxes
and social contributions) and the difference
between the two, which represents govern-
ment deficit. This deficit has to be covered
by borrowing, which in turn fuels govern-
ment debt.

income and wealth. The principal
resources of these units are derived
directly or indirectly from compulsory pay-
ments made by units belonging to other
sectors". General government is divided
into three sub-sectors: central govern-
ment, local government and social securi-
ty funds.

The main expenditure category (see table
1.5.1.2.) comprises operating subsidies and
other unrequited current transfer payments
(approximately 50% of GDP) covering, for
example, pensions, various allowances paid
to private households, subsidies to produc-
ers and aid to developing countries. Then
come compensation of general government
employees (over 18%), intermediate con-
sumption (13%) and property income and
net accident insurance premiums (slightly
less than 11%). The last major item is gross
fixed capital formation, which accounts for
just over 5% of Member States' total gener-
al government expenditure. These propor-
tions have remained relatively constant from
one year to the next, while the overall level
of expenditure has tended to decrease
slightly.
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Tab. 1.5.1.1. Total general government expenditure in EU Member States, as a % of GDP

1980 1990 1991
EU-15 40.6 44.8 46.2
B 53.9 50.1 51.1
DK 52.9 55.2 55.7
D 45.7 42.8 457
EL : : :
E 31.4 41.8 43.4
F 42.7 46.4 47.4
IRL 491 40.5 42.0
| 38.8 494 49.5
L 49.9 46.3 :
NL 54.1 53.1 53.6
A 45.9 47.4 48.4
P 385 39.7 42.6
FIN 36.8 44.8 53.9
S : 58.3 60.6
UK 39.4 38.2 39.3

1992

47.6
51.9
57.3
46.4

44 .3
49.1
42.0
51.4

541
491
43.3
59.1
66.4
41.0

1993

49.0
52.9
59.7
47.4

47.5
51.3
41.9
53.5

54.3
52.0
446
60.3
70.1
41.6

1994

48.0
51.8
59.8
46.9

45.9
51.0
40.8
50.6

52.0
51.4
431
58.6
67.3
41.3

1995

49.8
50.6
58.4
54.3

45.2
50.6
38.8
48.4
475
55.7
52.0
43.7
56.4
64.2
41.2

1996

48.1

47.0

43.8
51.2
37.4
48.4

48.9
51.9
55.8
63.1
39.9

Source: Eurostat.

Tab. 1.5.1.2. Major categories of EU general government expenditure, as a % of the total
1993 1994 1995 1996
Intermediate consumption 12.5 12.8 11.9 13.1
Compensation of employees 20.0 19.6 18.2 18.4
Property income and net accident insurance premiums 10.8 10.7 10.5 10.8
Subsidies and other unrequited current transfers 51.1 51.9 49.3 51.7
GFCF 57 57 5.1 5.4
Other capital transfers 3.1 2.5 6.8 241
Other items 2.0 2.0 3.1 4.0
less: Sales and own-account output of fixed capital goods -5.2 -5.2 -5.0 -5.5
Total expenditure 100.0 100.0 100.0 100.0

Source: Eurostat.
By function

Among the main function-specific expendi-
ture allocations, two deserve special men-
tion: social benefits and interest payments.

Accounting for nearly one-fifth of the
European Union's overall GDP in 1996,
social benefits (see figure 1.5.1.1.) repre-
sent by far the largest expenditure item.
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Depending on the particular Member
State, their share of GDP ranges from
14% to 27%. The countries at the top end
of this scale are Germany, Belgium, the
Netherlands, France and Finland, with the
lowest proportions being recorded by
Spain, the United Kingdom, Ireland and
Portugal.
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General government expenditure

Fig. 1.5.1.1. Social benefits in EU Member States as a % of GDP
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For some ten years, general government
interest payments in the European Union
have averaged around 5% of GDP (see fig-
ure 1.5.1.2.). However, there are wide vari-
ations among Member States. The two
most heavily indebted countries — Belgium
and Italy (see also table 1.5.3.2.) — are log-
ically obliged to devote higher proportions

o||‘|||||||||
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UK EU-
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of expenditure (9.2% and 11.0% of GDP
respectively) to repaying their creditors,
which reduces their room for manoeuvre in
other areas. Appreciably lower interest bur-
dens, by contrast, are borne by France
(4.1% of GDP), Germany (3.7%) and
Luxembourg (0.3%), the last-named coun-
try being quite atypical in this respect.

Fig. 1.5.1.2. Interest payments in EU Member States as a % of GDP
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General government revenue

1.5.2. General government
revenue

Overview

In the European Union, taxes and social
contributions make up some 93% of gen-
eral government revenue. Other revenue
(property income, other current fransfers,
capital receipts) account only for a small
proportion (see figure 1.5.2.1.). The EU's
own resources (agricultural levies, import
duties, VAT own resources) are entered

eurostat

according to the ESA as direct payments
to the rest of the world and are, therefore,
not part of either revenue or expenditure
of general government.

At EU level, general government revenue
as a percentage of GDP appears to have
stabilised (see table 1.5.2.1.). In national
terms, the figures range from some 35.7%
of GDP in the United Kingdom to 60.3% in
Sweden. Analysis of the most recent
years under consideration highlights a
general, albeit limited downward trend.

Fig. 1.5.2.1. Major categories of EU general government revenue as

a % of GDP of 1996

Subsidies and other

current transfers

Property and 3%

entrepreneuriaJ\\ /

income
3%

Actual social

contributions Vi
36% I

Source: Eurostat.

Taxes and social contributions

In 1997, the ratio of compulsory levies —
i.e. total taxes and social contributions — to
gross domestic product (see box entitled
“Significance of the ratio of taxes and social
contributions") stabilised for the European
Union as a whole at 42.6% of GDP. The
slight rise in taxes compared with 1996 was
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Capital receipts
1%

Taxes on income and
wealth
28%

" Taxes linked to

production and

imports
29%

offset by a matching decrease in social
contributions (see tables [.5.2.2. and
1.5.2.3. as well as figure 1.5.2.2.).

The euro zone, by contrast, recorded a
year-on-year increase of 0.4 points in
the overall ratio of taxes and social contri-
butions, which now stands at 43.2% of
GDP.
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Tab. 1.5.2.1. Total general government revenue in EU Member States, as a % of GDP

1980 1990 1991 1992 1993 1994 1995 1996

EU-15 391 41.6 39.5 41.9 43.6 41.0 41.4 a1.7
B 44,7 44.0 44.0 442 44.9 46.2 45.8 :
DK 49.6 54.8 54.7 55.5 56.9 57.9 57.6 :
D 42.8 40.8 42.4 43.6 43.9 44.3 442 43.5
EL : : : : : : : :
E 28.6 37.8 38.7 40.4 40.4 39.3 38.4 :
F 427 44.9 45.3 45.1 45.4 45.2 455 46.9
IRL 38.0 38.3 39.7 39.6 39.6 39.3 37.0 37.0
| 30.5 38.3 39.4 41.9 43.6 40.9 41.4 417
L 49.5 : : : : : : :
NL 49.3 48.0 50.7 50.2 51.1 48.3 46.6 46.6
A 43.3 442 447 46.3 46.9 45.6 455 461
P 38.3 34.6 36.6 40.3 38.5 371 : :
FIN 40.2 50.1 52.4 53.2 52.2 52.4 51.2 52.6
S : 62.1 59.3 58.4 57.7 56.8 56.0 60.3
UK 36.2 36.9 36.9 34.9 33.8 345 35.5 35.7

Source: Eurostat.

Tab. 1.5.2.2. Compulsory levies in EU Member States, as a % of GDP

1980 1990 1991 1992 1993 1994 1995 1996 1997

EU-15 38.6 40.8 1.4 41.9 421 41.9 421 42.6 42.6
EUR-11 38.5 40.5 41.4 42.2 42.8 42.4 42.4 428 43.2
B 44.2 44.3 44.3 44.5 45.2 46.3 46.1 46.2 46.6
DK 45.6 49.7 49.9 50.2 51.3 53.1 52.7 53.5 53.1
D 41.6 39.5 41.2 41.9 42.3 42.6 42.7 42.0 41.6
EL : : : : 33.0 33.7 34.1 33.9 :
E 25.6 35.2 35.5 37.2 36.4 36.1 35.0 35.6 36.2
F 41.7 43.7 44.0 437 441 44.2 44.7 46.0 46.3
IRL 34.7 35.5 35.9 36.1 36.0 36.7 34.4 34.3 341
| 30.6 38.8 39.8 421 43.5 40.7 40.9 42.8 445
L 46.3 43.4 42.7 41.8 43.9 44.3 44 1 447 45.6
NL 46.0 451 47.5 47.4 48.2 46.1 45.1 44.9 45.9
A 41.0 41.3 41.8 43.1 44.0 42.8 43.0 442 44.9
P 25.5 323 33.6 35.9 347 35.1 35.9 371 37.9
FIN 36.9 454 46.8 46.8 45.5 47.6 46.3 48.2 47.5
S 49.1 55.6 52.6 51.0 50.1 49.7 49.8 53.9 541
UK 36.1 37.5 37.4 36.4 35.3 35.8 36.8 36.7 35.9

Source: Eurostat.
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Fig. 1.5.2.2. Share of taxes and social contributions in the Union GDP
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Source: Eurostat.

The ratios recorded for the 15 Member
States (EU-15) and for the euro zone
(EUR-11) are the two highest values
observed since the beginning of the 1980s.
Since 1990, the EU-15 and EUR-11 ratios

Significance of the ratio of taxes and
social contributions

In the discussion of general government's
role in the economy, the ratio of compul-
sory levies (total taxes and social contri-
butions) to GDP is often seen as an indi-
cator of public-sector economic activity or
of the tax burden on private individuals
and businesses. The validity of such con-
clusions is questionable, however, as the
ratio of taxes and social contributions
does not take all economic parameters
into account.

For example, the ratio of compulsory
levies can be lowered if government
expenditure is financed through an
increase in borrowing rather than higher
taxes. This merely postpones an increase
in the ratio, however, as the debts
incurred will at all events have to be
repaid in later periods.
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have increased by 1.8 points and 2.7 points
respectively. Up to 1991, the EUR-11 ratio
was consistently lower than that of EU-15.
Since then, however, it has always been
higher.

Moreover, a high ratio does not necessar-
ily indicate a high (net) burden on taxpay-
ers or businesses. Also to be taken into
account are the amount and intended use
of general government expenditure. For
example, it makes no financial difference
to the taxpayer concerned whether sup-
port for families is granted through child
benefit or through tax allowances. This
certainly affects the tax ratio, however,
which will be lower in the second case.
The same line of argument applies to
businesses, as companies may pay lower
taxes or receive subsidies to ease the bur-
den of high taxation.

Finally, it would appear unjustified to draw
conclusions about the involvement of gen-
eral government in the economy on the
basis of the compulsory levies ratio alone,
as the budget is not the sole indicator of
such involvement.
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In 1997, the share of taxes rose by 0.4
point in both EU-15 and the euro zone to
reach 27.5% and 26.1% respectively — an
all-time high in both cases. The share of
social contributions decreased by 0.3 point
in EU-15 and 0.1 point in EUR-11. The
respective ratios thus stood at 15.1% and
17.1%, which — after 15.4% and 17.2% in
1996 — were the second highest levels
recorded over the period.

The levels of compulsory levies vary
appreciably from one Member State to the
next (see table 1.5.2.2.). Two countries —
Sweden and Denmark — post values well
in excess of 50% of GDP, at 54.1% and
53.1% respectively. In the 50-40% bracket,
in descending order, are Finland, Belgium,
France, the Netherlands, Luxembourg,
Austria, ltaly and Germany. Four countries,
finally, lie below the 40% mark: Portugal
(37.9%), Spain (36.2%), the United Kingdom
(35.9%) and lreland (34.1%). However,
these figures need to be interpreted with
great caution (see box entitled "Significance
of the ratio of taxes and social contribu-
tions").

The breakdown into taxes and social con-
tributions likewise shows wide divergences
(see table 1.5.2.3.). The share of taxes is in
every case much higher than that of social
contributions. The extreme case in this
respect is Denmark, where taxes corre-
spond to more than half of GDP, giving by far
the highest ratio in the EU (51.4%). In con-
trast, Denmark also holds the record for the
lowest share of social contributions in GDP
(1.7%). As regards the tax ratio, the Nordic
countries, Luxembourg, Belgium, Austria,
Ireland, Italy and the United Kingdom lie

Tab. 1.5.2.3. Taxes and social contributions
in EU Member States as

a % of GDP
Taxes S?Cia.l
contributions

1996 1997 1996 1997
EU-15 271 27.5 154 15.1
EUR-11 257 26.1 17.2 17.1
B 31.0 316 151 15.0
DK 51.8 514 1.7 1.7
D 23.2 227 18.8 19.0
EL 24.1 : : :
E 22.6 23.2 12.9 13.0
F 26.1 271 19.8 19.3
IRL 294 295 4.8 4.6
| 28.0 294 14.8 151
L 32.8 339 11.9 11.8
NL 269 27.0 18.0 18.9
A 28.7 296 15.5 15.3
P 254 259 11.7 12.0
FIN 34.2 34.2 14.0 13.2
S 38.8 38.9 15.1 151
UK 29.6 29.3 7.1 6.7

Source: Eurostat.

above the EU average (27.5%). On the
social contributions side, France posts the
highest ratio (19.3%), followed by
Germany (19.0%) and the Netherlands
(18.9%). Three other Member States —
Austria, ltaly and Sweden — have ratios
equal to or greater than the EU average
(15.1%). Apart from Denmark, two coun-
tries — the United Kingdom (6.7%) and
Ireland (4.6%) are well below the 10%
mark.
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1.5.3. Government deficit and debt

Depending on whether general government
has sufficient revenue to cover expendi-
ture, it has a budget surplus or deficit.
Where there is a revenue shortfall, govern-
ments have to resort to borrowing.
Expressed as a percentage of GDP, their
annual and cumulated borrowing require-
ments (deficit and debt, respectively) are
key indicators of the burden imposed on
the national economy by government bor-
rowing. What is more, these two criteria
are applied under the Maastricht Treaty to
evaluate whether, in terms of public
finances, a Member State qualifies for par-
ticipation in the single currency (see the
boxes entitled "The convergence criteria"
and "2 May 1998").

Government deficit

Within the meaning of the Maastricht
Treaty, government deficit (see table
[.5.3.1.) is net borrowing as defined in the

Tab. 1.5.3.1.

1993 1994
EU-15 -6.1 -54
EUR-11 -55 -5.0
B -7 -4.9
DK -2.8 -2.8
D -3.2 -2.4
EL -13.8 -10.0
E -6.9 -6.3
F -5.8 -5.8
IRL -2.7 -1.7
1 -95 -9.2
L 1.7 2.8
NL -3.2 -3.8
A -4.2 -5.0
P -6.1 -6.0
FIN -8.0 -6.4
S -12.2 -10.3
UK -7.9 -6.8

eurostat

European System of Integrated Economic
Accounts. In 1997, three countries record-
ed a budget surplus ("net tending"):
Denmark (0.7%), Ireland (0.9%) and
Luxembourg (1.7%). While all the other
countries posted a deficit, only one —
Greece (-4.0%) — exceeded the set limit of
3%. Fourteen of the fifteen Member States
thus meet the deficit criterion, which repre-
sents an appreciable improvement com-
pared with the years 1993 to 1996. During
that period, only three or four countries suc-
ceeded each year in staying below the 3%
mark.

The general trend over the above-men-
tioned period was downward, with all coun-
tries performing better in 1997 than in
1993. However, while some Member
States saw their situations improve steadily
from year to year (Belgium, ltaly, Portugal
and Finland, for example), others had a
less regular progression in particular
(Germany, Austria and the Netherlands).

Government deficit in EU Member States, as a % of GDP

1995 1996 1997
-5.0 -4.2 -2.4
-4.8 -4.1 -2.5
-3.9 -3.2 -2.1
-2.4 -0.7 0.7
-3.3 -3.4 -2.7

-10.3 -7.5 -4.0
-7.3 -4.6 -2.6
-4.9 -4.1 -3.0
-2.2 -0.4 0.9
-7.7 -6.7 -2.7

1.9 25 1.7
-4.0 -2.3 -1.4
-5.2 -4.0 -2.5
-5.7 -3.2 -2.5
-4.7 -3.3 -0.9
-6.9 -3.5 -0.8
-5.5 -4.8 -1.9

Note: The figures in bold are those below the re‘erence value (3%).

Source: European Commission.
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The biggest decreases between 1993 and
1997 were achieved by Sweden (-11.4 per-
centage points), Greece (-9.8), Finland
(-7.1) and ltaly (-6.8). The lowest were
recorded by the three countries with a track
record of ups and downs: the Netherlands
(-1.8 points), Austria (-1.7) and Germany
(-0.5).

Over the five years under consideration,
three Member States stayed within the 3%
limit: Denmark, Ireland and Luxembourg,
the last-named country being constantly in
surplus.

As regards the average EU-15 and EUR-11
deficits, both were in continuous decline
over the period and stood at -2.4% and
-2.5% respectively in 1997.

Government debt

Government debt (see table 1.5.3.2)) is
defined in the Maastricht Treaty as total

Tab. 1.5.3.2.

1993 1994
EU-15 65.3 67.4
EUR-11 66.5 69.1
B 135.2 133.5
DK 81.6 78.1
D 48.0 50.2
EL 111.6 109.3
E 60.0 62.6
F 45.3 48.5
IRL 96.3 89.1
| 119.1 124.9
L 6.1 5.7
NL 81.2 77.9
A 62.7 65.4
P 63.1 63.8
FIN 58.0 59.6
S 75.8 79.0
UK 48.5 50.5

Government deficit and debt

gross debt at nominal value outstanding at
the end of the year and consolidated
between and within the sectors of general
government.

At the end of 1997, only four countries had
a level of government debt below the 60%
threshold. These were, in ascending order,
Luxembourg (6.7%), the United Kingdom
(53.4%), Finland (55.8%) and France
(58%). The other Member States spanned
a range from 60% to 120% — except for
Italy and Belgium, whose figures were
121.6% and 122.2% respectively.

With the exception of Germany, all the
countries exceeding the 60% limit in 1996
recorded an improvement in their govern-
ment debt to GDP ratio in 1997. In the
countries with a debt ratio below the refer-
ence value there were contrasting trends:
Finland and the United Kingdom saw their
situations improve further (by -1.8 and -1.3
percentage points respectively), whereas

Government debt in EU Member States, as a % of GDP

1995 1996 1997
71.4 73.4 72.0
73.3 74.9 74.7
131.3 126.9 122.2
73.3 70.6 65.1
58.0 60.4 61.3
110.1 111.6 108.7
65.5 70.1 68.8
52.7 55.7 58.0
82.3 72.7 66.3
124.2 124.0 121.6
5.9 6.6 6.7
791 77.2 721
69.2 69.5 66.1
65.9 65.0 62.0
58.1 57.6 55.8
77.6 76.7 76.6
53.9 54.7 53.4

Note: The figures in bold are those below the reference value (60%).

Source: European Commission.
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The convergence criteria

Article 109j of the Maastricht Treaty stipu-
lates that, for adoption of the single cur-
rency, each Member State must have
achieved a "high degree of sustainable
convergence". Evaluation is based on
several criteria, including "the sustainabil-
ity of the government financial position:
this will be apparent from having achieved
a government budgetary position without
a deficit that is excessive as determined in
accordance with Article 104¢(6)" Member
States are, therefore, required to avoid

France (+2.3) and — to a negligible extent
— Luxembourg (+0.1) recorded a deterio-
ration.

Belgium and Italy, the two countries with
the highest indebtedness in 1997, have
achieved a steady reduction in their gov-
ernment debt over recent years, with the
former recording a 13 percentage points
decrease from a high of 135.2% in 1993
and the latter shaving 3.3 points off its peak
value of 124.9% in 1994. In the period 1993

2 May 1998

In its convergence report published on 25
March 1998, the European Commission
recommended, on the basis of statistical
data validated by Eurostat, that nine coun-
tries be regarded as no longer having an
excessive deficit within the meaning of
Article 104c: Austria, Belgium, France,
Germany, ltaly, Portugal, Spain, Sweden
and the United Kingdom. With five other
countries — Denmark, Finland, Ireland,
Luxembourg and the Netherlands — hav-
ing already cleared the excessive deficit
hurdle at the previous examination, a
total of fourteen Member States now meet
the criterion of sustainable government
finances. However, as Denmark and the
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excessive government deficits. To this
end, they must fulfil two conditions.
Firstly, the ratio of government deficit to
gross domestic product must not exceed
a reference value (3%), unless the ratio
has declined substantially and continu-
ously and reached a level that comes
close to the reference value. Secondly,
the ratio of government debt to gross
domestic product must not exceed a ref-
erence value (60%), unless the ratio is
sufficiently diminishing and approaching
the reference value at a satisfactory
pace.

to 1997, three countries saw their indebted-
ness fall sharply: Ireland (-30 points),
Denmark (-16.5) and the Netherlands
(-9.1). Since 1994, Sweden's government
debt has declined steadily, from 79.0% to
76.6%. In 1997, the government debt to
GDP ratio fell for the second year in succes-
sion in Portugal, while Greece, Spain and
Austria enjoyed their first positive trend since
1993. In the period under review, Germany
was the only country whose situation deteri-
orated each year. In 1997 its government

United Kingdom had exercised their righ-
tunder the Treaty not to join Economic
and Monetary Union (EMU) with other
Member States, and with Sweden
deemed not to have fulfilled the necessary
conditions, the Commission concluded
that eleven countries had achieved a high
degree of sustainable economic conver-
gence.

Meeting in Brussels on 2 May 1998,
European Union heads of state and gov-
ernment confirmed the list of countries
meeting the necessary conditions for the
adoption of the single currency starting on
1 January 1999: Austria, Belgium, France,
Germany, Ireland, Italy, Luxembourg, the
Netherlands, Portugal, Spain and Finland.
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Government deficit and debt

debt was slightly above the reference value
for the second year running (60.4% and
61.3%).

At the end of 1997, the average debt ratio for
the fifteen EU Member States was 72.0%,
with that of the euro zone standing at 74.7%.
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Population

1.6. Labour market in the Union

1.6.1. Population

Having 374 Mio inhabitants on the 1st of
January 1997, the European Union is the
third most populous economic power after
China (1216 Bn) and India (958 Mio).
Indeed, its population is almost as large as
those of the United States (266 Mio) and
Japan (126 Mio) together.

Table 1.6.1.1. shows that the population of
the EU increased in 1996 by 0.28%, a rate
faster than that of Japan (+0.20%), but
much slower than that of the USA (+0.93%).

Tab. 1.6.1.1. Components of population
change 1996, as a %

EU-15(") USA Japan (")
Natural increase 0.08 0.60 0.25
+ Net migration 0.20 0.33 -0.04

= Population change 0.28 0.93 0.20

(') Provisional data.
Source: Eurostat.

Net migration is the single most important
source of population growth in the Union. in
the US, net migration is also important but
the natural increase is the major driving
force of the strong population growth.
Japan faces a situation of negative net
migration, with emigration levels exceeding
immigration.

Population growth in the EU slowed in
1970's and 1980's but accelerated in early
1990's. This was due to a temporary incre-
ase in immigration, a phenomenon which has

begun to decline again. The long-term trend
points to a decline in the growth rate. The US
population has grown steadily since the
1970’s. In Japan, numbers declined during
the same period.

The present extent of the European Union
covers nearly 72% of the population of
the whole of Europe (excluding most of
the former Soviet Union, and Turkey). The
12 Central and Eastern European coun-
tries (') contain a total population of about
110 Mio people. Poland is the largest
of those countries with a population of
38.6 Mio. Romania (22.7 Mio), Czech
Republic and Hungary, both with popula-
tions of 10 Mio rank in the medium-size
group of countries and the remainder have
less than 10 Mio inhabitants.

Six largest EU countries by area (France,
Spain, Sweden, Germany, Finland and
Italy) occupy nearly 80% of the total territo-
ry. The five countries with the highest po-
pulations, i.e. Germany, United Kingdom,
France, ltaly and Spain, represent 80% of
the whole population of the Union.
Population density ranges from just 15 per
square km in Finland to nearly 400 in
Netherlands. The population is most dense
in a belt running from northern Italy through
South and West Germany and the Benelux
countries to southern England. Border
regions in all areas tend to be less densely
populated. In 1991, more than half of the
population of the EU countries lived in
urban settlements (defined as compact
areas with population density at least 500
persons per square km). This percentage
ranges however from a low of 21% in
Sweden to a high of 77% in the United
Kingdom.

i') A!banla. Bulgaria, Czech Republic. Former Yougoslav Republic of Macedonia, Estonia, Hungary, Latvia, Poland, Romania,

Slovakia and Slovenia.
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The European Union has withessed a slow
growth in the share of the non-national
population during recent decades. The total
number of non-nationals has increased
from almost 13 Mio in 1980 to almost
18 Mio in 1995. In 1995 about 2/5 of the
non-nationals were from other EU coun-
tries and 3/5 from outside the Union. The
share of the non-EU nationals has been
growing because the present 15 EU
Member States have experienced a rise in
net migration since the early 1980's.

Non-EU citizens account for a greater
share of the total population in Austria (8%)
and Germany (6%) than in any of the other
Member States where the equivalent
figures range from 1% and 4%. As a pro-
portion of the total population, EU nationals
of other Member States are most signifi-
cant in Luxembourg (29%) and Belgium
(5%), the figures in other countries of the
Union varying between 0% to 2%.

In 1995, 47% of immigrants to EU countries
were citizens of some EU country. They
were either returning to their own country
or moving to another EU country. Some
31% of immigrants are nationals of
European countries that are not members
of the EU and 22% are non-Europeans.

The age structure of the EU population has
been changing, not only through fewer
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Since 1945, life expectancy at birth in the
EU has increased almost continuocusly.
Following an interruption in 1995, the
upward trend was resumed in 1996. For the
Union as a whole, and based on mortality
rates measured in 1996, it is estimated
that life-expectancy is now at an all-time
high: at birth, girls can now expect to live an
average of 80.5 years and boys 74.0 years,
10 years more than in 1945,

The corresponding figures for the United
States were 72.7 for men and 79.4 for
women and for Japan 77.0 and 83.3. In
most other developed countries, average
life spans are shorter than in the EU:
the most extreme case appears to be
the Russian Federation, where the average
man now lives 14 years less than his EU
counterpart.

In table 1.6.1.2. the population is split into
several age groups. In all three areas the
proportion of young persons {(0-14) has
declined in the last 25 years. However,
in the USA the share of this group
remains much higher than in the Union or
Japan. Within the European Union the
southern Member States Spain, ltaly and
Portugal have experienced the greatest fall
in share of young people and this trend is
expected to continue. In all three economic
areas and especially in Japan, the

births but also through the increasing life proportion of elderly people (65+)
span. increased considerably.
Tab. 1.6.1.2. Population by major age-groups, as a %
EU-15 (") USA Japan

1970 1996 1970 1996 1970 1996
0-14 24.7 17.3 28.3 221 24.0 16.0
15-64 63.1 67.0 61.9 65.2 69.0 69.6
65+ 12.2 15.7 9.8 12.7 7.0 14.4
65+/15-64 19.3 23.5 15.8 19.5 10.1 20.7
65+ and 0-14/15-64 58.5 49.2 61.2 53.4 44.9 43.7

("y New German Lander included.
Source: Eurostat.
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Population

The population of 15-64 year-olds is a good
indicator of the actual and potential labour
force. In the European Union and USA, this
age-group accounted for a substantially
higher percentage of the population in 1996
than in 1970. In Japan, although there was
virtually no change in over the same period,
the 15-64 cohort remained a larger compo-
nent of the Japanese population than that
in the EU or USA.

The old age dependency ratio (65+/15-64)
increased in all three areas with a doubling

in Japan. However, the ratio is highest
in the EU.

The total age dependency ratio (the
number of people aged 0-14 and 65
and over related to the number of people
aged 15-64), has dropped since 1970
in all three economic area with the EU
being most affected. In Japan, a fall in the
proportion of young people was offset to all
intents and purposes by a rise in that
of the elderly.
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1.6.2. Employment

12 Mio fewer jobs in 1997 compared to 1992

Employment has decreased in the Union as a
whole by almost 1% to 138 Mio 1997 com-
pared to 150 Mio 1992. Germany, Sweden
and ltaly had a decrease of employment cor-
responding to a loss of 9.5%, 6.8% and 6.6%.

Tab. 1.6.2.1. Benchmark figures on employment

eurostat

In Ireland where economic growth was
relatively high during the period, em-
ployment grew by as much as 19%.
Luxembourg (+9.5%), Greece (+4.7%)
and the Netherlands (+4.6%) also expe-
rienced a significant rise in their emplo-
yed population, the latter largely due to
the increase in part-time opportunities for
women.

in 1000 1997/92

1992 1997 in 1000 %
EU-15 150 147 138 059 -12 088 -0.9
EUR-11 113 866 111 728 -2 138 -0.2
B 3770 3838 68 1.8
DK 2 626 2720 94 3.6
D 35842 33928 -1914 9.5
EL 3680 3853 173 4.7
E 12 366 12 765 399 3.2
F 22 288 22 306 18 0.1
IRL 1149 1373 224 19.5
I 21 459 20 044 -1 415 -6.6
L 200 219 () 19 9.5
NL 6 542 6846 (') 304 4.6
A 3547 3710 (") 2163 45
P 4529 4529 -1 0.0
FIN 2174 2170 -4 0.0
S 4209 3922 - 287 -6.8
UK 25 766 26 612 846 1.0

(') 1996 for A, NL and L.
Source : Eurostat benchmark employment se-ies.

B: Community LFS
DK: Register based labour force statistics

D: National accounts (annual average)
EL: Community LFS

E:

F: National accounts {(annual average)
IRL: Community LFS

Labour Force Survey (annual average based on quarterly results, 1990-1992:0ECD; 1993 - 1996 Eurostat)

I: 1990 -1992 annual averages of the national LFS; 1993 -1997 Labour Force Survey
(annual average based on quarterly results). Break between 1992 and 1993

L: National accounts

NL: Labour accounts

A: Mikrozensus; until 1993 not according to international standards, annual averages
(collective households included)

P: Labour Force Survey (1990 - 1996 annual average based on quarterly results)

FIN: Labour Force Survey (annual average). break between 1996 and 1997

S: Labour Force Survey (annual average)

UK: Community LFS
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Development of new working
arrangements

New working arrangements which reflect
the search for employment flexibility are
developing throughout the Union. One can
observe the increase in part-time employ-
ment which has played a significant role in
the creation of jobs, the growth in fixed-
term contracts and the wide range of work-
ing hours, etc. This process, which began
in the early 80s in countries such as the
Netherlands and the United Kingdom, is
now evident in all fifteen Member States.

In such circumstances, a full-time and
permanent job has become much less
the “norm”, particularly among the
young, women and the low-qualified.
Furthermore, the term "employment” now
covers wide variations in working status
and working time.

Overall, 60% of the population aged 15-64
is in employment. The employment rate in

Tab. 1.6.2.2. Employment rates (15-64 years)
by full-time/part-time,
1997, as a %

Total Full- Part-

time time

EU-15 60.1 50.1 10.0
EUR-11 58.0 494 8.6
B 57.0 48.6 8.3
DK 75.4 58.7 16.6
D 63.6 52.7 10.9
EL 54.8 52.5 2.3
E 48.0 44.0 3.9
F 59.4 49.5 9.9
IRL 56.4 49.4 6.9
| 50.5 47.0 3.5
L 59.9 55.0 4.9
NL 67.5 42.0 25.4
A 67.2 57.4 9.8
P 63.4 58.4 5.0
FIN 61.9 54.9 6.8
S 68.3 50.7 16.0
UK 69.7 52.8 16.8

Source: Eurostat-European LFS.

Denmark is by far the highest in the Union
at 75%, with relatively high levels of both
full-time and part-time employment. The
same pattern can be seen in Sweden and
the United Kingdom, albeit at somewhat
lower levels. In contrast, the Netherlands
has a very high part-time employment rate
alongside the lowest level of full-time
employment in the European Union.

Jobs are more and more concentrated
in the service sector

The trend towards a service oriented soci-
ety has continued over the past five years:
for the EU as a whole, the proportion of
persons employed in the service sector
has risen from 61% in 1992 to 66% in 1997.
In Luxembourg, the Netherlands, Sweden
and the United Kingdom, over 70% of those
in employment are now working in
services. The concentration of jobs in the
tertiary sector can be observed for both
men and women. However, while men
have a much more marked tendency
than women to work in transport and
communication, women are much more
likely to work in education and in health and
social services. These gender differences
in the service sector are particularly
marked in Finland, Sweden and the United
Kingdom.

Three factors are at the root of these
changes. Firstly, productivity growth has
increased at a relatively faster rate in indus-
try and agriculture. Secondly, industries
such as the textiles sector have, in a
number of cases, relocated in develo-
ping countries. Lastly, in the face of a
deceleration in growth, certain industries
have begun to externalise their own non-
industrial functions such as cleaning,
wages and accounting and maintenance.
These jobs that were formerly counted as
part of industry are now regarded as part of
the service sector. The changes should
therefore be seen partly as a shift from
industry to services rather than as a pure
increase in services.
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Tab. 1.6.2.3. Distribution of employed persons by economic acitivity, as a %
Agriculture Industry Services

1992 1997 1992 1997 1992 1997
EU-15 6 () 5 33 (") 29 61 (") 66
EUR-11 : 5 : 31 : 64
B 3 3 31 28 66 70
DK 5 4 27 26 68 70
D 4 3 39 35 57 62
EL 22 20 25 22 53 58
E 10 8 33 30 57 62
F 6 5 30 27 65 69
IRL 14 11 28 29 58 61
| 9 7 33 32 58 62
L 6 2 29 23 65 74
NL 4 4 25 23 71 73
A : 7 : 30 : 63
P 11 13 33 31 56 56
FIN : 8 : 27 : 65
S : 3 : 26 : 71
UK 2 2 33 27 68 71

(') Eurostat estimations.

Source. Eurostat-European Labour Force Survey EU-12 for 1992,

Most part-timers are women

Today, in most of the EU Member States,
the patterns of change have become quite
similar. Limited employment growth can
largely be attributed to the increase in part-
time employment, for both men and
women.

With the exception of Denmark, the
percentage of part-time workers has risen
noticeably in all countries since 1992. In the
United Kingdom and Sweden, one in four
employees are now working part-time while
in the Netherlands the figure is as high as
38%. There are particularly low rates of part-
time employment (below 10%) in the south-
em Member States and Luxembourg. Only
5.5% of male employees are working
part-time compared with 33% of female
employees. This phenomenon can be
observed in all fiteen Member States. As
many as two-thirds of female employees in
the Netherlands are working part-time.
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Involuntary part-time work, a problem

In Luxembourg and the Netherlands, the
extent of part-time working appears to be
well in line with the wishes of those con-
cerned. On the other hand, more than 40%
of employees working part-time in Portugal,
France, Finland and Italy would rather have
a full-time job and in Greece, this is the
case for 73%. In all EU countries, the per-
centage of involuntary part-time workers
among young people is higher than among
people aged 30 and older.

Working time

Over the last five years, the usual weekly
working time of full-time employees has
not changed very much.

On average, 44% of EU-15 employees
usually work for 40 hours or more per
week. This proportion varies substan-
tially between Member States. Whilein
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Denmark, Belgium and France less than
one in four employees work 40 hours
or more, more or than 60% of emplo-
yees in Greece, Spain, Luxembourg,
Portugal. The United Kingdom stands
out when it comes to the percentage of

employees working very long hours: 20%
of UK employees work 48 hours or more
per week, whereas in the vast majority of
the other Member States fewer than 10%
work as long and in the Netherlands only
1% do so.
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1.6.3. Unemployment

Unemployment rate 10.7 in 1997

Between 1992 and 1997, unemployment
rates increased in a majority of the Member
States . Young people, women and the low-
qualified were particularly affected. The
share of the long-term unemployed
increased or remained stable in all coun-
tries with the exception of Denmark and
Ireland. Research shows that gqualifications
improve the chances of finding a job.

Unemployment rose by 2.6 Mio in the
Union between 1992 and 1997

The total number of unemployed in the
Europe of Fifteen stood at 15.3 Mio in
1992, representing 9.2% of the labour
force. By 1997, it had climbed to 17.9 Mio
or 10.7% of the active population. The
increase in unemployment, which affected

Definition of unemployment

For a comparable measure of unemploy-
ment in the EU, Eurostat applies the rec-
ommendation of the International Labour
office (ILO), according to which the
unemployed comprise persons aged 15
and over who:

e Are without work

o Are currently available for work, i.e can
start a job within two weeks and

e Have been actively seeking work.

The unemployment rate is the percent-
age of the active population which is
unemployed.

The statistics used in the Member States
showing persons registered with job cen-
tres are not suitable inter-country com-
prisons since they are influenced by the
provisions of the national fabour market
administrations.
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all Member States at the beginning
of the 1990s, was largely due to recession.
Since 1994, the situation has improved in
Denmark, Ireland, Finland and the United
Kingdom. Over the period 1992-1997, the
largest changes occurred in Finland and
Sweden where unemployment rates
increased by a factor of two and three
respectively.

At present, the countries most severely hit
by unemployment are Spain (20.8%). In
contrast, rates in Luxembourg, Austria, the
Netherlands, Denmark, United Kingdom
and Portugal are less than 8%.

Large regional differences

National unemployment rates often
mask important regional disparities
within Member States, particularly in
Germany (between west and east), ltaly
(between north and south) and the United
Kingdom (also between north and south).

Tab. 1.6.3.1. Unemployment rates ('),
yearly average, as a %

1992 1997
EU-15 9.2 10.7
EUR-11 9.2 11.7
B 7.3 9.2
DK 9.2 6.7
D 6.6 11.9
EL 7.9 9.6
E 18.5 20.8
F 10.4 12.4
IRL 15.4 10.1
| 9.0 12.1
L 2.1 2.6
NL 5.6 5.2
A : 4.4
P 4.2 6.8
FIN 12.3 131
S 5.6 9.9
UK 10.1 7.0

(") Harmonised unemployment rates.
Source: Eurostat: Unemployment. Monthly Bulletin 3/1998.
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In Germany, the unemployment rate in
1996 (') ranged from less than half the
national average of 8.8% in Oberbayern
(4.3%) to more than twice it in Sachsen-
Anhalt (17.8%). Similarly, in ltaly, while the
region of Trentino-Alto Adige was largely
unaffected by unemployment (3.4%),
around 25% of the workforce in the south-
ern regions of Campania and Calabria was
unemployed. Other regions in the Union
where unemployment rates are consider-
ably higher than the national average
include Hainaut in Belgium, Dytiki
Makedonia in Greece, Corsica and the
overseas departments in France, Gronin-
gen in the Netherlands and Alentejo in
Portugal. In Spain the lowest unemploy-
ment rate can be found in the region of
Lleida, 9.5% compared to the region of
Cadiz where the unemployment rate 1996
was 38.7%.

Long-term unemployment
remains high

During the Special European Council on
employment in Luxembourg in November
1997, the EU Member States agreed on
two basic objectives: limiting the duration of
unemployment and promoting the re-
employment of the long-term unem-
ployed (%). This is to be achieved by offering
the young and adult unemployed training
and retraining measures in addition to
work experience before reaching 6 and
12 months of unemployment, respectively.

In 1997, 49% of the unemployed had
already been jobless for more than one
year and, by international statis-
tical agreement, are counted as long-
term unemployed. in Denmark (27%),
Finland (30%), Austria (26%), the propor-
tion of long-term unemployed was
well below the EU average in 1997.
Belgium (61%) and ltaly (66%) are
the countries most affected by long-term

(; No data for1 597 available.

Tab. 1.6.3.2. Long-term unemployment,
as a % of all unemployed

1992 1997
EU-15 41 49
EUR-11 : 51
B 59 61
DK 27 27
D 33 50
EL 50 56
E 44 52
F 35 40
IRL 59 57
| 57 66
L : 40
NL 44 49
A : 29
P 31 56
FIN : 30
S : 34
UK 36 39

Note: EU-15 92 refers to EU-12.
D-92 refers to West Germany.
Source: Eurostat-European Labour Force survey.

Tab. 1.6.3.3. Unemployment rates by sex ('),
yearly average 1997, as a %

Males Females
EU-15 9.4 12.4
EUR-11 9.9 14.1
B 7.2 11.9
DK 4.6 6.6
D 9.3 10.8
EL 6.2 14.9
E 16.1 28.3
F 10.7 14.4
IRL 10.0 10.3
1 9.3 16.6
L 1.8 3.8
NL 3.9 6.9
A 3.6 5.3
P 6.0 7.8
FIN 12.6 13.7
S 10.2 9.5
UK 7.8 6.0

(') Harmonised unemployment rates, yearly average.
Source: Eurostat.

(') The long-term unemployed are considered to be those persons who have been unemployed for more than a year.
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unemployment, the situation has remained
stable in most countries but worsened sig-
nificantly in  Greece, Germany, the
Netherlands, Portugal and the United
Kingdom. Denmark and lreland stands
out as the only Member State where there
has been a slight improvement or no
increase.

Higher unemployment among women

For the Union as a whole, the unemploy-
ment rate is higher for women (12.4%)
than for men (9.4%). This pattern can be
seen in 13 of the Member States. In
Belgium, Spain, Italy, and the Netherlands,
the female rate is remarkable higher than
that of men. Women in Greece are more
than two times as likely to be unemployed
as men. The situation is more favourable
for women only in Sweden and the United
Kingdom.

Qualifications improve the chances
of finding a job

In general, the chances of finding a
job rise with the level of education attained.
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In 1997, for the Europe of Fifteen, the
unemployment rate of persons with
a higher education qualification was
6%, against 10% for persons who had
completed upper secondary level
and 14% for those whose educational
level is that of compulsory schooling at
best.

Higher education qualifications seem to
reduce, albeit to differing degrees, the
chances of unemployment in all Member
States. With the exception of Greece
and Spain, the least-qualified in all
countries are more than twice as likely
to be unemployed as university graduates.
The most significant differences are
found in Ireland and Belgium. The picture
in Greece is rather unusual in that
unemployment seems to affect more
those whose highest level is upper sec-
ondary education than persons who
have not gone beyond compulsory school-
ing. In Spain there is no appreciable
difference between the unemployment
rates for those who have completed
upper secondary and the highest quali-
fied.
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Consumer prices

|.7. Prices, conversion rates and interest rates

in the Union

1.7.1. Consumer prices

The Consumer Price Index (CPIl) is fre-
quently used as an indicator of inflation.
However, methodological and other
differences between CPls do not allow
accurate international comparisons to be
made. In order to improve the possibi-
lities for such comparisons within the
EU/EEA and Euro currency area, a com-
mon index methodology has been adopted,
requiring a Harmonized Index of Consumer
Prices (HICP) for each country to be pro-
duced and published monthly from January
1997.

Monthly index numbers according to the
new harmonized methodology are, howev-
er, available only from January 1995.
Long term comparisons based on HICPs
cannot therefore be made. National CPis
are available in long time series which may
be used as measures of consumer inflation
in a national context but do not offer a basis
for accurate comparisons with the corre-
sponding (non-harmonized) CPls in other
countries.

Trends in consumer price
inflation according to national CPls

As demonstrated in table 1.7.1.1., the aver-
age annual rate of change dropped con-
siderably in each of the present
15 Member States between the periods
January 1980 — January 1985 and
January 1985 — January 1990. The rela-
tive reduction of these rates were especial-
ly large for Germany (from 4.3 to 1.3%),
France (from 10.3 to 3.3%), the
Netherlands (from 4.6 to 0.8%), Belgium
(from 7.1 to 2.3%) and Luxembourg (from
7.4 to 2.0%). The downward trend in the

average annual rate of change was
less pronounced between the pe-
riods January 1985 — January 1990 and
January 1990 — January 1995. Consi-
derable decreases were noted for
Denmark (from 4.0 to 2.0%) and Finland
(from 5.0 to 2.6%) while relatively
large increases were noted for Germany
(from 1.3 to 3.2%) and the Netherlands
(from 0.8 to 3.0%).

Characteristics of the national CPls

The indices presented in this section are
CPIs calculated according to national
methodologies. Most national CPls have
been calculated since shortly after World
War I, at which time they often replaced
one or more cost of living price indices
based on the consumption patterns of
various categories of households. The
calculations of such cost of living indices
were in most cases introduced during or
shortly after World War 1.

In practice, most national CPls are
designed to be used for different purpos-
es, and the different methodologies used
affect the comparability of the indices.
Table 1.7.1.1. should therefore be inter-
preted with caution.

The EU-15 index is an average of the
national CPis for the present 15 Member
States, based on each country's share of
the total consumption expenditure for
households within the EU converted into
the same currency using purchasing
power standards (PPS). A major advan-
tage with the national CPI series is that
they are available historically for very
long periods of time.
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The downturn in the average annual rates
of change gained renewed momentum
between the periods January 1990 —
January 1995 and January 1995 —
January 1998. Only one Member State,
Denmark, registered an unchanged ave-
rage annual rate of change for the two
periods while all other Member States
registered reduced rates. The relative
decreases were especially large for Sweden

(from 4.8 to 0.7%), Portugal (from 8.1 to
2.6%), Finland (from 2.6 to 1.0%) and
Greece (from 15.3 to 6.5%).

Figure 1.7.1.1. shows that the average CPI
increase between 1985 and December
1997 was approx. 55%.

The corresponding CPI increases for USA
and Japan were approx. 50% and 18%
respectively.

Tab.L7.1.1. The Consumer Price Index (CPI), 1985=100

Annual average index numbers Annual rate of change

Jan 80- Jan85- Jan90- Jan 95-

1992 1993 1994 1995 1996 1997 Jan85 Jan90 Jan95  Jan 98

EU-15 135 140 144 148 152 155 : 4.3 4.0 2.3
B 117 121 123 125 128 130 7.1 2.3 27 1.6
DK 127 128 131 134 136 139 8.6 4.0 2.0 2.0
D 115 119 123 125 127 129 4.3 1.3 3.2 1.5
EL 308 353 391 427 464 489 20.9 16.8 15.3 6.5
E 154 161 168 176 182 186 12.7 6.6 5.4 2.9
F 123 126 128 130 133 134 10.3 3.3 23 1.4
IRL 125 127 130 133 135 137 : : 25 1.6
I 147 154 160 168 175 179 14.6 5.9 5.0 3.4
L 116 120 123 125 127 129 7.4 20 2.9 1.3
NL 112 115 118 120 123 125 4.6 0.8 3.0 2.0
A 120 124 128 131 133 135 5.2 2.0 3.4 1.6
P 207 220 231 241 249 253 231 11.3 8.1 2.6
FIN 137 140 141 143 144 145 : 5.0 2.6 1.0
S 151 158 162 166 167 167 9.4 5.9 48 0.7
UK 146 149 152 158 161 167 8.0 5.6 4.1 3.0
us 130 134 138 142 146 149 6.3 3.8 3.4 24
JP 112 114 115 114 115 117 3.4 1.1 1.8 0.6

Source: Eurostat.
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Fig. I.7.1.1. The development 1985-1997 of CPI for EU, USA and Japan
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Comparison of consumer price inflation
according to the Harmonized Indices of

Consumer Prices (HICPs)

Characteristics of the HICPs

The HICPs have been developed in
order to be used as measures of con-
sumer price inflation in the macro-
economic context. The harmonized
methodology allows for the HICPs to be
used for direct comparisons of inflation
performance between the EU Member
States concerned. HICP results are
available from January 1995 and were
used in the convergence assessments
leading up to the May 1998 Council deci-
sions concerning first-wave participants
in Stage Il of Monetary Union. HICPs
are to be central indicators of inflation by
the European Central Bank (ECB) in its
future management of the joint monetary
policy.

The European Index of Consumer Prices
(EICP) is calculated as a weighted aver-
age of the HICPs of the 15 EU Member
States. The index is computed as an
annual chain index and the weight of a
Member State is equal to its PPS-adjust-
ed proportion of final consumption expen-
diture of households in the EU total.

The Monetary Union Index of Consumer
Prices (MUICP) was introduced in May
1998 and is calculated as a weighted aver-
age of the HICPs for the 11 participating
countries in Stage Il of Monetary Union.
The index is an annual chain index and the
country weights are based on values in
national currencies after convertion into the
same currency according to the bilateral
conversion rates as announced at the
beginning of May 1998.
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Tab. 1.7.1.2. Harmonized Index of Consumer Prices (HICP),

annual rate of change (%) in year/month

1997 1998

Jan Mar May Jul Sep Nov Dec Jan Feb Mar
MUIP 2.0 1.5 1.4 1.4 1.7 1.6 1.5 1.1 1.2 1.2
EICP 2.2 1.7 1.5 1.6 1.8 1.7 1.6 1.3 1.4 1.3
B 2.1 1.3 1.4 1.9 1.6 1.3 0.9 0.5 0.8 1.0
DK 2.3 1.8 2.2 2.0 1.9 1.6 1.6 1.7 1.7 1.6
D 1.7 1.3 1.4 1.5 1.6 1.4 1.4 0.8 0.8 0.6
EL 6.6 5.9 5.4 5.2 49 5.0 4.5 4.3 4.1 4.3
E 2.8 2.2 1.3 1.5 1.9 1.9 1.9 1.9 1.7 1.7
F 1.8 1.1 0.9 1.1 1.5 1.4 1.2 0.6 0.7 0.8
IRL 1.8 1.3 1.4 1.5 0.6 1.1 1.0 1.2 1.1 1.5
| 2.6 22 1.8 1.7 1.6 1.8 1.8 1.9 21 21
L 1.3 1.3 1.1 1.3 1.7 1.5 1.5 1.5 1.1 1.3
NL 1.7 1.2 1.6 1.9 25 25 2.2 1.6 2.1 22
A 1.2 1.2 1.3 0.9 1.2 1.1 1.0 1.2 1.0 1.0
P 2.8 2.3 1.9 1.4 1.5 1.9 21 1.6 1.3 1.5
FIN 0.9 0.7 0.9 1.1 1.6 1.8 1.6 1.8 1.7 1.6
S 1.3 1.0 1.3 1.7 2.6 2.7 27 21 2.0 1.7
UK 2.1 1.7 1.6 2.0 1.8 1.9 1.8 1.5 1.5 1.6

Source: Eurostat.

Table 1.7.1.2 shows the 12-month rates of
change for the harmonized indices ("infla-
tion rates") for the period January 1997 —
March 1998. The annual average rates
of change between 1996 and 1997
are given for the harmonized indices in fig-
ure 1.7.1.2.

The information in table 1.7.1.2. shows that
the inflation rates from January to Decem-
ber 1997 decreased in eleven EU Member
States and increased in four (Sweden,
Finland, the Netherlands and Luxem-
bourg). The EICP inflation rate (the aver-
age 12-month rate of change for all EU
Member States) fell from 2.2% in January
1997 to 1.6% in December 1997 while the
MUICP inflation rate (the average rate of
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change for the 11 first-wave participants in
Stage Il of Monetary Union) went down
from 2.0% to 1.5%.

Table 1.7.1.2. further shows that the majori-
ty of the EU Member States had further
falls in their 12-month rates of change dur-
ing the first quarter of 1998. In March 1998
the EICP rate of change was 1.3% while
the corresponding MUICP rate of change
was 1.2%.

Figure 1.7.1.2. shows that the average rate
of HICP increase between 1996 and 1997
was quite similar between nearly all EU
Member States (1.2 — 1.9%), except
Greece (5.4%). The corresponding MUICP
rate of increase was 1.6%.
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Fig. 1.7.1.2. Annual average rates of change between

1996 and 1997 according to HICPs
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Source: Eurostat.

The structure of consumption

The consumption pattern of the households
concerned determines the relative impor-
tance ("weight") that is to be attached
to each of the different categories of
goods and services included in the HICPs.
The impact on the all-items index of
any price change is proportional to the
size of the corresponding weight.

The structure of weights may vary con-
siderably between the HICPs for individ-
ual Member States as well as between the
HICP for an individual Member State and
the average weighting structure according
to the EICP or to the MUICP. Similar price
movements for identical products may
therefore affect the all-items HICP quite
differently in individual Member States.

Table 1.7.1.3. gives the different sets of
weights for EICP, MUICP and the HICPs.

According to the weighting patterns for both
EICP and MUICP, the main categories "food"
and "transport" are the two main categories
with the largest weights when calculated as
averages for the country groupings con-
cerned. In both indices a weight of approx-
imately 18% is attached to "food" and one
of approximately 16% to "transport”. In in-
dividual HICPs the weight for "food" varies
between 14-16% (Austria, Germany, the
United Kingdom, Luxembourg and the
Netherlands) and 23-29% (Greece and
Portugal). The corresponding variation for
“transport" is much less pronounced and
ranges from 13-15% (Greece, ltaly, Ireland,
Belgium, the Netherlands, Spain and
Austria) to 18-19% (Sweden, Denmark,
Portugal and France).
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Tab. 1.7.1.3. Weights (°/oo) for the 12 main categories according to HICPs for 1997

EICP MUICP B DK D EL E F IRL

Food 183 186 202 173 152 231 274 194 208
Alcoholic beverages and tobacco 48 45 39 59 52 38 33 46 86
Clothing & footwear 88 90 87 61 84 127 115 73 75
Housing, gas and other fuels 151 155 157 196 205 136 113 142 80
Furnishing, household equipment 83 82 91 66 79 91 65 74 55
Health 9 9 9 7 9 12 8 5 7
Transports 159 162 136 179 173 123 146 191 127
Communications 20 19 25 23 19 22 16 20 23
Recreation and culture 101 98 125 99 109 50 69 87 123
Education 6 5 : 3 5 14 1 4 7
Hotels, cafes and restaurants 94 90 71 67 68 92 118 91 170
Miscellaneous goods and services 58 60 59 66 47 65 43 74 41

Source: Eurostat.

Tab. 1.7.1.3. (cont.) Weights (%/o0) for the 12 main categories according to HICPs for 1997

I L NL A P FIN S UK

Food 196 161 164 141 293 188 175 152
Alcoholic beverages and tobacco 30 29 50 39 46 78 58 71
Clothing & footwear 118 117 78 82 104 58 72 68
Housing, gas and other fuels 100 135 192 140 73 169 214 133
Furnishing, household equipment 100 120 100 98 79 58 60 91
Health 16 3 7 4 6 16 12 7
Transports 127 161 143 149 179 165 177 155
Communications 18 17 25 22 12 26 31 21
Recreation and culture 86 137 137 112 39 121 108 130
Education 9 3 5 4 1 2 2 11
Hotels, cafes and restaurants 117 64 52 158 122 81 54 112
Miscellaneous goods and services 84 53 47 50 47 38 37 49

Source: Eurostat.
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1.7.2. Exchange rates, the ECU
and EMU

Up to the beginning of the third phase of
EMU in January 1999, the exchange rate
mechanism (ERM) of the European Mone-
tary System (EMS) will continue to ensure
exchange rate stability. The ERM is based
on a grid of central parities between the
various participating currencies and
between each of those currencies and the
ECU.

As from 1 January 1999, the launch date
for the Euro, the current ERM will be
replaced by a new exchange rate mecha-
nism (ERM2) designed to link to the Euro
the currencies of the Member States not in
the Euro zone from the outset.

Since 2 August 1993, the exchange rates
of the currencies participating in the ERM
(now all the currencies of the Member
States except the pound sterling, for which
a "notional” central rate has been fixed, and

Tab. 1.7.2.1. Central and notional

exchange rates

Since 16 March 1998
BEF/LUF 40.7844
DKK 7.54257
DEM 1.97738
GRD 357.000
ESP 168.220
FRF 6.63186
IEP 0.796244
ITL 1957.61
NLG 2.22799
ATS 13.9119
PTE 202.692
FIM 6.01125
GBP(") 0.653644

(') Notional rate.
Source: European Commission.

the Swedish krona), have had to stay
within fluctuation bands of 15% above
or below their bilateral central rates
(table 1.7.2.1. shows the central and noti-
onal exchange rates of the ECU). On
16 March 1998, when the Greek drachma
joined the ERM, there was a final central
rate adjustment, which included a 3%
revaluation of the Irish punt.

The third phase of Economic and
Monetary Union (EMU)

At the beginning of May 1998, several
months before the launch of the third
phase of EMU, the European Council
announced the 11 countries (Austria,
Belgium, Finland, France, Germany,
Ireland, ltaly, Luxembourg, the Nether-
lands, Portugal and Spain) which will
form the euro-zone from the outset.
Following that decision, the indicative
bilateral parities between the curren-
cies participating in the Euro as from
1 January 1999 were fixed. The heads
of state and government chose the EMS
central rates as the basis on which the
bilateral parities would be fixed at the
end of 1998. On 26 May 1998, the
European Central Bank (ECB) was
established, with Mr Wim Duisenberg as
its first president. It replaces the
European Monetary Institute, which was
created at the beginning of the second
phase of EMU. The ECB's priority objec-
tive will be to maintain price stability.

As from 1 January 1999, the exchange
rates of the euro-zone currencies
against the Euro will be fixed irrevocably.
The ECU/Euro exchange rate will be 1:1.
Euro notes and coins will be introduced
on 1 January 2002.

The current ERM will be replaced by
ERM2 (for further explanations, see "The
Economic Accounts of the European
Union 1996").
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Intervention under the ERM

In theory, each Member State is required to
intervene as soon as its currency moves
beyond the authorised fluctuation margins
(= 15%). Moreover, when a currency cross-
es its "divergence threshold", i.e. 75% of its
maximum divergence spread, the govern-
ment concerned must consult its partners
and take the necessary steps to correct the
situation. There are several possible
approaches, ranging from intervention on
the foreign exchange market through a
change in monetary policy or adoption of
different economic policy measures to the
last resort of adjusting central exchange
rates.

Tab. 1.7.2.2. Composition of the

ECU basket

since 21 September 1989
DEM 0.62420
FRF 1.33200
NLG 0.21980
BEF 3.30100
LUF 0.13000
ITL 151.80000
DKK 0.19760
IEP 0.00855
GBP 0.08784
GRD 1.44000
ESP 6.88500
PTE 1.39300
= 1 ECU

Source: European Commission.

The ECU

The EMS was built around the ECU, a
basket of currencies defined by the
specific values of the currencies of each of
twelve (initially nine) Member States of the
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European Union. The composition of the
ECU was frozen on 1 November 1993, as
required under the Maastricht Treaty.
That's why the currencies of Austria,
Finland and Sweden, which acceded to the
EU on 1 January 1995, are not included.

Exchange rates

The official exchange rates of the ECU
against its component currencies and
against other currencies have been calcu-
lated daily on the basis of the make-up of
the ECU basket (see table 1.7.2.2.).

The European Commission calculates the
value of the ECU in US dollars and in the
various currencies of the Member States
from information provided by the National
Bank of Belgium, to which the central
banks of the other Member States submit
the exchange rates of their currencies
against the US dollar.

Table 1.7.2.3. sets out the (annual average)
exchange rates of the ECU against the
national currencies of the EU Member
States, the US dollar and the yen since
1980 (the amounts express the value
of one ECU in the respective national cur-
rency).

Table 1.7.2.4. shows the annual indices of
the average exchange rates of the EU cur-
rencies, the US dollar and the yen against
the ECU. The figures represent the ECU
equivalent of a national currency unit, the
base year being 1990.

A comparison of the 1997 figures with
those for base year 1990 shows that eight
of the currencies participating in the ERM
rose in value against the ECU, the increas-
es ranging between roughly 3% and 5%.
The other four ERM currencies lost
between 9% and 22% of their value in ECU
terms.
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Tab. 1.7.2.3. ECU exchange rates, annual averages

1990 1991 1992 1993 1994 1995 1996 1997
BEF/LUF 42.4257 42.2233 41.5932 40.4713 39.6565. 38.5519 39.2986 40.5332
DKK 7.85652 7.90859 7.80925 7.59359 7.54328 7.32804 7.35934 7.48361
DEM 2.05209 2.05076 2.02031 1.93639 1.92453 1.87375 1.90954 1.96438
GRD 201.412 225.216 247.026 268.568 288.026 302.989 305.546 309.355
ESP 129.411 128.469 132.526 149.124 158.918 163.000 160.748 165.887
FRF 6.91412 6.97332 6.84839 6.63368 6.58262 6.52506 6.49300 6.61260
IEP 0.767768 0.767809 0.760718 0.799952 0.793618 0.815525 0.793448 0.747516
ITL 1521.98 1533.24 1595.52 1841.23 1915.06 2130.14 1958.96 1929.30
NLG 2.31212 2.31098 2.27482 2.17521 2.15827 2.09891 2.13973 2.21081
ATS 14.4399 14.4309 14.2169 13.6238 13.5396 13.1824 13.4345 13.8240
PTE 181.109 178.614 174.714 188.370 196.896 196.105 195.761 198.589
FIM -4.85496 5.00211 5.80703 6.69628 6.19077 5.70855 5.82817 5.88064
SEK 7.52051 7.47927 7.53295 9.12151 9.16308 9.33192 8.51472 8.65117
GBP 0.713851 0.701012 0.737650 0.779988 0.775903 0.828789 0.813798 0.692304
UsD 1.27343 1.23916 1.29810 1.17100 1.18952 1.30801 1.26975 1.13404
JPY 183.660 166.493 164.223 130.148 121.322 123.012 138.084 137.077

Source: Eurostat.

Generally speaking, the currencies which
have been in the ERM for several years,
have been relatively stable and currencies
have displayed ever-closer convergence.
The US dollar and the yen have appreci-
ated by 12% and 34% respectively. (Note:
As a result of the change in base year from
1985 in the previous issue of this publica-
tion, currency appreciation and deprecia-
tion values are lower.)

The following fluctuations vis-a-vis the ECU
were observed over the 12 months of 1997:

e the punt (IEP), the lira (ITL) and the
pound sterling (GBP) rose in value by
6.1%, 1.5% et 17.5% respectively;

e the guilder (NLG), the Belgian/
Luxembourg franc (BEF/LUF), the
German mark (DEM), the schilling (ATS),

(') Measured by standard deviation.

the Danish krone (DKK), the French franc
(FRF), the peseta (ESP), the escudo
(PTE), the Swedish krona (SEK), the
drachma (GRD) and the Finnish markka
(FIM) fell by less than 3.2%;

e the US dollar (USD) and the (JPY) appre-
ciated by 12% and 0.9% respectively.

The strong rise in the value of the pound
sterling, whose share of the ECU's compo-
sition has stood at over 11% and over 13%
since 16 March 1998, is one of the principal
reasons for the depreciation of the other
EU currencies against the ECU.

In 1997, the yen in particular showed con-
siderable volatility ('). The US dollar and
the pound sterling were also quite volatile,
but to a lesser extent than the yen. The low
volatility of the ERM currencies bears
witness to the mechanism's great stability.
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Tab. 1.7.2.4. Annual ECU exchange rate indices, annual averages, 1990 = 100

1991 1992 1993 1994 1995 1996 1997
BEF/LUF 100.5 102.0 104.8 107.0 110.1 108.0 104.7
DKK 99.3 100.6 103.5 104.2 107.2 106.8 105.0
DEM 100.1 101.6 106.0 106.6 109.5 107.5 104.5
GRD 89.4 81.5 75.0 69.9 66.4 65.9 65.0
ESP 100.7 97.8 87.0 81.4 79.4 80.5 78.0
FRF 99.2 101.0 104.2 105.0 106.0 106.5 104.6
IEP 100.0 100.9 96.0 96.8 94.2 96.8 102.7
ITL 99.3 95.6 82.7 79.5 71.6 77.7 78.9
NLG 100.1 101.7 106.3 1071 110.2 108.1 104.6
ATS 1001 101.6 106.0 106.7 109.5 107.5 104.5
PTE 101.4 103.7 96.3 92.0 92.4 92.5 91.2
FIM 97.2 83.9 72.6 78.5 85.1 83.3 82.6
SEK 100.6 100.0 82.5 82.1 80.7 88.3 86.9
GBP 101.8 97.0 91.5 92.0 86.1 87.8 103.2
uUSD 102.9 98.1 108.6 107.0 97.2 100.0 112.1
JPY 110.4 111.9 141.7 151.2 149.7 132.9 1341

Source: Eurostat.
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1.7.3. Purchasing power parities

For some international comparisons, as it
has been shown in section 1.2.1. for GDP, it
is useful to consider purchasing power par-
ities instead of exchange rates for the con-
version.

The reason for the ECU not being used as
a conversion rate is that official exchange
rates are mainly determined by the supply
of and demand for currencies necessary to
effect commercial flows, capital flows,
speculation and other factors such as a
country's perceived political and economic
situation.

In other words they do not necessarily
reflect price level differences. Conse-
guently, their use for conversion of eco-
nomic aggregates expressed in nominal

values does not allow real comparison of
the volume of goods and services pro-
duced and consumed.

The disadvantages of conversion using
exchange rates may be eliminated, or at
least greatly reduced, by using purchas-
ing power parities as conversion rates.

Exchange rates and purchasing
power parities

Table 1.7.3.1. gives the PPS figures estab-
lished every year by Eurostat. The compar-
ison of these figures with the exchange
rates of the ECU shown in table 1.7.2.3,,
provides an interesting information. For
example, on the basis of the official
exchange rate, an ECU was worth PTE 199
in 1997, whereas on the basis of purchas-
ing power parities, PTE 133 was sufficient

Tab. 1.7.3.1. The purchasing power parities of GDP, 1 PPS=... units of national currency
1990 1994 1995 1996 1997
B 42.5 40.1 40.5 40.1 39.7
DK 10.2 94 9.3 9.2 9.1
D 2.3 2.2 2.2 2.2 2.1
EL 151.5 211.0 223.8 231.5 238.8
E 117.7 130.5 134.5 134.0 133.6
F 7.1 7.1 71 7.1 7.0
IRL 0.7 0.7 0.7 0.7 0.7
| 1527.0 1649.0 1708.2 1735.0 1731.2
L 427 43.0 42.8 42.9 425
NL 2.3 2.3 2.2 2.3 2.3
A 15.2 15.0 15.1 14.7 14.6
P 111.6 127.0 131.2 133.6 133.2
FIN 6.9 6.6 6.5 6.5 6.4
S 10.1 10.7 10.7 10.6 10.5
UK 0.7 0.7 0.7 0.7 0.7
us 1.1 1.1 1.1 1.1 1.1
JP 211.0 194.8 190.1 183.2 179.5

Note: For the year 1997, the PPS have been calculated on the basis of the "Economic Forecasts” of DG II.

Source: Eurostat.
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to purchase the volume of goods and ser-
vices corresponding to one PPS.

In 1997 therefore, the real purchasing
power of the PTE was much higher (+ 49%)
than a comparison based on the official
exchange rate would suggest.

How are parities calculated?

The parities represent the relationship
between the amounts of national curren-
cy needed to purchase a comparable,
representative basket of goods in the
countries concerned. The ratio between
the prices of the individual products is
aggregated in accordance with well
defined criteria, so as to obtain a parity
for the main aggregates and, the global
parity of GDP itself. These parities are
expressed relative to the value for the
Union as a whole, and the unit in which
the values are expressed is known as
the Purchasing Power Standard (PPS),
which is, in fact, the ECU in real term.

Price level index

The ratio between the value of a PPS and
the ECU allows us to calculate the price
level index, which measures the difference
between the general price level in a given
country and the Community average
(EU-15 = 100) and also permits direct com-
parisons between one country and another.

Table 1.7.3.2. shiows that in 1997 Portugal had
the lowest prices in the Union (33 percentage
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Tab. I.7.3.2. Price level indices, EU-15=100

1990 1995 1996 1997
EUR-11 100 100 100 100
B 101 105 102 98
DK 124 127 124 122
D 116 119 113 108
EL 73 74 76 77
E 82 83 83 81
F 108 109 109 105
IRL 87 86 91 97
| 86 80 89 90
L 108 111 109 105
NL 106 106 106 102
A 111 115 110 106
P 65 67 68 67
FIN 107 113 111 109
S 116 115 124 122
UK 89 87 87 102
us 91 83 83 93
JP 161 155 133 131

Source: Eurostat.

points below the Community average) and
Denmark the highest (22 percentage points
above this average). The United States
comes out at 7 percentage points below the
EU average, while Japan exceeds it by 31
percentage points.

Another way of interpreting table 1.7.3.2. is
to say that in 1997 a given basket of goods
and services could be purchased for ECU
67 in Portugal and ECU 122, nearly twice
as much, in Denmark (the difference of
price levels between countries is also
shown in figure .7.3.1.).
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Fig. I.7.3.1. Price level indices, 1997, EU-15=100
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1.7.4. Interest rates

The yield on government bonds is a reliable
indicator of long-term interest rates, as the
government securities market absorbs a
good proportion of capital available for
investment. Government bond yields also
provide a fairly accurate reflection of a
country's financial situation and expecta-
tions on the economic policy front.

The appropriateness of using government
bond vyields as an indicator of economic
and monetary convergence is recognised
in the Treaty on European Union, with
these yields featuring among the criteria
chosen for the transition to the third phase
of European Union starting on 1 January
1999.

Table 1.7.4.1. sets out 10-year government
bond yields as defined in the Maastricht
Treaty.

eurostat

In 1994, vyields increased in the majority of
European Union countries compared with
1993 levels.

This upward movement in 1994 stemmed
mainly from a recovery in economic growth.
With inflation under control, central banks
continued to lower their official interest
rates during 1995. As a result, government
bond vyields fell in most EU countries, the
exceptions being Spain, Portugal, Italy and
Sweden.

Yields in these four countries continued to
rise, peaking at the end of the first quarter
of 1995 and then starting to fall again.
However, the rate differential compared
with the other countries remained large.

The first few months of 1996 saw a slight-
ly upward tendency in bond yields in many
EU countries. In the second half of that
year, however, the tide began to turn, and

Tab.1.7.4.1. Long-term interest rates, monthly averages, as a %

Jan Jan Jan Jan Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

93 94 95 96 97 97 97 97 97 97 97 97 97 97 97 97
B 76 65 85 64 59 57 59 60 59 58 56 58 57 57 57 55
DK 87 60 91 70 65 63 65 66 65 64 61 62 62 60 60 58
D 72 58 76 59 58 56 57 59 58 57 56 57 56 56 56 53
EL 245 22.0 19.0 : 123 109 95 94 89 92 94 96 94 93 108 105
E 122 80 119 95 68 68 70 70 66 65 62 63 61 60 6.0 56
F 79 57 82 64 57 55 57 58 57 57 55 56 55 56 56 53
IRL 99 62 88 72 66 63 66 67 65 65 63 63 61 60 6.0 56
| 134 87 124 104 74 74 79 77 73 71 65 67 64 62 62 57
L 73 63 78 64 57 55 56 57 55 57 56 56 56 56 56 54
NL 71 56 77 59 57 55 57 58 57 56 55 56 56 56 55 53
A 72 58 77 62 58 56 57 59 58 58 56 57 56 56 56 54
P 133 89 118 94 67 67 69 68 65 64 63 64 61 6.0 60 57
FIN 109 65 102 70 61 59 61 64 62 61 59 59 58 58 58 56
S 10.1 70 110 82 67 67 71 72 70 68 64 65 64 62 63 60
UK 85 63 88 76 77 73 76 77 73 72 71 72 69 66 68 64
ECU 83 59 84 69 61 59 62 63 61 61 59 60 59 58 58 56
us 71 62 79 61 69 68 70 72 70 68 66 66 65 64 62 6.1
JP 46 45 46 31 26 26 25 25 28 26 24 23 21 19 20 19

Note: 10-year government bond yields except for the United States (10 years or more). Yields on ECU bonds include private issues.

Source: Eurostat.
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yields went into decline until the end
of 1997, reaching historically low levels
as well as remarkable degree of conver-
gence.

The yield gap between the 10-year German
Federal Government bonds and the
Belgian State linear bonds (OLO) of the
same maturity decreased from 63 bp at
end-1995 to no more than 12 bp at the end
of 1997.

This downward trend was also observed in
the USA and Japan.

Yields in countries such as Spain, Italy
and Sweden, which had still been high
in 1995, also fell sharply in the ensuing
period, reaching levels very close to those
of the other EU countries. In March 1998,
the interest-rate differential on 10-year
treasury bonds between these three coun-
tries and Germany was 19 bp, 30 bp
and 45 bp respectively, compared with
388 bp, 510 bp and 253 bp at the end of
1995.

Two countries are an exception to this
pattern: the United Kingdom and Greece.

In the former case, this stems partly
from the fact that the British economy
is not in the same position on the busi-
ness cycle as the rest of the EU. As far
as Greece is concerned, a major effort
has been mounted in recent years to
reduce inflation. Nevertheiess, the current
yields on Greek bonds are still markedly
higher than those in other European coun-
tries.

Yields in the ECU market have been very
similar to those on bonds at national level,
i.e. they have been in steady decline since
the second half of 1996, reaching 5.56% at
the end of 1997.

Like long-term rates, short-term rates with-
in the European Union have shown a trend
towards convergence over recent years
(see table 1.7.4.2).

Short-term interest rates in the EU
Member States decreased across the
board during the first half of 1994 and then
stabilised.

At the end of March 1995, Germany,
Belgium, the Netherlands and Austria low-
ered their official interest rates.

Other countries, by contrast, notably the
United Kingdom, Denmark, Ireland, ltaly
and Spain, decided to raise their rates dur-
ing the first few months of 1995.

Towards the end of 1995 and in 1996, the
general interest rate trend in the European
Union was once again downward.

Germany's discount rate thus reached a
record low of 2.5% in Aprit 1996. The
German repo rate was gradually lowered,
reaching 3.0% in August 1996. Interest
rates in Belgium, Denmark, France, the
Netherlands, Austria and Finland followed
the same trend as in Germany.

In the other countries where interest rates
were relatively high (Spain, Portugal,
Greece, ltaly and Sweden), there was also
an across-the-board fall in short-term inter-
est rates throughout 1996.

During 1997, short-term interest rates con-
tinued to converge towards very low levels,
except in the United Kingdom, where eco-
nomic growth was higher than in the other
Member States.

In October 1997, the Bundesbank raised
its repo rate to 3.3%, and Belgium,
Denmark, France, the Netherlands and
Austria followed suit.
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The Bank of Finland had already raised its
rates in September, and Sweden did so in
December.

ltaly, Spain and Portugal, by contrast, went
on lowering their rates over the course of
1997, which greatly reduced the interest-
rate differential between EU Member
States.

After a period of increase in 1994, short-
term interest rates in the United States
were lowered several times over the course
of 1995 and at the beginning of 1996, when
economic growth showed signs of stal-
ling. The upturn in the second half of 1996

prompted the US monetary authorities to
raise their key rate at the end of the first
quarter of 1997.

Over the rest of 1997 and during the first
few months of 1998, there were no further
rate changes in the USA.

Given the weak state of the Japanese
economy, that country's discount rate has
been fixed at an all-time low of 0.5% since
September 1995.

With the situation little changed since then,
the Bank of Japan had still not changed its
monetary policy stance by the end of the
first quarter 1998.

Tab. 1.7.4.2. Short-term interest rates, monthly averages, as a %
Jan Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
9% 97 97 97 97 97 97 97 97 97 97 97 97
B 3.67 3.02 320 3.35 3.10 3.15 3.29 364 3.40 3.46 3.82 3.43 343
DK 453 3.62 3.61 367 3.66 3.62 3.62 3.61 3.65 366 3.92 392 4.01
D 3.61 3.12 3.13 3.15 3.08 3.01 3.07 3.09 3.16 3.10 3.40 3.46 3.44
EL 13.90 12.40 12.10 11.70 10.80 10.60 11.70 11.70 11.60 11.00 16.90 23.70 11.00
E 9.02 6.11 6.15 5.83 560 547 534 534 549 531 512 518 4.89
F 453 328 3.20 3.19 3.19 3.19 3.19 3.19 3.19 3.19 3.32 3.38 3.38
IRL 500 550 554 558 6.28 591 6.10 6.08 6.17 6.20 625 6.34 7.00
| 10.20 7.68 751 7.45 727 699 699 699 6.84 680 688 6.61 6.26
L : : : : : : : : : : : : :
NL 3.33 2.68 293 3.03 296 3.11 3.04 3.12 319 3.10 3.19 3.32 3.14
A 3.67 3.15 3.12 3.20 3.28 3.23 3.23 326 324 328 337 3.39 346
P 8.11 6.42 6.90 623 6.06 588 598 571 554 545 548 521 5.13
FIN 430 268 285 251 3.24 251 276 285 3.02 3.06 2.75 290 3.20
S 8.76 4.20 4.20 420 4.20 420 420 420 420 4.20 4.20 4.20 4.29
UK 6.33 592 6.01 597 597 6.23 6.24 658 6.95 7.00 7.12 7.24 7.18
ECU 483 4.01 4.04 412 4.05 4.01 4.02 4.09 420 4.16 427 4.38 4.27
us 556 525 519 539 551 550 556 552 554 554 550 552 5.50
JP 0.47 0.48 0.50 0.51 050 0.49 050 0.49 0.49 0.50 0.48 049 0.39

Notes: These are overnight rates, in Ireland's case end-month. ECU rates relate to one-month deposits.

Source: Eurostat.
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Introduction

Il. The Economic Accounts of the Candidate
Countries in Eastern and Central Europe and

Cyprus

Introduction
General background

The 1993 Copenhagen European Council
opened up the perspective of enlargement
towards the Candidate Countries in
Eastern and Central Europe and Cyprus(’).
Subsequently, an ambitious strategy of pre-
accession was launched at Essen.

The Madrid European Council in December
1995 reaffirmed the decisions for launching
the accession negotiations with the coun-
tries applying for European Union member-
ship. It called on the Commission to submit
the opinions on the individual applications
and to embark on the preparation of a com-
posite paper on enlargement.

Eurostat plays an important role in the
accession preparations. It has to provide
the Commission services with comparable
and reliable macro-economic data on the
eleven Candidate Countries (CCs), under-
lying the Commission’s opinion on each
application for accession.

To this end, Eurostat set about establishing
close working relations, from mid-1996
onwards, with the National Accounts (NA)
departments of the CCs' Statistical Offices.
This co-operation, however, is aimed not
only at meeting the Commission's data
requirements but also at assessing the
quality of macroeconomic data and of the
underlying basic data and calculation meth-
ods. Assessment is strictly geared to the
"European System of Accounts 1995" (ESA
95), which is the legal framework for
National Accounts in the EU.

Eurostat's activities relating to the CCs’
National Accounts

Under the work plan defined with the
Candidate Countries, data collection was
initiated and the first steps taken towards
improving data quality in terms of reliability,
exhaustiveness and compliance with the
ESA.

In line with the results of the initial assess-
ments of the CC's National Accounts, pro-
jects have been launched in 1997 that
address the following areas of weakness:

Estimation methods at constant prices

General government and NPISH

Private household consumption

Banking and insurance, FISIM

Exhaustiveness of the

Accounts

6. Use of registers for National Accounts
purposes

7. Dwelling services

oD~

National

Most of these projects will be continued
during the subsequent years. In addition,
the following new projects will start from
1998:

1. Pilot project on exhaustiveness,
including illegal activities,

2. Pilot project on Government Finance
Statistics,

3. Pilot project on prices,

4. Pilot project on
Investment,

5. Calculation of capital stock and con-
sumption of fixed capital at repla-
cement costs,

6. Estimates for shuttle
tourist expenditure,

Foreign Direct

trade and

(') For the purpose of this publication, the term "Candidate Countries (CC)" is used to describe the ten Eastern and Central
European Countries (Bulgaria, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Slovakia and Slovenia)
and Cyprus, who are involved in the accession process launched on 30 March 1998.
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7. Development/improvement of esti-
mates for holding gains,

8. Calculation of a small IOT (for CCs with
no previous |0T),

9. Development of an NA database using
EDI for data transmission (GESMES),

10. Borderline between intermediate
consumption and final uses and

11. Exports, imports and the transition
between GDP and GNP.

Besides the multi-country project work,
country-specific projects will be defined in
order to tackle particular problems of indi-
vidual CCs.

Data sources and methodological
remarks

The non-financial National Accounts data
presented in sections I.1. and 1l.5. of the
publication were supplied by the CCs’
National Statistical Institutes on the basis of
a Eurostat questionnaire completed in
April/May 1998, and in some cases updat-
ed in June 1998. This was the second data
delivery under the established regular
reporting system.

With each data delivery, gradual changes
in calculation methods and improvements
to data quality will be incorporated in the
data sets. For the time being, however, sta-
tistics from the CCs must still be treated
with some caution. As mentioned above,
they are derived from national sources
which do not yet fully conform to EU stan-
dards. Moreover, comparability with the
respective EU statistics cannot be guaran-
teed.

Major data-quality and comparability prob-
lems relate to:

1. country-specific adaptation of theore-
tical National Accounts knowledge to
the complicated practical situations
of economies in transition;

2. exhaustiveness of the accounts;

3. lack of basic data;
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4. reliability of basic data; a high degree of
"believing in figures" is evident; it is
often the case that figures emanating
from very different sources are regar-
ded as "correct" without any checks
being made on reliability, complet-
eness, definitions etc;

5. consistency between the different parts
of the National Accounts;

6. failure to exhaust all scope for cross-
checking and validating results;

7. quality of the Purchasing Power
Parities (PPP) needed to express
data in real terms (Purchasing Power
Standards — PPS).

In future, therefore, the CCs' National
Accounts data can be expected to under-
go significant changes. However, there is
no systematic bias in the data; gaps and
shortcomings occur in both directions,
leading to over- and underestimation of
GDP. 1t is currently very difficult to esti-
mate the net effect of all these tendencies
on the level of GDP, but a certain under-
estimation of the CCs' GDP values is more
likely.

The export and import data in section
[I.2. of this publication are the ones pro-
vided by Eurostat’s customs based foreign
trade statistics (COMEXT). These cover
only the trade in goods and are method-
ologically not fully comparable with the
National Accounts data for exports and
imports in part Il.1. (see box "External
trade data” in section 1.2.4.).

The monetary and financial indicators
relating to Candidate Countries which are
included in section I1.3. are, broadly
speaking, compiled in accordance with
recognised methodology. One particular
area of difficuity is the measurement of
money supply: in some countries, foreign
currencies may form a significant share of
the stock of notes and coins, which may
not be captured accurately (if included at
all} in the monetary data.
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Sources for interest rate, money supply,
and official reserves information are nation-
al authorities and the IMF. The exchange
rate data are from national authorities and
the European Commission.

Statistics on public deficit and debt have
not been covered in this chapter, because
of the lack of comparability of data caused
by incomplete information and differences
in methodology used. Most countries are
presently unable to provide, on a sufficient-
ly reliable basis, data for the general gov-
ernment net borrowing / lending as defined
by national accounts.

When it comes to prices in section 11.4. of
this publication, the current EU Member
States have recently defined a new con-
sumer price index in order to meet the
obligations in the Maastrict Treaty and as a
part of the preparations for the single cur-
rency.

The aim was to make an index that would
be comparable between Member States.

The main task was to harmonise methodol-
ogy and coverage, and the result was the
Harmonised Index of Consumer Prices
(HICP).

The same exercise has now been started
with the Candidate Countries. In their case
it is equally important that their economic
status is measured using indices that are
comparable. Some progress has already
been made in the preparations for the adap-
tations of new rules. However, it will still
take some years before genuine HICPs are
available from Candidate Countries, and it
must be emphasised that the figures
reported in table I1.4.1.1. (incl. EU-15 fig-
ures) are all based on national CPIs which
are not fully comparable.

Concerning Purchasing Power Parities
(PPP}), the pretiminary resuits of the 1996
European Comparison Programme are now
available. The 1993 to 1996 GDP values in
real terms have been revised, and 1997 has
been extrapolated on a significantly more
comparable and reliable basis.
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Il.1. Gross Domestic Product of the Candidate

Countries

This section sets out the main macroeco-
nomic data of the CCs, describing the
development of GDP, the main aggregates
and per capita figures in comparison with
those of the European Union. For the first
time, some data are now broken down by
branch and a more detailed analysis of the
exports and imports according to the
National Accounts and the foreign trade
statistics can be given.

Tab. 11.1.1.1. Annual GDP growth rates, as a %

I1.1.1. GDP growth

As shown by the annual GDP growth rates
in table 11.1.1.1., the CCs have achieved
fairly sustained economic growth outstrip-
ping that of the European Union over five
consecutive years. Their overall growth
rate is edging nearer to the EU's, however,
and the individual rates vary markedly. As
can be seen from figure I1.1.1.1., the large

1991 1992 1993 1994 1995 1996 1997
Bulgaria (BG) : -7.3 -1.5 1.8 2.9 -10.1 -6.9
Cyprus (CY) 0.7 9.4 0.7 5.8 5.5 2.0 24
Czech Republic (CZ) -11.5 -3.3 0.6 27 6.4 3.9 1.0
Estonia (EE) -13.6 -14.2 -9.0 -2.0 4.3 4.0 11.4
Hungary (HU) -11.9 -3.1 -0.6 2.9 1.5 1.3 4.4
Latvia (LV) -10.4 -34.9 -14.9 0.6 -0.8 3.3 6.5
Lithuania (LT) -5.7 -21.3 -16.2 -9.8 3.3 4.7 5.7
Poland (PL) -7.0 26 3.8 5.2 7.0 6.1 6.9
Romania (RO) -12.9 -8.8 1.5 3.9 71 3.9 -6.6
Slovakia (SK) : : -3.7 4.9 6.9 6.6 6.5
Slovenia (Sl) -8.9 -5.5 2.8 5.3 4.1 3.1 3.8
Total (CC-11) : : 1.1 3.8 5.6 4.1 3.6
EU-15 3.4 0.9 -0.6 2.9 2.5 1.7 2.6

Source: Eurostat.

Fig. I1.1.1.1. Average annual growth of GDP in the CCs and the EU,
1995-1997
12
6 N |EU average 1997 |
-4
-8
-12
BG cY cz EE HU LV LT PL RO SK Sl
W1995 1996 1997

Source : Eurostat.
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majority of CCs recorded a growth rate for
1997 that was higher than the European
Union average (+2.6%). The only coun-
tries to fall short of this average were
Cyprus, the Czech Republic, Romania
and Bulgaria, with the last two experienc-
ing a fall in growth rate compared with
1996.

In Bulgaria, GDP decreased for the second
year in succession, but the 1997 fall
(-6.9%) was at least lower than the one in
1996 (-10.1%).

On the other hand, seven CCs — Estonia,
Hungary, Latvia, Lithuania, Slovakia,
Slovenija and Poland — had a 1997 growth
rate which was higher than the CCs aver-
age (3.6%). Estonia even reached two-digit
figures.

l1.1.2. GDP and its main
aggregates

GDP in current prices and ECU

In 1997, the GDP of all the CCs in terms
of current prices and exchange rates was

ECU 303 Bn compared with ECU 7 131 Bn
for the EU, or 4.2% of the EU's GDP (4.0%
in 1996). As in the European Union, there is
a very wide spread of GDP figures among
the CCs (see table I11.1.2.1.).

In 1997, GDP ranged from ECU 4.2 Bn in
Estonia to ECU 119.7 Bn in Poland.

Poland accounts for almost 40% of the
CCs' total GDP, with a higher figure in
absolute terms than Greece (ECU 106.7
Bn) and Finland (ECU 105.1 Bn) (see table
[.2.1.2.)

Five of the CCs (the three Baltic States,
Cyprus and Bulgaria) had a GDP of less
than ECU 10 Bn each. Together, they
represent just over 11% of the total for the
CCs, equivalent to barely 0.5% of the EU's
total GDP.

Main aggregates

In 1997, the share of GDP accounted for by
final consumption of households and
NPISH varied among the CCs from 50.0%
in the Slovak Republic to 75.4% in
Romania.

Tab. 1.1.2.1. GDP at current prices and exchange rates, in Bn ECU

1990 1991 1992 1993 1994 1995 1996 1997
BG : 6.5 6.6 9.2 8.1 11.0 7.8 9.0
cYy 4.4 47 5.3 5.6 6.2 6.7 7.0 7.5
Ccz : : : 29.4 335 38.8 445 459
EE : : : 1.4 1.9 2.7 3.4 4.2
HU : 27.0 28.7 33.0 34.9 341 35.6 39.6
LV : : : 1.9 3.1 3.4 4.0 4.9
LT : : 1.5 23 3.6 4.6 6.2 8.4
PL 46.3 61.7 65.0 73.4 77.8 91.0 106.0 119.7
RO 30.0 23.3 15.1 22,5 25.3 271 27.6 30.6
SK : : : 10.2 11.6 13.3 14.8 17.2
SI : : 9.6 10.8 12.1 14.3 14.9 16.1
CcC-11 : : 199.7 218.2 247.2 271.9 303.0
% of EU-15 3.4 3.5 3.8 4.0 4.2

Source: Eurostat.
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Tab. II.1.2.2. GDP per capita at current prices and exchange rates
in Bn ECU EU-15=100

1993 1994 1995 1996 1997( 1993 1994 1995 1996 1997
BG 1100 1000 1300 900 1100 7 6 8 5 6
cYy 8 900 9800 10400 10700 11400 56 59 60 59 60
cz 2 800 3200 3 800 4 300 4 500 18 19 22 24 23
EE 900 1300 1800 2300 2800 6 8 11 13 15
HU 3200 3400 3 300 3500 3900 20 20 19 19 21
LV 700 1200 1400 1600 2000 4 7 8 9 10
LT 600 1000 1200 1700 2 300 4 6 7 9 12
PL 1900 2000 . 2400 2700 3100 12 12 14 15 16
RO 1 000 1100 1200 1200 1400 6 7 7 7 7
SK 1900 2200 2 500 2 800 3200 12 13 14 15 17
St 5400 6 100 7 200 7 500 8 100 34 36 42 41 43
cc-11 1900 2100 2 300 2 600 2 900 12 12 14 14 15

Note: For the calculation of per capita GDP, the data for the total population is taken from the national accounts; it may be

different from that obtained via demographic statistics.
Source: Eurostat.

This matches the situation among the EU
Member States: Ireland accounts for the
lowest share, at 52.1%, and Greece the
highest, at 72.4%. Among the CCs, as
among the EU Member States, the coun-
tries at the lower end of the economic per-
formance scale are the ones where the
highest share of GDP is accounted for by
household and NPISH final consumption.
This is because a larger proportion of the
limited GDP is needed to satisfy the popu-
lation's basic needs (see table 11.1.2.3.).

With regard to final consumption of gen-
eral government, there was a gap of over
12 percentage points in 1997 between the
lowest share of GDP, in Romania (10.1%),
and the highest, in Estonia (22.9%). This
is a slightly narrower range than among
the EU Member States, of which Germany
(12.0%) has the lowest share of govern-
ment consumption and Sweden the
highest (26.9%). Interestingly, the propor-
tion has now stabilised in the Baltic States
between 19.6% (Lithuania) and 22.9%

(Estonia), following a jump in this figure in
1992 due to the establishment of a gov-
ernmental infrastructure after indepen-
dence (see "Statistic in Focus" 29/1997).

In terms of gross fixed capital formation
in 1997, two countries stand out: in
Bulgaria this component accounted for a
very low share of GDP (11.3%), which
comes as no great surprise given the cur-
rent economic situation in that country.

The Slovak Republic, on the other hand,
recorded a very high level of investment as
a proportion of GDP for the second consec-
utive year (1996: 36.9%, 1997: 38.6%), and
the figure is now approaching 40%. By way
of comparison, the highest share of GFCF
in GDP among the Member States is
25.6% in Portugal.

The CCs also exhibit major differences with
regard to their foreign trade activities. In
1997, Estonia exported the equivalent of
72.9% of its GDP and imported the equiva-
lent of 85.2%.
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Tab. 11.1.2.3. Main GDP aggregates, as a %
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Final consumption
of households of general GFCF Exports Imports

and NPISH government

95 96 97| 95 96 97| 95 96 97| 95 96 97| 95 96 97
BG 70.7 76.6 71.8/15.3 11.9 12.4115.3 13.6 11.3]44.7 62.9 61.3}46.3 59.8 55.7
(03 4 59.8 61.5 62.2| 16.5 18.0 18.8|/ 19.4 19.5 18.2|46.6 46.8 46.1( 50.3 53.3 51.9
Ccz 49.5 504 51.4|20.9 21.1 20.2|32.8 33.0 30.7| 56.0 53.4 57.6(60.5 60.4 63.0
EE 61.2 60.7 57.3|125.4 24.1 22.9|26.0 26.7 26.5|72.3 66.6 72.9(80.4 78.7 85.2
HU 53.8 52.2 51.2|23.6 22.0 21.4]20.0 21.4 22.3| 37.3 38.9 46.4(38.5 39.9 46.9
LV 62.6 66.8 65.2/22.2 21.9 21.3[17.6 18.1 18.7| 46.9 545 56.2|49.3 61.3 61.4
LT 67.4 66.5 67.1]19.7 18.9 19.6|23.0 23.0 22.0| 53.0 53.4 54.6] 64.8 63.2 64.8
PL 63.1 65.1 65.5|17.6 17.5 17.6] 16.9 19.0 20.8|25.9 24.8 26.4(24.6 27.6 31.5
RO 67.6 72.1 75.4]13.7 11.6 10.1]21.4 23.1 19.2|27.6 28.4 29.7| 33.2 36.7 36.7
SK 49.6 50.3 50.0120.3 22.4 21.7|27.4 36.9 38.6|63.0 58.0 56.4|61.2 70.0 63.5
Sl 57.9 57.3 1 20.2 20.1 1 21.2 22.5 [} 54.2 54.3 ;[ 565.5 55.2 :
Source: Eurostat.
At the other end of the scale, the value of country to another (concerning the

Poland's exports amounted to 26.4% of
GDP, and that of its imports to 31.5%. Nine
of the ten countries for which 1997 data are
available had a negative trade balance,
importing more goods and services than
they exported. The only exception is
Bulgaria.

11.1.3. GDP in real terms

GDP, particularly as expressed per inhabi-
tant, is one of the main indicators used for
economic analyses involving comparisons
over time and/or between regions. For
international comparisons, a country's GDP
expressed in a common currency does not
always give a good indication of the actual
volume of component goods and services.
In order to resolve this problem, the GDP
for each country is expressed in an artificial
currency known as the "Purchasing Power
Standard" (PPS), which eliminates the
effects of different price levels from one

availability and reliability of PPPs, please
refer to section 11.4.)(").

Tab. 11.1.3.1. GDP at current prices and
purchasing power standards,

in Bn PPS

1993 1994 1995 1996 1997
BG 376 393 409 385 367
cz 102.7 1114 1198 1238
EE 7.8 7.8 8.3 9.0 103
HU 733 775 795 845 903
LV 10.3 107 107 116 127
LT : 179 197 213
PL 204.7 221.2 239.2 266.0 291.2
RO 109.5 116.8 1265 1379 131.8
SK 340 366 395 442 482
Sl 19.7 213 224 243 258
cc-10(") : 696.3 755.4 792.0

(') Without Cyprus.
Source: Eurostat, OECD, OSTAT.

("y An interesting example illustrating the impact of different price levels on per capita GDP is Poland. In ecu terms, this country
has in 1997 a per capita GDP (ECU 3 100) around seven times smaller than its neighbour Germany. In real (PPS) terms, the
difference is far smaller, with the Polish figure cf PPS 7 500 around three times lower than Germany's PPS 20 900 (see

tables 11.1.2.2., 11.1.3.2. and 1.2.1.4.).
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Fig. 1.1.3.1. Per capita GDP in ECU and in PPS, 1997 (EU-15 = 100)
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Source : Eurostat, OECD, OSTAT.

B PPS

Tables 11.1.3.1. and 11.1.3.2. show the total
and per capita GDP figures, in PPSs, for the
CCs (without Cyprus) and the EU. In 1997,
the total GDP of the CCs stood at PPS 792.0
Bn, or around 11.1% of the EU's total GDP

(compared with only 4.1% in ECUs).

Tab. 11.1.3.2.
in Bn PPS

1993 1994 1995 1996
BG 4400 4700 4900 4600
cZz : 9900 10800 11600
EE 5100 5200 5600 6100
HU 7100 7600 7800 8300
LV 4000 4200 4300 4700
LT : : 4800 5300
PL 5300 5700 6200 6900
RO 4800 5100 5600 6100
SK 6400 6800 7400 8200
Sl 9900 10700 11300 12200
cc-10() : 6600 7200

0 I I I I I I I I I
BG Cvy €z EE HU LV LT PL RO SK S

ECU

Of the CCs, it was Poland that achieved the
highest GDP in 1997, at PPS 291.2 Bn, or
around 37% of the total GDP of the CCs.
On the other hand, four countries (Estonia,
Latvia, Lithuania and Slovenia) contributed
only 8.8%.

GDP per capita at current prices and purchasing power standards

EU-15=100
1997 1993 1994 1995 1996 1997
4400 28 28 28 25 23
12 000 : 60 62 64 63
7 000 32 31 32 34 37
8 900 45 45 45 46 47
5100 25 25 25 26 27
5 800 : : 28 29 30
7 500 33 34 36 38 40
5 800 30 31 32 34 31
8 900 40 41 43 45 47
13 000 62 64 65 67 68
7 500 : : 38 40 40

Note: For the calculation of per capita GDP, the data for the total population is taken from the national accounts;

it may be different from that obtained via demographic statistics.

(') Without Cvprus. )
Source: Eurostat, OECD, OSTAT.
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Per capita GDP in real terms

The average per capita GDP of the
Candidate Countries, expressed in current
PPSs, was PPS 7 500 in 1997 compared
with PPS 19 000 for the EU, or the equiv-
alent of 40% of the EU average, compared
with 38% in 1995.

Slovenia was the CC with the highest per
capita GDP in 1997, at PPS 13 000. This
almost matched the level of Greece, the
Member State with the lowest per capita
GDP, and equalled 97% of the level
of Portugal, the EU Member State ran-
king just above Greece. Bulgaria, with
a per capita GDP of PPS 4 400, had
the lowest GDP of all the Candidate
Countries, corresponding to only 34% of
the lowest per capita GDP, in PPS terms,
in the EU.

In PPS terms, the CCs' average per capita
GDP (on the basis EU-15 = 100) tended to

rise slightly between 1995 and 1997 (+2
percentage points) while still remaining well
below the EU average. However, this
increase did not take place at the same rate
in all countries. Poland, Siovakia and
Estonia are catching up more quickly (+4 to
+5 percentage points). The increase was
somewhat less pronounced in Hungary,
Latvia, Slovenia and Lithuania (+2 to +3
percentage points), while two other coun-
tries (Romania and Bulgaria) fell short of the
EU average, the latter by 5 percentage
points (see table 11.1.3.2.).

11.1.4. Value added and capital
formation by branch

For the first time, some of the CCs provid-
ed figures broken down by branch. Table
I1.L1.4.1. shows GVA by branch, Table
11.1.4.2. branch-specific GFCF.

The branch structures of the CCs and the
EU differ most noticeably in agriculture and

Tab. 11.1.4.1. Gross value added by branch, as a % of total, 1995

Agrllcult., Industry, includ. Construction S.er-v.lce1

fishing... energy activities(’)

AYA+AYB AYC_AYE AYF AYG_AYQ
BG() 15.4 259 4.3 54.5
cY 5.4 15.1 9.0 70.5
cz 4.6 33.6 8.1 53.7
EE 7.9 23.1 5.9 63.1
HU 6.7 26.3 4.6 62.4
LV 10.8 28.1 5.1 56.0
LT 11.7 26.1 7.1 55.0
PL 7.5 33.8 6.0 52.7
RO 20.7 34.5 6.9 37.9
SK 6.0 28.0 4.7 61.3
Si 4.4 32.0 5.6 58.0
CC-11 8.7 31.2 6.2 53.8
EU-15 2.3 25.8 5.4 66.5
EU min 1.0 16.9 4.7 53.2
country D L S IRL
EU max 14.2 36.6 8.6 75.3
country EL IRL E L

(') Statistical discrepancy included.
(%) Data for Bulgaria refer to 1996.

Source: Eurosiat.
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service activities. On average, the CCs
generate 8.7% of their total GVA in agri-
culture, compared with an average figure
for the Member States of only 2.3%. In
each individual CCs, the share of total GVA
accounted for by agriculture is higher than
the EU average. Bulgaria (15.4%) and
Romania (20.7%) have the largest shares,
exceeding that of Greece (14.2%), the EU
Member State with the largest agricultural
component in total GVA.

The average share of service activities in
the GVA of Member States (66.5%) is 12.7
percentage points higher than in the CCs
(53.8%). Among the latter, Romania
recorded the lowest share, at 37.9%, while
only one other country (Poland) posted a
value below the lowest percentage in the
EU, that of Ireland (53.2%)}).

With service activities accounting for 70.5%
of total GVA, however, Cyprus comes close
to the EU's maximum figure of 75.3%
recorded by Luxembourg.

Data on the branch breakdown of GFCF
are only available for the countries featured

in Table 11.1.4.2. For these countries the
branch-specific shares in total GFCF large-
ly match the contributions of the respective
branches to total GVA.

In Cyprus, for example, 70.5% of total
Gross Value Added is generated by service
activities and the lion's share of GFCF
{81.5%) also originates in this branch.

I.1.5. Exports and imports of
goods and services

Section 11.1.2. dealt with overall exports
and imports of goods and services as major
GDP aggregates. This section provides a
more detailed analysis of exports and
imports in terms of development over time
and breakdown. In both sections, exports
and imports are defined in accordance with
the National Accounts (see box "External
trade data” in section 1.2.4.).

Development over time

Tables 11.1.5.1. and 11.1.5.2. show the growth
rates of exports and imports for the CCs
(where figures are available) and EU-15.

Tab. 1l.1.4.2. Gross fixed capital formation by branch, as a % of total, 1995
A'grl'cult., Industry, includ. Construction S'er.v'lce1
fishing... energy activities(')
AYA+AYB AYC_AYE AYF AYG_AYQ
cY 4.2 12.1 2.2 81.5
EE 6.0 25.2 4.5 64.3
HU 2.7 29.1 1.6 66.6
LT 59 28.6 54 60.1
PL 3.2 38.2 4.4 54.2
SK 4.2 32.9 8.6 54.3
SI 0.9 38.6 3.0 57.5
EU-15 3.0 20.9 1.8 74.4
EU min 0.9 16.4 0.8 63.5
country UK F UK S
EU max 91 31.6 6.1 78.7
country IRL S P L

(") Statistical discrepancy included.
Source: Eurostat.
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Since 1994, the European Union has con-
tinually recorded high average growth rates
for exports and imports, though they dipped
somewhat in 1994. Annual export growth
outstripped that of imports throughout the
period.

For the CCs, the figures from 1993 onwards
generally indicate quite turbulent develop-
ments on the foreign-trade front, with the
rates of increase/decrease often running
into two digits. The 1997 figures, however,
point to a calmer trend in the countries for
which data are available, as rates moved
closer to the EU average.

Tab. I1.1.5.1. Total exports,
annual growth rates, in %

1993 1994 1995 1996 1997

BG : : : : :
cYy -1.7 80 42 35 -25
Ccz : ;161 54 103
EE : : : : :
HU -101 13.7 134 74 :
LV 224 -84 43 202 99
LT : : : : :
PL 3.2 131 236 125 :
RO 11.1 19.0 170 02 2.1
SK -05 142 31 -03 6.1
Sl 06 105 1.0 :
EU-15 14 90 80 47 9.0

Source: Eurostat, National Accounts.

Clearly, 1993 was a poor year for CCs' for-
eign trade. Of the seven countries provid-
ing figures, four saw their exports fall,
while three posted lower imports.

Since 1994, all CCs for which data are
available have enjoyed a positive export
trend, except for Latvia in 1994, Slovakia
in 1996 and Cyprus in 1997.

The volume of imports also grew over the
same period for most CCs, though decline
was recorded by Latvia and Slovakia in
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Tab. 11.1.5.2. Total imports,
annual growth rates, in %

1993 1994 1995 1996 1997

BG : : : : :
CcY -185 87 115 64 23
cz : . 220 129 6.7
EE : : : : :
HU 202 88 -0.7 57 :
LV -39.8 -0.7 14 285 6.8
LT : : : : :
PL 13.2 11.3 243 280 :
RO 44 28 163 52 -47
SK -0.8 -36 96 203 -23
Sl 17.6 107 116 : :
EU-15 -32 78 69 38 80

Source: Eurostat, National Accounts.

1994, Hungary in 1995 and Romania and
Slovakia in 1997.

A notable feature of the CCs’ figures for
the years before 1997 is that exports often
rose more slowly or fell more rapidly than
imports.

The data available indicate that 1997 saw a
turn-around in this trend for all CCs apart
from Cyprus.

Total exports and imports

Tables 11.1.5.3. and 11.1.5.4. show total
exports and imports at current prices for the
CCs and EU-15.

Although it has to be borne in mind that
data are not available for all CCs, the ratio
of total CCs exports and imports to the
respective EU-15 totals clearly improved
from year to year. However, the volume of
CCs foreign trade is still very low compared
with that of the EU.

Including an estimate for Estonia, total
CCs exports in 1993 amounted to 4.4% of
the EU-15 figure; in 1996, including an
estimate for Slovakia, the ratio was 5.2%.
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Tab. 11.1.5.3. Total exports at current prices
and exchange rates, in Bn ECU

1993 1994 1995 1996 1997

BG 35 37 49 49 55
cY 27 30 31 32 33
cz 153 178 21.8 238 264
EE : : 2.0 2.3 :
HU 87 1041 127 138 :
LV 14 14 16 21 25
LT 19 20 24 33 486
PL 168 187 236 263 :
RO 52 63 75 78 9.1
SK 63 75 84 : :
S| 64 71 78 81

cc-11(") 682 775 957 956 :
EU-15 1560.9 1719.6 1897.2 2018.8 22325

(') Countries available.
Source: Eurostat, National Accounts.

The respective figures for total imports
were 4.9% in 1993 and 6.2% in 1996.

These ratios naturally give no indication
as to the importance of individual CCs as

Tab. l1.1.5.4. Total imports at current prices
and exchange rates, in Bn ECU

1993 1994 1995 1996 1997

BG 4.2 3.7 5.1 4.7 5.0
CY 2.7 3.0 3.4 3.7 3.7
cz 15.0 185 235 269 29.0
EE : : 2.2 2.7 :
HU 11.4 12.4 13.1 14.2 :
LV 1.1 1.4 1.7 2.4 3.0
LT 2.1 2.2 3.0 3.9 5.5
PL 16.1 179 224 293 :
RO 6.3 6.8 9.0 10.2 11.2
SK 6.9 6.9 8.1 : :
SI 6.2 6.8 8.0 8.2

cc-11(H) 720 798 99.4 108.2 :
EU-15 1477.2 1619.9 1773.9 1865.5 2051.8

(') Countries available.
Source: Eurostat, National Accounts.

foreign trade partners of individual EU
Member States, and vice versa.

Section Il.2. provides, on the basis of figures
taken from foreign trade statistics, a country-
by-country analysis for foreign trade in
goods and for selected product groups.

Trade in goods and services

Tables 11.1.5.5. and 1l.1.5.6. give a break-
down of total exports and imports into goods
and services for the CCs and EU-15.

In the European Union, goods account on
average for around four-fifths of total
exports, with services making up the re-
mainder. Interestingly, the same breakdown
applies for total imports.

The structure of Romanian, Slovenian
and Lithuanian exports closely matches the
average EU pattern.

Two CCs deviate appreciably from the EU
average, however: Latvian exports display a
roughly fifty-fifty pattern, while Cyprus has a
breakdown of about 30% goods and 70%
services.

Tab. 1.1.5.5. Share of goods and services
in total exports, as a %

1993 1996
Goods Serv. | Goods Serv.

BG 90 10 78 22
cYy 25 75 31 69
cz 74 26 72 28
EE : : 62 38
HU 74 26 74 26
LV 66 34 57 43
LT 91 9 81 19
PL 84 16 79 21
RO 82 18 81 19
SK 74 26 : :

Sl 82 18 81 19
EU-15 78 22 80 20

Source: Eurostat, National Accounts.

157



Gross Domestic Product of the Candidate Countries

Tab. H.1.5.6. Share of goods and services
in total imports, as a %

1993 1996
Goods Serv. | Goods Serv.

BG 89 11 79 21
cYy 76 24 75 25
Ccz 79 21 81 19
EE : : 83 17
HU 85 15 82 18
LV 84 16 75 25
LT 90 10 86 14
PL 88 12 90 10
RO g1 9 90 10
SK 79 21 : :

Sl 85 15 87 13
EU-15 81 19 80 20

Source: Eurostat, National Accounts.

Regarding the CCs’ import structure, the
range of deviations from the EU average is
much narrower. Polish and Romanian
imports comprise 90% goods and only
10% services. At the other end of the scale,
three-quarters of imports into Latvia and
Cyprus comprise goods, one quarter ser-
vices. The ratio for Cyprus is particularly

eurostat

striking, as it represents a virtual mirror
image of the country's export structure.

Trade balance

From table 11.1.5.7., which gives a separate
trade balance for goods and services, it can
be seen which CCs are net exporters or net
importers.

In 1993, four of the ten CCs providing figures
were net exporters: the Czech Republic,
Latvia, Poland and Slovenia. For Cyprus,
trade was in equilibrium. The biggest net
importer in volume terms was Hungary,
whose trade balance stood at ECU -2.7 Bn,
followed by Romania with ECU -1.1 Bn.
Interestingly, all CCs apart from Bulgaria
recorded a trade surplus for services in
1993.

The picture was slightly different in 1996.
Ten of the eleven applicant countries for
which data are available had a negative
overall trade balance ranging from around
1% of GDP in Slovenia to around 12% in
Estonia. The other two Baltic States and
Romania also recorded a relatively high ratio
of negative trade balance, at around 7 to
10% of GDP.

No data being available for Slovakia, the
only exception to this pattern was Bulgaria,

Tab. 1.1.5.7. Trade balance at current prices and exchange rates, in Bn ECU

1993 1996
Total Goods Services Total Goods Services

BG -0.7 -0.6 -0.1 0.2 0.1 0.1
CcYy 0.0 -1.4 1.3 -0.5 -1.8 1.3
cz 0.4 -0.5 0.9 -3.1 -4.6 1.5
EE : : : -0.4 -0.8 0.4
HU 2.7 -3.2 0.5 -0.4 -1.5 1.1
LV 0.3 0.0 0.3 -0.3 -0.6 0.3
LT -0.2 -0.1 0.0 -0.6 -0.7 0.1
PL 0.7 0.0 0.7 -3.0 -5.7 2.8
RO -1.1 -1.5 0.4 2.3 2.7 0.4
SK -0.6 -0.8 0.2 : : :

Si 0.1 -0.1 0.2 -0.1 -0.6 04

Source: Eurostat, National Accounts.
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with a positive trade balance equivalent to
approximately 3% of GDP. The 1996 trade
balance breakdown into goods and ser-
vices is similar to that for 1993. All CCs
had a positive balance of trade in services.

The overall figures would thus have been
even more negative had the countries not
been able to partly offset high net imports
of goods with net exports of services.
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I1.2. Trade in goods between the EU Member
States and the Candidate Countries

I.2.1. Exports and imports of
goods between the Member
States and the CCs

EU exports and imports of goods with the
Candidate Countries are concentrated in
few Member States. The main trader is
clearly Germany which exports ECU 33.1
Bn to and imports ECU 26.6 Bn from the
Candidate Countries. This made up
41.2% of the EU exports to and 46.6% of
the EU imports from the Candidate
Countries in 1997. Germany is followed —
by some distance — by ltaly and Austria.
ltaly made up 13.6% and Austria 8.9% of
the EU exports to the Candidate Countries.
The respective figures in the EU imports
were ltaly with a share of 12.3% and
Austria with 8.9%. The smallest EU traders
with the Candidate Countries, in terms of
volume, are Portugal, Ireland and Greece,

which in 1997 together made up 2.1% of EU
exports to the Candidate Countries and 2.1%
of the EU imports from the Candidate
Countries. The trade balances of the EU total
with the Candidate Countries and of the indi-
vidual Member States are positive whereby
Germany alone makes up 27.7% of the total
EU surplus.

The importance of individual Candidate
Countries as trading partners of individual
Member States varies strongly. Geogra-
phical proximity seems to be an important
determinant of the intensity of the trading
relations. For example, Germany’s neigh-
bouring countries, Poland and the Czech
Republic, make up 57.2% of its exports to
and 53.4% of its imports from the
Candidate Countries. When Hungary and
Slovakia are also considered, all these
countries account for 82.2% of the German
exports to and 81.6% of the German
imponts from the CCs.

Tab. 1.2.1.1. EU exports of goods to the CCs, in Mio ECU, 1997

BG CY CZ EE HU

EU-15 1837 1931 15836 2378 13560
BLEU 71 61 586 59 608
DK 28 21 158 91 101
D 561 287 8398 335 5935
EL 280 366 44 1 50
E 22 148 370 25 247
F 146 179 1066 59 821
IRL 5 39 114 12 75
| 330 280 1333 88 1469
NL 84 75 656 84 581
A 129 18 1527 24 2588
P 10 12 20 3 58
FIN 25 13 253 1148 177
S 35 44 315 360 234
UK 110 379 997 90 615

Lv LT PL RO SK SI CC-1
1532 2144 25020 5007 4799 6303 80347
84 94 1240 179 142 145 3269
85 211 780 41 41 45 1600
452 843 10519 1601 2323 1819 33071
5 18 81 155 12 16 1028
21 46 700 60 89 167 1896
78 127 2064 542 337 883 6 302
9 15 180 18 20 16 503
91 171 3289 1507 591 1749 10908
102 128 1522 182 209 189 3812
19 34 859 281 701 946 7127

2 5 41 5 9 5 169

245 146 640 22 55 31 2754
219 t56 1170 113 82 89 2817
121 150 1932 303 188 205 5090

Source: Eurostat, COMEXT.
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The situation is similar for Austria. It's neigh-
bours, Czech Republic, Hungary, Slovenia
and Slovakia, make up 80.8% of Austrias's
exports to and 85.4% of its imports from the
Candidate Countries. Also the nearest
neighbour country Estonia is the most
important export market for Finland (41.7%)
and the most important import source
(39.6%) among the Candidate Countries.
Finally, in Greece’s trade, Bulgaria, Romania
and Cyprus make up 77.9% of its exports to
and 66.3% of its imports from the Candidate

Countries.

Likewise, the individual Candidate
Countries differ in their roles as export mar-
kets and import sources of the EU. Poland
is the most important export market
amongst the Candidate Countries with ECU
25.0 Bn and the most important import
source with ECU 142 Bn. Both
the EU exports and imports are concentrat-
ed on three Candidate Countries — Poland,

eurostat

Czech Republic and Hungary — who
make up shares of 67.7% and 65.7%
respectively. Cyprus, on the other hand,
makes up only 2.4% of the EU exports to
and 0.7% of the EU imports from the
Candidate Countries. The small Baltic
Countries, Estonia, Lithuania and Latvia
command a share of 7.5% of the EU
exports to and 7.1% of the EU imports
from the CCs.

I1.2.2. Trade structure between
the EU and the CCs by
product groups

In 1997, the manufactured products (SITC
5-8)(") account to 87.4% of the EU exports
to the Candidate Countries and 83.4% of
the EU imports from the Candidate
Countries. Therefore, only a minor part of
the exports (10.0%) and of the imports
(15.1%) concern raw materials.

Tab. I1.2.1.2. EU imports of goods from the CCs, in Mio ECU, 1997

BG CY cCz EE HU
EU-15 2080 373 11737 1492 11576
BLEU 96 14 374 55 385
DK 23 3 122 63 73
D 447 35 6993 226 5407
EL 364 48 87 1 78
E 127 5 158 16 266
F 144 56 5568 29 676
IRL 2 4 40 4 25
| 536 18 755 20 1151
NL 92 11 359 189 673
A 71 4 1287 5 1888
P 17 1 34 4 11
FIN 7 3 90 383 73
S 19 4 207 351 165
UK 135 168 673 146 705

Lv LT PL RO SK SI CC-11
1275 1307 14163 4410 3977 4660 57048
60 69 478 141 116 91 1878
80 105 663 16 20 49 1218
332 447 7208 1342 2116 2055 26607
1 2 76 174 32 21 885
11 56 254 89 60 47 1090
36 123 1029 420 170 410 3650
15 2 67 4 6 4 174
18 69 1350 1500 521 1068 7006
259 114 844 182 129 109 2961
6 21 449 184 594 582 5092

2 10 29 13 9 11 140
30 25 297 6 36 17 966
151 78 548 46 44 56 1671
274 185 870 293 122 140 3711

Source: Eurostat, COMEXT.

(") The Standard International Trade Classificat on (SITC) is a trade nomenclature introduced by the United Nations for the
puposes of economic analysis. In this documert, the third revision of the nomenclature (SITC Rev. 3), introduced in 1988, is

used.
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Fig. 1.2.2.1. Product structure of the
EU exports to the CCs, 1997

Raw materials
(SITC 0-4)

10% Other not

classified
products
(SITC 9)
3%

Manufactured
products
(SITC 5-8)
87%

Source: Eurostat, COMEXT.

Within the manufactured products, both the
exports and imports between the EU and
the Candidate Countries mainly involve
machinery and transport equipment (SITC
7) with ECU 34.0 Bn of exports and with
ECU 18.1 Bn of imports. They make up
48.5% of the EU manufactured exports and
42 4% of total EU exports to the
Candidate Countries. On the other side,

Tab. 11.2.2.1.
in Mio ECU, 1997

Raw materials

Food and live animals (0)

Beverages and tobacco (1)

Crude materials, inedible, exc. fuels (2)
Mineral fueis (3)

Animal and veg. oils, fats and waxes (4)
Manufactured products (5-8)
Chemicals (5)

Manuf. goods class. by material (6)
Machinery and transport equip. (7)
Misc. manufactures articles (8)

Other not classified goods (9)
TOTAL

Fig. 11.2.2.2. Product structure of the
EU imports from the CCs, 1997

Raw materials

(SITC 0-4)
15% Other not
classified
- - products
(SITC 9)

1%

Manufactured
products
(SITC 5-8)
83%

Source: Eurostat, COMEXT.

the EU imports of machinery and transport
equipment make up 38.1% of the EU man-
ufactured imports and 31.7% of total EU
imports from the Candidate Countries.

The second largest product group is man-
ufactured goods classified by material
(SITC 6) which includes, amongst other
things, textile products.

EU exports to and imports from the CCs by product groups (SITC),

Exports Imports Trade Balance
8 064.4 8 606.9 -542.4
3786.4 2570.0 1216.4

566.0 246.6 319.4
1548.8 3270.0 -1721.1
1882.8 2 480.3 -597.5

280.3 40.0 240.4

70 227.2 47 586.3 22 640.9
9531.4 32594 6271.9

17 061.0 13185.9 3875.2

34 037.8 18 110.8 15927.0
9596.9 13 030.1 -3433.2
2 055.8 854.8 1200.9

80 347.4 57 048.0 23 299.4

Source: Eurostat, COMEXT.
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This group makes up 24.3% of the EU
exports in manufactured products to and
27.7% of the manufactured imports from
the Candidate Countries. Another impor-
tant product group of manufactured prod-
ucts is miscellaneous manufactured arti-
cles (SITC 8) with shares of 13.7% of man-
ufactured exports to and even 27.4% of the
manufactured imports from the CCs.
Miscelleaneous manufactured articles
include, for example, products such as
clothing. The EU only has a negative trade
balance for miscellaneous manufactured
articles (SITC 8), crude materials (SITC2)
and mineral fuels (SITCS3).

1.2.3. Trade in goods between
the EU and the CCs by
selected product groups

Machinery and transport equipment

EU exports to the Candidate Countries are
concentrated in machinery and transport
equipment (SITC 7) which amount to ECU
34.0 Bn in 1997. These exports come main-

Tab. 11.2.3.1.

BG CcYy cz EE HU
EU-15 524 683 7130 931 6873
BLEU 17 12 173 10 267
DK 5 6 59 27 25
D 215 168 3965 160 3385
EL 31 68 2 0 7
E 6 81 174 11 159
F 36 86 543 17 358
IRL 1 7 60 4 31
I 95 100 609 33 514
NL 14 15 193 25 165
A 46 5 512 8 1423
P 0 2 7 0 46
FIN 8 6 178 467 93
S 16 16 126 144 105
UK 35 111 529 26 294

eurostat

ly from Germany with a share of 45.7% of
EU machinery and transport equipment
exports, followed by ltaly (12.5%), Austria
(8.8%) and France (8.7%). These four
countries contribute 75.7% of the EU
machinery and transport equipment
exports to the Candidate Countries. On
the other hand, other Member States
such as Portugal, Greece and lIreland
make up less than 1% each of the EU
exports to the Candidate Countries (1.3%
together). Furthermore, the machinery
and transport equipment exports of the
EU firms to the CCs are concentrated in
few countries: Poland, Hungary and the
Czech Republic make up 30.1%, 20.2%
and 20.9% respectively of the EU exports
to the Candidate Countries. Other
Candidate Countries such as Bulgaria,
Latvia and Cyprus play a rather minor
quantitative role in the EU machinery and
transport equipment exports (1.5%, 1.5%
and 2.0% respectively).

Again, not only is Germany the largest EU
exporter of machinery and transport equip-
ment to the Candidate Countries (45.7%),

EU exports of machinery and transport equipment to the CCs, in Mio ECU, 1997

Lv LT PL RO SK Sl CC-11

511 779 10257 1613 2363 2374 34038
17 18 350 40 36 30 970
17 56 210 19 10 12 446

185 328 4416 641 1355 738 15554

0 10 3 27 0 2 150
2 18 360 24 50 106 990
33 64 885 218 184 553 2978
4 4 66 4 8 5 193

36 64 1791 293 212 492 4240
19 39 377 42 63 35 986

5 8 353 114 251 258 2982

0 1 19 1 8 0 85
94 64 271 13 23 12 1230
63 56 441 77 43 43 1130
36 50 716 100 120 88 2105

Source: Eurostat, COMEXT.
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but Germany's neighbours Poland and the
Czech Republic are its main export mar-
kets. They record respective shares of
28.4% and 25.5% of Germany's exports to
the Candidate Countries. Similarly,
Austria’'s machinery and transport equip-
ment exports are concentrated on its
neighbour Hungary, importing 47.7%, and
the Czech Republic taking 17.2%. Al-
though Estonia does not play an important
role in the EU machinery and transport
equipment exports, it is Finland's most
important export market for machinery
and transport equipment (37.9%) among
the Candidate Countries.

The EU imports of machinery and trans-
port equipment amount to ECU 18.1 Bn
and make up 31.7% of EU imports from
the Candidate Countries. The main
importers of machinery and transport
equipment are Germany, ltaly, France and
Austria with a share of 77.0% of EU
machinery and fransport equipment
imports from the Candidate Countries.

As in the export situation, lreland, Portugal
and Greece play a minor role as they toge-

Tab. 11.2.3.2.
in Mio ECU, 1997

BG CY CZ EE HU
EU-15 165 119 4343 259 5944
BLEU 3 0 137 1 250
DK 2 0 62 2 19
D 65 4 2617 11 3091
EL 13 10 32 0 32
E 6 0 50 1 172
F 13 40 296 1 337
IRL 0 2 29 0 20
I 31 8 247 0 182
NL 8 2 114 1 415
A 12 0 298 1 845
P 1 0 17 0 5
FIN 1 1 37 132 31
S 3 1 106 107 77
UK 7 51 301 3 469

ther make up only 1.5% of the EU imports
of machinery and transport equipment.
The main EU importer of machinery and
transport equipment, Germany, imports
predominantly from Hungary (33.5%) fol-
lowed by the Czech Republic (28.3%).
Just as in total imports, Austria’s and
Finland’s imports of machinery and trans-
port equipment come mainly from their
neighbour countries, Hungary and
Estonia.

On the other side, for the EU the most
important sources of the machinery and
transport equipment imports from the
Candidate Countries are Hungary (32.8%),
the Czech Republic (24.0%) and Poland
(19.0%). The machinery and transport
equipment imports from these three coun-
tries went mainly to Germany.

Miscellaneous manufactured goods

Miscellaneous manufactured goods (SITC
(6+8)) comprise 33.2% of the EU exports to
the Candidate Countries. The group of mis-
cellaneous manufactured goods contain
such products as clothing and textiles.

EU imports of machinery and transport equipment from the CCs,

Lv LT PL RO SK 81 CC-11
46 138 3449 472 1414 1761 18111
0 2 112 20 53 10 590

1 7 69 3 2 17 184
24 33 1408 192 1001 794 9240
0 0 47 10 3 10 156
0 18 111 11 16 8 393

1 39 287 60 46 281 1402
0 0 18 0 1 1 72
1 16 733 104 88 369 1778

1 3 199 24 28 34 829
0 0 51 19 127 167 1521
0 8 9 1 1 7 48
4 1 20 2 11 6 246
5 4 130 7 12 16 467
9 6 253 19 26 40 1184

Source: Eurostat, COMEXT.
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These exports to the CCs derive mainly
from Germany (41.2%), ltaly (18.4%) and
Austria (8.8%). Also in this product group
the importance of individual Candidate
Countries as export markets vary consider-
ably across the Member States. For
Germany, the main export markets are
Poland (33.1%) and the Czech Republic
(25.3%). For ltaly, they are Poland (22.6%)
and Romania (20.3%) and finally, for
Austria, they are Hungary (32.8%) and the
Czech Republic (22.8%). The smaller
Candidate Countries, Cyprus and the three
Baltic Countries, and also Bulgaria, play a
guantitatively minor role in the EU exports
of miscellaneous manufactured goods to
the CCs. However, Estonia is a very impor-
tant export market of miscellaneous manu-
factured goods for Finland, taking a 41.4%
share of its exports of miscellaneous man-
ufactured goods to the Candidate
Countries. In addition, Cyprus makes up
9.3% of the UK's exports to the Candidate
Countries. The imports of miscellaneous
manufactured goods are the most impor-
tant product group, amounting to 46.0% of
total imports from the Candidate Countries.

eurostat

Compared to the exports, the imports of
miscellaneous manufactured goods are
even more highly concentrated on certain
Member States. Germany is the main
importer of miscellaneous manufactured
goods with a share of 49.1% of total EU
imports from the CCs. Far behind, ltaly fol-
lows with a share of 13.8%, Austria with
7.4% and France with 6.2%. Finally, Cyprus
contributes a very low share of EU imports
from the Candidate Countries with 0.5%,
as does Latvia with 1.3%. The sources of
the EU imports of the miscellaneous man-
ufactured goods from the Candidate
Countries are mainly Poland (27.4%), the
Czech Republic (19.3%) and Romania
(13.1%). Moreover, the sources of the mis-
cellaneous manufactured goods imports
also vary considerably by Member State.
The main sources of imports to Germany
are Poland, Czech Republic and Hungary,
contributing 70.4% of its imports. For Italy,
the main sources are Romania (34.4%),
Slovenia (14.3%) and Hungary (13.1%).
Bulgaria is a very important importer for
Greece (45.7%) and Estonia for Finland
(50.8%).

EU exports of miscellaneous manufactured goods to the CCs, in Mio ECU, 1997

Tab. 11.2.3.3.

BG CY CZ EE HU
EU-15 787 661 5002 779 4195
BLEU 13 19 184 15 136
DK 8 5 39 26 24
D 227 49 2782 81 1755
EL 138 182 11 0 13
E 9 42 77 6 51
F 60 44 211 19 216
IRL 2 2 37 1 30
| 200 144 496 44 77
NL 28 13 150 17 149
A 44 7 536 6 770
P 10 6 10 2 11
FIN 13 5 50 394 63
S 8 14 127 138 87
UK 27 130 291 30 171

Lv LT PL RO SK Sl cC-1
443 707 7946 2352 1407 2380 26658
13 35 413 72 44 45 989
30 73 262 4 10 11 492
131 263 3634 726 615 721 10984
0 3 24 32 4 1 409

9 16 194 17 10 23 455
13 30 543 202 66 228 1632
2 2 60 7 8 7 158
42 57 1105 994 266 834 4900
12 36 365 55 51 62 939
6 10 296 81 242 352 2348

2 3 14 4 1 3 65
70 53 255 7 25 15 950
78 63 363 22 24 23 946
33 65 419 130 41 55 1393

Source: Eurostat, COMEXT.
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Tab. I1.2.3.4. EU imports of miscellaneous manufactured goods from the CCs, in Mio ECU, 1997

BG (3 4 Ccz EE HU

EU-15 1243 134 5057 553 3346
BLEU 57 3 1 15 82
DK 15 1 44 32 29
D 282 16 3176 95 1576
EL 191 24 33 1 21
E 86 1 69 2 37
F 78 9 187 11 206
IRL 0 2 10 0 4
| 360 3 287 15 472
NL 49 3 159 32 159
A 26 1 491 3 531
P 13 0 13 3 3
FIN 4 0 34 193 25
S 10 0 80 125 49
UK 72 70 284 26 152

Lv LT PL RO SK Sl CC-11
349 546 7191 3432 1887 2478 26216
8 30 238 98 46 77 844
44 69 328 8 12 20 601
131 217 4314 1038 873 1154 12872
1 0 26 98 15 9 419

3 9 58 51 34 36 389

9 20 548 333 104 117 1622
0 0 11 3 5 3 38
14 32 342 1243 330 517 3614
44 29 385 140 70 67 1137
4 16 159 119 258 334 1942

1 1 13 9 9 4 70
15 19 55 3 22 10 379

40 47 272 38 28 37 727
35 58 440 251 83 92 1563

Source: Eurostat, COMEXT.

Although the trade balance of the EU with
the CCs in the miscellaneous manufactured
goods is positive, it is negative for Germany,
Denmark, Netherlands, Greece, Portugal
and the UK.

I1.2.4. EU imports of selected pro-
duct groups

Food and beverages

The EU imports of food and beverage
(SITC(0+1)) amount to ECU 2.8 Bn and
make up 4.9% of total EU imports from the
Candidate Countries. The main importers
of the food and beverage products are
Germany with ECU 1.2 Bn (43.0%) fol-
lowed by ltaly with ECU 0.4 Bn (15.1%) and
Austria with  ECU 0.3 Bn (9.1%).
Germany's main providers of food and bev-
erage products were Poland and Hungary,
contributing 71.8% of Germany's food and
beverage products imports from the
Candidate Countries.

The main exporters to the EU from the
Candidate Countries are Poland (35.3%),
Hungary (30.5%) and the Czech Republic

(8.7%). In this product group, Bulgaria is
also important with a share of 7.3%. Poland
was the most important exporter of food and
beverage products not only for Germany, but
also for BLEU, Denmark, Netherlands,
Portugal, Finland, Sweden and the UK. As
EU exports of food and beverage amount to
ECU 4.4 Bn, the EU and also all individual
Member States have a positive trade bal-
ance in these products with the CCs.

Crude materials

The imports of crude materials (SITC(2-4))
amount to ECU 5.8 Bn and make up 10.1%
of total EU imports from the Candidate
Countries. The overall trade balance for the
EU is negative but Greece, France, Swe-
den and the UK have a positive trade bal-
ance. The main EU importers are Germany
(30.5%), Austria (17.9%), the Netherlands
(9.2%) and ltaly (9.2%). The main sources of
the crude materials are Poland and the
Czech Republic who provide 25.6% and
19.1% of total imports of crude materials.
The Baltic Countries, Latvia (14.0%) and
Estonia (10.1%), are also important sources
of crude materials.
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Tab. l1.2.4.1. EU imports of food and beverages from the CCs, in Mio ECU, 1997

eurostat

BG cYy Ccz EE HU LV LT PL RO SK SI CC-11
EU-15 206 84 246 57 858 22 78 995 140 68 63 2817
BLEU 10 6 5 1 19 0 4 22 1 1 72
DK 5 1 2 4 4 4 6 53 4 3 0 86
D 49 12 155 10 352 8 34 517 35 21 17 1210
EL 23 6 5 0 15 0 0 2 12 2 0 66
E 4 1 3 0 18 0 0 4 2 0 1 34
F 17 6 8 1 64 1 3 58 5 2 1 165
IRL 0 0 0 0 0 1 1 8 1 0 0 11
| 21 4 7 0 152 0 5 142 49 17 27 424
NL 17 2 13 24 22 6 20 68 5 7 4 188
A 16 4 27 0 146 0 0 31 14 10 7 256
P 0 0 1 0 0 0 1 2 0 0 0 4
FIN 1 2 2 5 10 0 2 12 1 0 0 35
S 4 3 5 5 20 2 2 29 1 1 2 74
UK 38 37 12 7 35 0 0 48 9 1 3 191
Source: Eurostat, COMEXT.
Tab. 11.2.4.2. EU imports of crude materials from the CCs, in Mio ECU, 1997

BG CY cz EE HU LV LT PL RO SK S| CC-11
EU-15 190 24 1106 584 657 812 375 1482 160 272 130 5790
BLEU 10 4 12 35 13 41 24 48 13 8 1 207
DK 1 0 2 22 3 22 8 46 0 1 0 105
D 28 0 496 104 149 159 118 616 29 51 15 1765
EL 77 5 13 0 3 0 2 1 33 11 1 146
E 6 2 13 11 5 7 20 37 4 3 0 108
F 5 0 21 12 8 25 21 62 17 6 1 177
IRL 0 0 4 0 14 1 30 0 0 0 49
| 39 2 76 4 167 4 16 56 38 38 91 532
NL 9 2 15 127 19 200 59 93 4 7 0 535
A 6 0 397 0 27 1 4 178 20 139 20 1038
P 0 0 1 0 0 1 0 1 0 0 0 3
FIN 1 0 12 48 3 11 1 195 0 0 0 273
S 1 0 9 112 10 101 17 75 0 2 0 329
UK 6 7 38 103 6 227 84 43 2 6 0 522

Source: Eurostat, COMEXT.
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I1.3. Monetary and financial indicators of the

Candidate Countries

11.3.1. Exchange rates

In some Candidate Countries, such as
Latvia, Lithuania, Estonia and Slovenia, the
history of exchange rate policy began only in
the very recent past. Other countries can
look back on a longer tradition which took on
fresh impetus at the beginning of the
decade. The three Baltic States and
Slovenia introduced new currencies after
gaining independence. When the Slovak
Republic and the Czech Republic separated
at the beginning of 1993, the old currency
was replaced by two new ones. They initial-
ly had a one-to-one exchange rate, but have
since developed independently.

Notwithstanding their varied monetary history,
all the Candidate Countries are tending to
achieve sustained currency stability while
maintaining a credible monetary policy
aimed at attracting foreign capital. What is
more, since 1989 these countries have
opened up to the Western economy. They
have accordingly established more or less
restrictive foreign exchange rules, their
exchange rates being

linked, more often than not, to the European
currencies.

The exchange rate systems

The various systems adopted by the
Candidate Countries fall into five major cate-
gories ranging from the most lax to the most
restrictive.

The floating exchange rate: this is the sys-
tem adopted by Romania under which the
exchange rate is calculated in relation to the
US dollar. However, Romania has announ-
ced its intention to adopt a more fixed
exchange rate.

A variant on the floating rate of exchange is
the semi-floating exchange rate adopted
by Slovenia and the Czech Republic. Upon
gaining independence, Slovenia was oblig-
ed to pursue a flexible exchange rate policy
on account of its low foreign exchange
reserves. However, the currency is so
astutely managed that it gives the appear-
ance of being pegged to the German mark.
In keeping with its fong tradition of stability,
the Czech Republic adopted in February 96

Tab. I1.3.1.1. ECU exchange rates, annual averages

1 ECU=...national currency units

1993 1994
BG 32.3899 64.5315
cYy 0.5829 0.5839
cz 34.1382 34.2403
EE 15.4841 15.4531
HU 107.6535 135.6060
Lv 0.7929 0.6641
LT 5.0870 4.7313
PL 2.1213 2.7029
RO 890.0186 1968.7627
SK 36.0317 38.1182
Sl 132.6040 155.2450

1995 1996 1997
80.0110 223.2474 1901.2181
0.5916 0.5919 0.5826
34.7727 34.4572 35.9304
14.9963 15.2802 15.7427
164.5450 193.7410 211.6450
0.6896 0.6996 0.6595
5.2320 5.0790 4.5362
3.1719 3.4234 3.9108

2 947.1200 3 922.1900 8 111.5000
38.8649 39.3801 38.1061
154.8800 171.7780 180.9960

Source: Eurostat.
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a fixed exchange rate for the koruna against
a basket of currencies (65% DEM and 35%
USD). In May 1997, however, market pres-
sures forced the central bank to sever this
link and allow its currency to be devalued.

A crawling peg system is used by two
countries: Poland and Hungary. In Poland,
since the end of 1991 the zloty is tied to a
basket comprising 45% USD, 35% DEM,
10% GBP, 5% FRF and 5% CHF. Over
time its fixed devaluation rate has been
reduced to 0.8% per month; at the same
time, its fluctuation band has been
widened from plus or minus 7% to plus or
minus 10%. The reference basket for the
Hungarian forint is made up of 70% DEM
and 30% USD. Its pre-established deval-
uation rate is presently fixed at 1.2% per
month.

Slovakia, Latvia and Cyprus opted for a
more restrictive system: the peg. The
Slovak koruna is tied 60% to the DEM and
40% to the USD, the fluctuation margin
being 7%. Despite trading difficulties fol-
lowing devaluation in the Czech Republic,
the Slovak koruna's fixed exchange rate
remained unchanged in 1997. Latvia
chose to link its currency to the SDR
(1 SDR = 0.7997 LVL), with intervention
margins of plus or minus 1%. Cyprus,
however, links its currency to the ECU
(1 ECU = 0.5853 CYP); the Cyprus pound
has a fluctuation band of 2.25%.

Bulgaria, Lithuania and Estonia adopted a
very stringent exchange rate system: the
currency board('). Bulgaria adopted this
system in 1997 in the wake of a severe cri-
sis. The Bulgarian lev is linked to the DEM
(BGL 1 000 = DEM 1). The Estonian kroon
is also tied to the DEM (EEK 1 = DEM 8).
Lithuania, by contrast, decided to peg its
currency to the USD, the exchange rate
being 4 litas to the dollar. This arrange-
ment is currently under review, however.

eurostat

Exchange rate movements between
1993 and 1997

In Bulgaria, the value of the lev fell sharply
between 1993 and June 1997, from BGL
32 to almost BGL 2 000 to the ECU. After
the introduction of the currency board, the
Bulgarian currency stabilised against the
DEM.

Cyprus is enjoying a period of sustained
monetary stability, with its currency remain-
ing well within the fixed fluctuation band
against the ECU.

In the Czech Republic, the value of the cur-
rency remained very stable until May 1997,
when market pressures forced the central
bank to end linkage and allow the koruna to
depreciate. It then lost 4% of its value.

The Estonian currency remained stable
over the reference period thanks to
Draconian measures imposed by the cur-
rency board. The fluctuation margin vis-a-
vis the ECU is less than 5%.

In Hungary, the central bank allowed the
currency to depreciate in a controlled man-
ner in line with the crawling peg regime.
The forint nevertheless lost almost 50% of
its value during the period under review.

Latvia saw its currency appreciate by some
20% between 1993 and 1997.

The Lithuanian currency rose in value by
around 12% over the period by virtue of the
US dollar's appreciation against the ECU.

In Poland, the central bank allowed con-
trolled depreciation of the zloty, which lost
almost 46% of its value between 1993 and
1997.

Having eschewed a restrictive exchange
rate policy, Romania saw the value of its
currency plummet from 890 leus to the
ECU in 1993 to more than 8 000:1 in 1997.

() The currency board is an exchange rate system whereby a country undertakes to convert its currency at a fixed exchange
rate. To ensure the credibility of this commitment, the currency board holds foreign exchange or gold reserves in an amount
equivalent to at least 100% of the national currency issued. Unlike a conventional central bank, the currency board introduces
coins and notes into circulation only in return fcr an equivalent amount of foreign exchange reserves.
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In the Slovak Republic, the koruna depreci-
ated slightly following its introduction in
1993. From 1994 to 1997, it remained very
stable, withstanding the market pressures
caused by devaluation in the Czech
Republic.

In Slovenia, the tolar lost 27% of its value
over the whole of the period under review.
Since 1997, however, the central bank has
succeeded in keeping its currency within a
fluctuation band of less than 5% against the
DEM.

11.3.2. Official reserves, money
supply and interest rates

Official reserves

All Candidate Countries increased their for-
eign official reserves substantially during the
1993-97 period, helped by net inflows of
capital from abroad. Poland had the highest
level of reserves at the end of the period,
having risen by 415% in ECU terms
between 1993 and 1997, a rate of growth
surpassed only by the Slovak Republic
(702%). The slowest rate of growth in
reserves between 1993 and 1997 was
recorded by Hungary (29%), which neverthe-
less had the third-highest level of reserves

among the 11 countries at the end of 1997.
The Czech Republic had the second
largest reserves, despite the outflow of
capital which occurred at the time of cur-
rency instability during the second quarter
of 1997.

To give an idea of the level of foreign official
reserves (excluding gold) in the Candidate
Countries relative to the EU, at the end of
1997 reserves in the EU ranged from ECU
5.9 Bn in Ireland to ECU 70.3 Bn in
Germany.

Money Supply

On the basis of the narrow monetary aggre-
gate M1, money supply grew fastest in
Bulgaria and Romania during 1993-97.
There is often an observable link between
strong monetary growth and inflation:
Bulgaria and Romania were also the coun-
tries which tended to have the fastest rate
of growth in prices. In some countries there
has been a clear downward trend in M1
growth during the period, notably in the
Czech Republic, in Slovakia and in
Slovenia.

As an intermediate policy target, Slovenia
sets a growth rate for the broad monetary
measure M3. In 1997 M3 grew by 22.9%

Tab. 11.3.2.1.  Foreign reserves excluding gold, in Mio ECU

1993 1994 1995 1996 1997
BG 587 814 941 386 1986
CcY 983 1191 850 1231 1260
Cz 3396 4 996 10 533 9 858 8815
EE 346 360 441 508 686
HU 6 069 5536 9170 7817 7 676
Lv 387 443 385 522 638
LT 314 427 576 616 915
PL 3668 4749 11 242 14 241 18 481
RO 892 1696 1201 1678 3444
SK 373 1375 2 560 2729 2925
Si 706 1219 1385 1834 3 002

Source: Eurostat.
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(measured in the year to the fourth quar-
ter), slightly above its target range of 18-
22%. The target range for 1998 is 18-26%.

Tab. 1.3.2.2. M1 growth, as a %

1994 1995 1996 1997
BG 55.5 43.6 1193 8679
cY 4.9 6.2 6.7 7.7
cz 50.2 6.7 4.7 -7.3
EE 20.6 291 30.9 22.6
HU 8.0 6.4 19.4 22.7
LV 62.6 -1.1 21.4 35.7
LT 417 40.8 3.5 41.0
PL 39.7 36.4 31.6 46.5
RO 107.8 64.9 57.7 67.6
SK 6.2 20.9 15.8 -4.2
Sl 46.6 24.8 18.4 17.1

Source: Eurostat.

Interest rates

As with money supply growth, the link
between inflation and interest rates is
apparent, with interest rates tending to be
higher in those countries with higher infla-
tion (notably Bulgaria, Romania).

Tab. 1.3.2.3. Interest rates, as a %

BG interbank average
CYy discount end year
Ccz discount end year
EE interbank average
HU interbank average
LV interbank average
LT interbank average
PL money market average
RO discount end year
SK discount end year
Sl interbank end year

eurostat

Rates were on a downward trend through-
out the period 1993-97 in Latvia,
Lithuania, Slovak Republic, and Slovenia.
In Bulgaria, interest rates fell sharply fol-
lowing the establishment of the currency
board in July 1997.

The Czech Republic raised interest rates
in 1996 in response to strong economic
growth and pressure on the currency peg.
Monetary policy remained tight after
devaluation of the Czech currency in May
1997, in order to keep to the low inflation
objective. High interest rates (relative to
inflation) were also maintained by the
Slovak central bank in 1997, partly as a
counterweight to the expansive stance of
fiscal policy, partly to support the currency
which came under speculative pressure.

In Estonia, the restrictive measures taken
in the second half of 1997 in response to
growing economic disequilibria (related to
strong economic growth) included a tight-
ening of monetary policy. In early 1998,
upward pressure on the Polish zloty was a
contributory factor behind the Polish

authorities' decision to lower interest
rates.
1993 1994 1995 1996 1997
: 97.5 69.9 286.4 136.8
6.5 6.5 6.5 7.5 7.0
8.0 8.5 9.5 10.5 13.0
: 57 4.9 3.5 6.4
15.4 25.6 31.3 23.8 20.8
51.4 37.2 22.4 13.1 3.7
: 69.5 26.8 20.3 11.0
24.5 23.3 25.8 20.6 22.4
70.0 58.0 35.0 35.0 40.0
12.0 12.0 9.8 8.8 8.8
34.7 24.7 15.9 10.2 9.8

Source: Eurostat.
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I1.4. Prices and Purchasing Power Parities in the

Candidate Countries

1.4.1. Consumer prices

The development of consumer price
indices in the Candidate Countries clearly
shows that the economies in all the former
Eastern Block countries have undergone
dramatic changes. For example, the yearly
inflation rate of consumer prices was more
than 1 200 percent in Slovenia in 1989, and
it peaked around 1 000 percent (i.e. approx-
imately a 10-fold increase of prices over
just one year) for the three Baltic States,
Estonia, Latvia, and Lithuania, in 1992.

This level is far above the inflation
rates found amongst the EU Member
States during the same period. Like-
wise, the inflation rate peaked with an
inflation rate above 500 in Poland
(1990), 300 in Bulgaria (1991), and 250
in Romania (1993). In the Czech Republic

Tab. I1.4.1.1. Consumer prices growth, as a % (‘)

1990 1991 1992

and in Slovakia, the inflation rates have
developed in parallel with a peak just
above 50 percent in 1991.

The only Candidate Countries that did not
follow this pattern were Hungary and
Cyprus. The rate of inflation for Hungary
peaked at 35 percent in 1991 but this peak
is only slightly above the inflation rates in the
rest of the period. In Cyprus, which since
long belongs to the market economies, the
inflation rate was fairly stable around or
below the 5 percent mark.

Since the initial peak, the inflation rates
have been decreasing in most of the
Candidate Countries. Estonia, Latvia,
Lithuania, and Poland are with the latest
inflation figures down to or slightly below
the level where Hungary has been for the
whole period.

1993 1994 1995 1996 1997

BG 238 3385 79.4 56 87.1 62.1 123 1082.3
cY 4.5 5.04 6.5 4.89 47 2.61 2.98 :
cz 9.7 56.5 1.1 20.8 10 9.1 8.8 8.6
EE : 1076.0 89.8 47.7 29 23.1 11.2
HU 28.9 35 23 225 18.8 28.2 23.6 18.4
LV 105 1722 9512 1092 35.9 25 17.6 8.4
LT 91 2164 10208  410.2 72.2 39.6 24.6 8.9
PL 585.8 70.3 43 35.3 322 27.8 19.9 15
RO 51 1702 2104 2561 1367 323 388 1548
SK 10.4 61.2 10 23.2 13.4 9.9 58 6.1
sl 551.6 115 207.3 317 21 135 99 740
-RPI () 549.7 1177 2013 32.3 19.8 12.6 9.7 500
EU-15 CPI Average 5.8 5.1 42 3.4 3.1 3.1 2.5 2
min 25 2.4 2.1 1.3 1.1 1 0.5 05
max 20.4 19.5 15.9 14.4 10.9 9.3 8.5 55

(') Percentage change of yearly average over the previous year - all items index

(data is based on nationa! CPIs which are not strictly comparable).
() Provisional data.

(") Retail price index (official indicator of inflation rate in Slovenia).
Source: Eurostat.
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This means that the inflation for this group
of countries is between 15 and 25 per-
cent. The Czech and Slovak Republics
have inflation rates that approach more
and more the same level as the EU
Member State with the highest inflation
rate (Greece). The same is also the case
with Slovenia. The 1996 and 1997 levels
for these three countries are around 5-8
percentage points.

In Romania, the inflation peaked later than
in most of the other Candidate Countries
and the rate of inflation has not yet
decreased to the same level as in the other
countries undergoing the same develop-
ment. The 1996 figure is still 1.5 times high-
er than in the typical inflation rate for the
Candidate Countries.

Bulgaria is the exception to the general
decrease in inflation rates. The peak in
1991 was followed by a sharp decrease in
the two following years. However, since then
the inflation increased and it rose to a level
just above 120 in 1996.

Bulgaria is the only Candidate Country
experiencing such a development in con-
sumer prices. Finally, the development of
the consumer prices in Cyprus is fairly sta-
ble and for the most part within the range
experienced by the current EU Member
States.

11.4.2. Purchasing Power Parities

Calculations of GDP in real terms are
affected by two main sources of error: the
uncenrtainties inherent in GDP data at cur-
rent prices and the limitations of the PPP
used to translate GDP into real volume
terms.

PPP calculations are based on major price
surveys covering a basket of goods and
services which are both comparable and
representative for the countries included in
the comparison. These two requirements
make it particularly difficult to establish reli-
able PPPs for economies in transition. In
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1993, the ten Eastern European countries
covered by this publication (no PPPs are
currently available for Cyprus) participated
in the European Comparison Programme
(ECP) for the first time. In 1996 they were
involved for a second time. The ECP com-
prises various groups of countries. The
first, coordinated by Eurostat, includes the
EU-15 countries and Poland. The second,
coordinated by the Austrian Statistical
Office (OSTAT), includes Bulgaria, Estonia,
Latvia, Lithuania, Romania and Slovenia.
The Czech Republic, Hungary, Slovakia
and Slovenia take part in a wider compari-
son with all OECD countries. The figures
for Poland, the Czech Republic, Hungary,
Slovakia and Slovenia presented in this
report come from the OECD. The figures
for Bulgaria, Estonia, Latvia, Lithuania and
Romania come from the Austrian Statistical
office.

Preliminary results of the 1996 exercise are
now available. They show some significant
differences compared with the PPPs
extrapolated for 1996 on the basis of the
1993 results. The principal reasons for this
divergence are as follows:

1.PPPs represent spatial comparisons that
can be thought of as snapshots of a par-
ticular moment in time: they are not
intended to be used for creating time
series — and are subject to limitations
when so used. Between periodic PPP
calculationsmethodology and practice
are often changed significantly in an
attempt to ensure the best snapshot.

2.The 1993 PPPs for the CCs were calcu-
lated as individual bilateral (i.e. non-
transitive) comparisons with Austria.
Com-parison with other EU countries was
done via Austria, which also participated
in the 1993 multilateral EU comparison.
The 1996 calculations were genuine mul-
tilateral comparisons involving Austria
and all the CCs; Austria was still used as
the bridge for comparisons with other EU
countries.
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Tab. 11.4.2.1. GDP-parities (PPP)
1 PPS=...national currency units

1993 1994 1995 1996 1997
BG 7.9468 13.3614 21.5351 45.4002 466.1003
cz : 11.1795 12.1118 12.7944 13.3230
EE 2.7742 3.7778 4.9263 5.8202 6.3726
HU 48.3811 56.2932 70.6105 81.6025 92.6919
Lv 0.1418 0.1910 0.2192 0.2436 0.2535
LT : : 1.3433 1.6025 1.7920
PL 0.7610 0.9514 1.2070 1.3640 1.5286
RO 183.0153 425.9660 570.2970 786.2634 1 894.8221
SK 10.8708 12.0423 13.0790 13.0377 13.5779
Sl 72.7359 86.8255 98.9570 105.2190 112.7891

Source: Eurostat, OECD, OSTAT.

3.The baskets of goods and services used
for the surveys in 1993 and 1996 were
completely different, in recognition of the
market developments which had taken
place over the intervening period in the
countries participating in the comparison.

4.Compared with 1993, goods measuring
up to Western European standards were
more widely available in 1996. Expen-
diture patterns are also thought to have
displayed greater similarity in 1996.

5.In 1996, unlike in 1993, no productivity
adjustments were made when calculat-
ing the PPPs for government final con-
sumption in CCs. This is consistent with
the treatment in the multilateral EU com-
parison. It is also justifiable in relation to
the changes which are believed to have

occurred in the public sector administra-
tions of the CCs between 1993 and 1996.

In general, the 1996 PPP figures are consid-
ered to be of higher quality than those result-
ing from the 1993 exercise. Consequently,
Eurostat decided to retrapolate the PPPs for
1995, 1994 and 1993 on the basis of the
1996 results. This methodological approach
makes an implicit assumption that the 1996
expenditure pattern is also applicable for
these other years.It also assumes a degree
of spatio-temporal price consistency which
may not exist in practice.

As a result of this methodological change,
the level of 1993 to 1996 GDP in real
terms has increased for each of the CCs
— but dispersion of per capita GDP has
not been affected.
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I.5. Employment in the Candidate Countries

11.5.1. Total employment and its
development

In all eleven CCs in 1996 there were about
43.4 Mio people employed or self-employed
(see table 11.5.1.1.). This represents just
under one quarter of the combined total
employment of the EU Member States and
the CCs.

More than one-third of the total employment
of the CCs is in Poland, followed by about 21
percent from Romania, 11 percent from the
Czech Republic and 9 percent from
Hungary. Altogether, more than three quar-
ters of the total CCs employment is concen-
trated in these four countries.

The number of people employed in the EU
has changed very little since 1993. In some
of the CCs, however, employment has
changed more dramatically (see table
[1.5.1.2.). In six of the eleven CCs, total
employment fell between 1995 and 1996.

The biggest drop in this year was seen in
Latvia (-2.1%), after it had experienced even

greater falls, of -3.5% in 1995 and -10.1% in
1994. The figures for Latvia in 1997 are
more positive, however, with an increase in
employment of 1.9%.

The largest increase in employment in 1996
was seen in the Slovak Republic, but was
followed by a fall of 1.1% in 1997. In
Romania total employment went down
between 1994 and 1996 — the value for
1997 is not yet available. In 1997, Poland
reported growth in employment for the third
subsequent year.

1.5.2. Employment by branch

Table 11.5.2.1. shows the total employment
broken down by branch for the year 1995.
This is the first time that such branch data
has been able to be presented. The table
shows that the CCs in total (without Bul-
garia) have more employment allocated to
agriculture and industry than the EU aver-
age. Subsequently, the share of services in
the total employment of the CCs is con-
siderably lower than for the EU-15 (by 21.8
percentage points).

Tab. 1.5.1.1. Total employment, 1 000 persons

1993 1994 1995 1996 1997
BG 3222 3242 3282 3280
CcYy 265 273 282 285
cz 5039 5094 5096 5057
EE : : 656 646
HU 4136 4 045 3974 3975 :
Lv 1205 1083 1046 1018 1037
LT 1778 1675 1644 1659 :
PL 14 894 14 658 14 791 14 968 15177
RO 10 062 10012 9493 9379 :
SK : 2103 2147 2218 2194
Sl 845 851 882 878 898
CC-11 : : 43 293 43 361 :
EU-15 148 157 147 641 148 555 148 520 149 164

Source: Eurostat, National accounts.
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Tab. 11.5.1.2. Total employment,

annual growth, as a %

1994 1995 1996 1997
BG 0.6 1.3 -0.1
CcY 2.8 3.4 1.0
cz 1.1 0.0 -0.8
EE ; : -1.6
HU 2.2 -1.8 0.0 :
LV -10.1 -3.5 2.7 1.9
LT -5.8 -1.9 0.9 :
PL -1.6 0.9 1.2 1.4
RO -0.5 -5.2 -1.2 :
SK 2.1 3.3 -1.1
Sl 0.7 3.6 -0.5 2.3
CC-11 : : 0.2 :
EU-15 -0.3 0.6 0.0 0.4

Source: Eurostat.
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For the CCs, the branch percentage-
shares of employment almost coincide
with the branch shares of GVA for indus-
try and construction (see table 11.1.4.1.).
In agriculture and fishing the Member
States use an average of 5.4 percent of
the employment to produce 2.3 percent
of GVA. The respective figures for the
CCs are 21.8% employment share and
8.7% share in GVA.

This indicates that, on average, and par-
ticularly in the sector of agriculture, fish-
ing, forestry, productivity in the CCs is
much lower than in the Member States.

The distribution of employment across
branches varies considerably amongst
the CCs, as it does for the Member
States. All CCs have more employment in
agriculture and fishing than the minimum
value of the EU, 2.1 percent in the UK.

Tab. 11.5.2.1. Employment by branch, as a % of total, 1995
Agricult., fishing... Industry, includ. Construction S'eltv.lce 1
energy activities (')
AYA+AYB AYC_AYE AYF AYG_AYQ

CcYy 10.8 16.3 9.1 63.8
cz 6.6 33.0 9.0 51.4
EE 10.5 28.6 5.4 55.4
HU 8.0 26.7 5.9 59.4
Lv 18.5 20.4 5.4 55.7
LT 23.8 21.2 7.0 48.0
PL 26.1 255 5.7 42.7
RO 34.4 28.6 5.0 32.0
SK 9.2 30.3 8.6 51.9

Sl 6.4 36.6 6.2 50.8
CC-10(?) 21.8 27.5 6.2 44.5
EU-15 5.4 21.5 6.7 66.3
EU-min 2.1 16.4 4.7 53.3
country UK L UK P
EU-max 19.9 281 10.9 74.6
country EL D L UK

(") Statistical discrepancy included.

(?) Without Bulgaria.

Source: Eurostat.
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In the absence of data for Bulgaria, the
most agriculturally-orientated CCs are
Romania (34.4%) of employment, Poland
(26.1%), Lithuania (23.8%) and Latvia
(18.5%). With the exception of Latvia they
far exceed the maximum value of a
branch share in employment in the EU
which is 19.9% in Greece.

Regarding the service activities branch,
Romania employs the smallest proportion of
its workforce in this sector, 32% of total
Romanian employment. Lithuania’s share is
also low (48%) and no CCs employs as
much of its workforce in this branch as much
as the EU average of 66.3%. Cyprus almost
reaches this figure, with 63.8% of employ-
ment in the service activities branch.

179






EU
EUR-11

EU-15

FIN

UK
us
JP

BEF
DKK
DEM
GRD
ESP
FRF
IEP
ITL
LUF
NLG
ATS
PTE
FIM
SEK
GBP
uUsb
YEN

Mio
Bn

Symbols and abbreviations

European Union

Euro Zone (Belgium, Germany, Spain, France, Ireland, ltaly,
Luxembourg, Netherlands, Austria, Portugal and Finland)
European Union of 15 Member States

Belgium

Denmark

Germany (former FRG + West Berlin until 1990, Unified Germany
since 1991)

Greece

Spain

France

Ireland

Italy

Luxembourg
Netherlands

Austria

Portugal

Finland

Sweden

United Kingdom

United States of America
Japan

Belgian franc
Danish crown
German mark
Greek drachma
Spanish peseta
French franc

Irish pound

[talian lira
Luxembourgish franc
Dutch guilder
Austrian schilling
Portuguese escudo
Finnish mark
Swedish crown
Pound Sterling
United States dollar
Japanese yen

million
billion (thousand million)
Data non available
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European Commission

The economic accounts of the European Union 1997

Luxembourg: Office for Official Publications of the European Communities
1998 — 181 pp. — 17.5 x 25 cm

ISBN 92-828-5031-5

Price (excluding VAT) in Luxembourg: ECU 11

This publication is designed to set out in a single volume wide-ranging macroeconomic data on the European Union
and its Member States and to provide an analysis of those data. Along with business cycle effects, studies of struc-
tural differences between Member States and their developments are made. Although the analysis makes reference
to specific national situations, its purpose is to draw a profile of the Union comparing it, where possible, with its main
trading partners. In addition to the analysis of the main economic variables, the report contains a study of a topical
subject, namely ‘The economic accounts of the candidate countries in eastern and central Europe and Cyprus'.
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