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Summary of projections?
Seasonally adjusted at annual rates

1988 1989 1990 1991 1989 1990 1991
11 I 11 1 11
Percentage changes from previous period

Real GNP
United States 4.4 3.0 2.3 2.5 2.4 241 2.5 25 2.4
Japan Sl 4.9 4.7 4.0 5.9 4.4 3.9 4.0 4.0
Germany 3.6 4.0 3.9 3.4 0.9 555 37 34 34]
OECD Europe 3.8 355 2.9 2.8 2403 33 29 2.8 2.8
Total OECD 4.4 3.6 29 2.9 3.0 2.9 2.9 2.9 2.9

Real total domestic demand
United States 313 2.4 2.0 2.4 23 1.6 2.3 2.4 2.4
Japan 7.6 5.9 5.0 3.6 6.7 4.7 4.0 3.6 34
Germany 37 2.8 4.0 34 2.4 5.5 2.7 3.6 3.6
OECD Europe 4.4 34 2.9 2.8 2.4 3.2 2.6 2.8 29
Total OECD 4.6 3.6 2.9 2.8 3.2 2.8 25 2.8 2.8

Inflation (GNP /GDP deflator)
United States 3.3 4.1 42 4.5 3.6 4.5 4.3 4.5 45
Japan 0.6 15 2.7 2.6 1.8 3.0 29 2.5 2.4
Germany 1.5 2:5 3.0 3.4 1.9 3:2, 3. 313 3.3
OECD Europe 4.9 SrS 5.4 5.1 4.9 S5 5.3 5.2 4.9
Total OECD 315 43 4.4 4.4 3.8 4.7 4.5 4.4 42

$ billion

Current balances =
United States? -125.6 -103.7 -99.7 -969 |-101.0 -1009 984 980 -958
Japan 79.6 S7:2 48.5 59.4 50.2 48.2 48.8 55.0 63.7
Germany 48.5 52.7 63.3 61.7 48.9 62.2 64.3 62.5 60.9
OECD Europe 15.3 -3.7 10.4 79 | -13.7 8.6 1252 10.9 48
Total OECD —49.7 844 770 668 | -99.8 -80.0 -740 689 —64.6
OPEC ~14.8 4.1 2.9 3.4 9.0 2.9 3.0 3.3 3.6
Non-OPEC developing countries 4.7 —44  -69 -8.6 -4.3 5.5 -8.4 -8.7 -8.5

Per cent of labour force

Unemployment
United States 5% 53 53 5.4 943 33 5.4 5.4 5.5
Japan 2.5 2:3 2.2 2.3 22 2% 2.3 23 2.3
Germany 6.1 1> 6.1 5.9 ¥ 6.0 6.2 6.1 5.7
OECD Europe 9.2 8.6 8.6 8.5 8.4 8.5 8.6 8.6 8.5
Total OECD 6.9 6.4 6.4 6. 6. 6. 6.5 6.5 6.5

Percentage changes from previous period

World trade 9.0 73 6.3 6.9 5.7 6.3 6.9 6.9 7.0

a) Assumptions underiying the projections include :
—~ no change in actual and announced policies;
— unchanged exchange rates from 2nd May 1990; in particular $1 = Y 158.55, DM 1.69.
— Dollar price (OECD fob imports) for internationally traded oil of $17 per barrel for 90 I and constant in real terms
thereafter.

b) The historical data for the U.S. current account exclude the effects of changes in exchange rates on the dollar values of direct
investment asset and liability stocks. They thus differ somewhat from the official data as currently recorded and published by the
U.S. authorities.

¢) Arithmetic average of the growth rates of the world import volume and the world export volume.

The cut-off date for other information used in the compilation of the projections was 22nd May 1990.
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The Current Economic
Situation

Policy Responses

The policy challenges ahead

The flow of economic data since late last year has generally confirmed an easing of
growth in the OECD area, to a pace of about 3 per cent. Inflation, on average, slowed
somewhat in the second half of last year, but was higher in a number of countries early
in 1990. Allowing for temporary factors, prices are rising at an annual rate of about
4} per cent for the OECD as a whole. The current account imbalances of the United
States, Japan and Germany shrank more than generally expected in late 1989. OECD
projections for the next 18 months are for growth in the area averaging 3 per cent, with
virtually no change in the average inflation rate, only limited further adjustment of
external imbalances, and unemployment remaining at about 6/ per cent.

Developments in financial markets over the winter months contrasted with the
reasonably steady course of both economic activity and inflation. Long-term interest
rates have risen sharply. Exchange rates moved widely — some in a direction favourable
to external adjustment (as with the appreciation of the DM against the dollar in late
1989) and some not (as with the depreciation of the yen through 1989 and into 1990).
Japanese equity prices declined markedly from record levels. And new credit problems
have been exposed in North American junk bond and real estate lending markets. On
balance, these financial-market developments are not expected to affect economic
developments significantly; but they do raise policy issues, which are reviewed below.

The striking political changes in central and eastern Europe raise questions of how
previously centrally-planned economies can best manage the transition to a market
economy — and how OECD countries can best support this process. And developments in
these economies could begin to affect macroeconomic trends in OECD countries. Indeed,
some part of the substantial increase of long-term interest rates over the winter may
reflect expectations of significant additional claims on world saving arising from
changes in central and eastern Europe, and most immediately from German monetary
and economic union. This has given a further edge to the question of whether saving
rates in OECD countries are adequate.

Recent developments have re-affirmed rather than altered the requirements of
economic policy. Achieving sustained growth of output and employment in the 1990s
depends on: durably low inflation; a stable economic environment; and attention to a
broad range of economic policies that influence the level of investment, its productivity,
and the efficient use of resources more generally. These latter include policies that affect
saving; the level and composition of public expenditure; structural reform in markets
for tradeable goods; and pressures on environmental resources.
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Containing Inflation

Saving More

Monetary policies have been restrictive for some time in most OECD countries so
as to counter actual or anticipated inflationary pressures. Average inflation is
projected to crest this year after a few years of slow upward drift. But there has been
no clear turnaround yet in those countries where demand pressures have been
greatest. And some slippage can be seen over the past year in countries that had
achieved low inflation.

The extent of inflationary pressures suggests that OECD economies are operating
at levels of aggregate demand very near to, and in some countries above, their current
potential output. This applies even to those economies where unemployment remains
high. Unemployment today is largely a structural problem calling for structural policy
responses. There is virtually no scope for a more rapid, sustained expansion of demand
unless the supply potential of economies can be improved, especially as underlying
productivity growth has not picked up much from the pace to which it had slowed by
the end of the 1970s.

This situation requires a careful balance in the setting of monetary policy. There
is little to suggest the need for a sharp further tightening of monetary conditions,
which could trigger an unwelcome slowdown in activity. On the other hand, most
economies are some way from price stability. Maintaining the credibility of anti-
inflationary monetary policies means keeping monetary conditions restrictive until
there are clear signs that demand pressures are subsiding and that inflationary
expectations are receding. One concern which arose from market-led increases in
long-term interest rates during the winter is that they were signalling faltering market
confidence in the commitment of monetary authorities to achieving price stability over
the medium-term. This is a reminder that policy credibility is fragile; monetary
vigilance has to be maintained.

Fiscal policy could be more supportive of monetary policy in keeping demand
pressure under control, not by fine-tuning budgets to fluctuations in short-term
prospects, but by more assiduous pursuit of medium-term budget objectives in
countries where significant deficits persist. This would moderate upward pressures on
interest rates generally, across closely-integrated financial markets. 1t may also be
appropriate to set more ambitious medium-term budgetary objectives in countries
where budgets are in good shape, given the persistent strength of domestic demand
and consequent pressures on interest rates. The desirability of shifting somewhat the
burden of restraining inflation from monetary policy to fiscal policy can also be seen in
terms of enhancing national saving flows.

The adequacy of saving is of growing concern against a background of
persistently high interest rates, continuing slow productivity growth and capacity
tightness. Total saving in the OECD has risen somewhat as a share of GNP over the
last few years, but remains well below its share in the 1960s and 1970s. For some
countries, large current account deficits are a further indication of inadequate
national saving. The scope for high rates of investment in a reformed central and
castern Europe will intensify competition for saving. New investment opportunities
will also arise in developing countries that pursue sound financial policies and market-
oriented development strategies. All this suggests that increasing saving should be a
policy concern in most countries.
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Dealing with Financial
Market Disturbances

The most direct contribution that governments can make to boosting national
saving available for productive investment is to improve public-sector financial
balances. Higher public saving may be offset to some extent by lower private saving,
but experience suggests that such offsets would be far from complete.

In seeking to improve public-sector financial balances, restraining public
expenditure is likely to become increasingly important — but also increasingly difficult.
Relaxation of East-West tensions may allow some scaling back of defence
expenditure, but sources of increasing pressure on public expenditure can be clearly
seen. Ageing populations will raise pension payments and the overall costs of health
care, which are in any case on a rising trend. Containing or preventing damage to the
environment in the future need not be a burden on the public sector insofar as the
costs are borne by the private sector under the “polluter pays” and related principles;
however, the task of cleaning up past environmental damage may fall heavily on to
the public sector. The fiscal consolidation of recent years has often followed the line of
least resistance, involving a shift in public expenditure away from maintenance and
investment; neglected infrastructure requires urgent attention in some countries.

A second line of attack on the problem of inadequate global saving is to reduce
disincentives to private saving by shifting the weight of taxation away from saving and
towards consumption. Relying more on sales or value-added taxes is one way to do
this; modifying the structure of income taxation is another. There may also be a case
for schemes which strengthen the inducements to particular forms of saving, but they
could introduce additional distortions. If they mainly divert savings from one form to
another, they could cost more in budgetary terms than they contribute to net private
saving.

A need for stronger global saving flows may argue for policies to boost saving in
all countries. But policy action is most important in countries that have large budget
deficits or large current account deficits, and especially in those that have both.

Disturbances in several key sectors of stock, bond and exchange markets, noted
above, raised questions of whether, how and when monetary policy should react to
such disturbances. These questions remain pertinent even though long-term interest
rates have recently softened a bit, and the yen and the Tokyo stock market have
turned around.

Is it necessary or wise to protect the real economy from financial disturbances?
In recent years, economies have proved robust and resilient in the face of the paper-
wealth losses and financial turbulence. In any case, attempts to forestall such losses
are unlikely to be successful over the medium term. When financial-market
adjustments occur on a systemic scale, it may be important to provide temporary
liquidity support to the economy — as it was after the 1987 stock-market crisis. But
fine tuning of liquidity to volatile financial-market adjustments would add to financial
and economic uncertainty. Concern about financial-market effects on the real
economy has to reach very high levels before it would seem warranted to divert
monetary policy from its medium-term objective of price stability. A steady monetary
policy is needed to anchor expectations and confidence, especially given that
expectations, always important in financial markets, are now playing an even larger




Realising the Promise of
Central and Eastern
Europe

role as a consequence of the easing of regulatory and liquidity constraints over the
past decade or so.

The appropriate course of monetary policy action becomes more difficult to assess
when very large exchange-rate movements between major currencies threaten
medium-term external adjustment, as was the case when the yen progressively
weakened through 1989 and into 1990. In this recent episode, co-ordinated exchange-
market intervention was useful at times, but its limitations were once again evident.
More fundamentally, monetary-policy adjustments in line with domestic
requirements also helped to keep momentum {rom building up. The yen nevertheless
weakened to levels which, if they had been sustained, might well have resulted in
competitiveness disparities that would reverse the structural adjustment processes
now in train. Should these levels be approached again, some shading of monetary
policies in the United States and Japan could be warranted. But such a course would
carry risks, and would be durably effective only if pursued in conjunction with policies
that underpin sustainable medium-term trends in the two economies, notably more
resolute budget-deficit reduction in the United States and continuing structural
adjustment in Japan.

The integration of the economies of central and eastern Europe into the global
economy holds out the promise of very substantial benefits over the medium to longer
term, both to these countries and world-wide. How far this promise is realised will
depend on:

—~  how fully the legal and other institutional foundations of a market economy are
put in place;

—  how completely current rigidities and distortions, in particular subsidies and
other factors that prevent price signals from working, are dismantled;

—  whether public finances are put on a sound footing;

— whether these societies persevere with economic reform when moves to more
flexible, more dynamic economies initially involve the displacement of workers
and threaten vested interests; and

—  whether OECD countries respond by fully opening their markets to exports from
central and eastern Europe.

Some lessons from the heavily-indebted developing countries are relevant. The
key to successful development is not primarily finance from abroad, although this can
help if a climate attractive to investment is established. Rather, it involves: i} gaining
political acceptance for market-oriented structural changes, which will involve short-
term costs for some groups; /i) having and exploiting opportunities to expand exports;
and /ii) allowing open import regimes to exert competitive pressures and provide price
signals essential for structural change.

Given the scale of economic restructuring and public-sector consolidation
required in central and eastern Europe, the near-term macroeconomic impact on the
rest of the world from developments in most of these countries is likely to build only
slowly. A demand impetus is likely to be felt more rapidly from the economy of what



Moving Ahead with
Structural Reforms

is now the German Democratic Republic (GDR). German monetary union is taking
place on 2nd July, backed up by rapid steps toward broader economic and social
integration. There is considerable uncertainty about the current state of the GDR
economy and about the way it will respond over the medium term. Nonetheless there
is some agreement about the broad magnitude of possible short-term increases of
GDR net demand for goods and services from the Federal Republic and other OECD
countries; the projections here embody an increase in GDR imports of DM 40 to
50 billion ($25 to 30 billion) at an annual rate by the second half of 1991. (An
analysis of issues surrounding German monetary and economic union, going beyond
aspects considered in this OQutlook, is contained in the forthcoming OECD Economic
Survey of Germany.)

Developments in central and eastern Europe, and policy issues arising from them,
must neither be allowed to hold up progress on dealing with problems within the
OECD area nor to slow widening interaction between the OECD and other non-
OECD economies.

OECD countries have continued to increase the flexibility of their economies,
though progress has been uneven across countries and especially across policy areas.
(A special separate supplement to this issue reviews recent progress in structural
reform in both of these dimensions.) In some areas — notably financial markets and
also foreign direct investment, taxation, competition and regulatory policies —
progress has been continuing and substantial, spurred by strong international policy
interlinkage. There has also been visible progress in two other areas: improving the
efficiency and management of the public sector and making labour markets more
responsive, including through increased attention to education and training. In both
areas, however, there is substantial scope for further action.

On the other hand, trade, agriculture and industrial-support policies are areas in
which progress in structural reform has been disappointing and serious interference
continues with the price signals required for smoothly-functioning markets. The open
multilateral trading system is under threat from a wide range of opaque, non-tariff
restrictions. Agricultural policies — both domestic supports and border measures
which interfere with the working of market forces — are very costly. Last year they
involved transfers from OECD governments and consumers estimated at $245 billion.
The inefficiencies introduced by agriculture policies have reduced OECD output by
over $70 billion in recent years. (For detail see the OECD publications Agricultural
Policies, Markets and Trade Monitoring and Outlook 1990 and OECD Economic
Studies, No. 13, Winter 1989-1990.) The harmful effects of present industrial
subsidies — and not least those which distort trade flows — may be more difficult to
quantify, but all indications are that they are significant.

The Uruguay Round offers the opportunity to make real progress on all three
fronts. Failure to achieve clear success would have adverse consequences for economic
performance over the 1990s. Governments must address these admittedly complex,
and often politically difficult issues of the Round with sufficient vigour and
commitment to achieve results; and they must continue beyond the Uruguay Round
to extend these results. These sentiments are widely endorsed in official statements;
the challenge now is to translate them into co-operative action.
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Responding to
Environmental Concerns

More generally, an overall economic climate conducive to sustained, efficient and
profitable investment and to structural flexibility requires strong competition,
operating in response to market-determined price signals. Past reductions in barriers
to trade have enhanced competition, and this is one reason to push ahead in reducing
them further. There are nonetheless sectors that will remain isolated from the
pressures of international competition, and there may be a few where an undue
concentration of global market power could emerge, particularly if official
encouragement is given to mergers and joint action. Enlarged scope for contesting
these markets might alleviate concerns in this respect; competition policy must
nonetheless stand ready to check tendencies towards abuse of dominant market
positions.

Environmental issues are receiving increasing attention. Some, such as climate
change, have potential economic implications on a much larger scale than the
adjustments undertaken to date in response to environmental problems. In dealing
with such problems it will be important to ensure that objectives are set in the light of
economic criteria, and are pursued in least-cost ways.

The policy response to environmental problems has typically been to impose
direct regulation. This approach may be best in some circumstances, for example
when the pollution is localised and arises from very few sources. But, in general, the
costs associated with the “command and control” approach to environmental
protection are hidden, and often very high. Economic instruments, such as charges on
pollution, offer more efficient and hence lower-cost solutions by providing the right
signals and incentives to firms and households. OECD economies are beginning to
experiment more with instruments based on market principles of resource allocation;
this approach should be pushed ahead vigorously.

Concerns about possible Jong-term climate changes that could result from a
build-up of greenhouse gases in the atmosphere call for a co-operative international
approach to assessing risks and developing a response strategy. Little is yet known
about the costs or the benefits of moves to reduce greenhouse gas emissions. In the
near term, it is especially important to identify actions that not only reduce such
emissions but that are also beneficial in other respects. Beyond this, great uncertainty
attaches to the implications of major steps and it is important to avoid costly
mistakes. Economic analysis is an essential tool to sharpen estimates of the costs of
alternative responses and of the tradeoffs involved, and to provide some guidance as to
how best to take account of uncertainty. These issues are being looked at with
increasing urgency in national and international agencies, including the OECD. This
work should contribute to the identification of sound policy approaches to deal with
concerns about climate change in the years to come.

8th June, 1990
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DOMESTIC AND
INTERNATIONAL DEVELOPMENTS

FORCES SHAPING ECONOMIC ACTIVITY

OECD activity appears to have settled during the
course of 1989 on a sustainable medium-term path.
Growth slowed from the brisk pace recorded earlier in
the recovery, and most markedly in economies where
inflation pressures had been strongest. The average
inflation rate stabilised and concern about external
imbalances abated somewhat. Uncertainties surround-
ing the economic situation have increased in recent
months, however, as a result of several factors: develop-
ments in central and eastern Europe; the widespread
increases in long-term interest rates; changes in
exchange rates; and fragility in certain sectors of finan-
cial markets.

Progress in 1989 towards more sustainable economic
conditions

Growth close to potential. OECD countries
moved, in general, towards more sustainable economic
conditions during 1989. Monetary tightening aimed at
containing inflation brought OECD growth down to
3 per cent at an annual rate in the second half of 1989
(Table 1), compared with 44 per cent on average in
the four preceding semesters.

The slowdown tended to be most marked in
countries where inflationary pressures were the great-
est. On the other hand, fears that some economies

Table 1
Growth and inflation

Percentage changes from previous year

Average
1988 1989 1950 1991
1960-73 1974-79 1980-82 1983-87 1988-89
Real GNP/GDP
United States 3.8 2.6 -03 4.0 N7, 4.4 3.0 23 2.5
Japan 9.9 3.6 3.7 4.1 5.3 LIy 4.9 4.7 4.0
Germany 4.7 2.4 0.2 2:2 3.8 3.6 4.0 3.9 3.4
OECD Europe 4.5 25 0.9 2.5 3.6 3.8 3.5 2.9 2.8
Total OECD 5.0 2.8 1.0 3.4 4.0 4.4 3.6 2.9 2.9
Private consumption
United States 4.0 29 0.8 4.2 3.1 3.4 2.7 2.2 2.0
Japan 8.9 4.0 23 3.2 4.3 5.1 35 4.1 3.6
Germany 4.5 3.2 —-0.2 2.3 22 2.7 1.7 3.9 35
OECD Europe 4.6 29 0.9 257 3.2 355 2.9 3.0 2.9
Total OECD 5.0 2.8 1.0 3.4 34 3.8 3.0 2.8 27
Private non-residential investment
United States 5.5 3.8 —-1.9 4.7 5.9 8.4 353 3.2 3.4
Japan 16.1 1.2 5.2 8.2 16.6 15.5 17.8 10.2 51
Germany 4.0 2.2 —-1.5 39 8.4 7.3 9.6 6.6 5.0
OECD Europe SR 1.29 —0.8 4.7 9.4 9.9 8.8 52 5.1
Total OECD 7.6° 2:3% 0.3 53 9.8 10.8 8.9 5s5 5.0
Private consumption deflators
United States 3.1 7.9 8.6 3.7 4.2 3.9 4.4 4.8 4.6
Japan 5.9 9.5 4.7 1.3 0.8 -0.1 1.7 2.8 2.5
Germany 3.2 4.6 5.6 1.6 2.2 12 3.1 2.6 3.3
OECD Europe 4.4 11.4 12.1 5.7 4.8 4.3 5.4 5:2 5.1
Total OECD 4.1 9.7 9.3 4.2 3.8 3.3 4.3 4.6 4.4

a} Four major European countries.
b) Seven major OECD countries.




could decelerate too far, and perhaps even move into
recession, have not been borne out. In the United
States, factors which have led to recessions in the past,
in particular an acceleration of inflation which would
require a sharp tightening of monetary policy, have not
been in evidence so far. In most European countries,
growth has eased back to sustainable rates. In Japan,
where monetary tightening occurred later, output
remained buoyant, growing at close to 6 per cent in the
second half of 1989: strong domestic demand — for
consumption as well as investment — offset a weakening
of net exports.

The volume of investment in the business sector
continued to expand briskly in 1989, except in the
United States — at 8 per cent on average in the OECD
countries (Table 2). High rates of gross investment
over the last three years (27 per cent for the OECD
area) have reversed the steady deceleration of the

growth of capital stock witnessed since the mid-1970s.
Capital stock in business has nonetheless expanded
more slowly than during the 1970s; in 1989 it grew by
an estimated 4 per cent on average in OECD countries,
even after the sharp increases in gross investment.

With the moderate slowdown in output growth,
capacity utilisation has eased somewhat in many coun-
tries. On the other hand, OECD employment rose by
more than 2 per cent for the second year in succession,
rates of unemployment continued to fall in the major-
ity of countries and in many, including some where
overall unemployment remains high, there are regional
or sectoral labour shortages. High vacancy rates also
point to continuing pressures in labour markets, in par-
ticular in Japan.

Stabilisation of inflation at high rates. OECD
inflation, which had been on a disquieting rising trend
up to the first half of 1989, eased somewhat in the

Table 2
Investment in business sector
Average
1988 1989 1990 1991
1970s 1980-82 1983-87 1988-89
Percentage changes
Gross fixed investment®
United States 4.4 -2.0 4.4 5.8 8.4 3.3 3.2 3.4
Japan 2.6 4.1 6.3 15.4 14.2 16.7 9.6 4.9
Germany 1.6 -1.6 3.9 8.4 7.3 9.6 6.6 5.0
OECD Europe? 2.3 -0.9 4.2 9.3 10.6 8.0 4.4 4.7
Total OECD? 33 0.1 4.7 9.4 10.7 8.0 4.8 4.3
Growth in the capital stock
United States 3.8 3.5 3.1 32 32 33 3.2 3.2
Japan 8.6 6.3 59 6.9 6.4 7.4 7 7.4
Germany 4.1 3.2 257 3.3 3N 3.4 3.7 3.9
OECD Europe? 4.3 3.1 2.6 3:3 352 3.4 3.5 3.5
Total OECD? 5.0 4.0 345 4.1 3.9 4.2 4.3 4.2
Per cent
Investment/Qutput ratio
(constant prices)
United States 13.7 14.6 14.4 14.9 14.9 14.9 15.0 154
Japan 23.2 21.9 22.8 21-3 25.9 28.7 30.0 30.1
Germany 15.5 15.3 15.4 16.9 16.5 17.3 7.7 17.9
OECD Europe? 1741 16.1 15.8 18.1 17.7 18.4 18.6 18.9
Total OECD? 17.0 16.9 16.8 18.9 18.4 19.3 19.6 19.9
Rates of return on capital®
United States 17.2 15.4 17.6 19.6 19.6 19.6 19.4 19.6
Japan 18.4 14.4 14.6 15.2 15:3 15.1 14.9 14.4
Germany 14.0 11.1 12:5 13.7 13.4 13.9 14.4 14.7
OECD Europe? 12.4 10.6 11.8 13.1 12.9 13.2 13:2 13.3
Total OECD? 15.3 13.2 14.6 16.0 15.9 16.0 15.8 15.9

@) Public enterprise investment included.
&) Iceland, Luxembourg, Portugal, Turkey excluded.

¢) Adjusted for the imputed return of the labour of unincorporated enterprise; for the definition of adjustment, see ‘‘Sources and methods’’.



second half of the year, to 4 per cent at an average
annual rate (measured by the consumer price deflator).
Most of this favourable development reflects specific
factors: a stabilisation of oil prices, the further soften-
ing of non-oil raw material prices and the absorption of
the effects of the indirect tax increases which took
place at the beginning of 1989. Underlying consumer-
price inflation, excluding food and energy, appears to
have accelerated since the beginning of 1990; in March
it was running at some 4.7 per cent (measured as price
changes over twelve months earlier).

Nominal wage rises have broadly paralleled
prices: after accelerating moderately up to the first half
of 1989, they have since stabilised at around 6 per cent

on average for the OECD countries (Table 3). This
outcome is more favourable than might have been
expected given the tightness of labour markets. Unit
labour cost increases picked up, however, from 3 per
cent at an annual rate in the first half of 1988 to
4.5 per cent in the second half of 1989, as productivity
growth slowed. Profit margins fell sharply in the
United States, the United Kingdom and Canada but
continued to widen in the largest continental European
countries, coming back to levels not reached since the
1960s.

Progress in external adjustment. Further, if une-
ven, progress was made in the current-account adjust-
ment of the three largest countries. The United States

Table 3
Labour market, wages and profits
Average
1988 1989 1990 1991
1970s 1980-82 1983-87 1988-89
Percentage changes
Nominal compensation per employee (business sector)?
United States 8.1 8.3 4.2 5.0 4.7 5.3 5.6 5.7
Japan 13.5 5.5 3.2 3.8 34 4.3 5.2 5.2
Germany 8.3 5.6 3.7 2.8 33 2.4 4.5 5.0
OECD Europe 14.7 12.3 7.3 6.8 6.3 7.4 7.2 6.8
Total OECD 11.9 9.6 53 5.6 5.2 6.0 6.2 6.0
Real compensation per employee (business sector)?
United States 0.4 -0.2 0.5 0.8 0.7 0.8 0.8 1.1
Japan 3.6 0.8 1.9 3.0 3.5 2.6 2.3 2.6
Germany 3.3 0.1 2.1 0.7 2.0 —-0.7 1.9 1.6
OECD Europe 3.4 0.4 1.5 1.8 2.0 1.6 2.0 1.6
Total OECD 2.3 0.3 1.2 18%) 1.8 1.5 1.6 1.5
Labour productivity (total economy)
United States 0.6 -0.5 1.5 1.5 2.1 0.9 1.2 1.3
Japan 3.9 2:7 3.1 3.4 4.0 2.9 2.8 2.4
Germany 3.0 -0.4 1.9 2.8 2.9 2Tl 2.2 2.0
OECD Europe 2.9 1.1 2.0 23 2.4 2.2 1.9 2.0
Total OECD 2:2 0.8 2.0 2.2 2.5 1.8 1.7 1.8
Employment (total economy)
United States 2.6 0.2 25 2:2 2.3 2.0 1.0 1.1
Japan 0.8 1.0 0.9 1.8 1.7 1.9 1.8 1.5
Germany -0.1 0.5 0.4 1.0 0.7 1.3 1.6 1.4
OECD Europe 0.4 -02 0.7 1.5 1.6 1.4 1.0 0.8
Total OECD 1.2 0.2 1.4 1.8 1.9 1.8 1.2 1.1
Per cent
Capital income share (business sector)?
United States 32.7 32.7 33.5 33.0 333 32.7 32.1 32.2
Japan 337 30.3 30.7 31.3 31.4 31.2 31.1 30.8
Germany 345 30.1 34.0 36.1 35.5 36.7 37.4 38.1
OECD Europe* 31.3 30.0 33.2 35.1 349 35.3 35.2 35.5
Total OECD¢ 32.4 31.3 33.1 33.7 33.8 33.7 33.3 33.4

a) Average 1972-79.

b) Adjusted for the imputed return of the labour of unincorporated enterprise; for the definition of adjustment, see “‘Sources and methods’’.

¢) Iceland, Luxembourg, Portugal, Turkey excluded.



trade deficit, which has fluctuated markedly from
quarter to quarter, broadly stabilised during the second
half of 1989, at an annual rate $5 billion lower than in
the second half of 1988. With net investment income
deteriorating less sharply than might have been feared
and non-factor services improving, the United States
current-account deficit continued to narrow - to
$100 billion at an annual rate in the second half of
1989 (below 2 per cent of GNP), compared with
$125 billion a year earlier. The German surplus in the
second half of 1989 was somewhat below its record
level in the first half, with a marked fall in the fourth
quarter in line with the pick-up of domestic demand.
The most striking current-account adjustment has
been in the Japanese surplus, which fell to below
$50 billion at an annual rate in the second half of 1989
from over $80 billion a year earlier. This partly
reflected the evolution of trade volumes, in particular
buoyant imports, but was also due in large measure to
a terms-of-trade deterioration of close to 10 percentage
points. As for the deficits of other OECD countries,
these widened in the United Kingdom (for the second
half as a whole despite some improvement at the end of
the year), Canada, Australia, Finland, Greece, New
Zealand, Spain and Sweden.

Main recent developments and their implication

Developments in central and eastern Europe.
Despite the dramatic political changes in central and
eastern Europe, the impact on OECD countries of eco-
nomic developments in these countries, apart from
those in the German Democratic Republic (GDR), is
likely to be limited in the near term. Except for a small
number of countries (Austria, Finland and Iceland),
OECD trade with central and eastern European coun-
tries is relatively small, representing only 2'/> per cent
of total OECD exports (2.8 per cent for Europe), half
of which go to the USSR. Opportunities for a rapid
diversion of these countries’ exports to OECD coun-
tries seem limited.

Imports of central and eastern European coun-
tries have been limited by foreign-exchange con-
straints, which are exacerbated in some of these coun-
tries by significant debt-service obligations (interest
payments alone amount to half of Poland’s export
earnings and 20 per cent of Hungary’s). A pick-up in
capital flows from official and private sources in OECD
countries could ease these constraints. In this connec-
tion, programmes currently under discussion appear to
involve official assistance of the order of $6 billion a
year, including debt relief, for the period 1990-91.
Projects involving private-sector financing from OECD

countries are also being negotiated. Private inflows are
unlikely to be significant at the macroeconomic level,
however, until the legal and institutional foundations
of market economies are put into place.

There is a question as to how effectively capital
flows to central and eastern European countries are
likely to be used. Inefficient resource allocation in cen-
trally-planned economies is underlined by the observa-
tion that, although the share of GDP devoted to invest-
ment has been relatively high for several decades,
production is low in comparison to OECD countries. If,
however, appropriate macroeconomic and structural
reforms are adopted, the transformation of these coun-
tries’ economies and their integration into the multilat-
eral trading system would have visible effects over the
medium term on OECD economies, opening up new
and potentially-large markets and offering attractive
investment opportunities.

Economic and monetary integration of Germany,
which is starting to become effective with monetary
union between the Federal Republic of Germany
(FRG) and the GDR in July, could have effects which
will be felt more rapidly. Detail on how account is
taken of German integration in the OECD projections
is given in the country chapter on Germany. The main
features are the continuation of high, if reduced, levels
of immigration (including ethnic Germans from east-
ern European countries) which boost demand but eases
labour-market tensions. Transfers to the GDR build
up, largely from the FRG. These latter, through the
German *“Unity Fund”, are set to total DM 115 billion
through the end of 1994 (of which DM 95 billion are
to be bond financed). Net GDR imports are projected
to be DM 40 to DM 50 billion (at an annual rate)
higher than would otherwise have been the case by the
second half of 1991. This demand accrues largely to
the FRG but also to other western European countries,
partly directly and partly through trade with the FRG.
These hypotheses are subject to considerable uncer-
tainty: the actual short- and medium-term develop-
ment of the GDR (and indeed of other central and
eastern European economies) will depend on the imple-
mentation of fundamental institutional changes and, in
this context, on the behaviour of key factors such as
the rate of build-up of the capital stock, saving beha-
viour and, most importantly, the evolution of produc-
tivity relative to wages.

Because the economies of OECD Europe are
currently working at virtually full capacity, the extra
demand from the GDR risks adding to inflationary
pressures. However, higher interest rates are likely to
“crowd out” domestic demand and divert output to
exports, thereby attenuating these pressures.



Higher long-term interest rates. The marked rise
of long-term interest rates, which began last Septem-
ber, is one of the salient features of recent economic
developments. In early May, long-term rates were
between 1 to 1% percentage points higher in Japan,
Germany, France, the United Kingdom, Canada, and
a number of smaller EMS countries than they were in
September, 1989. The rise has been more moderate in
the United States: less than a % percentage point. This
pressure on long-term interest rates comes after a
twelve-month period in which they were broadly sta-
ble, despite rising short-term rates. It is striking that
this development should have taken place during a
period when monetary policy remained largely
unchanged in most countries.

There are different possible explanations for this
change and their relative importance may differ from
country to country — although the growing integration
of financial markets facilitates the diffusion of impulses
arising from different causes.

One factor behind the rise in long-term rates
could be a worsening of inflation expectations. This
does not necessarily imply expectations of an accelera-
tion of inflation rates; it could merely imply less confi-
dence that monetary authorities will bring about a
further reduction of inflation. If this were the explana-
tion for the rise in nominal rates, real interest rates
would not change and the rise in nominal interest
rates, of itself, would have a limited effect on overall
activity.

A second factor may be an increase in risk pre-
miums, reflecting in particular uncertainty about
developments in central and eastern Europe. The mild
softening of rates in several countries of OECD Europe
since end-February could be seen as pointing to some
reduction of uncertainty in this respect.

A third explanation is that real/ long-term rates
have risen as a result of expectations that investment
demand is likely to be stronger and returns higher
because of investment requirements and opportunities
in central and eastern European economies. Real long-
term rates (shown in Chart A) have increased appreci-
ably in Japan and many European countries but not in
North America. Taking a longer view, with the excep-
tion of France and Italy, real interest rates remain
below their levels in the first half of the 1980s.

Given potential increases in investment require-
ments — not just in former centrally-planned econo-
mies, but also in OECD countries to expand productive
capacity, improve infrastructures and address environ-
mental considerations — high rates of savings will be
needed, probably higher than those currently foreseen.
National saving rates are projected to continue to rise
(Chart B) owing to budget-deficit reduction and the

emergence of significant government savings in a num-
ber of countries reaching, for example above 8 per cent
of GNP in Japan in 1991 on a general government
basis. This will help to reduce crowding out of private
investment, but, at the same time, private saving may
continue to weaken in relation to GNP. Taking a
longer view, private saving is visibly lower in the
United States and Japan at the start of 1990s than it
was at the end of the 1970s. In contrast, private saving
ratcheted up in Germany over the second half of the
1980s and may stabilise at around current levels. This
could facilitate the financing envisaged for the German
“Unity Fund” without putting undue pressure on Ger-
man interest rates.

Exchange and financial market volatility.
Exchange rates have changed substantially since the
previous issue of the Economic Outlook. Concern
shifted from the risk of an overly-strong dollar to the
weakness of the yen. The dollar, after depreciating in
the last part of 1989, has fluctuated markedly in recent
months without any clear trends. The weakening of the
yen, in evidence since end-1988, intensified in the first
quarter of 1990 despite the rise in Japanese interest
rates and the narrowing of interest differentials vis-a-
vis other major currencies. The yen has since recovered
somewhat, but its effective rate at end-May was still
6 per cent below that at the time of the Louvre Accord.
In contrast, the DM appreciated markedly in the last
months of 1989 after two and a half years of virtual
stability. This development took place without giving
rise to marked tensions within the EMS; indeed, sev-
eral EMS currencies have recently strengthened
against the DM and the countries involved have been
able to narrow interest differentials vis-a-vis Germany.

Rising interest rates, exchange-rate fluctuations
and problems in specific sectors of U.S. financial mar-
kets (junk bonds and real-estate lending in some
regions) have increased uncertainty. Nevertheless,
equity prices have generally held up well. The striking
exception, of course, was the sharp fall of Japanese
stock prices (by some 25 per cent between the peak at
the end of 1989 and the lowest point of its decline, in
the first week of April). This could be no more than a
“technical correction” of over-valued stock prices, but
it has possibly caused strong investment plans to be
trimmed by raising the cost of capital. More generally,
the experience of the stock-market crisis, in October
1987, suggests that the effects on real variables of
paper-wealth losses may be fairly small — although, if
systemic risks emerged that pointed to a possible need
for liquidity support, the dilemma for monetary policy
would be sharp with inflation now 1)/~ percentage
points higher than it was at the time of the 1987 crisis.
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CHART B

SAVING AND INVESTMENT

As a percentage of GNP/GDP
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An unchanged outlook despite greater uncertainty

Recent developments do not suggest significant
changes in the short-term outlook compared with ear-
lier assessments — in part because no major changes
have been announced in the stance of policies. With
inflationary pressures persisting, monetary policy
seems set to pre-empt any acceleration of prices. This
stance could imply a further tightening of monetary
policy in Germany in the coming months, followed by
many European countries, although long-term interest
rates may be little affected and short-term interest
rates might ease back again in 1991. Fiscal consolida-
tion is projected to continue, and in most countries the
general government financial position should improve
further with ratios of debt to GNP stabilising or fall-
ing. Nonetheless in countries with high public debt
relative to GNP (Italy, Belgium, Greece, the Nether-
lands) the weight of interest payments will limit pro-
gress in reducing deficits. In Germany, tax cuts and
increases in expenditure associated with unification are
likely to result in a marked widening in the budget
deficit in 1990; but with growth of activity likely to be
buoyant, the deficit should start to narrow again in
1991. Nonetheless, the implementation of German
economic and monetary unification has given rise to
uncertainty about the prospective evolution of German
public finances.

Overall OECD output may expand at an annual
rate of some 3 per cent this year and next, close to
potential growth. Consumer expenditure is likely to
remain strong but, with interest rates high and the
initial impact of financial deregulation waning, it will
probably no longer be boosted by falling saving ratios
— with the notable exception of Japan. In a number of
countries, such as the United Kingdom and most Nor-
dic countries, where the fall in saving ratios had been
particularly marked, some increase is projected. Pri-
vate non-residential investment may slow after several
years of very rapid expansion (Table 2), in part
because the growth of profits may be more moderate.
The deceleration of investment could be particularly
striking in Japan, going from an annual average
growth rate of over 15 per cent over the two years to
end-1989 to 5 per cent in 1991. United Kingdom busi-
ness investment is likely to stagnate over the projection
period, because of high interest rates and the signifi-
cant fall in profits since 1988. In contrast, business
investment should remain relatively buoyant in conti-

nental Europe notably in the three largest countries,
reflecting continued high pressures on existing capacity
combined with rising returns to investment.

With productivity gains remaining steady at
recent rates, as seems probable, the projected expan-
sion of activity may be just sufficient to absorb into
employment the growth of the labour force; overall
OECD unemployment should thus remain at around
6'/» per cent. Sectoral and local labour-market tight-
ness will nonetheless remain high and real wages may
increase broadly in line with productivity after a long
period during which they did not do so such that profit
margins were rebuilt. High levels of capacity utilisa-
tion provide little room for a deceleration of inflation,
which on average is projected to continue at around
4'/» per cent. Within this overall average — and a worry-
ing feature of the outlook — there appears to be some
slippage in countries that had achieved low inflation.

World trade, is likely to grow at 6'/2 to 7 per cent
in volume terms, but little further adjustment of exter-
nal imbalances is projected. A number of factors will
continue to support adjustment: a U.S. competitive
position which remains strong, and buoyant domestic
demand in Japan and Germany, which should sustain
a rapid growth of imports. But a lower value of the yen,
if it persists, will work against external adjustment
after the initial J-curve effects have been felt. Overall,
the United States current deficit may narrow some-
what, to just over 1'/> per cent of GNP next year. In
Japan the current surplus is likely to rise in absolute
terms from the second half of this year, and to stabilise
at around 1% per cent of GNP. The German surplus
could rise further in 1990 but then decline somewhat in
1991, while remaining at around 4 per cent of GNP.
The current deficits of the United Kingdom, Australia
and New Zealand may narrow, reflecting slow growth
of domestic demand, while those of Canada, Finland,
Greece, Portugal, Spain and Sweden could widen
further.

While this outlook has hardly changed from the
one presented in the previous issue of the OECD
Economic Outlook, the uncertainties surrounding it are
substantially larger. In particular, it is difficult to
assess how expectations of economic agents in OECD
countries will evolve in the light of completely new
developments, like those in central and eastern Europe.
Moreover, confidence could weaken if financial and
exchange market volatility re-emerge.



MONETARY AND FISCAL POLICIES

The stance of monetary policy has remained generally
firm in the first half of 1990, as inflation risks have
persisted in the OECD area as a whole — perhaps abat-
ing in some countries, but coming more to the fore in
others. Long-term interest rates rose during the first
four months of the year in the three largest countries
for reasons which for the most part have been distinct
to each. However, market assessments of the financial
implications of events in central and eastern Europe
have been a common factor contributing to these devel-
opments. For the area as a whole, the improvement in
government budget balances is expected to continue,
even as the growth of economic activity moves to a
moderately slower path. For most countries, fiscal poli-
cies are becoming more sustainable, as debt-GNP/
GDP ratios stabilise or even decline. Many countries
have a way to go before public finances are put on a
sound footing, however.

MONETARY POLICY

Continuing firm monetary stance

During the past few months the stance of mone-
tary policies has remained restrictive in most major
OECD countries. At the same time, uncertainty over
the outlook for inflation and monetary policy responses
to it, together- with the momentous events in central
and eastern Europe, led to a marked increase in finan-
cial volatility in bond and stock markets.

In the United States, a /s percentage point
decline of the overnight Federal funds rate in Decem-
ber continued a process of policy easing over the sec-
ond half of 1989. This had occurred against a back-
ground of lower monthly inflation data and concerns
about a sharp slowdown in activity. The Federal funds
rate was brought down to 8's per cent, and it has
remained broadly unchanged to May. Since then,
inflation figures have been less reassuring and growth
has held up. Long rates rose early in the year following
the easing of monetary policy. While they slipped back
somewhat in May, this has not been sufficient to
reverse their previous broad upward movement, and
the yield curve remains upward sloping. The collapse

of the junk bond market and an increase in bank prob-
lem loans have not significantly affected overall liquid-
ity conditions in the U.S. economy.

In Canada, the authorities reduced short-term
interest rates by ' of a percentage point in mid-Janu-
ary, in response to an apparent slowing of the economy,
but subsequently had to reverse this move following a
sharp fall of the Canadian dollar on the foreign
exchange market. With the official discount rate at
around 14 per cent in late May, the interest differential
with the United States federal funds rate has increased
to well over 500 basis points, compared with just over
100 basis points at the beginning of 1989.

In Japan monetary policy was tightened in late
December, when the discount rate was raised by '/ of a
percentage point; and again in March, when it was
raised a full percentage point to 5Y: per cent. The Bank
of Japan gave an additional restrictive policy signal in
early 1990, when it requested national banks to place
more restrictive limits on their lending; it subsequently
extended this recommendation to regional banks.
These moves have been motivated by concerns about
inflation as economic growth, driven by domestic
demand, has been strong and conditions in labour mar-
kets have tightened. There has also been considerable
official concern about asset inflation — the large
increases in land, equity and some other asset prices in
recent years. Most key financial indicators also point in
the direction of inflation potential. M2 + CD growth
has accelerated significantly and exceeded the Bank of
Japan projection range of 9-10 per cent for the first
quarter of 1990 (Table 4). Moreover, yen depreciation
against the dollar continued in the early months of
1990, posing a risk of import price inflation.

After short-term interest rates rose by about
2 percentage points in the second half of 1989, mone-
tary policy has remained firm in Germany, as demand
in the economy proved stronger than expected. While
the official discount and Lombard rates have been kept
unchanged in the first five months of 1990 (at 6 and
8 per cent, respectively), rates on securities repurchase
agreements have firmed and three-month market inter-
est rates are up by about ' of a percentage point since
the end of 1989. Long-term interest rates in Germany
have risen much more — by about 1 percentage point
between December and mid-May - suggesting market
expectations of strong demand growth and perhaps



Table 4
Monetary aggregates?: Recent trends and targets
Percentage changes, seasonally adjusted at annual rates

Average of From

Last Last §2 Last 6 Last 3 last three target %}:ﬁr:i:;t
observation months®  months®  months? monthly base AaTect
changes® periodd g
United States Mi Apr. 1990 2.5 5.3 519 6.4
M2 Mar. 1990 5.5 6.8 6.4 6.1 6.4 37
M3 Apr. 1990 2.8 2.6 2.6 22 2.4 2.5-6.5
Japan Mi Feb. 1990 0.2 2.8 5.9 18.8
M2+CD Feb. 1990 113 135 16.3 18.5 11.8 9-10
Germany M1 Mar. 1990 3.0 4.8 49 -1.6
M3 Mar. 1990 4.4 4.6 52 4.2 4.8 4-6
CBM Mar. 1990 4.6 6.0 7.3 6.8
France M2 Mar. 1990 3.5 0.6 -1.2 0.4 -1.0 3.5-5.5
M3 Mar. 1990 7.0 51 6.7 38
L Mar. 1990 8.6 6.8 6.6 2.9
Italy TDC Dec. 1989 14.2 14.0 15.9 1913 15.1 12
M2 Dec. 1989 9.6 8.4 7.5 11.1 111 6-9
United Kingdom MO Mar. 1990 5.9 53 29 0.5 6.0 1-5
M4 Mar. 1990 18.1 1377 17.6 1599
M5 Mar. 1990 17.7 17.0 17.0 14.7
Canada M2 Apr. 1990 11301 14.0 9.2 7.4
a) For details, see “Sources and Methods™.
b) Most recent 3-month average over the 3-month average ending 12, 6 and 3 months earlier.
¢) Average of monthly increases (at an annual rate) in the most recent 3 months.
d} Most recent monthly observation relative to target base period, at an annual rate; for Japan and the United Kingdom, changes over the previous 12

months.

For the United States, Germany and France targets are for the period 1990 Q4/1989 Q4; for Japan, the projection is for 1990 Q1/1989 Q1; for the United Kingdom

the current target is expressed in terms of changes over the previous 12 months; for Italy the targets are for calendar year 1990.

higher inflation ahead, although price increases have
thus far been moderate. These expectations may have
been influenced by M3 growth which, if Euro-
Deutschemark deposits are included, has continued to
grow strongly’. The major factor, however, is the pros-
pect of monetary union with the German Democratic
Republic (GDR), which is widely seen as involving at
least some intensification of demand and inflation pres-
sures, as well as possible increases in the real return to
investment over the medium term. Uncertainty about
the extent and timing of these factors and about pros-
pects in central and eastern Europe more widely, is
also likely to have added to pressures on interest rates.

The strength of the Deutschemark in late 1989
led the French authorities to increase their money mar-
ket intervention rates by half a percentage point in
mid-December to alleviate pressure on the DM /franc
rate. Banks’ base lending rates rose in response. How-
ever, some easing of money market rates has been
possible since the turn of the year, as the Deutsche-
mark weakened within the EMS in response both to
uncertainty about German monetary union, and as
inflation and external trade performance improved in
France. The Bank of France lowered its intervention
rate by 2 of a percentage point in two stages in April,
and the banks’ base lending rate fell from 11 per cent
to 10.5 per cent. Short-term interest differentials with
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Germany have narrowed by about 1)~ percentage
points between January and mid-May, but the scope
for this to continue may be limited if domestic demand
strengthens.

The exchange rate of the lira weakened following
the decision of the Italian authorities not to participate
in the round of EMS interest rate increases in October.
In early January, the central rate for the lira within the
EMS was devalued by 3.7 per cent against the
Deutschemark (although the market rate was
unchanged), and the authorities committed themselves
fully to the system by narrowing the lira margins of
fluctuation to the normal 2 per cent. Since then the
lira has been strong, as the three-month interest differ-
ential vis-g-vis Germany remained at around 400 basis
points in mid-May and exchange controls were
removed. The strength of the lira, some improvement
in inflation performance and the adoption of the
government’s budget reduction package have permit-
ted an easing of interbank interest rates, and the dis-
count rate was cut a full percentage point in late May,
to 12.5 per cent. Italian inflation, nevertheless, contin-
ues at a rate well in excess of its main EMS partners.

In the United Kingdom, inflation concerns
remain paramount despite a protracted period of mon-
etary restraint. Indeed, three-month interbank rates
have continued to drift upwards since the end of 1989



and remain well above 15 per cent. Some financial
institutions raised their mortgage rates by almost
1 percentage point in early March.

Amongst the small European countries, Belgium
and the Netherlands nudged up their official interest
rates in concert through early January. Subsequently,
however, both of these countries and Denmark have
lowered interest rates, as the DM weakened within the
EMS and as inflation data have improved. Monetary
policy has also been eased slightly in Australia in
recent months, amid signs that the economy is slowing
after two years of restrictive monetary policy. By con-
trast, the central bank of Sweden raised its official
intervention rate between December and May, reflect-
ing concerns about inflation and the exchange rate.

OECD interest rate projections are shown in
Table 5. They reflect current policy intentions and,
given the prospective pressures in economies, imply
little easing of short rates in the United States, some
further firming in Japan and a substantial rise in Ger-
many in the second half of 1990. There appears to be
only modest scope for easing of rates in other European
countries and Canada in 1991. Yield curve slopes are
projected to change very little over the projection
period for the United States, Japan, the United King-
dom and Canada. In Germany, long-term interest
rates appear already to reflect expectations of higher
short rates and may rise only a little further. Thus the
present upward-sloping yield curve should flatten or
even become slightly inverted. In France, long rates
are projected to decline more than short rates, and in
Italy some unwinding of the previously inverted yield
curve is expected.

Bond price weakness and yield curves

Bond prices were generally weak and yield
curves steepened over the first few months of the year
in the United States, Japan and Germany, as shown in
Chart C. These developments largely reflected domes-
tic factors, particularly, though not only, changes in
expectations about inflation. In the case of the United
States, this change appears mainly to have reflected a
shift away from the perception that monetary policy
could continue to ease in response to a slowing econ-
omy and receding inflation pressures. Activity was
stronger than generally expected in the early part of
the year, and financial markets appeared to perceive a
higher risk of inflation over the medium term than
when easing by the Federal Reserve began in
mid-1989: interest rates in late April on all
U.S. government securities of maturities longer than
one year were actually higher than they were in
mid-1989 (see Chart C). While long-term interest
rates eased slightly by mid-May, in response to the
weakening of some leading indicators of activity, the
yield curve is still significantly upward sloping.

The Japanese yield curve has steepened even as
short-term interest rates have been pushed up by policy
action starting in May 1989. The current shape sug-
gests a market view that short rates are more likely to
rise over the coming year than to fall.

The German yield curve has also both steepened
and risen over most of its range. Here, as noted earlier,
the prospect of monetary and political union with the
GDR seems to have been an important factor, operat-
ing through three main channels. First, the expected

Table 5
Interest rate developments®
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CHART C
RECENT YIELD CURVE DEVELOPMENTS

{The term structure of interest rates)
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Note: The data for the United States are: the federal funds rate for
overnight and Treasury bills and bonds {bond equivalent rates) for other
maturities. For Japan the data are: the call rate {uncollateralised) for
overnight, CD rates (offer) for maturities from 1 month to 2 years, and
the representative government bond rate for the 10 year maturity. For
Germany the data are: the interbank rate for maturities up to 6 months

and government bond rates for maturities over 1 year.

For Japan, values for maturities of 3, 4, 5 and 7 years are imputed. Two
months and 1 year maturities are imputed for Germany.

Maturities notation: 1M - one month, etc; 1Y - one year, etc.



CHART D

SHARE PRICES
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future demand for long-term loanable funds to finance
investment has presumably pushed up expected real
interest rates. Second, inflation expectations may also
have risen. Finally, faced with increased uncertainty
about future outcomes for both the real economy and
interest rates, the risk premium on longer-term bonds
very likely increased.

While domestic factors have been most impor-
tant in explaining bond price behaviour thus far in
1990, a common element across markets has been the
developments currently underway all over central and
eastern Europe, and not only in the GDR. Rebuilding
these economies through substantial capital investment
is likely to imply both an additional call on world
savings during the 1990s, and greater pressure on the
supply potential of OECD economies, thereby pushing
up both the real and the inflation components of inter-
est rates across all markets. To the extent that market
expectations are forward-looking, this effect should
already be influencing longer-term interest rates.

Recent stock market developments

In contrast to the similar behaviour of bond
prices in the three largest OECD economies in the
early months of 1990, major stock markets have shown
diverse tendencies. In the United States, share prices,
which had been broadly flat since the beginning of the
year, have recently moved up somewhat to record
levels; in Japan they fell substantially, and have subse-
quently recovered only part way; in Germany they
have risen significantly (Chart D). French and Italian
markets have not yet displayed any major trend in
either direction, while in the United Kingdom and
Canada they have been relatively weak. These diverse
outcomes suggest that different factors have been
important in the major equity market developments in
the past few months. The following paragraphs review
recent trends in the polar cases of Japan and Germany.

The importance of the expected capital gain
component of the return to equity relative to dividends
in the Japanese market may make prices there espe-
cially sensitive to interest rate increases that are
expected to be sustained. However, while interest rates
in Japan have been rising for well over a year, share
prices have fallen only more recently, possibly because
most market participants expected that the tightening
of monetary policy in 1989 would be relatively short
lived, particularly with U.S. interest rates falling.
Expectations changed after the turn of the year. It
seems reasonable to interpret the early 1990 drop in
the Tokyo stock market as an adjustment, arguably
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overdue, to the end of a period of easy money and a
consequent jolt to bull-market psychology.

The effects of the progressive deregulation of
Japanese money markets may also be contributing to
this stock market adjustment. More and more short-
term deposit rates are moving to higher market-deter-
mined levels. As the higher rates attract saving, the
demand for equities could be reduced. The speed of the
markets’ decline has been thought by some to have
been exacerbated by programme trading, a recent
import into the Tokyo market {from the United States.

In the case of Germany, share prices have been
moving upwards — by approximately 30 per cent
between the dismantling of the Berlin Wall and mid-
May of this year. The main domestic factor here again
appears to be the prospect of monetary union with and
the economic reconstruction of the GDR. This is
expected to have a favourable impact on corporate
profits in the Federal Republic, prompting investors to
buy German equities which, in terms of cash flow or
carnings, were underpriced relative to other markets
even before the prospect of German unification
emerged.

FISCAL POLICY

The near-term budgetary outlook

Budget deficits are expected to continue declin-
ing in most OECD countries over the projection period.
For the OECD area as a whole®, the general govern-
ment financial deficit is projected to fall, albeit at a
slower pace than in recent years, to 0.7 per cent of
GDP in 1991 (Table 6). In the major countries this
improvement is likely largely to reflect reductions in
central government budget deficits (Table 7). To some
extent lower deficits are also expected for other levels
of government (local and social security), except in
Canada where some of the recent measures 1o achieve
budgetary savings for central government have partly
shifted expenditure to provinces. A deterioration in the
budgetary positions of the Linder is also expected in
Germany, although in this case the effect on general
government finance is compounded by the expected
increase in central government’s budget deficit®. In the
United Kingdom, the central government is expected
to experience some erosion of its surplus over the pro-
Jjection period.

The extent to which the projected progress in
budget deficit reduction reflects factors other than the
business cycle is indicated by changes in cyclically-



Table 6
General government financial balances?
Surplus (+) or deficit (-) as a percentage of nominal GNP/GDP

1984 1985 1986 1987 1988 1989 1990 1991
United States -2.8 -3.3 -34 -2.4 -2.0 -2.0 -1.3 -0.9
Japan =21 -0.8 0.9 +0.7 +2.1 +2.7 +3.1 +3.3
Germany? -1.9 ~1.1 -1.3 -1.8 2.1 +0.2 —0.8 -0.8
France -2.8 -2.9 -2.7 -1.9 -1.8 -1.4 -1.2 -1.0
Italy -11.6 -12.5 -11.7 —11.1 -10.9 -10.2 -10.2 -9.9
United Kingdom -3.9 2.7 -2.4 -1.2 +1.1 +1.3 +0.7 +0.3
Canada -6.5 -6.8 -5.5 —4.4 ~2.6 -34 -3.0 -2.7
Total of above countries¢ -34 -3.2 -3.2 -2.2 -1.5 —1.1 -0.8 0.6
Australia —4.0 -33 -30 -1.1 +0.7 +1.2 423 +2.2
Austria -2.6 -2.5 -3.7 4.3 -3.1 2.7 -1.1 -0.3
Belgium -93 -8.7 -8.8 -7.2 6.8 -6.5 6.1 -6.0
Denmark —4.1 2.0 +34 +2.5 +0.3 0.4 -0.5 0.0
Finland +0.4 +0.1 +0.8 —1.2 +1.4 +2.7 +2.5 +1.4
Greece -10.2 -14.0 -12.7 -12.0 —14.5 -17.8 -17.2 -16.5
Ireland -10.1 ~11.8 -11.6 -9.2 -2.6 -2.8 -1.1 0.1
Netherlands -6.3 4.8 -6.0 —6.5 -5.0 -5.1 -5.1 -5.0
Norway +7.5 +10.4 +5.9 +4.8 +3.1 +1.0 +1.2 +0.5
Spain -5.5 -7.0 —6.1 -3.2 -3.1 -2.1 -2.0 ~-1.4
Sweden -2.9 -39 -1.3 +4.2 +3.4 +5.3 +4.6 +3.2
Total of smaller countries<4 —4.3 —4.1 -3.7 =25 -2.0 -1.7 -1.4 -1.4
Total of European countries <4 —4.5 -4.4 —4.1 -3.5 3.1 =22 -2.5 -2.5
Total of above countries¢ -3.5 -3.3 -3.2 -2.3 -1.6 -1.2 -0.9 -0.7

a) Ona SNA basis except for the United States, the United Kingdom, Australia, Greece and Sweden, where the data arc based on national methods.

b} Excludes the German Unity Fund.
¢) 1987 GNP/GDP weights and exchange rates.
d} For the countries shown in the table.

adjusted budget balances?, which are projected to
improve by the same amount as actual balances over
1990-91°. Thus, in contrast with recent years, it is non-
cyclical factors rather than average growth (for the
present economic cycle) which are mainly expected to
reduce budget deficits.

Recent increases in interest rates are not
expected to affect significantly OECD budgetary con-
solidation: the change in the combined cyclically-

adjusted balance for the group of countries included in
the total OECD area calculation is almost the same
over 1990-91 whether or not interest payments are
included. The absence of more visible effects of recent
interest rate increases at the aggregate level reflects
long lags between changes in market interest rates and
governments’ average borrowing costs, as well as the
fact that debt-GNP/GDP ratios are falling in many
countries including, in particular, Japan. Nevertheless,

Table 7
Central government financial balances?
Surplus (+) or deficit (-) as a percentage of nominal GNP/GDP

1984 1985 1986 1987 1988 1989 1990 1991
United States —4.5 —4.9 4.9 -3.6 -3.0 -2.8 -2.1 -1.9
(excluding social security)® —4.6 -5.2 -53 —4.1 -39 -3.9 -3.4 -3.2
Japan< —4.1 -3.7 -3.1 ~-1.9 ~1.1 -0.8 -0.6 0.5
Germany? -1.6 -1.2 -1.2 -1.4 =17 0.4 -1.0 -0.7
France -3.0 -29 -2.3 23 -2.0 -1.7 -1.4 -1.2
Italy -11.6 -13.6 -12.8 —11.5 -11.8 -11.0 -10.9 -10.7
United Kingdom -3.1 -2.3 -2.1 1.1 +1.1 +1.3 +0.7 +0.2
Canada —6.8 —6.6 —4.8 —4.3 -34 -3.6 =29 -2.4
Total of above countries® —4.5 —4.6 4.3 -3.3 2.7 -2.4 -2.1 -1.9

a) On a SNA basis excepl for the United States, Germany, the United Kingdom and laly where the data are based on national methods.
b) OECD estimates, derived from fiscal year ofl-budget items (primarily retirement pension balance) converted to a calendar year basis.

¢) For the fiscal year beginning 1st April of the year shown.
d) Excludes the German Unity Fund.
e) 1987 GNP/GDP weights and exchange rates.



in countries with high debt-GNP/GDP ratios such as
Italy, Canada, Belgium, Greece and Ireland, interest
rate effects are more notable.

Although cyclical developments are not expected
to influence budget balances, on average in the OECD,
they do affect projections for most countries. In the
United States, Canada, Australia and Denmark, the
cyclical component of the budget balance is projected
to deteriorate. However, this is expected to be more
than offset by discretionary measures (Chart E). Of
the other countries in which the cyclical component of
the budget balance is projected to deteriorate, Finland
is expected to follow a broadly neutral fiscal policy,
while the United Kingdom and Sweden plan to make
discretionary reductions in their surpluses respectively
through increases in expenditure and tax reform.

Amongst countries where growth is projected to
be above trend, five — Italy, Austria, Belgium, Ireland
and Spain — are expected to reinforce the automatic
improvement in their budget positions with firmer dis-
cretionary policies (mainly inducing planned revenue
increases in Italy and Spain and non-interest expendi-
ture reductions in the other countries). The cyclically-
adjusted budget deficits in Italy and Belgium may nev-
ertheless increase as debt service costs escalate. Of the
other countries in which growth is likely to be compar-
atively strong, only France is projected to pursue a
neutral policy stance over 1990-91. Discretionary
budgetary relaxation is not expected to be large
enough to offset the favourable budgetary effects of
strong growth in the Netherlands. In Germany and
Norway, on the other hand, discretionary actions are
expected to offset completely the positive cyclical con-
tribution to the budget. The German budgetary situa-
tion reflects this year’s direct tax cuts as well as some
allowance for the extra expenditures associated with
the process of unification with the GDR (for an elabo-
ration, see the Country Note on Germany). In Nor-
way, income tax cuts are the main factor accounting
for the projected discretionary easing in fiscal policy®.

Cyclical factors are not expected to have any
effect on the budgetary positions of two countries
— Japan and Greece — where discretionary policies are
respectively anticipated to be neutral and firming. The
expected tightening of budgetary discipline in Greece
will begin to reduce a deficit that is by far the largest in
relation to GNP of any OECD government.

Public debt and the sustainability of fiscal policy
The improvement in the budgetary situation of

most OECD countries during the second half of the
1980s has been reflected in a stabilisation of public
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debt-GNP/GDP ratios. With growth projected to slow
and long-term interest rates to rise, current fiscal pol-
icy settings are expected to be broadly sustainable
from the viewpoint of keeping public debt on a stable
or declining path.

Assessing the sustainability of fiscal policy in this
sense is equivalent to asking whether the present levels
of taxation and government spending can be main-
tained, or whether adjustment of these will be needed
in order to avoid a build-up of debt as a share of GNP/
GDP. Such an appraisal requires that account be
taken of i) revenue and expenditure programmes,
which are under the direct control of fiscal authorities;
and /i) long-run real output growth and the real rate of
interest, factors that are less under their control.
Indicators which reflect the sensitivity of public debt to
both these elements are presented below. They focus
on the future path of the ratio of debt to GNP/GDP
that would be observed if the current stance of fiscal
policy — characterised by the size of the primary
budget balance (i.e. the balance net of debt interest
payments) — were to remain unchanged relative to
output’. Fiscal policy could be said to be unsustainable
if public debt is projected to increase indefinitely rela-
tive to output, a situation which can be shown to pre-
vail whenever the nominal rate of interest exceeds the
growth rate of nominal output and the primary budget
is in deficit or insufficiently in surplus.

The average value of primary budget balances
(both actual and cyclically-adjusted) for selected
OECD countries is shown in Table 8, as well as the
difference between interest rates and the output growth
rates projected for the 1990-91 period. Two alternative
measures of this differential are reported, one based on
the implicit average interest rate actually paid on net
debt, and the other on the market rate for long-term
bonds. For most countries the differential is smaller (or
even negative) when the average interest rate is used,
partly because this reflects the lower cost associated
with issuing non-interest bearing debt to the central
bank, but also because long-term debt may have been
incurred in the past at interest rates different, on aver-
age, from those currently prevailing. This implicit rate
may not necessarily be representative of the market
conditions at which new debt can be issued, especially
as the pursuit of an anti-inflationary monetary policy
would not allow monetary authorities to absorb large
amounts of new public debt issues. In this respect, the
measure based on the long-term market rate may be
preferable when assessing the outlook for public debt.
The last column of the table uses this measure and the
outstanding stock of debt to estimate what primary
balance would just stabilise the debt-GNP/GDP
ratio®. Either the actual or the cyclically-adjusted



CHART E
FISCAL STANCE IN OECD COUNTRIES
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A FORWARD-LOOKING INDICATOR OF THE SUSTAINABILITY
OF FISCAL POLICY

The traditional indicators of the sustainability of fiscal
policy presented in Table 8 show the evolution of the
debt-GNP/GDP ratio that would be implied by main-
taining the current budgetary stance. Judging the sus-
tainability of policies on this basis has at least two limi-
tations. First, to the extent that the government’s
budgetary decisions span several years, an apparently
“unsustainable” fiscal policy may be in reality sustaina-
ble by virtue of the fact that a correction is built into the
policy agenda and is therefore expected during the later
part of the planning horizon. Conversely, a policy stance
may appear sustainable on the basis of the traditional
measure despite the fact that latent spending pressures,
including those arising from unfunded liabilities, or
incipient revenue declines threaten the long-run health
of public finances. Thus, a forward-looking indicator,
which takes account of foreseeable future changes in
spending or revenues, would provide, in principle, a bet-
ter assessment of the sustainability of the government’s
budgetary stance.

A second and related limitation of the traditional indica-
tors of sustainability is that, insofar as fiscal policy may
appear to be unsustainable over a given planning hori-
zon, these indicators do not provide any direct indication
of the magnitude of the change in government spending
and/or taxation needed now to avoid an increase in the
debt-GNP/GDP ratio over the longer term. It would be
useful to have a meaningful measure of the degree to
which a budget stance departs from a sustainable path.

To overcome these limitations, an alternative indicator
of sustainability has been developed recently', which
views budgetary decisions as being made over a plan-
ning period of a specified duration. In this approach, the
sustainability of fiscal policy is gauged by comparing the
current implicit tax rate (the ratio of general govern-
ment receipts to GNP/GDP) to the one which, if main-
tained throughout the planning period, would prevent
public debt from growing more rapidly than income?. A
positive difference between this estimated tax rate and
the current one — the “tax gap” — is suggestive of a need
to tighten policy to stabilise the debt-GNP/GDP ratio,
either by raising taxes or by reducing spending, or a mix
of both.

The degree to which fiscal policies in Member countries
are sustainable according to this alternative approach
can be seen from the adjoining table. The estimated tax
gaps shown there are for the period 1989-91, based on
current projections for growth rates and interest rates.
The rather short horizon is one for which projections of
future fiscal policy and economic variables are readily
available. These projections incorporate the effects of
legislated or likely-to-be approved policy measures on
public budgets, which are discussed in the country notes
of this Outlook. Also shown in the table, for purposes of
comparison, are the more traditional primary gaps
described earlier in this chapter.

Not surprisingly, given the short time horizon over
which future structural budget changes have been taken
into account, the alternative approach tends to provide a
similar qualitative assessment of the sustainability of
fiscal policy as the one suggested by the traditional
indicators. Indeed, on the basis of current and expected
budgetary measures, fiscal policy appears sustainable in
all countries except Greece, Italy, and the Netherlands.
Although the assessments using the different approaches
for a short time horizon are similar, appraisals of the
sustainability of fiscal policy over longer horizons can
yield very different outlooks than suggested here.
Indeed, estimated tax gaps may be significantly affected
by the pressures on future government expenditure
noted in the text (demographically-induced pension and
health spending, infrastructure investment, etc.). Thus,
it seems worthwhile to extend the time horizon of the
calculations, provided adequate information is available
concerning the longer-run spending and revenue impli-
cations of current policies.

Forward-looking indicator of the sustainability
of fiscal policy

As a percentage of nominal GNP/GDP

Memorandum item:
Three-year Debt-stabilizing primary gaps®
tax gap® Cyclicall
actual aﬁjuslcdy

United States +0.2 -0.5 0.1
Japan -3.5 -3.7 -3.4
Germany ¢ -2.9 -1.0 -0.4
France -0.1 0.1 +0.2
Italy +4.6 +4.5 +4.8
United Kingdom -1.8 -0.9 0.6
Canada -0.4 -1.2 -1.1
Australia -2.1 -2.1 -1.9
Austria 0.4 -0.7 -0.1
Belgium -1.2 -0.3 +0.5
Denmark -2.7 -2.3 =30
Finland -2.4 ~-2.4 -1.9
Greece +9.1 +7.7 +7.8
Ireland -1.7 -0.8 0.7
Netherlands +1.9 +1.9 +2.7
Norway +0.3 +0.4 +1.3
Spain 0.1 -0.6 +0.2
Sweden -5.0 -39 -3.5
a) Sec discussion above.

b) Debt-stabilising primary balance minus the average projected pri-
mary balance over the 1990-1991 period.

¢ Excludes the German Unity Fund.

NOTES

1. Sec O.J. Blanchard, “'Suggestions for a New Sect of Fiscal
Indicators™, OECD Department of Economics and Statistics Working
Papers No. 79, April 1990.

2. Income includes the interest payments on the debt itself.

3. Sce J.C. Chouraqui, R.P. Hagemann and N. Sartor, “Indicators of
Fiscal Policy: a Re-examination™, OECD Department of Econonics
and Statistics Working Papers No. 78. April 1990. for an application
of this approach to sclected OECD countries.
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Table 8
Traditional indicators of the sustainability of fiscal policy

Differential between the interest General government
. rate and output growth based on:? primary balances b4 )
Net public debt Debt-stabilising
in 1989« Implicit interest Long-term b Cyclically- ~ |Primary Balancee
rate¢ interest rate et adjusted

United States +29.8 +1.4 +2.3 +1.2 +0.8 +0.7
Japan +14.1 -1.4 +0.7 +3.8 +3.6 +0.1
Germany/ +21.9 +3.8 +2.0 +1.4 +0.8 +0.4
France +25.4 +2.7 +3.7 +1.0 +0.7 +1.0
Italy +94.3 +0.7 +3.7 -1.1 -1.4 +3.5
United Kingdom +329 0.4 +4.5 +2.4 +2.1 +1.5
Canada +38.0 +8.0 +3.6 +2.6 +2.5 +1.4
Australia +16.5 -2.3 +5.4 +3.0 +2.8 +0.9
Austria +57.8 -0.1 +3.4 +2.6 +2.1 +2.0
Belgium +122.4 +1.7 +3.2 +4.2 +3.5 +3.9
Denmark +23.1 +13.4 +6.4 +3.8 +4.5 +1.5
Finland =2.1 +2.4 +6.0 +2.3 +1.8 —0.1
Greece +79.0 -1.2 +2.4 -5.8 -5.9 +1.9
Ireland +122.6 -1.3 +4.1 +5.8 +5.8 +5.1
Netherlands +57.2 +2.2 +2.9 -0.2 -1.0 +1.7
Norway -25.6 +4.4 +5.4 -1.8 -2.6 -1.4
Spain +29.3 +1.4 +3.4 +1.6 +0.8 +1.0
Sweden +0.6 +1.3 +4.0 +3.9 +3.5 0.0
a) As a percentage of GNP/GDP.
b} Average over the 1990-1991 period.

c)
d)
e)
7

Derived by the multiplication of column | by column 3. See text.
Excludes the German Unity Fund.

primary balances shown in the two previous columns
can be compared to the debt-stabilising value to assess
the sustainability of fiscal policy. By this criterion, poli-
cies appear to be broadly sustainable, with the notable
exception of Greece (by a very wide margin) and, to a
lesser extent, Italy and the Netherlands. This overall
assessment is corroborated by an alternative indicator,
described in the adjoining box, which is based on the
fact that the government’s budgetary decisions span
more than one period.

While stabilising the debt-GNP/GDP ratio has
been an important objective in efforts to put economic
policies on a sound medium-term basis, several consid-
erations would justify the pursuit of more challenging
goals in the 1990s. In many countries, and for the
OECD as a whole, one such objective would be to
boost national saving. This would also be a reason for
governments to reduce disincentives to save arising
from tax systems and other policies. Another more
ambitious target in several countries would be to
reduce the share of budgetary resources devoted to
interest payments. Authorities in countries with very
high interest burdens have less budgetary flexibility to
respond to emerging expenditure needs, and their
budget stability will remain vulnerable to higher inter-
est rates.
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Average rate paid on outstanding public sector net debt (gross debt for Finland and Sweden).
Budget balances net of interest payments on the public debt, as a percentage of GNP/GDP.

An important reason for setting fiscal policy
goals more stringent than suggested by the debt sus-
tainability criterion is that the usual accounting princi-
ples on which they are based ignore unfunded liabili-
ties implicit in loan guarantees and pay-as-you-go
pension schemes. Stringency is also warranted in coun-
tries where substantial spending increases are envis-
aged, for example on environmental clean-up
programmes.

NOTES

1. If Euro-Deutschemark deposits were included as a
legitimate component of M3, current monetary growth
would appear to be around 8 per cent in early 1990,
i.e. more rapid than that shown by the variable targeted
by the authorities.

2. Statistics referring to the “total OECD area” in this
section are based on data from all OECD countries
except: Iceland, Luxembourg, New Zealand, Portugal,
Switzerland and Turkey.

3. The budgetary figures for Germany exclude amounts

borrowed through the German Unity Fund. Loans
raised through this fund are expected to amount to
approximately 1 per cent and 12 per cent of the
Federal Republic of Germany’s GDP respectively in
1990 and 1991.



The interpretation of cyclically-adjusted budget bal-
ances was discussed in OECD Economic QOutlook 31,
July 1982. Such a measure gives a rather wide defini-
tion of “discretionary” fiscal action because it includes
components (such as debt service, fiscal drag and
resources revenues) that are not directly under govern-
ment control. Fiscal drag is treated here as discretion-
ary on the basis that authorities could, if they desired,
offset the increases in taxation associated with nominal
income growth and an unindexed, progressive tax
schedule.

See Table 36 in the Detailed Projections and Other
Background Information section for detail.

The assessment of discretionary fiscal policy in Norway
is based on changes in the cyclically-adjusted non-oil
primary balance as a percentage of mainland GDP
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rather than the figures which appear in Table 36 and
which are reproduced in Chart E.

As originally developed by E.D. Domar (“The 'Burden
of Debt’ and the National Income”, American Eco-
nomic Review, December, 1944), this approach aims at
assessing the cconomic burden of the debt, under the
assumption that government net lending is a constant
fraction of total output and that interest payments are
entirely financed through taxes.

The level of the primary budget balance needed to
stabilise the debt at its current level is given by the
product of the current debt-GNP/GDP ratio times the
interest and output growth rate differential. See OECD
Economic Outlook 45, June 1989, pp. 24-26, for further
discussion of this aspect.



LABOUR MARKETS AND INFLATION

Vacancies and skilled labour shortages remain high in
many countries, although labour-market conditions
appear to have stopped tightening recently. With labour
demand buoyant and population growing slowly in the
OECD area, immigration has recently made an increas-
ing contribution to labour force growth in many OECD
countries. Employment growth is projected to slow over
the next two years and OECD unemployment could
start to drift up again. Price and wage inflation were
higher last year than in 1988. Prices were adversely
affected by strong rises in energy and food prices as
well as by increases in indirect tax rates, while the
underlying OECD inflation rate rose less perceptibly.
The growth of real earnings remained broadly
unchanged. Both price and wage increases are projected
to remain at current rates, though the balance of risks
seems to lie on the side of higher inflation.

Recent trends in labour markets

Employment and labour force developments

OECD employment grew at roughly the same
rate in 1989 as in 1988 (Table 9) although, in line with
the slowing of output growth, the expansion of employ-
ment decelerated in the second half of the year in all of
the larger economies except Italy. This pattern was
particularly marked in North America. Four countries
— Australia, Luxembourg, Spain and the United King-
dom — recorded employment growth of 3 per cent or
more for the year. Only four countries — Denmark,
Italy, New Zealand and Norway — experienced falling
employment.

The service sectors continued to generate most of
the growth in jobs, accounting for 85 per cent of the
increase in civilian employment last year in the seven
major countries. Industrial employment also expanded,
however, in all the major countries except Italy. Aus-
tralia and Spain recorded very rapid growth in this
sector — 6 per cent in both cases, with particularly
strong gains in construction.

Some indicators suggest that tight labour mar-
kets eased somewhat in the second half of last year. In
addition to the slowing in employment growth, vacancy
rates or other widely-used measures of job offers have
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declined in some countries (Australia, Belgium,
Canada, Portugal, the United Kingdom and the
United States), and this was accompanied by some fall
in overtime hours. Nonetheless, vacancies continued to
increase in Germany and remain at high levels in most
countries.

The OECD area labour force grew less rapidly
than employment in 1989, decelerating through the
year as employment growth slowed. The rate of
increase in the population of working age in the OECD
area has progressively declined since the mid-1980s, a
trend which continued last year. However, the negative
impact of the slowdown in population growth on labour
force growth has been moderated by immigration
flows.

Indeed, international migration has become an
increasingly important phenomenon for many OECD
economies as labour markets have tightened over the
past few years. Migratory flows reflect a response to
developments in both host and home countries. Popula-
tion pressures in countries on the southern peripheries
of Europe and the United States, accompanied by
large differences in per capita incomes between host
and home countries, have intensified supply pressures.
At the same time, the emergence of labour shortages in
many OECD countries has encouraged the recruit-
ment of foreign workers. While the most dramatic
recent increase in inflows has occurred in the Federal
Republic of Germany — the influx of east Germans and
ethnic Germans from other central and eastern Euro-
pean countries totalled 721 000 in 1989 — gross immi-
gration has also been of growing importance in Austra-
lia, Canada, Japan, Norway, Sweden, Switzerland
and, to a lesser degree, the United States. Even coun-
tries where emigration has a long tradition, especially
Italy and Spain, are now experiencing gross inflows in
excess of outflows so that net migration has been mak-
ing a greater positive contribution to their populations
and labour forces in recent years.

The relationship between the magnitude of such
flows and labour-market conditions is illustrated by the
negative relationship between the unemployment rate
and gross immigration in six European host countries
(Chart F). Gross inflows declined significantly in the
early 1980s as unemployment rose, but then began to
revive as the cyclical upswing gathered pace. While
these inflows boosted both the working-age population



CHART F

UNEMPLOYMENT RATE AND GROSS IMMIGRATION
IN SIX EUROPEAN COUNTRIES (1)
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Sources: QECD, SOPEM! 1988.

and the labour force, the magnitude of this effect is
difficult to judge in the absence of data on the age
structure of immigrants'. While persons of working age
are estimated to have accounted for roughly 90 per
cent of the inflow into Germany last year, this may not
be indicative of the age structure elsewhere.

The OECD unemployment rate fell by half a
percentage point to 6'/z per cent in 1989, down a cumu-
lative 2'/s percentage points from its 1983 peak. Most
of the decline occurred in the first half of the year and
the rate remained stable into the first quarter of 1990.
The largest falls last year were recorded in Australia,
Belgium, Finland, France, Germany, Ireland, the
Netherlands, Spain, and the United Kingdom. Current
unemployment rates are in line with, or beneath, their
previous cyclical lows in Australia, Canada, Finland,
Japan, Portugal, Sweden, Switzerland, the United
Kingdom and the United States. Elsewhere, the sharp
increase in unemployment which occurred during the
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first half of the 1980s has yet to be significantly
reversed.

Broadly speaking, the trend increase in European
unemployment rates in the 1980s has reflected a
lengthening in the average duration of unemployment
spells rather than increased inflows into
unemployment? In many cases persons idle for a year
or more account for 40 to 50 per cent or more of total
unemployment, and only the United Kingdom has
experienced significant falls in long-term unemploy-
ment recently. In contrast to the European experience,
rising unemployment in North America and Australia
in the early 1980s had mainly reflected increased num-
bers of newly unemployed rather than a lengthening in
unemployment spells. While U.S. workers are without
work more frequently than their European counter-
parts, the length of these spells is typically much
shorter; the average duration of uncompleted spells of
unemployment there is currently at two and a



Table 9
Employment, labour force and unemployment®

1988 1980-85 1987 1988 1989 1990 1991
Thousands Annual average percentage change
Employment
United States 114971 1.5 2.6 203 2.0 1.0 14
Japan 60114 1.0 1.0 1.7 1.9 1.8 1.5
Four major European countries 96 142 -0.3 1.0 1.6 1.3 0.9 0.7
OECD Europe 160653 -0.0 1.4 1.6 1.4 1.0 0.8
Total OECD 356952 0.7 1.8 1.9 1.8 1.2 11
Annual average percentage change
Labour force
United States 121 666 1.5 1.7 1.5 1.8 1.1 1.3
Japan 61 664 1.1 1.1 1.4 1.7 1.8 1.6
Four major European countries 105 556 0.6 0.7 0.9 0.4 1.0 0.7
OECD Europe 177014 0.8 1.0 1.0 0.7 1.0 0.8
Total OECD 383260 1.1 1.3 1.3 1.3 1.2 1.1
Per cent of labour force
Unemployment
United States 6695 8.1 6.2 585 S'3 5.3 5.4
Japan 1550 24 2.8 2.5 23 2.2 2.3
Four major European countries 9414 8.2 9.6 8.9 8.1 8.2 8.2
OECD Europe 16362 8.8 9.8 9.2 8.6 8.6 8.5
Total OECD 26308 75 7.4 6.9 6.4 6.4 6.5
Millions
Unemployment
United States 9.0 7.4 6.7 6.5 6.7 6.9
Japan 1.4 1.7 1.6 1.4 1.4 155
Four major European countries 8.3 10.1 9.4 8.6 8.8 9.0
OECD Europe 14.8 17.1 16.4 15.3 15.4 15.5
Total OECD 271 28.1 26.3 24.9 25.3 25.8

a) For sources and definitions, see ‘‘Sources and Methods"’.

half months compared with twelve months in, for
example, France.

Wage and cost developments

Last year saw a further upward drift in the
growth rates of business-sector /abour remuneration of
around '/ to ¥ percentage point depending on the mea-
sure used. This acceleration, which was widespread
and initially accompanied by a narrowing of the gap
between the higher rates of increase in European coun-
tries and lower rates elsewhere, barely kept pace with
the rise in price inflation, leaving real earnings growth
broadly unchanged. The growth rate of average wages
in the OECD area rose from 4.8 per cent in 1988 to
5.5 per cent last year (Table 10). Most countries
experienced this movement, but it was relatively pro-
nounced in Austria, Belgium, Japan and the United
States, where rates of increase have been below aver-
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age, and in Portugal, Spain and Sweden. With the
acceleration carrying over into 1990 in Japan and
Europe, OECD-wide nominal wages are currently esti-
mated to be rising at a 6 per cent annual rate, with the
gap between the average increase in Europe (7 per
cent) on the one hand and in the United States and
Japan (both 5', per cent) on the other, tending to
widen again. Non-wage labour costs in the OECD
increased more slowly than wages last year, but are
currently estimated to be rising at around the same
rate.

Within manufacturing industry, OECD hourly
earnings rose by 5 per cent last year, compared with
4.5 per cent in 1988. The acceleration was marked in
Japan owing to the impact of bonus payments, but was
relatively slight in Europe taken as a whole; the impact
of a clear acceleration in Austria, Belgium, Italy and
Sweden was largely offset by slowdowns in Denmark,
Ireland and Spain. Earnings growth slowed sharply to
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REAL WAGES RELATIVE TO PRODUCTIVITY (1)
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Table 10
Price and cost developments®

Percentage changes from previous period, seasonally adjusted at annual rates

Average 1989 1
2l . i o 1988 1989 1990 1991
GNP/GDP deflator
United States 4.6 4.3 3.6 4.5 3.3 4.1 4.2 4.5
Japan 1.4 1.8 1.8 3.0 0.6 1.5 2.7 2.6
Four major European countries 6.8 4.6 3.7 4.3 3.9 4.4 4.1 4.1
Total OECD 5.2 4.4 3.8 4.7 3.5 4.3 4.4 4.4
Total OECD adjusted® 4.9 4.0 3.4 4.3 3.1 3.9 4.0 4.1
Smaller European adjusted® 6.7 4.6 4.7 5.8 4.0 4.6 5.3 4.8
Wage rates®
United States 5.2 5.4 5.5 5.4 4.6 SLS 5.5 S:7
Japan 3.2 4.9 4.8 5.6 3.7 4.7 5.4 5.2
Four major European countries 7.7 5.2 6.0 6.9 5.2 5.3 6.5 6.2
Smaller European countries? 7.6 6.3 6.8 7.0 5.3 6.2 6.9 6.9
Total OECD* 5.9 5.5 5.6 6.1 4.8 5.5 5.9 5.9
Average compensation®
United States 52 52 5:2 Sl 4.7 5.3 5.6 5.7
Japan 3.8 3.8 4.5 5.4 34 4.3 52 5.2
Four major European countries 8.0 5.9 5.0 7.0 5.7 5.6 6.3 6.0
Smaller European countries/ 8.1 5.9 =2 7.6 5.3 6.0 7.5 6.8
Total OECD/ 6.2 5:3 5.4 6.3 4.9 5.4 6.0 5.8
Unit labour costs®
United States 4.1 4.9 4.8 5.1 34 5.0 4.8 4.2
Japan 0.8 2.1 0.3 2.6 -0.8 1.2 2.1 235
Four major European countries 5.7 3.7 3.1 4.8 2.6 345 4.1 3.5
Smaller European countries’ 6.0 3.1 6.1 533 2.9 3.7 S:S 4.7
Total OECD/ 4.2 3.9 317! 4.7 2.4 3.8 4.3 37

a) Aggregates are calculated using 1987 GDP weights and exchange rates.
b) Excluding three high-inflation countries: Greece, Iceland and Turkey.
¢) Business sector.

d) Excluding Greece, Iceland and Luxembourg, for which data are not available, as well as Turkey.

e} Excluding countries listed in footnote d) and New Zealand.

f)  Excluding Iceland and Luxembourg, for which data are not available, as well as Turkey.

below average in New Zealand and remained under
3 per cent in both the Netherlands and the United
States.

Although, as noted above, signs have emerged
recently of some easing in labour-market tensions
— which seem to have generally been less acute than at
the previous cyclical peak around a decade ago — con-
ditions remain tight in a number of countries. Against
this background, recent wage developments appear rel-
atively moderate. Last year the average OECD growth
rate of real wages barely matched its 13 per cent rise
in 1988. Real wages actually fell in Denmark, and
their growth rate slowed markedly in Finland, Ger-
many and Ireland, owing to the dual effect of a decel-
eration in nominal earnings and an acceleration of
price inflation. Taking the four major European coun-
tries together, the growth of real wages halved (from 2
to 1 per cent). The ratio of real wages to labour pro-

ductivity in the major countries is compared in
Chart G with its expected “normal” value (see the note
to Chart G for details on the construction of the latter
measure). This suggests that the /evel of real wages is
currently below “normal” in the continental European
countries, but above “normal” in Canada and the
United Kingdom.

A slowdown in the growth rate of productivity
last year and the coincident pick-up in wages growth
contributed in approximately equal measure to an
acceleration in business-sector wnit labour costs which
rose by 3.8 per cent, compared with 2.4 per cent in
1988. The rise in the United States (5 per cent) clearly
outstripped that in Japan (1.2 per cent) and the major
European countries (3.5 per cent). Labour-cost pres-
sures appear to have intensified during the first half of
1990, with unit costs rising further to an average
4% per cent in the OECD area as a whole. Within
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CHART H

ACTUAL AND UNDERLYING CONSUMER PRICE INFLATION (1)
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for which data on energy are not available.

manufacturing industry, the more pronounced slow-
down in output and productivity growth last year was
reflected in cost developments; taking the major seven
countries together, manufacturing unit labour costs,
which had fallen by 0.5 per cent in 1988, rose by
1.5 per cent.

Recent trends in prices and profits

Last year the rate of price inflation in the OECD
area — whether measured by the comprehensive GDP
deflator or at the consumer level — increased by around
1 percentage point. Food and energy prices, which
advanced more strongly than at any time since the
early 1980s, accounted for around a half of the accel-
eration in consumer prices. This occurred despite the
fact that world prices of food, tropical beverages and
agricultural raw materials fell last year, even in nomi-
nal terms. OECD domestic food prices, which are
linked to world commodity prices rather tenuously,
experienced upward pressure last year owing inter alia
to drought in certain European countries. Abnormally

1983
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cold weather in the United States and disruptions to
North Sea supplies accentuated the normal seasonal
upward pressure on oil prices during the second half of
1989 (by end-December Dubai crude was trading
12 per cent above its mid-year price).

Excluding food and energy, the ““underlying”
rate of consumer price inflation eased during the sec-
ond half of 1989, albeit modestly, following the steady
acceleration observed since the end of 1987 (Chart H).
Increases in indirect tax rates also imparted upward
pressure on prices last year. Among the major coun-
tries, such policy action added around ! percentage
point on average to the CPI, affecting mainly the low-
inflation economies (Germany and Japan) as well as
Italy. Mortgage-interest rate rises had a noticeable
impact on the index, directly in the case of the United
Kingdom and Australia and indirectly (via rents) in
the case of Switzerland. On the other hand, the sus-
tained weakening in world metals and minerals prices
throughout last year moderated inflationary pressures
in the OECD area.

World commodity prices have generally been
weak so far in 1990. Although non-oil commodity
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prices increased marginally during the first quarter of
the year, helped inter alia by a recovery in metals and
minerals prices, they have continued to decline in real
terms. At the same time, spot oil prices have softened
in the face of an easing back in demand and an
accumulation of stocks. Nevertheless, “exogenous”
factors continued to boost consumer prices at the
beginning of the year, influenced by the lagged effects
of North American climatic conditions in late 1989.
Abstracting from this influence, the rise was more
muted; the “underlying” rate of consumer price infla-
tion (excluding food and energy prices) rose from 4'/»
to 4% per cent during the first quarter.

The increase in business-sector output prices last
year (at 3% per cent) was rather less than that in
consumer prices, and matched the rise in sectoral unit
labour costs. Consequently, the share of capital income
remained stable in the OECD area as a whole. There
was downward pressure on capital shares in North
America and the United Kingdom, where costs rose
relatively rapidly, but gains in France and Germany as
well as in the large majority of other countries. A
broadly similar picture holds for the rates of return on
capital in the business sector.

Prospects

OECD employment growth is expected to slow to
around 1'/: per cent in 1990 and 1 per cent in 1991 in
line with the projected easing in the pace of output
expansion. Virtually all countries are expected to expe-
rience slowdowns, which could be especially sharp in
Australia, Finland, Spain and the United Kingdom.
Labour productivity growth is projected to continue at
its 1989 rate of almost 2 per cent over the next two
years.

Labour force growth in the OECD area is
expected to decelerate broadly in line with employment
as more sluggish demand for labour impacts on partici-
pation rates. Nevertheless, the numbers of unemployed
may start to drift up slowly this year; by the end of
1991 there may be around 1 million more unemployed
in the OECD area than at the end of last year. How-
ever, the overall OECD unemployment rate is pro-
jected to remain stable at around its present level of
6'/> per cent; it may rise somewhat in Australia,
Canada, Finland, Germany (reflecting further immi-
gration in 1990), Greece, Sweden, Turkey and the
United Kingdom, but is projected to fall in Belgium,
Ireland, the Netherlands and Spain.

With output expected to grow at 3 per cent
— which is around OECD estimates of its “potential”
rate — and the unemployment rate stable, underlying
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inflation momentum is projected to neither pick up nor
subside. Oil import prices are assumed to average
$17 per barrel during the present haif-year, and to
remain unchanged in real terms thereafter. Other com-
modity prices are projected to decline slightly in real
terms.

Hence, the rates of OECD-area wage and price
inflation may vary little from their present (first half of
1990) levels. Wages are projected to rise by 6 per cent
and both the GDP and consumption deflators by some
41/ per cent on average, implying little divergence of
real wages from their present 1'/> to 1%/ per cent growth
path. The projections entail a clear tendency toward a
progressive convergence of rates of nominal wage
growth across countries. With productivity growth
expected to remain steady, business-sector unit labour
cost growth should average some 4 per cent over the
projection period, which implies only a slight accelera-
tion from its 1989 rate. Among the major seven coun-
tries, unit labour costs could rise significantly faster
than average in Canada, Italy and the United King-
dom this year, but decelerate in the course of 1991.

The projection of price inflation stabilising at
around current rates is supported by direct surveys of
price expectations conducted in the United States and
the European Community, which suggest no change in
market sentiments in either an upward or downward
direction. Fiscal reforms are, however, considerably
distorting inflation profiles in the United Kingdom
(downward for the deflators but upward for the RPI
this year due to the method by which the Community
Charge — a poll tax replacing a property tax — is
treated), Canada (upward next year with the introduc-
tion of the Goods and Services Tax — essentially a
value-added tax) and Sweden (upward both this year
and next with the broadening of the VAT base and a
rise in the rate). As in the case of wages, a progressive
convergence of inflation rates is expected among the
larger countries. Rates of return on capital could be
squeezed slightly for the OECD area as a whole, as
business-sector output prices may rise by barely 4 per
cent. Such a development seems most likely in North
America and the United Kingdom; on the other hand,
the share of capital income is expected to continue
widening in France and Germany and to remain
broadly stable in Japan.

Risks

The projected stabilisation of both price and
wage inflation at present levels is subject to considera-
ble uncertainty. Although, as indicated above, con-
sumer surveys lend credence to this picture, assess-



ments are inevitably divided. For example, one view
attributes the recent rise in long-term interest rates to
doubts of market participants about the medium-term
prospects of halting the upward drift in inflation.
Indeed, certain considerations could lend support to
such doubts. With continued growth in oil consumption
and with non-OPEC supplies remaining broadly
unchanged, upward pressure could emerge on crude oil
prices, although this would also depend on the degree
of OPEC cohesion. At the same time, a continuation of
the recent revival in metal prices cannot be excluded,
as both consumer and producer stocks are currently

reported at abnormally low levels and are likely to-

remain so in the face of high interest rates. Further-
more, some major producers continue to face produc-
tion problems.

Capacity utilisation rates in manufacturing
industry continued to rise last year to levels which in
many instances — and contrary to the situation in
labour markets — exceeded their previous peaks of the
late 1970s (Chart I). This was the case particularly in
the major European economies. Although these rates
have generally levelled off in recent months and even
receded slightly in a few countries, the capacity situa-
tion is tight, and is expected to remain so. While busi-
ness-sector investment has been buoyant, its ability to
relieve capacity constraints in the short term remains
limited. Should demand pressures prove stronger than
currently projected, production bottlenecks could well
emerge and inflationary tensions be exacerbated.

As noted earlier, real wage increases have been
relatively moderate, and the easing in labour-market
conditions, as reflected in a slowdown in employment
growth, is expected to be sufficient to maintain this
moderation over the projection period. Nonetheless,
the fact that real wages remain below their “normal”
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levels over the projection period in the major continen-
tal European countries (see Chart G) could increase
the risk of *“catch-up” pressures emerging. However,
such risks would seem lower in Canada, Japan, the
United Kingdom and the United States, where real
wages are near, or above, their “normal” levels.

In sum, there is a possibility that external infla-
tionary pressures coming from commodity prices could
prove stronger than projected, while at the same time
manufacturing industry is expected to continue operat-
ing at relatively high rates of capacity utilisation.
Labour market conditions are not expected to tighten
further and, while there may be a risk of wage *“catch-
up” in certain countries, wage pressures could prove
weaker than projected in others. Under these condi-
tions, the balance of risks concerning the outlook for
inflation in the OECD area appears to lie on the up-
side, but the risk is rather uneven across countries.

NOTES

1. While it is generally presumed that immigrants tend to
be younger and more active than the native population,
this is not always the case. In the traditional non-Euro-
pean host countries, immigrants are normally accompa-
nied by their families. While immigrant labour in Europe
was initially considered as temporary (guest workers),
immigrants have increasingly taken up permanent resi-
dence and then sent for family members. Under these
circumstances, the age structure of the migrant work
force, even if known for single years, is unlikely to
remain stable. For example, the share of people of work-
ing age among new arrivals in Germany would fall dra-
matically if immigrants were to be joined by family
members in large numbers.

2. For a more detailed discussion of inflows into unemploy-
ment see OECD (1990), Employment Outlook
(forthcoming).




INTERNATIONAL DEVELOPMENTS

OECD FOREIGN TRADE AND
CURRENT BALANCES

This chapter reviews overall trends in trade and pay-
ments, as well as developments in selected non-OECD
regions, and international monetary developments.
World trade is expected to grow at a relatively robust
7 per cent rate reflecting continued economic expansion
both within the OECD area, though with significant
interregional differences, and in the world economy
more generally. The major external imbalances, which
continued to narrow last year, are likely to diminish
somewhat further in 1990. As regards non-OECD
regions, east Asia continues to be the most dynamic
region, though some signs of strain have been develop-
ing, with growth slowing from the exceptionally strong
rates of recent years, and inflation pressures increasing.
In Latin America there is a growing contrast between
countries that are beginning to reap the benefits of
adjustment efforts and non-adjusters. Fimally, as
regards international monetary developments, the most
striking developments has been the relative weakness of
the yen, which appears to reflect a variety of inter-
related factors.

Recent trends and prospects in the OECD area

The growth of trade between OECD countries
slowed markedly in the second half of 1989, but picked
up again in early 1990 (Table 11). Imports of oil grew
briskly during this period and the area’s trade balance
in real terms worsened. Over the next 18 months,
export volumes are projected to accelerate moderately
to a 7/ per cent rate, with OECD import volumes
expanding half a point more slowly than export
volumes.

The increase in trade prices also slowed consider-
ably during 1989. Earlier fears that international trade
was transmitting inflationary pressures rather than
alleviating excess demand in individual countries were
unfounded. Trade prices continued to rise only slowly
in the first half of 1990. They are projected to grow at
3 to 4 per cent rates over the next 18 months, on the
usual technical assumptions that exchange rates
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remain stable in nominal terms, and that oil prices
remain stable in real terms. Demand for non-oil com-
modities is projected to expand at rates that would also
leave their prices broadly stable in real terms. The
terms of trade of the area may therefore change little.
Terms-of-trade developments expected for individual
countries mainly reflect recent exchange-rate move-
ments (and the assumption of unchanged rates from
now on). Thus most European countries are projected
to register some improvement and Japan a
deterioration.

Trade between OECD and non-OECD countries

Most non-OECD countries in the past decade
were either encumbered by debt or, in the case of
OPEC, saw their export revenues decline steeply. They
were obliged to constrain the growth of their imports,
or even reduce them. Only the newly-industrialising
countries were able to maintain a brisk rise in import
demand. By the end of the decade, however, the debtor
and oil-exporting countries had adjusted to their exter-
nal financing constraints, commodity prices had recov-
ered and OECD demand had picked up. The positive
impact of these developments on OECD exports was
partly offset in 1989 by a slowdown in import demand
from China and from the dynamic Asian economies
(DAEs). The DAEs have grown greatly in importance
as markets for OECD goods and the six largest (Thai-
land, Malaysia, Singapore, South Korea, Taiwan,
Hong Kong) now account for nearly a third of OECD
exports to the rest of the world (Chart J). The growth
of OECD imports from non-OECD economies also
slowed during 1989, despite an acceleration in oil
imports. Latin American exports were constrained by
supply factors, and exports by some DAEs were
affected by strong increases in real effective exchange
rates (see the next section for a more complete discus-
sion of these economies).

Over the next 18 months, OECD imports from
the rest of the world are expected to expand at an
annual average rate of 5 to 6 per cent. Those from the
DAEs, mainly manufactured goods, are likely to grow
considerably faster than that. The growth of imports
from other non-OECD countries is expected to be



constrained by the relatively low income elasticities of  imports from the OECD area may expand at much the
demand for primary commodities. Reflecting their less same 6 to 7 per cent rates projected for trade between
difficult financial conditions, non-OECD countries’ OECD countries.

Table 11
World trade and payments summary

Seasonally adjusted data at annual rates, percentage changes from the previous period for volumes and prices
$ billion for current balances

1989 1990 1991
1988 1989 1990 1991 I 1 1 n 1 I

A. Merchandise trade volumes

OECD exports 8.3 7.6 6.6 6.9 9.6 4.6 7.5 6.6 7.0 72
OECD imports 8.5 9 5.8 6.5 80 6.3 5.3 6.2 6.6 6.7

of which: Energy 4.1 4.7 5.6 4.7 1.0 6.6 5.7 4.5 4.7 4.7
Non-OECD exports? 11:5 6.0 5:S 6.4 3.0 6.6 4.7 6.0 6.5 6.5
Non-OECD imports? 10.3 6.2 78 8.7 S5 5.6 72 |07 8.0 8.1

Memorandum items

Real GDP (import weighted) 4.1 35 2.8 2.8 4.0 2.6 2.9 2.8 2.8 2.8
OECD exports to non-OECD? 9.6 6.1 6.8 6.5 S5 5.9 7.3 6.8 6.8 5%
OECD imports from non-OECD? 12.1 6.4 5.2 5.7 2.4 8.2 3.6 5.7 6.1 5.0
Intra-OECD trade¢ 74 8.3 6.3 7.0/ 109 4.8 6.9 6.5 7.0 7.6
World trade? 9.0 48 6.3 6.9 7.6 5=, 6.3 6.9 6.9 7.0

of which: Manufactures 10.5 8.3 6.6 73 9.1 5.8 6.9 7.0 7.4 7.4

B. Trade prices (average values)
Trade prices, in local currency

OECD exports 2.0 5.6 241 34 7.0 1.8 1.6 35 34 3.5
of which: Manufactures 1.8 5.0 2.6 3.5 6.1 2.0 24 37 34 315
OECD imports 1.7 5.6 1.7 32 8.0 2.2 0.8 2.9 3.3 34
of which: Energy -16.1 18.3 37 4.1 408 133 -1.3 Sl 3.8 3.8
Non-energy raw materials 7.0 5.8 -1.7 3.2 68 -1.8 -3.7 2.8 33 34
Trade prices in dollars
OECD exports 5.8 0.0 6.4 3.0 1.5 0.1 11.7 2.6 3.1 33
of which: Manufactures 57 08 6.8 3.1 0.5 0.1 124 2.8 3.2 3.3
OECD imports 4.6 0.4 6.0 2.8 2.9 08 10.7 2.2 29 3.1
of which: Energy -134 118 6.0 3.2{ 339 104 5.4 3.0 3.2 34
Non-energy raw materials 108 0.2 2.0 2.6 1.1 40 55 1.5 2.9 341
Memorandum items
GDP deflator (Export weighted) 35 4.2 4.4 43 4.4 3.7 4.7 4.5 43 4.1
OECD terms-of-trade with rest of worlde 84 42 0.8 0.1l -10.2 -34 34 0.2 0.1 0.1
C. World current balances
United States/ -126 -104 -100 -97 |[-107 -101 -101l -98 -98 96
Japan 80 57 49 59 64 50 48 49 55 64
OECD Europe 15 —4 10 8 6 -4 9 12 11 5
of which: Germany 49 53 63 62 57 49 62 64 63 61
Total OECD -50 -84 -77 67 | -69 -100 80 -74 69 65
OPEC -15 4 3 3 -1 9 3 3 3 4
Latin America -5 -9 -9 -9 -9  -10 -9 -9 -9 -8
Four Asian NIEs 29 23 20 18 25 21 20 19 19 18
Other non-OECD countries -5 -6 -7 -20 -8 -3 -4 -9 -16 24
World total -46 72 70 73 | 62 -83 70 -70 71 75

a) These represent total exports and imports of the country groups listed, rather than OECD exports 1o and imports from these regions.

b) OECD exports toa non-OECD region are estimated as a weighted average of the region’s imports of four broad categories of goods (food, energy, raw materials and
manulactures), weights being the commaodity shares of OECD exports directed to the region. An average transportation lag of one month is assumed. OECD
imports from a non-OECD region are estimated as a weighted average of OECD imports of four groups of merchandise using the commodity shares of OECD
imports from this region as weights. In both cases, the calculations are first made for each of the three non-OECD regions. The results are then aggregated for the
total non-OECD area. Historical figures are recorded as inter-regional flows deflated by corresponding price indices shown below.

¢) Thisisasimple arithmetic average of the intra-OECD export and import volumes implied by the total OECD trade volumes and the estimated trade flows between
OECD and the non-OECD areas. Historical figures are actual intra-OECD trade flows deflated by total OECD export prices.

d} Arithmetic average of the growth rates of the world import volume and the world export volume.

e) Ratio of OECD export prices to the non-OECD and OECD import prices from the non-OECD.

The historical data for the U.S. current account exclude the effects of changes in exchange rates on the dollar values of direct investment asset and liability stocks.
They thus differ somewhat from the official data as currently recorded and published by the U.S. authorities.
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CHART J

OECD TRADE WITH NON-OECD REGIONS
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Source: OECD, Series A, Monthly Statistics of Foreign Trade.
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$378billion, imports $481 billion. In the first three quarters of
1989, OECD goods exports to non-OECD regions totalled
$483billion, imports $556 billion at an annual rate.



Current balances and global adjustment

The long-standing imbalances on current
account of the three biggest OECD countries narrowed
considerably in 1989. There was a significant fall in the
U.S. deficit between the two halves of the year, mainly
on services account. The Japanese trade surplus fell
very considerably in the second half of the year and
there was a marked widening of the German invisibles
deficit. However, there was less, or no, progress in
reducing the large deficits on current account in the
United Kingdom and some of the smaller European
countries.

The reduction in imbalances for the three major
OECD countries is noteworthy for a number of rea-
sons. The fall in the dollar exchange rate that started
early in 1985 was not immediately followed by a nar-
rowing of imbalances. Only in 1988 did the U.S. and
Japanese imbalances on current-account fall in dollar
terms, while the German surplus was larger in 1989
than in 1986 even as a percentage of GNP. The imbal-
ances recorded in the mid-1980s underestimated the
extent of adjustment required because of the then high
level of the dollar. This undervalued U.S. imports and
overvalued U.S. exports. Moreover, the long period of
misaligned exchange rates allowed momentum to build

Table 12
Changes in current account positions

$ billion, rounded to nearest billion

i 1986/1987 1987/1988 1988/1989 1989/1990 199071991 il
level change
United States
Current balance, nominal -153 -7 34 22 4 3 47
Trade balance, nominal — 145 —14 32 14 7 2 30
Change due to volumes 20 26 14 8 -1 60
Export volumes 38 51 40 30 38 129
Import volumes —18 =25 -26 -22 -39 —69
Change due to prices =132 1 2 -1 3 —29
Export prices -6 12 6 0 11 12
Import prices —-26 -11 —4 —i] —8 —41
Investment income 10 -4 =3 0 -3 -4 -7
Japan
Current balance, nominal 86 1 -7 -23 -9 | ] -29
Trade balance, nominal 93 4 =1 —18 -8 12 —15
Change due to volumes -9 -11 -2 3 12 -22
Export volumes 1 10 11 18 24 22
Import volumes -10 =21 =13 —-13 -12 —-44
Change due to prices 10 14 —8 ~10 -1 16
Export prices 19 22 -2 -9 6 39
Import prices -9 -8 -6 -1 -7 -23
Investment income 9 7 4 2 S 6 13
Germany
Current balance, nominal 39 6 3 4 11 -2 13
Trade balance, nominal 56 14 9 0 17 0 23
Change due to volumes -3 6 9 0 —4 12
Export volumes 6 20 27 21 25 53
Import volumes -9 —14 -18 =21 -29 —41
Change due to prices 17 3 -9 16 5] 11
Export prices 40 9 -8 45 14 41
Import prices =23 -6 =3l -29 -9 -30
Investment income 4 0 1 6 -3 3 7

Note: Data are changes from the previous year except for the first and last column. Figures in the columns 1989-90 and 1990-91 are OECD projections.
Changes in trade volumes (or prices) are calculated by multiplying the earlier-year dollar values (balance-of-payments basis) by the growth rate of trade volumes
(or dollar prices) in the later year. The “‘base year” is thus the earlier year in each case. The figures for volumes (or prices) thus indicate how dollar exports
or imports would have moved had prices (or volumes) not changed. The volume and price effects do not sum exactly to the change in the nominal trade balance
because growth rate data are on a customs basis, and because of second-order terms that are ignored.



THE WORLD CURRENT-ACCOUNT DISCREPANCY AND
U.S. AND GERMAN ACCOUNTING PRACTICES

Individual country current account positions should in
principle sum to zero. In practice, the sum is negative,
large and erratic. It amounted to about $70 billion in
1989 and close to $100 billion at the beginning of the
1980s. Although the world current-account discrepancy
is large, the reasons for its existence are well understood
(see Report on the World Current-Account Discrepancy,
IMF, 1987) and it is possible to project its future evolu-
tion, together with projections for individual countries,
with some confidence.

There are two special factors affecting the world cur-
rent-account discrepancy, one during the past, the other
the projections. Until mid-1990 the United States
recorded as part of its direct investment income the
changes in values of foreign direct investment assets
(and liabilities) that arise through changes in exchange
rates. Since U.S. foreign assets are very large, changes
in the dollar rate can have a large impact on the mea-
sured direct investment income flows. No other major
country followed this convention and there was thus no
offset elsewhere in the world to this erratic item. The
world discrepancy on investment income — and the world
current-account discrepancy itself — was therefore
affected. The table below shows that the world invest-
ment income discrepancy looks far smoother once allow-
ance is made for this effect. The erratic nature of this
item obscures the underlying trend of U.S. investment
income and the OECD’s current U.S. projections are
based on data that exclude it. The U.S. authorities have
indicated that official U.S. balance-of-payments statis-
tics will also exclude this item as from mid-1990, as well
as being revised in other ways. These revised data were
not available at the time the OECD was preparing its
projections.

Another recording gap concerns Federal Republic of
Germany’s (FRG) trade with the German Democratic
Republic (GDR). In the FRG accounts, such trade is
classified as internal and does not figure in either the
customs or balance-of-payments statistics (it is recorded
as foreign trade in the national accounts, however). This
accounting practice has caused no problems in the past
because the trade involved was small and approximately
in balance. However, the projections for Germany
(FRG) include a very large increase in goods exports to
the GDR, starting in the second half of 1990. Following
standard practice, the OECD excludes these exports
from the projected FRG trade and current account.
They are, however, recorded as imports into the central
and eastern Europe/USSR grouping since they are
included in GDR trade data. The projected world trade
surplus therefore declines by several billion dollars in
1990 II. The projections also include an allowance for a
large increase in official transfers from the FRG to the
GDR, which are recorded as a credit in the central and
eastern Europe/USSR group, but not as a debit for the
FRG. These broadly offset the trade fiows. There is thus
also a sharp fall in the world discrepancy on official
transfers (a deficit of some $27 billion in 1989), and the
overall world current account discrepancy is hardly
affected. The Bundesbank has announced that, follow-
ing monetary union in mid-1990, balance-of-payments
statistics will henceforth be collected and published for
the combined FRG and GDR entity, because of the
impossibility of indentifying certain kinds of transac-
tions as emanating from the separate parts. However,
the current projections for Germany are based on the
previous concept.

Data are in $ billion, actual rate

1981 1982 1983 1984 1985 1986 1987 1988 1989
| 11 1 11 1 11 1 I 1 11 I 11 1 11 1 n 1 n

Revaluation item,

U.S. direct investment | 0.7  0.2{ 1.5 19| 33 35| 26 60| 24 91| 40 -65| -2.6 -10.5| 36 -LI| 88 6.7
Recorded world discrep-

ancy on invesiment

income -14.6 -21.8|-25.9 -26.3]-23.6 -22.3|-27.0 -32.4|-31.3 —18.6(-23.7 -22.4{-26.9 -18.7|-34.2 -34.5(-47.2 -29.0
World discrepancy on

investment income,

corrected for revalua-

tion cffects -15.3 -21.6|-24.4 -24.4|-20.4 -18.8|-24.4 -26.4|-29.0 -27.7{-27.8 -29.0]-29.5 -29.2|-29.7 —35.8{-38.4 -35.7
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up behind the imbalances. For several years thereafter,
the adjusting countries remained on the negative seg-
ment of the J-curve.

Movements on current account for the three
countries are detailed in Table 12. The decomposition
in the table is purely an accounting one and is intended
to show what has happened in recent years, not why.
While such a decomposition is suggestive of the forces
at work, these are not directly visible and movements
in individual components are inter-dependent. As can
be seen, the adjustment in real terms has been quite
large for both the United States and Japan, although
there are signs of a slowdown in the past two years.
However, movements in Japan’s real trade balance in
the “right” direction were offset for some time by
terms-of-trade movements that, to some extent,
reflected exchange-rate changes. Last year, Japanese
terms of trade turned around and reinforced volume
changes rather than offsetting them. By contrast to
these countries, changes in Germany’s real trade bal-
ance have been in the “wrong” direction for adjust-
ment recently. This has occurred despite accelerating
import volumes, at least partly reflecting the even
stronger growth of activity in Germany’s main trading
partners in Europe than in Germany itself.

At the beginning of the adjustment process, it
was feared that the large current-account imbalances
would become self-sustaining because of the associated
build-up of foreign assets and liabilities and the
induced flows of investment income that go with them.
In practice, net investment flows have played a far
smaller “perverse” role than was expected. Such flows
are not easy to analyse or project, but the “rule of
thumb” that predicted a $10 billion cumulative annual
deterioration in U.S. net investment income for each
$100 billion annual current-account deficit has proved
wide of the mark. Abstracting from asset and liability
valuation effects (see box), the net U.S. position on
investment income deteriorated by only $7 billion
between 1986 and 1989 (although by over $20 billion
from the beginning of the decade), the improvement in
Japanese net investment income flows over the same
period was less than $15 billion and that for Germany
only $7 billion. It seems that U.S. investors have con-
sistently been able to obtain a higher rate of return on
their foreign investments than have Japanese and Ger-
man investors. It is not clear why this should be so, nor
if it will continue. It may also be relevant here that the
recorded discrepancy (a deficit) between global invest-
ment payments and receipts widened by $18 billion
between 1986 and 1989.

The unexpectedly large reduction in imbalances
late last year raises the question of whether or not
there may be more adjustment in the pipeline. The
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very sharp declines in the Japanese and German sur-
pluses in late 1989 reflected a combination of acceler-
ating domestic demand and rising oil prices, neither of
which are projected to persist. Nevertheless, there
seem to be grounds for cautious optimism about fur-
ther adjustment, even relative to earlier projections by
the OECD, which were themselves more optimistic
than those of many other analysts. The current projec-
tions, as did their immediate predecessors, incorporate
the view that trade structures have changed such that
U.S. import volumes will expand less quickly than
standard trade equations predict and that Japanese
import volumes will expand more quickly. However,
the recent weaker level of the yen, were it to persist,
might lead to the restoration of earlier relationships
between Japanese growth and import volumes.
Another reason for optimism is that projections for
domestic demand growth have moved in a way favour-
able to continued adjustment: slower growth in the

Table 13
Current balances in the OECD area®
Percentage of GNP/GDP

1987 1988 1989 1990 1991

United States? -35 =26 20 -18 -l.6
Japan® 36 2.8 2.0 1.8 201
Germany® 40 40 44 44 40
France 05 -04 04 -02 03
Italy -02 -07 -1.3 08 038
United Kingdom 09 32 41 32 =24
Canada -1.7 -1.7 -30 -34 36
Total of the above countries -0.4 03 05 04 02
Austria -02 02 0 0.1 -02
Belgium-Luxembourg 1.9 23 2.4 2% 1.8
Denmark -29 -16 -13 -13 -1.3
Finland =20 -29 43 47 45
Greece -26 -18 48 -55 -49
Iceland -32 -38 -l6 -16 .
Ireland? 123 23 1.8 1.0 0.6
Netherlands 1.4 2.4 3.1 2.9 34
Norway —49 4.1 0.2 1.6 29
Portugal 18 26 -12 =20 -22
Spain 0 -1.1 =29 32 -34
Sweden 07 -12 =26 -35 -46
Switzerland 44 4.6 3.4 3:3 3.5
Turkey? -1.2 2.3 12 0.3 0.4
Total of smaller European

countries 0.1 02 04 06 -08
Australia —41 40 -56 50 42
New Zealand -49 -17 44 43 =32
Total of smaller countries 04 04 -12 -12 -1.2
Total OECD -04 04 06 -05 -04
Four major European

countries 1.0 0.3 0.1 0.5 Q0.5
OECD Europe 0.7 03 -0.1 0.2 0.1
EEC 0.8 03 0 0.3 0.2
Total OECD /ess the

United States 1.3 0.8 0.2 0.2 0.3

a} Figures for 1990 and 1991 are projections.
b} Percentage of GNP



United States and faster growth in Germany and, to
some extent, Japan. Finally, the fact that the starting-
off point for the projections is one of smaller imbal-
ances than previously makes it easier to achieve further
adjustment in future.

As regards other OECD countries (Table 13),
the picture is more mixed and less satisfactory. The
projections for the United Kingdom, Portugal and
Spain are for large current-account deficits relative to
GDP, albeit lower than projected in late 1989. Projec-
tions for other countries that were registering large
deficits relative to GDP have for the most part been
revised upwards, especially those for Canada, Sweden,
Finland and Greece. At the same time, the projected
surpluses in some other smaller countries have also
been revised upwards. There is thus a disturbing ten-
dency for imbalances as between smaller OECD coun-
tries to be widening even as those between the larger
countries narrow. For the most part, these widening
deficits and surpluses do not reflect expected differen-
tial demand pressures. Indeed, countries that are pro-
Jected to register large and growing deficits are also
projected to register very marked decelerations in
domestic demand and vice versa. The causes rather lie
in developments in unit labour costs that have not been
offset by exchange-rate movements; the countries reg-
istering large deficits have experienced above-average
increases in unit labour costs measured in local cur-
rency and have also registered large increases in rela-
tive unit labour costs measured in a common currency.
In the past, trade patterns have tended to react more
slowly to changes in relative competitiveness than to
changes in relative demand pressure, but the effects
continue to build up even after competitiveness
stabilises.

NON-OECD REGIONS

This section provides a brief assessment of trends
in selected parts of the non-OECD world, with a par-
ticular focus on the dynamic Asian economies and on
Latin America. The dramatic developments in central
and eastern Europe are reviewed in the next chapter.

The dynamic Asian economies

The six dynamic Asian economies (Hong Kong,
Korea, Malaysia, Taiwan, Thailand and Singapore)
had strong GDP growth during the 1980s and indeed
growth accelerated from the middle of the decade.
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This performance rests on high rates of domestic sav-
ing and investment, flexible and efficient production
structures and a strong outward orientation reflected in
very rapid growth of both exports and imports
(Table 14). These economies’ share of world exports of
manufactured goods has risen from less than 4 per cent
in 1975 to over 10 per cent currently.

While strong economic performance is likely to
continue to be underpinned by these basic factors in
most DAFEs in coming years, recent indicators suggest
that a slowdown is under way. Export growth in Korea,
Taiwan and Hong Kong, in particular, has slowed
markedly relative to longer-term trends. Inflation pres-
sures are also visible; prices accelerated in all these
economies in 1988-89 and are rising at rates over 5 per
cent in Hong Kong, Korea and Thailand. Inflationary
pressures are expected to persist in all DAEs in 1990.
Recent economic experience of the DAEs suggests that
rapidly growing economic potential and increasing
non-price competitiveness give rise to powerful pres-
sures for real exchange-rate appreciation. Where nomi-
nal exchange rates are pegged or managed, this real
appreciation is likely to be realised through domestic
cost and price inflation.

In Korea, signs of strain became evident follow-
ing especially strong growth in 1986-88. Inflation had
begun to accelerate in 1988. Currency appreciation
and large wage increases combined to reduce Korea’s
external competitiveness substantially; Korean relative
unit labour costs are now over 50 per cent higher than
they were two years ago (Chart K). Coupled with pro-
duction disruptions associated with increased labour
strife, this resulted in declining export volumes last
year, a sharp narrowing of .the current-account surplus
and a marked deceleration of overall economic growth
despite continued strong domestic demand.

Korea’s export performance may show a slight
recovery this year. Wage demands are expected to
moderate and labour strife should also be significantly
lower than last year, leading to much smaller produc-
tion and export losses. Export markets may expand at
broadly the same pace as in 1989. Export growth
should offset a possible weakening in domestic demand
and help maintain overall growth at a rate similar to
that of last year, around 6 per cent. At the same time,
import volumes are projected to grow more strongly
than exports and bring about a further reduction in
Korea’s current-account surplus to around $2 billion
(Table 15).

Even a partial recovery in export performance
will depend to some extent on containing price rises.
Inflation did slow in 1989 to 5.7 per cent, reflecting
moderation of price increases in the first half of the
year; but it accelerated late in the year and in the first
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quarter of 1990. Measures to stimulate activity,
including a substantial easing of monetary policy in
November 1989, further action this April to boost
exports and investment, and the recent tendency for
the Korean won to depreciate are putting pressure on
prices. Inflation may accelerate to over 7 per cent in
1990.

Taiwan's real GDP growth slowed to 7.3 per cent
in 1988, after two years of 12 per cent growth, and
remained at about the same lower rate in 1989. The
slowdown was largely due to a sharp deterioration in
export performance with a loss of competitiveness
resulting from both the appreciation of the new Taiwan
dollar which began in 1987 and relatively high wage
growth. Domestic demand remained strong, partly due
to a substantial increase in public spending. Combined
with the effects of some import liberalisation, low
export growth led to a decline in the current-account
surplus in 1988, but this trend was not sustained in
1989. The continuing strength of the current account,
despite a large real exchange-rate appreciation
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(Chart K), may be partly due to temporary factors, in
particular a boost to exports as orders were shifted
away from the People’s Republic of China to Taiwan
following the political events in the former last year.
However, it also reflects the capacity of this economy
to upgrade rapidly the goods it produces.

Inflation accelerated significantly in 1989. In
response, monetary policy was tightened and has
remained restrictive since March last year. This has
contributed to a slowdown in investment growth. While
the authorities’ stated intention is to keep the overall
monetary stance relatively tight, some credit loosening
took place in March this year to ease the financial
burden on small business and a further easing occurred
in April.

Continued cost pressures may result in a loss of
competitiveness in the near term. However, export
growth would nevertheless remain steady over the next
two years as the export-market diversification pro-
gramme bears fruit. Import growth is likely to be
stronger than the increase in exports and a moderate



Performance indicators for the dynamic Asian economies

Table 14

Korea Taiwan Hong Kong Singapore Thailand Malaysia
Growth of real GDP (per cent)
1980-85 7.6 6.5 S, 6.3 316 52
1986 12.4 11.6 11.9 1.8 4.5 152
1987 11.8 12.3 13.9 8.3 8.4 53
1988 13 753 7.2 11.0 12.0 8.7
1989 6.1 7.4 2.5 9.2 10.8 7.6
Investment as per cent of GDP

1980-85 30 23 30 47 25 35

1986 29 18 24 38 22 26

1987 29 20 27 39 26 23

1988 30 23 28 37 28 26

1989 33 23 27, 38 29 28

CPI inflation rate (per cent)
1980-85 7.1 39 9.1 3:3 5.0 4.7
1986 2.8 0.7 2.8 -1.4 1.8 0.7
1987 310 0.5 5.5 0.5 2.6 0.9
1988 am 1.3 745 1%S 3.8 2.0
1989 547 4.4 10.1 2.4 545 4.0
Growth of real exports of goods and services (per cent)
1980-85 9.8 9.4 10.3 LT | 8.5 73
1986 26.5 27.6 15.3 14.5 14.6 17.6
1987 21.6 18.9 30.5 13.1 20.6 10.0
1988 13.1 S 24.3 279 19.6 5.5
1989 -39 4.9 9.3 9.1 n.a. n.a.
Growth of real imports of goods and services (per cent)
1980-85 5:2 34 8.5 4.8 2.4 5.0
1986 18.5 2253 13.7 11.0 34 =2.7
1987 19.4 28.0 29.5 12.4 26.8 8.8
1988 12:2 18.6 25.4 25:5 39.7 22.6
1989 13.0 9.1 8.6 8.2 n.a. n.a
Trade balance in $US billion
1980-85 -2.2 5.4 -1.6 -5.0 —1.8 1.4
1986 4.2 17.0 -0.1 -2.1 0.4 3.2
1987 7 20.0 -0.3 -2.6 -04 5.8
1988 11.4 13.8 -0.7 —-2.3 —-2.1 5.6
1989 4.5 16.4 0.8 —-2.8 —-4.9 4.3
Current-account balance in $US billion?

1980-85 -2.8 3:7 —-0.2 -0.8 -2.0 -2.0
1986 4.6 16.3 2.0 0.5 0.3 -0.1
1987 9.9 18.0 2.8 0.6 —-0.4 2.6
1988 14.2 10.2 3.0 1.7 = 0.7 1.8
1989 5.1 11.1 5.0 1.6 -2.2 0.1

a) Current-account balance figures for Hong Kong correspond to net exports of goods and services on a National Accounts basis.
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Table 15
External balances and trade volumes of Asian NIEs

EXTERNAL BALANCES
USS billion

1988 1989 1990 1991
A. CURRENT ACCOUNT BALANCE

Korea 14.2 5.1 2.6 1.7
Taiwan 10.2 i) 9.8 0%
Hong Kong® 3.0 5.0 5.9 6.4
Singapore 1.7 1.6 1.4 1.1
Total 29.0 22.9 19.8 18.4
B. TRADE BALANCE
Korea 11.4 4.5 2.0 0.9
Taiwan 13.8 16.4 15.0 14.6
Hong Kong? —-0.7 0.8 1.3 1.4
Singapore =23 -2.8 —-3.3 —3.8
Total 222 18.8 14.9 13.0
TRADE VOLUMES
Percentage changes
Exports Imports
1988 1989 1990 1991 | 1988 1989 1990 1991
Korea 13 -5 3 6 {14 14 10 9
Taiwan 1 4 4 6 | 23 10 9 10
Hong Kong 26 10 6 7127 9 7 8
Singapore 33 15 1 C 10 | 28 10 10 11
Total 16 5 5 7123 10 9 9

aj Current account estimates for Hong Kong correspond to net exports of goods
and services on a National Accounts basis and, therefore, exclude, investment
income and transfers. The trade balance corresponds 10 net exports of goods
on a National Accounts basis.

IMF, International Financial Statistics; The Central Bank of China

(Taiwan), Financial Statistics: Taiwan District, The Republic of China;

Hong Kong Census and Statistics Department, Monthly Digest of

Statistics; OECD estimates and projections.

Sources:

reduction in Taiwan’s current-account surplus is there-
fore projected (Table 15).

Growth in Hong Kong has slowed substantially in
the past two years and inflation accelerated to 10 per
cent last year. Poor growth performance — around
2.5 per cent last year — has been largely a result of a
sharp deceleration in export growth linked to China’s
austerity programme and to a continued slowdown in
demand for Hong Kong’s exports by the United States.
A recently announced easing in China’s austerity
programme should provide some stimulus to Hong
Kong’s trade prospects. Overall growth, however,
may be only a little higher than last year. Inflation
could decelerate somewhat, to around 7 per cent, in
1990. Nonetheless, inflation in Hong Kong remains a
major concern.
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Singapore’s economic growth remained strong
last year — at over 9 per cent — and continued to be
mainly driven by foreign demand. Nonetheless, export
growth slowed considerably from the very high rate in
1988. An effective currency appreciation of close to
7 per cent on average last year and an increase in
manufacturing labour costs of about 6 per cent
resulted in a loss of international competitiveness. Con-
tinued labour cost pressures this year and in 1991 seem
likely to Jead to further slowing of export growth, a
dampening in investment and a slowdown in GDP
growth.

Economic growth in Thailand has been very
rapid in recent years: in 1988 and 1989 it outpaced
that of all other countries in South-East Asia. Much of
this growth has been driven by strong export perform-
ance and by increased manufacturing production.
Combined with high money supply growth, the rapid
pace of activily has, however, started to put pressure
on domestic costs and has led to accelerating inflation.
With likely continuing rapid growth in activity, and
consequent very high import growth, the trade and
current-account deficits are expecied to widen in the
short term.

Growth in Malaysia was 7.6 per cent in 1989,
somewhat lower than in the previous year, while infla-
tion rose to around 4 per cent for the year. The trade
surplus declined with very strong import growth. Eco-
nomic growth may remain at around the current rate
in the short term, with some further reduction expected
in the trade surplus. Inflation may accelerate further to
around 4.5 per cent in 1990.

Latin America

Among major Latin American debtor countries,
a pattern of increasing differentiation in economic poli-
cies and performance is emerging. One group of coun-
tries (Mexico, Chile, Colombia) has made considerable
progress in establishing the conditions for basic
macroeconomic stability and has embarked on wide-
ranging programmes of structural reforms. Another
group of countries (Brazil, Argentina, Peru) is faced
with a rapidly deteriorating macroeconomic situation,
bordering on hyperinflation in some cases, and has
made little progress in eliminating structural rigidities.
These countries continue to experience debt service
problems, whereas countries with strong macro-
economic control and structural reform programmes in
place have been able to reduce their debt burden and
are beginning to attract higher foreign investment and,
in the case of Mexico, a significant repatriation of
flight capital.



Almost all Latin American countries have made
at least some attempt at economic reform. Reform
efforts have been uneven, however. Mexico, Chile and
Colombia have made considerable progress towards
macroeconomic stability, with primary budget bal-
ances in surplus and inflation being brought down to
about 20 per cent per annum. Within this group of
strong adjusters, Chile and Mexico are relatively
advanced with structural reforms. Chile has an open
trade regime and has almost completed an ambitious
privatisation programme initiated in 1985: the state
airline and public utilities in telecommunications and
electric power, which had been controlled by a state
development corporation, have been privatised.

Mexico has pursued a policy of opening the
domestic market to foreign competition, with a reduc-
tion of import tariffs (the average tariff rate now is
6 per cent, compared with 35 per cent in Brazil), elimi-
nation of most import licences, and liberal foreign
investment rules. The share of manufactures in total
exports has risen from 9 per cent in 1982 to 57 per cent
in 1988. Many state enterprises have been divested and
the number of products reserved for production by the
state petroleum company (PEMEX) has been dramat-
ically reduced. Mexico’s largest, state-owned insurance
company is soon to be privatised and the opening up of
the computer and pharmaceuticals sector is planned.
Colombia’s liberalisation programme is firmly in place,
but moving at a much slower pace; the outlook is some-
what clouded by the continued drug war. In all three
countries growth has resumed.

Macroeconomic stability has proven elusive for
Brazil, Argentina and Peru. Both Peru and Argentina
have primary budgetary deficits and have lost mone-
tary control. Inflation in 1989 ranged from just under
1 800 per cent per annum in Brazil to 4 900 per cent
per annum in Argentina. Attempts to bring inflation
under control in these countries (Argentina: Austral,
Primavera and Menem plan; Brazil: Cuzado, Bresser
and Summer plan; Peru: Inti plan) have relied on so-
called heterodox policies. They all failed, because the
breathing space provided by price and wage controls
was not used to bring budget deficits and monetary
growth under control; in some cases, fixed prices were
used to engineer consumption recoveries which proved
temporary and ended with high inflation. Without
macroeconomic stability, efforts at structural reform
have lacked credibility. Privatisation plans by the
Menem administration in Argentina have failed so far
and bail-outs of the banking system through the cen-
tral bank continue. Only Brazil has achieved some
import liberalisation. Except for temporary demand
booms in the case of Brazil, growth has been poor. (It
is too early to assess the most recent Brazilian plan of
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President Collor to bring inflation under control on a
durable basis, or the recently announced austerity poli-
cies in Argentina.) Argentina’s GDP fell by 8 per cent
in 1989, Peru’s by 10 per cent.

Venezuela and Ecuador are somewhere in the
middle between these two groups. They have embarked
on IMF-backed macroeconomic programmes and are
opening their economies to foreign investment. The
adjustment programmes are now in their first phase
with inflation stabilised and output falling or flat.
These countries will soon enter the stage where perse-
verance with financial discipline and a continuing pro-
cess of structural reform could lead to a resumption of
growth on a sound and sustainable basis.

The emerging contrast in Latin America
between strong adjusters and weak adjusters is docu-
mented in Table 16. Average figures for 1986-89 and
their change against the period average for 1983-85
are used to show emerging trends. The different level
and the changes of inflation rates make the point most
strongly. From moderate inflation rates, by Latin
American standards, during 1983-85, inflation jumped
in weakly adjusting countries, while the increase was
small in strongly adjusting countries. Primary fiscal
balances show a similar picture. These are positive in
strong adjusters and have strengthened against the
1983-85 period; except for Brazil, they are negative in
weak adjusters and have been falling except for Argen-
tina. The export to GDP ratio as an indicator of trade-
orientation tells the same story. Average export/GDP
ratios in strong adjusters are higher than in weak
adjusters by a significant margin and have been
increasing; in weak adjusters, they have been falling.

It is sometimes argued that differences in the
external debt burden explain the differences in policy
performance. On this argument, a high external trans-
fer makes a high internal resource transfer from pri-
vate to public sector necessary, since most debt service
obligations are public. With inflexible tax systems and
narrow tax bases, this domestic transfer is achieved
through the inflation tax and jeopardises attempts at
fiscal consolidation. The indicators in the table cast
doubt on the importance of this process in determining
the policy course of countries. It is the strong adjusters
that made the largest resource transfer abroad, as
measured by the non-interest current account, and
their transfer (with the exception of Mexico) increased
between 1983-85 and 1986-88. Inflation rates rose only
moderately in these countries. Weak adjusters have
had a much lower resource transfer, which actually fell
in 1986-88 compared to 1983-85. Inflation, however,
exploded. While the burden of debt service has an
influence on domestic economic performance, it
appears that the emerging split between strong and



Table 16
Economic indicators for two groups of Latin American countries

Strong adjusters Weak adjusters
Mexico Chile Colombia Brazil Argentina Peru

Inflation

Average 1986-1989 84.2 18.3 24.3 803 1392 633

Percentage point change against 1983-1985 +16.3 —-5.9 +5.2 +605 + 890 + 502
Primary fiscal surplus

Average 1986-1989 2.6 0.8 5.1 0.8 -29 -4.1

Percentage point change against 1983-1985 +5.8 +2.2 +0.2 -2.6 +5.0 —-3.5
GDP growth

Average 1986-1989 0.4 7.1 4.6 34 -0.9 -0.5

Percentage point change against 1983-1985 -0.3 +4.4 +1.8 -0.3 -1.2 +1.2
Non-interest current account/GDP

Average 1986-1989 5.0 5.5 2.7 34 2.3 ~2.2

Percentage point change against 1983-1985 -2.6 +3.5 +5.1 —-0.6 =29 —-5.3
Exports/GDP

Average 1986-1989 19.6 34.7 18.2 9.3 11.5 13.5

Percentage point change against 1983-1985 +2.8 +9.8 +6.2 -3.1 -2.9 -5.7

Source:

World Bank Tables for data up to 1987. United Nations Economic Commission for Latin America for 1988 data. Primary fiscal balances are taken from Marcelo

Selowsky, Preconditions Necessary for the Recovery of Latin America’s Growth, paper presented at the Latin America Meeting of the World Economic Forum,

Geneva, June 1989. 1989 data are OECD estimates.

weak adjusters in Latin America is largely due to
domestic policy differences and not due to differences
in external debt service burdens.

Other Non-OECD economies

The short term outlook for India is favourable.
Rapid export growth is expected to continue, leading to
a stabilisation of the debt service ratio which has more
than doubled since 1980 to about 38 per cent in 1989.
The current-account deficit is expected to decrease in
1990. The main risk comes from a possible increase in
the budget deficit. The current budget deficit for 1990
is estimated at more than 3 per cent of GDP, or more
than double the target. As well, after the change of
government last year, there is uncertainty as to
whether the process of liberalisation will continue.

China’s austerity programme brought the infla-
tion rate down from over 30 per cent to 6 per cent in
1989. At the same time, however, GDP growth
declined from 11.2 per cent in 1988 to 3.8 per cent in
1989; production indicators point to a further slow-
down in the first half of 1990. The trade balance con-
tinued to widen in 1989 as a result of rapidly rising
imports. However, for 1990 imports are expected to
decline sharply and, with exports continuing to grow
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quite strongly, the trade balance is likely to improve.
Debt indicators remain favourable, with a debt service
ratio of just over 10 per cent.

During the 1980s, many countries in Sub-
Saharan Africa have started to implement structural
adjustment programmes. The outlook is not very good,
however. Even progress in countries with relatively
strong programmes, such as Ghana and Nigeria, has
been slow. Investment has remained low and infra-
structure continued to deteriorate. Sub-Saharan
Africa’s (excluding South Africa) share of world mar-
kets has almost halved since 1970 and this loss is
expected to continue. Per capita incomes have declined
since 1986 and drastic structural changes will be nec-
essary to raise per capita incomes in the 1990s.

INTERNATIONAL MONETARY
DEVELOPMENTS

Overview
Since the autumn of 1989, inflation and current-

account developments have tended to reassert their
influence over exchange-rate movements to some



extent. During the previous 12 months or so, the
currencies of many large and medium-sized OECD
economies had tended to move in directions oppo-
site to those suggested by inflation differentials and
current-account positions, appreciating in countries
with high rates of inflation and external deficits
(United States, United Kingdom, Canada, Australia,
Spain and Sweden); and vice versa (Japan, Germany,
Belgium, the Netherlands and Switzerland).

The notable exception to this re-emergence of
fundamentals in determining exchange-rate move-
ments in the most recent period has been the yen,
which continued to weaken until April, despite a
shrinking but still sizeable current-account surplus,
and a low inflation rate (Chart L). Following a strong
recovery, at end-May the trade-weighted value of the
yen was down 6 per cent from the level prevailing at
the time of the Louvre Accords of February 1987 and
20 per cent from the peak of late 1988. While the yen
has lost ground against practically all OECD curren-
cies and the currencies of most DAE:s, its weakness has
been especially pronounced against the Deutschemark
and other EMS currencies, with some of these bilateral
rates moving back to the levels of early 1973. The
Bank of Japan, along with other major central banks,
stepped up intervention significantly in support of the
yen in March. As a result, Japan’s gross official
reserves, which had declined by $13 billion in 1989,
declined by a further $10 billion — or over 10 per cent —
in the first quarter of 1990; and due to the purchase of
yen by other central banks, notably the Federal
Reserve, the decline in Japan’s net reserves was some
$13 billion (in 1989 it approached $25 billion). With
the firming of the yen in April, intervention in support
of it abated sharply.

The other major currencies also recorded signifi-
cant changes in the last months of 1989: the Deutsche-
mark strengthened in response both to events in
central and eastern Europe and to changes in interest
differentials vis-a-vis the United States; and the
dollar weakened. But this year, although the pound
sterling and the Canadian dollar have fluctuated
widely, net changes have been rather modest. The
major exception, in addition to the yen, has been the
Swiss franc which has appreciated by over 7 per cent.
The Italian authorities adopted the narrow band limits
for the lira within the EMS in early January after a
nominal devaluation (of the central rate) of 3 per cent
against the ECU. Since then, the lira has consistently
been at the top of the EMS band. On the whole,
exchange markets have remained relatively calm
despite a high degree of volatility in global securities
markets.
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Factors influencing the yen and the dollar

In trying to understand the weakness of the yen
over the past two years and the relative strength of the
dollar interest rate differentials are no help. Indeed
interest differentials and exchange rates have generally
moved inversely (Chart M). The evolution of the sum
of the current account, foreign direct investment and
long-term official capital may provide a clue. These
three items are largely unresponsive, in the short-run,
to interest rate and exchange rate considerations and
can thus be seen as representing a “core balance”. The
decline of this balance in Japan has paralleled the
decline of the yen over the last two years, although the
relationship between this measure and exchange rate
developments is weaker for the dollar and the
Deutschemark (Chart L). The direct impact of the
“core balance” on the demand for yen and the supply
of dollars has been compounded by the evolution of
short-term financial flows — though for technical rea-
sons this is not apparent in the case of the
United States from the figures in Table 17'.

Another factor underpinning the relative
strength of the dollar and weakness of the yen may
have been the demand for dollar assets on the part of
global investors resulting from rapid growth in overall
portfolios. Even if the share of dollar assets in total
portfolios that investors seek to maintain is unchanged,
the current structure of global portfolios is such that
increases in portfolio size, other things being equal,
imply a net demand for dollar assets®. In 1989, on the
basis of very tentative estimates, this ‘‘constant
portfolio composition effect” may have accounted
for a net demand for dollar assets of the order of
$60 billion. A significant proportion of this demand
probably originated from Japan where the pri-
vate sector 1s already a large net holder of dollar assets
and the paper value of financial portfolios had grown
quite rapidly, partly because of appreciation of
domestic assets in Japan such as real estate and
equities.

Indeed, massive purchases of foreign securities
by Japanese investors have been a prominent feature of
the Japanese balance of payments for several years,
and they increased further in 1989. But to a significant
extent these capital outflows have been linked to offset-
ting inflows — as in the case of acquisitions by Japanese
investors of equity-related bonds issued abroad by Jap-
anese corporations, and the growing international
financial intermediary role of Japanese banks, which
has involved investment in foreign securities. Hence,
while specific financial flows have shown major changes
over the last couple of years, the overall financial
account has recorded a modest increase in net outflows
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Table 17
Balance of payments of selected countries

$ billion
1987 1988 1989 Changes 1987-89
United States
Current account? —159.5 —125.6 -103.7 55.8
Foreign direct investment (net)? 18.5 39.9 26.9 8.4
Official long-term capital =15 15 18l 2.6
Core balance —142.7 —84.0 —-75.7 67.0
Long-term financial capital 31:4 40.4 45.0 1359
Short-term capital 54.7 7.0 48.7 —-6.0
Non-monetary 7.8 -7.4 38.0 30.2
Monetary 46.9 14.4 10.7 -36.2
Total financial flows 85.8 47.4 93.7 7.9
Net transactions of monetary authorities -56.9 —-36.6 18.0 74.9
Japan
Current account 87.0 79.6 57.0 -30.0
Foreign direct investment (net) —18.3 —34.7 —44.9 —26.6
Official long-term capital .. - . ..
Core balance 68.7 449 12.1 —56.6
Long-term financial capital? —118.1 -96.3 —43.0 75.1
Assets —113.1 —-115.7 —147.0 —33.7
Liabilities —-4.8 19.5 103.9 108.7
Short-term capital 91.8 66.8 6.3 —85.5
Non-monetary 20.0 22.3 -23 —-223
Monetary 71.8 44.5 8.6 =63.2
Total financial flows -26.3 —29.5 -36.7 -10.4
Net transactions of monetary authorities 42.3 1545 —24.7 —66.9
Germany
Current account 45.2 48.5 52.7 7.5
Foreign direct investment (net) -17.1 —8.8 —8.9 -1.8
Official long-term capital 8.9 -0.7 7.1 —-1.8
Core balance 47.0 39.0 50.9 3.9
Long-term financial capital —14.8 -38.8 -11.4 3.4
Short-term capital -93 —20.0 —49.6 —40.3
Non-monetary -59 —8.5 -19.5 —13.6
Monetary -34 —11.5 —-30.1 —26.7
Total financial flows —-24.1 —-58.8 —61.0 —36.9
Net transactions of monetary authorities 22.9 —19.7 -10.1 —-33.0

aj Excluding capital gains and losses on outstanding stocks of direct investment.

b) Including official long-term capital.

as the large decline in the net outflow of long-term
financial capital has been more than offset by the vir-
tual cessation of net short-term inflows (Table 17).
The drying-up of short-term inflows — particu-
larly monetary inflows — seems to have reflected,
among other factors, adjustments in foreign currency
hedging by yen-based investors. In 1987, a large pro-
portion of the massive inflows of short-term funds may
have resulted from the desire of Japanese institutional
investors to cover the exchange-rate exposure on their
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holdings of foreign securities. In 1989, the shift in
market sentiment against the yen apparently led these
institutions to reduce their hedging activity and accept
a higher degree of exchange-rate exposure. Since hedg-
ing typically implies higher foreign borrowing by Japa-
nese banks, this decision contributed to the sharp drop
in the inflows of monetary funds.

Looking at the factors likely to affect the yen in
the coming months, the period of sharp deterioration of
the “core balance” should largely be over: little change
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is projected in the current account and while outflows
related to foreign direct investment may remain strong,
they could recede somewhat from their recent peaks. If
the “core balance” stabilises, pressure on the yen will
depend on the factors influencing financial flows. Net
outflows of long-term financial capital slowed further
in the first months of 1990. Heavy net sales of Japa-
nese equities by foreign investors and the virtual cessa-
tion of the issuance in international capital markets of
equity-related bonds by Japanese corporations were
more than offset by large net purchases of Japanese
bonds by foreign investors and a sharp decrease in net
purchases of foreign bonds by Japanese investors
— with actual net liquidations in March. These develop-
ments may reflect a perception by market participants
that Japanese bonds have become attractive relative to
U.S. bonds and foreign bonds more generally. Com-
bined with strong fundamental economic conditions in
Japan, they could effectively underpin the yen and,
barring unforeseen shocks, could lead to a cessation or
reversal of unfavourable short-term flows.
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NOTES

The analysis of U.S. financial flows is greatly compli-
cated by the substantial under recording of official
financing in 1987 and the corresponding over-recording
of short-term inflows. Allowing for this factor, short-
term inflows and total financial inflows — contrary to
what shown in Table 17 — increased sharply from 1987
to 1989. More generally, as intended flows are typically
affected by changes in exchange rates, ex-post balance-
of-payments data — like those in Table 17 — provide
only a partial indication of the role of financial flows in
determining exchange-rate pressures.

The proportion of financial assets denominated in dol-
lars (“‘dollar assets’™) in non-U.S. private portfolios is
much higher than the proportion of financial assets
denominated in foreign currencies (“foreign-currency
assets”) in U.S. private portfolios. These results and the
estimate of the “constant portfolio composition effect”
are derived from work done at the OECD. See
B. Barenco (1990), “The Net Dollar Position of the
Non-U.S. Private Sector, Portfolio Effects and the
Exchange Rate of the Dollar”, OECD Department of
Economics and Statistics Working Papers No. 76.



THE ECONOMIES OF CENTRAL
AND EASTERN EUROPE

The dramatic political changes in the past year in cen-
tral and eastern Europe are setting the stage for radical
programmes of economic restructuring, superseding the
piecemeal initiatives toward market-oriented reforms
that have been attempted in a number of these countries
over the past few years. The outcome of this process is
impossible to assess with any precision, both because of
substantial uncertainty about the pace and content of
economic restructuring programmes in the different
countries, and because of a chronic shortage of hard
information about the actual state of these economies
that would provide a basis for assessing the adaptive
capacity of the “supply-side” to the market environ-
ments that are coming into existence. This chapter pro-
vides a brief overview of available indicators for the
economies of the region, with a view to gaining some
insight into the magnitude of the challenges to be faced
over the next several years.

General economic situations

A basic set of indicators is provided in Table 18.
While there is inevitably much uncertainty about some
of these measures, where in some cases substantial
amounts of OECD judgement has been brought to
bear in interpreting available data, the broad features
as summarised below are probably robust.

Following two decades of relatively rapid growth
in the 1950s and 1960s, growth performance deterio-
rated in the 1970s as the strategy based on maximising
output growth through maximising increases in the
quantity of labour and capital inputs ran into increas-
ingly serious problems. As shown in the top panel of
Table 18, measured growth rates of output over the
past 20 years have been persistently below the OECD
average for all the economies considered. Per capita
GDP ranges from a low (in Romania) of about 30 per
cent of the OECD average to a high in the German
Democratic Republic of just under 65 per cent, though
the measurement difficuities associated with such com-
parisons need to be borne in mind.

It is likely that the gaps in living standards
between these countries and OECD are substantially
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larger than suggested by these per capita GDP com-
parisons, for several reasons:

a)  Larger shares of output in these economies go to
investment than in the OECD, on average,
(Table 18, panel 2), with correspondingly less
product available for consumption.

Direct indicators of living standards, such as the
diffusion of telephones and automobiles, are sug-
gestive of larger gaps.

Widespread anecdotal evidence of inferior prod-
uct quality and mismatches between goods sup-
plied and goods demanded suggest that the util-
ity derived from a given aggregate amount of
measured consumption is substantially lower in
these countries than in OECD.

Finally, the evidence of severe environmental
degradation and unhealthy working conditions in
some of the central and eastern European coun-
tries suggests a further source of reduced living
standards.

b)

¢)

d

By most available measures, Czechoslovakia, the
GDR and Hungary stand out as having the highest
levels of economic development within the group. This
is reflected not only in measures of per capita GDP,
but also in the percentage share of the labour force in
agriculture, where a lower share normally points to a
more advanced stage of development. Again, if the
energy intensity of production is taken as a rough mea-
sure of the efficiency of the capital stock, these three
appear somewhat more efficient — though the numbers
need to be interpreted with caution because the coun-
tries have quite different industrial structures and
specialisations.

In general, the potential quality of labour inputs
in these economies is judged to be reasonably high,
though massive over-manning, lack of proper incen-
tives, and general management failure have resulted in
low work-effort and poor productivity. The share of the
workforce with at least secondary education varies
across countries and is generally much lower than in
the OECD area. Nonetheless, the workforces of cen-
tral and eastern European countries are relatively well-
educated for their levels of economic development. The
more fundamental problem on the input side appears



Table 18
Basic indicators for central and eastern European countries

Soviet . Czecho- German' ’
Union Bulgaria Sovakia Democra%uc Hungary Poland Romania OECD
Republic
General indicators
Population (m, 1988)” 286.4 9.0 15.6 16.6 10.6 38.0 23.0 824.8
GDP ($bn, 1988)° 1590.0 50.7 118.6 155.4 68.8 207.2 94.7 12073.0
GDP per capita, $ 5552.0 5633.0 7603.0 9361.0 6491.0 5453.0 4117.0 14637.0
Growth of GDP“
1971-80 3.1 2.8 2.8 2.8 2.6 3.6 5.3 3.3
1981-85 1.7 0.8 1.2 1.9 0.7 0.6 —-0.1 2.5
1986-88 2.3 1.9 1.5 1.7 s 1.0 0.1 355
Living standards (1987)¢
Cars per 1000 inhabitants 50.0 127.0 182.0 206.0 153.0 74.0 i1.0 385.0
Telephones per 1000 inhabitants 124.0 248.0 246.0 233.0 152.0 122.0 111.0 542.0
Structural indicators
Share of labour force in agriculture® 2077 19.5 12-1 10.2 18.4 28.2 28.5 8.0
Gross domestic investment/GDP¢ 33.2 32.7 24.7 29.2 28.5 36.5 37.1 20.6
Share of private enterprise in NMP/GDP¢ 2:5 8.9 3.1 35 14.6 14.7 235 70-80
Relative energy intensity (OECD =1)/ 2.6 22 1.9 1.6 1=5 19 2.7 1.0
Percent of workforce with secondary or
higher education? 27.3 n.a 29.4 n.a 33.8 28.9 n.a 61.0
Trade indicators
Total exports of goods as percent
of GDP (1988)* 6.8 23.0 19.7 13.7 14.7 6.4 11.2 14.4
Manufactured goods exports as share
of exports to non-socialist countries’ 63.1 59.3 72.4 T3 79.6 63.4 50.6 81.8
Percentage change of share
of OECD markets/
1978-89 -26.7 =18.5 —44.0 -25.2 -7.8 -32.3 —46.3 —
1986-89 -13.0 -19.9 0.9 -9.1 1.5 —23.5 -27.8 -

a) CIA, Handbook of Economic Statistics, 1989.
b) PlanEcon data.
¢) CIA, Handbook of Economic Statistics, 1989; OECD data are approximate.

d) Economic Commission for Europe, Economic Survey of Europe 1988-89, and OECD estimates. Data for Bulgaria and East Germany are for 1987.
e) PlanEcon; OECD data refer to four countries and are intended to give an approximate range only.
Jf) Calculated on the basis of total energy consumption in TOE in 1987 from the OECD, World Energy Statistics and Balances, 1989, and PlanEcon estimates for GDP;

all data are for 1987.

g) National source data reported in PlanEcon; OECD data average for 16 countries, percent of total population.

k) OECD Series A data and ECE; East German data include intra-German trade.

i) OECD Series C and PlanEcon; manufactures is defined as SITC 5-9. OECD ratio is for 1987.
J) OECD Series A; data for German Democratic Republic exclude intra German trade.

Sources: OECD data are from OECD databases.

to be the efficiency of capital. The association of low
rates of output growth with high rates of investment is
striking, suggesting that much investment has been
largely or totally wasted, so that the effective, poten-
tially productive capital stock is small in relation to the
cumulative investment effort undertaken. The ineffi-
ciency of investment, furthermore, is one element
accounting for the overhangs of forced savings that
persist in a number of these economies: payments to
labour for investment activities increase incomes, but if
the resulting investment is unproductive there is no
corresponding rise in output to absorb the spending
power thus generated.
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The future growth in central and eastern Europe
will have to come largely in the private sector and to
that extent countries which already have significant
private sectors may have an advantage. The figures in
Table 18 on the recorded share of private sector
activity in total production are based on national
sources and suggest that, except for Hungary, Poland
and Bulgaria, this share is insignificant. However,
estimates of the shadow economy suggest that these
figures probably overstate the differences: they may
have more to do with the official stance towards private
sector activity than with the actual size of these
activities.



Table 19
Trade of the Soviet Union and other central and eastern European countries with OECD
In millions of $

1989
1986 1987 1988 January to November
at annual rates
Exports Imports Balance | Exports Imports Balance { Exports Imports Balance | Exports Imports Balance
Bulgaria 747 2202 -1456 760 2353 -1593 745 2429 -1683 795 2310 -—-1515
Czechoslovakia 3102 2744 3581 3493 3331 162 3818 3575 242| 4094 3381 713
German Democratic Republic? 2482 1917 564| 2596 2486 110 2743 2951 —208| 2900 3110 -211
Hungary 2993 3468 —-476| 3697 3902 —205} 4090 4000 89| 4427 4567 — 140
Poland 4214 3376 838| 4913 3962 950| 5714 4965 7491 6230 6058 172
Romania 3577 1643 1933 4066 1315 2751 4029 1257 27721 3921 1156 2764
Total of above countries 17114 15351 1763| 19524 17349 2176( 21138 19177 1961 (22367 20582 1784
Soviet Union 20348 20574 —226| 22856 20556 2300{ 23636 24909 —-1273|25604 27646 -2042
Total 7 37462 35925 1537142380 37905 4475| 44774 44086 688 47970 48228 —258

a) Trade of the GDR does not include transactions with the FRG.
Source:

Finally, as regards trade structures, the econo-
mies of central and eastern Europe are relatively
dependent on foreign trade, taking into account
CMEA trade (and intra-German trade for the German
Democratic Republic). Even the Soviet Union, which
is generally considered to be a relatively closed econ-
omy, has goods exports as a share of GDP roughly
comparable to the United States. However, a striking
indication of the structural problems facing these econ-
omies is the marked loss of export shares on OECD
markets that these countries have experienced over the
past decade: only Hungary, which has throughout this
period focused attention on shifting its trade from
CMEA to OECD markets, has succeeded in limiting
this erosion of market share to some extent.

Recent trade developments in value terms for the
economies of central and eastern Europe vis-a-vis
OECD countries are shown in Table 19. The numbers
in general do not suggest any marked change in trends:
while the value of exports to OECD countries has
tended to rise slowly, they have not kept pace with
overall world trade growth. In some cases, deteriorat-
ing terms of trade (particularly as regards the USSR)
may be masking increases in export volumes. It is pos-
sible, furthermore, that significant recent currency
devaluations, most notably in Poland, will provide the
incentive basis for a stronger export growth to the
West in coming years. The key uncertainty here is the
capacity of the production structure to respond to rela-
tive price signals which, at the moment, would appear
to provide strong relative price incentives for exports in
at least some of these countries. On the import side,
the most striking feature is the sharp contraction of

OECD Foreign Trade Statistics, Series A. Balance equals Exports (f.0.b.) minus Imports (c.i.f.).

Romanian imports in recent years, reflecting the obses-
sion of the Ceausescu regime with abolishing external
debt.

Trade relations

A more detailed accounting of the evolution of
trade patterns for the economies of central and eastern
Europe is provided in Table 20. There are significant
differences among countries, particularly as regards
degrees of dependence on intra-CMEA trade. Never-
theless, the overall dependence, for all of these coun-
tries, on intra-CMEA trade is a critical factor in
assessing the future economic evolution of these econo-
mies. Members of the CMEA are currently discussing
an internal reform of the CMEA system. It seems
likely that, starting in 1991, a new CMEA regime
based largely on world pricing and convertible-cur-
rency settlement will go into effect. This raises two
central issues. The first is the likely coming to an end
of the implicit subsidies to central and eastern Euro-
pean economies that result at present from their capac-
ity to purchase raw materials, and especially energy,
from the USSR at below world-market prices. The
extent of this subsidy is difficult to measure, but a
conservative estimate would put it at some $5 billion
annually for the six non-Soviet members of the group.

The second issue is the extent to which intra-
CMEA trade in manufactured goods will contract in
favour of trade with countries outside the region. The
balance of considerations in this regard is difficult to
draw. Structural considerations, in particular the rela-
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tive immobility and inflexibility of productive factors
tied up in intra-CMEA trade-related production, argue
for maintaining intra-CMEA trade in the process of
economic reform; but the more advanced technology
and higher quality goods available on world markets
argue for greater reliance on imports from non-CMEA
regions and a corresponding re-orientation of exports
to these markets.

It is likely that in the near future most central
and eastern European countries will sign trade and
economic co-operation pacts with the European Com-
munity, allowing these countries lower EC tariffs and
in return increasing EC access to central and eastern
European markets. This and other steps towards fuller
integration of the central and eastern European coun-
tries into the world economy means that their produc-

Table 20
Regional trade structure of Central and Eastern European countries

Percentage shares of total trade

Exports to: Imports from:
Soviet Other Eastern Developed Rest of Soviet Other Eastern Developed Rest of
Union Europe countries? World? Union Europe countries? World?

Soviet Union

1980 42.1 32.0 25.9 429 354 21.7

1985 46.8 25.6 27.6 47.6 27.8 24.6

1988 49.0 219 29.1 54.0 25.1 20.9
Other Eastern Europe

1980 33.0 22.4 28.5 16.0 33.1 20.9 31.0 15.0

1985 38.0 20.8 25.4 15.8 40.1 22.2 24.3 13.4

1988 37.9 22.7 26.8 12.6 36.5 24.1 27.4 121
of which:
Bulgaria

1980 49.9 16.5 15.8 17.8 57.3 18.1 17.2 7.4

1985 56.6 17.2 8.5 17.7 56.1 175 15.2 11.1

1988 62.8 18.1 6.4 12.8 D3k, 20.1 15.5 10.6
Czechoslovakia

1980 35.6 27.8 21.8 14.8 36.0 28.7 243 10.9

1985 43.7 26.6 15.8 14.0 46.0 28.6 15.3 10.1

1988 43.1 29.9 16.3 10.8 40.3 323 18.6 8.8
German Democratic Republic

1980 333 26.2 29.3 11.2 332 22.4 34.6 9.8

1985 37.2 22.4 31.5 8.9 38.8 22.9 30.2 8.0

1988 355 26.5 29.9 8.1 34.6 24.8 33.2 7.4
Hungary

1980 29.3 21.0 34.0 15.7 27.7 19.2 39.5 13.6

1985 33.6 18.7 30.2 17.5 30.0 19.3 38.4 12:2

1988 27.6 17.0 40.5 14.9 25.0 18.7 43.6 1257,
Poland

1980 31.2 2101 344 13.3 33:2 19.6 35.0 12.2

1985 28.4 19.7 34.7 17-2 34.4 19.8 32.2 13.5

1988 24.5 16.2 43.3 16.0 23.4 17.2 45.7 13.7
Romania

1980 19.6 1757 34.8 28.0 15.6 15.1 31.2 38.1

1985 21.4 14.5 33.9 30.3 22.4 20.4 173 39.9

1988 23.4 16.4 37.9 22:3 30.9 21.3 11.6 36.2

a) Developed countries, according to United Nations includes the OECD area plus Yugoslavia, less New Zealand and Australia.
b) Rest of World includes Developing Countries and Socialist Countries other than Eastern Europe and the USSR.

Source:
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Table 21
Current account balances and net debt/export ratios in convertible currencies of Central and Eastern Europe
Millions of dollars

1986 1987 1988 19897
A. CURRENT ACCOUNT
Bulgaria —921 21 — 650 — 800
Czechoslovakia 240 —300 —350 -300
German Democratic Republic? 780 730 585 —200
Hungary - 1400 -850 —~592 —-1370
Poland*¢ —550 —471 — 580 —1840
Romania 1300 1850 2200 2000
Total of above countries —551 1034 613 —2510
Soviet Union 1000 4000 3100 -1000
Total 7 449 5034 3713 -3510
B. NET DEBT/EXPORTS
Bulgaria 143 175 196 263
Czechoslovakia 66 78 78 95
German Democratic Republic? 89 107 106 118
Hungary 312 324 290 326
Poland 570 556 504 532
Romania 98 76 32 -1
Total of the above countries 205 218 202 211
Soviet Union 79 82 90 113
Total 7 152 158 153 169

a) Estimate.

b) Including transactions with the Federal Republic of Germany.
¢) Including interest payment obligation.

d) Including intra-German debt.

Source: OECD.

ers will face new challenges in the form of competitive
pressures from both OECD countries and the dynamic
Asian economies.

External financial velations

The hard currency external debt position of all
countries — except Romania — has deteriorated since
1984 (Table 21). As measured by debt/export ratios
Poland, Hungary and Bulgaria are severely debt con-
strained; and all the countries of the region (except
Romania) have significant hard-currency debts which
may limit their capacity to borrow extensively in com-
ing years. This state of affairs reflects a steady deterio-
ration of these countries’ current account balance in
convertible currencies (Table 21). Noteworthy is that
the hard currency surplus of both the GDR and the
USSR turned into a deficit in 1989. The rise in hard-
currency net indebtedness of the region might appear
at first glance as incompatible with continued recorded
total current-account surpluses. The total current-
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account balance of the central and eastern European
countries is the sum of the convertible currency cur-
rent-account vis-g-vis OECD countries, the balance
vis-a-vis non-CMEA developing countries and the bal-
ance vis-a-vis non-European CMEA economies. The
overall surpluses are primarily due to the rouble sur-
plus of the USSR vis-a-vis socialist countries outside
central and eastern Europe and by continuing sur-
pluses of central and eastern European economies vis-
a-vis developing countries. Although the latter claims
might be in terms of convertible currencies, they are
for the larger part not recoverable at their face value.

Scale of resource transfer

From a global perspective, a key issue is that of
the likely scale of resource transfers to these countries.
Under this heading, four interrelated considerations
are of particular relevance.

First, the demand from the economies of central
and eastern Europe for goods, technology and capital



from OECD countries in coming years is potentially
large, though the speed with which foreign resources
can be productively absorbed will depend crucially on
the pace of structural and institutional transformation.
The eventual needs of these countries for foreign
resources to facilitate domestic reconstruction is, on
the most conservative estimates that have been floated,
well in excess of anything that could be absorbed effi-
ciently or is likely to be forthcoming over the next
several years.

Second, in assessing the likely scale of resource
flows from outside, a sharp distinction needs to be
made between the German Democratic Republic and
the other economies of the region. In the former case,
the imminent monetary union and economic integra-
tion with the FRG fundamentally alter the basic
parameters. As regards the other countries of the
group, foreign resources are likely to play a less central
role in the restructuring process for three reasons:

a)  The capacity of these economies to earn substan-
tial increments in foreign exchange through
increased exports will be strongly limited for a
number of years by the difficulty of re-orienting
supply so as to provide attractively priced goods
of reasonable quality for export markets.
Exchange rate policies can clearly influence this
at the margin, but the “elasticity” of export sup-
ply with respect to relative prices is likely to
remain low for some considerable time.

b)  Borrowing capacity to finance increased imports
beyond export revenues is constrained by debt
problems for most of these countries, and will
continue to be so for some years.

¢)  Overall access to foreign resources to aid eco-

nomic restructuring will thus be primarily deter-
mined by the scale of official capital flows to
these economies and by foreign direct
investment.

Third, as regards official flows, a substantial
increase can be expected. Putting together IMF credits
for those countries that are IMF members, World
Bank lending programmes and bilateral initiatives co-
ordinated through the G-24, official gross disburse-
ments of some $6 billion might be expected both this
year and next — principally to Poland and Hungary.
The newly-created European Bank for Reconstruction
and Development will also in due course become a
substantial supplier of funds. Even so, these sums are
small in relatior: to potential requirements.

Fourth, private foreign direct investment (FDI),
via joint ventures, outright purchases of existing enter-
prises, or the establishment of new firms, is an attrac-
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tive vehicle for resource transfer because it provides
technology and managerial know-how along with the
funds to purchase foreign inputs. There is some ten-
dency to view this as the panacea for the adjustment
problem of the central and eastern European countries,
particularly those such as Hungary and Poland that
have indicated a willingness to put the bulk of state-
owned enterprises up for sale. Three cautionary notes
are, however, in order:

aj In the best of cases, there is a substantial lag
between entering into commitments on FDI and
actual disbursement of funds. The extent, there-
fore, to which FDI can ease external financing
constraints may be relatively limited for most
central and eastern European countries over the

next 2-3 years.

b}  The development of large-scale FDI flows to cen-
tral and eastern Europe is likely to depend on the
pace of domestic reform processes in these econo-
mies, particularly as regards the definition of
property rights, which remains a murky area
since it has been revealed that ‘‘social
ownership” of the means of production may, in
practice, mean a very uncertain pattern of actual

ownership rights.

Finally, given the extremely imperfect asset mar-
kets in the region, there is a risk that private FDI
into these economies will in part be characterised
by predatory manoeuvres rather than longer-
term developmental considerations. Some of
these economies have a pressing need for foreign
exchange and grossly inadequate information
about the underlying market value of state
assets, rendering them vulnerable to asset-strip-
ping and transfer-pricing practices.

The broad conclusion might be that, while some
acceleration of resource flows to central and eastern
European countries can be expected in coming years,
the macroeconomic significance of such flows (again,
with the exception of the GDR) is likely to be modest.
Indeed it is uncertain whether, in terms of providing
net resources to aid in the economic restructuring pro-
cess, these flows will even compensate the non-USSR
members of this group for the loss of income resulting
from the termination of implicit energy subsidies from
the USSR. Financing of economic restructuring in
central and eastern Europe is thus likely to be depen-
dent on strong domestic saving flows. Saving has gen-
erally been strong in these countries, but in conditions
of limited availability of many consumer goods and
services. In the absence of such constraints, positive
incentives to save will need to be stronger.



DEVELOPMENT IN INDIVIDUAL COUNTRIES

UNITED STATES

Key features

GNP growth declined to a 1'/: per cent annual
rate in the last quarter of 1989, and continued at this
pace in the first quarter of 1990. Although manufac-
turing employment and capacity utilisation have con-
tinued to fall, weaknesses have been concentrated in
certain sectors and regions: auto production, residen-
tial construction and the North-East region have been
worst hit. Overall, the continued growth of the service-
producing sector has kept the civilian unemployment
rate unchanged since the second quarter of 1989, and
continuing healthy export and investment demand is
allowing the economy to expand moderately. Growth a

little below the economy’s potential is projected to con-
tinue through 1990 and 1991, with personal consump-
tion growth likely to remain subdued. Labour-market
conditions should ease somewhat and inflation, having
increased in the first quarter because of food and
energy price rises, should stabilise at about 4% per
cent.

Monetary stance has changed little in recent
months, following substantial easing in 1989. Long-
term interest rates have risen, however, and this may
reflect, in part, an upward revision in market expecta-
tions about the short-term strength of the economy and
potential inflationary pressures. At the same time,
domestic financial conditions are rather unsettled, due

UNITED STATES
Demand, output and prices
Percentage changes from previous period, seasonally adjusted at annual rates, volume (1982 prices)

1987
current 1989 1990 1991
prices 1987 1988 1989 1990 1991 I I 1 1 I
billion $
Private consumption 3010.8 2.8 34 2.7 2.2 2.0 2.3 34 1.7 1.8 2.1 2.1
Government consumption 926.1 2.6 0.4 2.7 2.1 1.9 3.5 0.7 3.1 1.7 1.9 2.0
Private fixed investment 670.7 2.6 5.8 1.6 2.4 3.4 1.5 0.1 3.3 3.0 3.5 315
Residential 2264 [ 04 03 -29 04 34 | 42 80 3.7 2.9 35 315
Non-residential 444.3 39 8.4 33 3.2 3.4 3.8 3.2 32 3.1 35 35
Final domestic demand 4 607.6 2.7 3.2 2.5 2.2 2.2 2.4 2.3 2.2 2.0 23 2.3
* change in stockbuilding 2934 0.5 0.1 02 02 0.2 | 0.3 0 -0.6 0.3 0.1 0
Total domestic demand 46369 3.2 33 2.4 2.0 2.4 2.1 23 1.6 23 2.4 2.4
Exports of goods and services 448.6 135 176 11.2 6.3 8.1 14.1 7.5 4.9 7.9 8.1 8.1
Imports of goods and services 561.2 7.5 6.8 6.1 38 7.1 5.1 6.5 1.3 6.3 7.4 7.4
* change in foreign balance -112.69| 04 1.1 0.6 0.3 0.1 1.1 0 0.5 0.2 0 0
GNP at market prices 45243 3.7 44 3.0 2.3 2.5 3.2 2.4 2.1 2.5 2.5 24
GNP implicit price deflator - 3.1 33 4.1 4.2 4.5 4.3 3.6 4.5 43 4.5 4.5
Memorandum items
Consumer prices? - 4.7 39 4.4 4.8 4.6 5.0 34 5.6 4.5 4.6 4.6
Industrial production - 3.8 S 33 1.3 2.4 3.0 1.4 0.8 23 2.4 2.4
Unemployment rate - 6.2 5.5 53 53 5.4 5.2 53 5.3 5.4 5.4 5.5

*  As a percentage of GNP in the previous period.
a) Actual amount of stockbuilding and foreign balance.
b) National accounts private consumption deflator.

53




Budget deficit projections

1986 1987 1988 1989 1990 1991 1992 1993 1994
Fiscal year, $ billion
(Deficit = +)
Administration estimates under
administration policies’ 221 150 155 152 124 61 24 20)* (64)°
Congressional Budget Office (CBO)
February baseline® 221 150 155 152 127 134 141 148 133
Balanced Budget Act Targets
Original 172 144 108 72 36 0
Revised © 144 136 100 64 28 0
OECD~ 221 150 155 152 136 132 130 140 132
(Calendar years, national accounts) 207 161 146 149 119 114 109 111 105
Memorandum item:
Social security fund surplus? 17 20 39 52 66 74 85 98 112
Resolution Trust Corporation
(non-interest spending)® 32 28 -17 -16 -12

a) Excluding non-interest spending by the Resolution Trust Corporation.
b) Figures in parentheses represent estimated surpluses.

¢) Under the Balanced Budget and Emergency Deficit Control Act, a projection of $10 billion or more above the target is required to trigger sequestration.

d} CBO estimates from the Economic and Budget Qutlook: Fiscal Years 1991-1995 (January 1990). The social security surplus is included in all the deficit projections
in this table. In contrast to the other lines on this table, a positive number denotes a surplus.

e} Non-interest spending of the Resolution Trust Corporation (largely assel acquisitions or sales) as estimated by the CBO.

largely to insolvencies in the thrift industry, a stricter
regulatory stance, defaults on “‘junk” bonds, and prob-
lem real estate loans in some regions. As a result,
borrowing costs have risen for some categories of bor-
rowers. Higher borrowing costs may also be related to
the rise in interest rates world-wide.

In seeking to create the conditions for non-infla-
tionary growth and lower interest rates, it remains a
problem that monetary policy has had only modest
assistance from fiscal restraint. Progress in reducing
the federal budget deficit continues to be slow, even
abstracting from the mounting costs of the rescue of
thrift institutions. In the absence of a budget agree-
ment, and excluding spending on thrifts, the Federal
deficit could reach and remain in the region of $135
billion in fiscal years 1990 and 1991 (some 2'/> per cent
of GNP). Partly as a result of this, dependence on
foreign saving will remain high and further reduction
of the current-account deficit is likely to be slow.

Recent Trends

The economic slowdown in the fourth quarter
was partly attributable to temporary factors: the dis-
ruption caused by Hurricane Hugo, the Californian
earthquake, the month-long strike at Boeing, and
severe December weather. Recovery from these set-
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backs boosted activity in the first part of 1990. Final
domestic demand recovered quite strongly. However,
growth remained concentrated in the service sector.
Manufacturing production is little changed since early
1989. Output of durable consumer goods has also been
flat over the past year and remains relatively
depressed. Automobile sales were especially weak in
the fourth quarter, leading to a substantial build-up of
unsold cars by the end of the year. A sharp cut in
assemblies in January partially restored inventory bal-
ance, but production so far in 1990, at about a 6 mil-
lion unit annual rate, is well down on past levels.
Aggregate inflation measures do not show any
upward trend over the last year, at least on average.
The GNP fixed-weighted price index rose 4'/> per cent
during the four quarters ending in 1990 Q1, which was
slightly down on the 4% per cent rate registered in the
same 1988-89 period. However, the quarterly pattern
has been irregular, reflecting the transitory influences
of food and energy prices, as well as fluctuations in the
exchange rate. Inflation was low in the second haif of
1989 as energy prices were weak and prices of
imported goods were depressed by the earlier strength
in the dollar. Both of these effects were reversed in the
the first quarter of 1990, when the GNP fixed weight
index showed a 6.7 per cent rise at annual rates.
Excluding food and energy, the CPI rose 4.8 per cent
over the twelve months to April, compared with an
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increase of 4.6 per cent over the previous twelve
months. Similarly, although higher on average than in
1988, the rate of increase in wages and salaries has
shown little sign of increasing on a quarter-by-quarter
basis since early 1989. Slower productivity growth,
however, pushed the rise in unit labour costs up from
an average of 3 per cent in 1988 to 4'/> per cent. Partly
for this reason, the share of after-tax corporate profits
in corporate output fell to just over S per cent — com-
pared with a high of over 7 per cent during 1984. (The
rise in corporations’ net interest costs, to a record
64 per cent of profits in the fourth quarter, has also put
pressure on net profits.)

Policies

Short-term interest rates, which declined by
160 basis points through the latter part of 1989, have
changed little since January. Long-term rates have
risen, however, as investors appear to have reacted to
increasingly attractive investment opportunities
abroad, a run-up in energy prices and stronger-than-
expected economic data, which may have undermined
expectations that inflation would fall. At the same
time, the Federal Reserve’s concern about recession
has abated. The February meeting of the Federal Open
Market Committee saw a switch away from concern
about recession to a fairly balanced concern about
slower growth and inflation, and this rather balanced
perception of risks seems to have persisted into May.
Reflecting this, the Federal Funds rate has been
unchanged since January. The February Monetary
Report to Congress underlined the fact that the
Federal Reserve expects little progress on the inflation

front in the short term, but is optimistic that inflation
will fall over the medium term, as moderate growth
leads to an easing of labour-market pressures. In main-
taining the same targets for 1990 as 1989, at 3 to 7 per
cent for M2, the Federal Reserve expectation is that
money growth will be eased back as the year pro-
gresses, and data for the first five months indicate that
this has been the case.

Assessing the degree of present monetary
restraint is complicated, not just by variations in
money velocity, but also by signs that banks have
restricted credit to certain classes of borrowers. The
Federal Reserve has expressed concern about the dete-
rioration in indicators of financial stress among some
borrowers, with implications for lenders, including
commercial banks. Among households, debt-servicing
burdens have risen to historic highs relative to income
and delinquency rates have recently moved up to high
levels. Corporate debt burdens and interest costs have
risen markedly, contributing to record corporate bond
defaults in the first quarter and to a collapse of the
“junk bond” market. Commercial bank profits in some
regions (notably New England) have been adversely
affected by problem real estate loans. As a result,
banks have restricted credit to below-investment grade
companies and reduced construction loans to builders.
There does not appear to be a generalised credit
squeeze, however. Helping to allay concern is the con-
sideration that household net worth has risen relative
to income, that formerly distressed banks in the agri-
cultural sector have continued to recover their financial
health, and that corporate profits are still substantially
above their 1982 low.

Progress in reducing the Federal deficit has
remained rather slow. According to the

UNITED STATES
Appropriation account for households
Percentage changes from previous year

1987
billion 1987 1988 1989 1990 1991
Compensation of employees 2 690.0 7.1 8.1 8.1 74l 6.8
Income from property and other 940.1 il 8.1 1151 7.9 72
Current transfers received 548.2 34l 6.7 8.1 8.4 7.0
Less: interest on consumer debt 91.4 2.6 St2, 5.7 5.2 S
Total income 4087.0 7.1 8.0 8.9 1.5 6.9
Less: direct taxes 571.6 11.5 2.6 10.5 10.0 8.2
current transfers paid 402.7 57 10.9 s 8.1 141
Disposable income 31127 6.5 8.6 8.8 7.0 6.6
Consumers’ expenditure 3010.8 7.6 7.4 73 7.0 6.7

Saving ratio (as a percentage of disposable

income) - 33 4.3 5.6 55 5.4
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Administration’s Budget, the Balanced Budget Act’s
target of a $100 billion deficit for FY 1990 is likely to
be exceeded by $24 billion, but this has since been
revised up. The Congressional Budget Office (CBO)
baseline shows a $27 billion overshoot in FY 1990, and
the OECD projection, which uses the same non-
defence spending assumptions as the CBO, is slightly
higher still (see Budget Deficit Projections Table). In
November, Congress passed legislation cutting the def-
icit by $12 billion in FY 1990, but these cuts have been
offset by technical revisions.

For FY 1991 the cuts are, in any case, rather
small, because the Budget agreement contained $7 bil-
lion in non-recurring savings and other accounting
devices. As a result, both the OECD and the CBO
baseline deficit for FY 1991 is only just below $140 bil-
lion, compared with the Gramm-Rudman target of
$64 billion. However, the outturn will hinge on public
spending and taxation agreements which still have to
be reached. Each 2 per cent cut in defence spending
authorisation tends to reduce spending by nearly
$10 billion after two years, and by almost $30 billion
by the fifth year. Although defence cuts will not be
translated dollar-for-dollar into deficit cuts, they could
be enough to ensure that the general trend in the defi-
cit is downward. Meeting the Balanced Budget Act
targets for FY 1991 and beyond probably requires
higher tax revenues, the more so since the costs of
rescuing insolvent savings and loans associations
— which are not included in the above baseline esti-
mates — are likely to be greater than expected'. The
prospects of such increases, perhaps based on removing
the remaining distortions in the income tax base or
widening the scope of consumption taxes (such as
higher gasoline taxes as a user charge on pollution) are
currently unclear.

Trade policy has focused on both multilateral
liberalisation in the Uruguay Round (due for comple-
tion at the end of 1990), and bilateral initiatives to
open foreign markets to U.S. exports. The 1988 Trade
Act required the identification of barriers to trade of
priority interest to the United States and negotiation to
eliminate them. Specific announcements were made in
May 1989, the most important concerning trade with
Japan, where exclusionary government procurement
concerning satellites and supercomputers, and restric-
tive standards on wood products were named as prior-
ity concerns. Negotiations between the United States
and Japan have resulted in partial interim agreements
on each of the issues in dispute. At the same time, the
bilateral debate has been widened under the Strategic
Impediments Initiative (SII) to the identification and
correction of general impediments to more balanced
trade between the two countries.
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Prospects

Abstracting from the influence of temporary fac-
tors, the economy appears to have been growing at
around a 2 per cent rate in the first half of 1990, and is
expected to continue to expand at a 2 to 2'/> per cent
pace. Overall, total domestic demand seems likely to
grow at around 2 per cent, and there may be a small
contribution to GNP growth from net exports. The
main factors influencing domestic demand appear to
be:

i) The stock-to-sales ratio for the economy as a

whole is low compared with its historical
average;
ii)  Business investment intentions surveys indicate
that capital spending in manufacturing will con-
tinue to grow, but somewhat more slowly than in
1989;

Residential construction is likely to be affected
positively as hurricane and earthquake damage
is repaired, but is being held back by problems in
the thrift industry, which have restricted the
number of multi-family building starts;

iii)

Real disposable income is growing rather slowly,
which may be expected to restrain consumer
spending; however, the saving ratio, having risen
in the past year, appears unlikely to increase
further.

iv)

Federal purchases are expected to decline in real
terms, but state and local government spending will
continue lo grow because of continued demands for
infrastructure investment. The poor condition of some
state finances, especially in the North-East, is leading
to the introduction of new taxes, but in general, the
state and local operating deficit is unlikely to decrease
much. Overall, the fiscal stance is unlikely to be
restrictive.

The external account should continue to provide
an additional stimulus to GNP growth, though smaller
than in 1989. U.S. exports are projected to expand
more rapidly than markets. U.S. export competitive-
ness is continuing to improve, with manufacturing unit
labour costs projected to rise more slowly than the
average for the major economies. Import volumes will
probably continue to be particularly affected by the
evolution of domestic investment; imports of producer
durable equipment have been the fastest growing items
in the past year, and the rate of increase could slow as
the pace of domestic investment slows. In all, the trade
deficit may fall to between $100 and $110 billion in
both 1990 and 1991. No further improvement in the
balance on services is expected, so that the current



UNITED STATES*
Balance of payments
Value, $ billion

1989 1990 1991
1988 1989 1990 1991 1 1 1
Seasonally adjusted
Exports 3193 361.9 392 442 | 179.1 182.8 191 201 214 228
Imports 446.5 475.1 499 547 | 2350 240.2 244 255 267 280
Trade balance -127.2 -113.3 -107 -105 | =559 574 =53 -53 -53 -52
Non-factor services, net 134 20.6 21 27 8.4 12.2 10 i 13 14
Investment income, net 3.2 32 0 -2 0.5 2.6 0 0 -1 -2
Private transfers, net -1.8 -1.6 -2 -2 -0.9 -0.7 -1 -1 -1 -1
Services and private transfers, net 14.5 22.2 20 22 8.0 14.2 9 11 11 11
Official transfers, net -129 -12.7 -13 -15 -54 -7.3 —6 -7 -7 -3
Current balance -125.6 -103.7 -100 -97 | -53.3 -50.5 —50 —49 —49 —48
Memorandum items (s.a.a.r.)
Per cent changes in volume?
Exports 20.5 12.5 8.4 9.8 16.8 8.3 8.2 8.8 9.9 10.6
Imports 6.0 5.8 4.6 7.9 2.8 9.9 0.7 7.5 8.1 79
Note: Detail may not add, due to rounding.

a) The historical data for the U.S. current account exclude the effects of changes in exchange rates on the dollar values of direct investment asset and liability stocks.
They thus differ somewhat from the official data as currently recorded and published by the U.S. authorities.
b) Derived from values and unit values on a National Account basis. Ceriain adjustments to balance of payments basis are therefore excluded, the most important

being the omission of foreign trade of the Virgin Islands.

account deficit is projected to fall only slightly to just
under $100 billion (1% per cent of GNP by 1991).

With monetary policy committed to containing
inflation, GNP growth is likely to fall short of its
potential rate (estimated at 2% per cent), and the
unemployment rate could edge upward. As the unem-
ployment rate is now in the neighbourhood of the natu-
ral rate, inflation is expected to stabilise over the pro-
jection period, despite a near-term increase in labour
costs due to the recent increase in social security costs
and the rise in the minimum wage. The recent
increases in farm and energy prices are expected to
unwind, and overall consumer price inflation may settle
at about 4/ per cent.

The risks attaching to the projection seem rela-
tively evenly balanced between greater short-term
weakness and higher inflation. The effects of recent
financial disturbances should remain limited and local-
ised, and financial tensions are more likely to amplify a
downturn than precipitate one. But there are substan-
tial uncertainties attaching to monetary policy effects
which could yet have marked effects on credit availa-
bility. Alternatively, since the economy already seems
to be operating at or near to its “natural” rate of
unemployment, any inadvertent easing of policy would
be liable to create inflationary pressures which would
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require much slower growth to correct. The current
account deficit also remains a source of risk. Although
fears about the unsustainability of the external deficit
have been assuaged, pressures on the dollar could re-
emerge at some stage, forcing the Federal Reserve to
tighten. The persistence of the trade deficit could also
lead either to greater pressure for protectionism or to
restrictions on foreign direct investment, which could
have destabilising consequences.

NOTE

1. The government has to cover the gap between failed
thrifts’ liabilities and the market value of their assets.
Under the 1989 rescue plan it was estimated that a
cash infusion of $50 billion was needed to meet the
costs of closing and restructuring insolvent thrifts.
However, the ultimate cost will be higher, depending on
i) the number of failed thrifts; /i) the market value of
thrift assets; and iii) the time taken to wind up loss-
making thrifts. Moreover, in the process of resolving
the problem thrifts, cash far in excess of $50 billion will
be needed to finance the purchase of assets which will
subsequently be sold. The Administration has indicated
a range of $40 billion to $100 billion in working capital
in the next two years to allow the build-up and sale of
assets.



JAPAN

Key features

The Japanese economy continued to expand rap-
idly in the second half of 1989, with further progress in
external adjustment. Total domestic demand increased
at an annual rate of close to 7 per cent, mainly sup-
ported by buoyant business investment and a reac-
celeration of private consumption. While the labour
market has tightened further, wage increases have
remained modest, and, following the introduction of
the general consumption tax, the rate of inflation has
stabilised at about 2/ per cent. The net foreign bal-
ance continued to decline in volume terms, and the
current external surplus fell to below $60 billion in
1989, a reduction of more than $22 billion compared
with the previous year, though there were signs in the

first quarter of 1990 that the contraction of the cur-
rent-account surplus had come to an end.

The policy stance has shifted in emphasis
towards containing inflation pressures and expecta-
tions. In response to some upward pressure on domestic
wages and the steady depreciation of the yen (amount-
ing to slightly less than 30 per cent between the peak
reached in late 1988 and the trough in April 1990), the
monetary authorities raised the discount rate four
times within the last twelve months, bringing it from a
historic low of 2. per cent to 5!+ per cent in
March 1990. Fiscal policy has been broadly neutral on
a cyclically-adjusted basis, with the government finan-
cial balance improving further.

Domestic demand may expand by 5 per cent in
1990, led by household consumption and buoyed by

JAPAN
Demand, output and prices
Percentage changes from previous period, seasonally adjusted at annual rates, volume (1980 prices)

1987
current 1989 1990 1991
prices 1987 1988 1989 1990 1991 1 I i 1 I I
trillion Y

Private consumption 199.3 43 5.1 35 4.1 3.6 25 4.6 40 3.7 3.6 3.6
Government consumption 33.0 | -0.6 2.2 2.1 1.6 1.6 2.1 155 1.6 1.6 1.6 1.6
Gross fixed investment 99.3 | 104 12,6 109 2 4.1 {112 118 6.2 4.7 4.0 3.8

Public# 2347 7.6 56 -14 04 1.6 09 =21 1.1 1.4 1.7 1.7

Private residential 19.5 224 11.9 2.9 34 2.8 1.7 4.3 352 2.9 2.9 %]

Private non-residential 56.1 82 155 178 10.2 5.1 17.6  18.5 8.5 6.0 4.9 4.6
Final domestic demand 331.6 5.7 7.4 6.0 5.0 3.6 5.5 6.9 4.6 39 3:3 35
* change in stockbuilding 08¢ 0.3 0.3 0.1 0 0.1 0.1 0.2 0.1 0.2 0.1 0.1
Total domestic demand 3324 5.4 7.6 59 5.0 3.6 5.6 6.7 4.7 4.0 3.6 3.4
Exports of goods and services 438 39 86 154 134 96 | 142 138 153 9.4 9.5 9.9
Imports of goods and services 30.7 87 207 214 149 78 [ 236 180 16.2 9.6 74 6.9
* change in foreign balance 13.16) 06 -1.7 -10 04 03 [ -15 -08 -03 0.1 0.4 0.6
GNP at market prices 345.5 4.6 S, 4.9 4.7 4.0 4.0 5.9 4.4 319 4.0 4.0
GNP implicit price deflator - |03 0.6 353 2% 2.6 1.8 1.8 3.0 2.9 2.5 2.4
Memorandum items
Consumer prices¢ - -0.2 0.1 17 2.8 23 1.9 2:2 3.0 29 25 2.4
Industrial production4 - 3.4 9.5 5.9 3.6 4.4 8.2 1.0 4.5 4.3 44 4.7
Unemployment rate - 2.8 255 223 22 2.3 2.3 212 2.2 253 23 2:3

*  As a percentage of GNP in the previous period.

a} Including public corporations.

b} Actual amount of stockbuilding and foreign balance.
¢} National accounts private consumption deflator.

d} Mining and manufacturing.
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business fixed investment. Recent surveys suggest that
investment is likely to grow strongly in 1990, reflecting
a high level of capacity utilisation and the need for
labour-saving investment under conditions of acute
labour shortage, in particular in certain skill catego-
ries. Some slowing of the growth of investment and of
consumption is envisaged in 1991; domestic demand
may then expand at 3': per cent. The continued
growth of domestic demand should generate sustained
output growth and employment expansion, and the
unemployment rate is projected to remain around
2'/s per cent. Reflecting labour market tightness, infia-
tion is likely to be more rapid during the projection
period than in 1989. External adjustment in volume
terms may slow in 1990, and — on the technical
assumption of an unchanged exchange rate of Y 159 to
the dollar embodied in OECD projections — reverse in
1991. The current external surplus is projected to
decline further to below $50 billion in 1990 (1.8 per
cent of GNP), but to rise again in 1991.

Against the background of the induced upward
pressure on domestic prices and a possible resurgence
of the external imbalance, the weakening yen has
become a major concern of the authorities. Downward
pressure on the yen in late 1989 and the first four
months of 1990, despite narrowing interest-rate differ-
entials vis-a-vis the dollar, seems related to increasing
outflows of net foreign direct investment. Such out-
flows may continue, given the high domestic saving
ratio, real asset appreciation, and further relocation of
production overseas by Japanese multinational corpo-
rations; the latter takes place not only to avoid trade
barriers, but also to exploit comparative cost advan-
tages. The prospects for other capital flows, in particu-
lar those associated with exchange-rate expectations,
are more difficult to assess. With the internationalisa-
tion of the Japanese economy proceeding rapidly, both
further liberalisation of the domestic market — still
subject to various regulations and administrative gui-
dance — and policies to stimulate competition, are
needed both for the benefit of Japanese consumers and
to avoid trade frictions.

Recent trends

Recent indicators confirm that household con-
sumption recovered in the fourth quarter in 1989 after
being temporarily depressed following the introduction
of the general consumption tax in April 1989, and the
strength continued in the first quarter of 1990. The
persistent high level of capacity utilisation, high profit-
ability of firms and labour shortages have resulted in
continued strength of business investment demand.
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Export volumes, which had stagnated during 1989
(-0.1 per cent in the fourth quarter, year-on-year)
started to increase again in the first quarter of 1990,
while merchandise imports, which grew strongly dur-
ing 1989 (9 per cent) decelerated somewhat recently in
the face of the weakening of the yen.

There has been a notable divergence between
demand and output indicators: the growth of industrial
production in the second half of 1989 was only 1.0 per
cent at annual rate. This is a consequence of stock
adjustments, following a sharp rise in output in the first
quarter of 1989 in anticipation of the introduction of
the general consumption tax, and a rapid upgrading of
the quality of domestic output (coinciding with the
replacing of lower quality products by imports) which
is not properly reflected in the industrial production
index. Labour-market conditions have generally
remained tight, and the rate of unemployment fell to
2.0 per cent in March 1990, though overtime hours
worked declined from the peak reached in mid-1989.
Inflation (measured by the consumer price index),
which was running at 3'/z per cent (year-on-year) in the
first quarter of 1990, fell to 2'/> per cent in April with
the once-for-all effect from the introduction of the gen-
eral consumption tax having come to an end.

Policies

Monetary policy has progressively tightened
since mid-1989, and the discount rate was raised four
times by a cumulative total of 2% percentage points
since the end of May 1989, most recently by a full
percentage point in March 1990. Monetary restraint
has been intended to reduce inflation pressures, arising
from tight labour markets, and to brake the tendency
toward higher land prices nationwide. The aim of
stabilising the yen exchange rate, which fell by slightly
less than 30 per cent from the peak reached in late
1988 (around one-third of the previous appreciation
since autumn of 1985) has also been an aspect of this
policy. The effects of monetary policy tightening have
been mixed. On the one hand, the rise in short-term
interest rates has been accompanied by a sharp fall in
bond and stock prices in early 1990, largely reversing
the latter’s 20 per cent rise recorded in the course of
1989; some recovery has been observed toward the end
of May 1990. On the other hand, the yen sharply
declined despite a significant narrowing of interest rate
differentials vis-g-vis the dollar. The growth of broad
money supply (M2+CD), which stabilised during 1989
at around 10 per cent, increased to slightly below
12 per cent (year-on-year) in the first quarter of 1990.
This acceleration partly reflected an increasing shift of
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BUSINESS SITUATION
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JAPAN
Appropriation account for households
Percentage changes from previous year

1987
trillion 1987 1988 1989 1990 1991
yen
Compensation of employees 188.7 4.1 6.1 7.4 73 6.9
Income from property and other 57.9 -1.3 1:5 3.2 52 4.1
Current transfers received 60.4 6.5 6.3 6.4 7.9 6.8
Total income 307.0 3.5 53 6.4 7.0 6.4
Less: direct taxes 25.0 8.5 4.4 11.8 9.1 39
current transfers paid 50.5 5.6 8.7 6.7 8.2 7.3
Disposable income 231.6 2:5 4.6 5.8 6.5 6.0
Consumers’ expenditure 196.7 4.2 4.9 5:2 7.0 6.3
Saving ratio (as a percentage of disposable
income) - 15.1 14.8 153 14.9 14.7
financial assets away from shares and postal savings  Prospects

towards large-denomination bank deposits and Money
Market Certificates with market-determined interest
rates. The minimum face value of these instruments
have been lowered recently to ten million and one mil-
lion yen respectively.

Fiscal policy has pursued the medium-term
objective of continued budget consolidation, resulting
in a broadly neutral policy stance on a cyclically-
adjusted basis. Tax revenues continued to grow more
rapidly than output, mainly due to strong corporate
profit performance, capital gains from asset apprecia-
tion, and a rising volume of security transactions. This,
combined with public expenditure growing less rapidly
than GNP, led to a further rise in the general govern-
ment surplus, to about 23 per cent of GNP in 1989.
The medium-term fiscal strategy aims at continued
reductions of the ratio of bond-issues to total expendi-
tures (General Accounts of central government) from
8.4 per cent projected in FY 1990, to below 5 per cent
by FY 1995, against the background of a high ratio
(by international standards) of gross debt to GNP
(73 per cent in 1988).

Structural reform has proceeded in various
areas. Regulation of the opening of gasoline stations
has been abolished effective April 1990; retail prices,
which have been high by international standards (par-
ticularly excluding taxes), are likely to be lowered
through the intensification of competition due to der-
egulation measures. Also, regulation of entry and price
setting in the trucking industry is to be relaxed to some
extent by the end of 1990, which will contribute to
improve the efficiency of the distribution network.
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The major forces shaping the short-term outlook
in Japan are: the past tightening of monetary policy; a
further slight increase in the general government sur-
plus; continued strength in world trade (projected to
grow at the same rate as that recorded in 1989); and
basically maintained business confidence in 1990 as
reflected in recent investment intention surveys. With
employment and wages rising, household consumption
should lead domestic demand during 1990. Recent
surveys show continued strength in investment plans
for FY 1990 (which runs from April 1990 to
March 1991)". The growth of final domestic demand
may slow to 3'. per cent in 1991, mainly due to a
deceleration in business fixed investment from an
exceptionally high rate in 1989. External adjustment
may reverse in 1991 with growth of imports of goods
and services decelerating more sharply than that of
exports. Overall, GNP is projected to grow by 4% per
cent in 1990, and to slow to 4 per cent in 1991, roughly
in line with potential.

The rate of unemployment is likely to remain at
the low level of 2/ per cent throughout the projection
period, and wage rises may pick up — by '~ to | per-
centage point — from the 4.7 per cent increase recorded
in 1989. Import prices may also put upward pressure
on domestic prices. As a result, inflation (measured by
the consumption deflator) may accelerate to 2% per
cent in 1990, about 1 percentage point more than in
1989. A slight deceleration is likely in 1991, as the
effects of tight labour markets will be countered by the
gradual erosion of the effect of yen depreciation, the
phasing out of price effects from the introduction of the



JAPAN
Balance of payments

Value, $ billion
1989 1990 1991
1988 1989 1990 1991 I I 1 I
Seasonally adjusted
Exports 2598  269.6 277 307 | 1363 1333 136 141 149 158
Imports 164.8 192.7 208 226 92.8 99.8 102 106 111 116
Trade balance 95.0 76.9 69 81 43.4 33.5 34 35 39 42
Non-factor services, net =323 -390 -45 =52 | -19.1 -19.8 =22 -23 =25 =27
Investment income, net 21.0 234 29 36 9.9 13.5 14 15 16 19
Private transfers, net -1.1 -1.0 -1 -1 -0.5 -0.5 -1 -1 —1 -1
Services and private transfers, net -12.4  -16.5 =17 =17 -9.7 —6.8 -8 -9 -9 -8
Official transfers, net =-3.0 -3.3 —4 —4 ~1.6 -1.6 -2 -2 -2 -2
Current balance 79.6 57.2 49 59 32.1 25.1 24 24 27 32
Memorandum items (s.a.a.r.)
Per cent changes in volume?
Exports 4.3 4.4 6.6 8.5 3.5, 1.7 8.7 7.8 8.9 9.0
Imports 16.7 7.9 6.9 5.6 7.8 8.9 6.7 5.5 5.6 5.6
Note:  Detail may not add, due to rounding.

a) Customs basis.

general consumption tax in April 1989, and a slow-
down of domestic demand growth. And the continuing
penetration of domestic markets by imported manufac-
tured goods puts competitive pressure on domestic
producers.

Given the projection of a relatively modest
increase in wages and the technical assumption of a
stable yen, Japan’s relative unit labour costs in manu-
facturing (measured in common currency) are pro-
jected to fall further, by a cumulative 10 per cent over
the 1990-91 period, generating gains in cost competi-
tiveness. As a result, export volume growth may catch
up with export market growth in 1990 onwards.
Growth in merchandise import volumes is projected to
slow in 1991 in line with final domestic demand, to
5'/> per cent, though the growth rate of import volumes
of manufactures is likely to be higher. The terms of
trade are projected to fall by a cumulative 2/ per cent
over the 1990-91 period, reflecting higher inflation
abroad. Overall, the trade surplus is projected to
decline further in 1990, but to rise again in 1991,
exceeding the level recorded in 1989.

Net investment income, which increased by
$4 billion in the second half of 1989, reflecting higher
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overseas interest rates and the continuing accumula-
tion of net external assets, is likely to grow rapidly.
This will offset a growing increase in the non-factor
service deficit, and the overall invisible deficit is
expected to stabilise over the projection period. As a
result, the current-account surplus is projected to fall
to below $50 billion in 1990, but to rise again to some
$60 billion, just over 2 per cent of GNP, in 1991.

NOTE

1. The February 1990 investment intention surveys of
growth of nominal investment expenditure in the manu-
facturing sector produced the following results:

Period covered
Survey FY 1989 FY 1990
a (estimate) (plan)
(Percentage growth rate)
Bank of Japan 24.9 7.5
Nikkei 26.6 10.5
Japan Development Bank 26.7 10.1

The growth in investment plunned in February is in many cases revised
upwards during the year.




GERMANY

Key features

As the economic and monetary union with the
German Democratic Republic (GDR) approaches its
realisation, the German economy is facing its most
important challenge since the post-war reconstruction
period. On 18th May 1990, the Federal Republic and
the GDR Governments signed a treaty setting out the
key provisions as to the responsibilities and modalities
for the conduct of fiscal, monetary and social policies.
The present projection incorporates economic interac-
tions between the two regions, in terms of both real and
financial flows that can be expected to affect the initial
period after unification. However, given the unprece-
dented nature of such an integration process, orders of
magnitude are difficult to establish and the projections
must be interpreted with extreme caution'.

Even before the creation of an economic union
had become a real possibility, the German economy

seemed set for a period of expansion, more or less in
line with its potential output growth which seems likely
to be boosted by migration from central and eastern
Europe. With economic and monetary integration of
the two parts of Germany, the projected path of output
of the Federal Republic will become somewhat steeper,
and it may take longer to bring down inflation from
rates now expected this year. Consumer expenditure
will be boosted by a release of GDR savings, while
investment can be expected to be stimulated by the
prospect of the larger “domestic” market and by GDR
investment requirements. A considerable part of the
capital stock in the GDR is either economically obso-
lete or has 1o be changed for environmental reasons.
This is true not only for the business capital stock, but
also for infrastructure.

While the stepped-up net transfer of goods and
services to the GDR will be facilitated by the projected
slowdown of demand in some of Germany’s major

GERMANY
Demand, output and prices
Percentage changes from previous period, seasonally adjusted at annual rates, volume (1980 prices)

1987
current
prices | 1987 1988 1989 1990 1991 | 1989, P j o
billion
DM
Private consumption 15511247 3.5 2.7 {14 39 3.5 1.2 1.7 4.2 5.4 3.0 2.8
Government consumption 397.0 IS 22 08 1.4 1.7 | =25 08 2.1 2.1 1.6 1.5
Gross fixed investment 390.0 290 5.9 1.2 6.8 53 {184 35 126 6.2 53 4.5
Public 47.8 0.2 2.0 44 5:3 60 | 29.1 -202 216 5.0 5.8 7S]
Private residential 103.7 | -1.4 4.8 St CR)| 39 | 200 -24 9.2 5.0 e 3:2
Private non-residential 238.4 4.2 78 9.6 6.6 5.0 | 16.5 4.2 8.1 6.1 4.8 43
Final domestic demand 1899.6 2.8 33 2.4 4.0 3.6 4.0 Q 5.6 4.9 33 29
* change in stockbuilding S.5a [ 0.1 0.4 0.4 0 -0.2 | 08 23 0 -2.1 0.4 0.7
Total domestic demand 1905.1 249 341 2.8 4.0 34 3.1 24 555 251 3.6 3.6
Exports of goods and services 638.7 0.8 58 0.4 T2 84 | 190 -08 8.9 12.0 7.6 6.7
Imports of goods and services 526.1 4.8 6.3 7.3 8.0 9.0 | 10.0 33 9.3 100 8.9 8.4
* change in foreign balance 112.69% -1.1 0 13 0 0.1 32 -14 0.2 1.1 0.1 -0.3
GNP at market prices 2017.7 1.7 3.6 4.0 39 34 6.2 0.9 55 35 34 3.1
GNP implicit price deflator - 2.0 1.5 2.5 3.0 3.4 34l 19 32 3.7 33 3.3
Memorandun items
Consumer prices? 0.6 1:2 301 2.6 33 4.9 5 2.6 3.6 82 32
Industrial production - 0.3 3.7 4.8 49 4.1 3.7 6.1 4.5 4.5 4.0 3.8
Unemployment rate - 6.2 6.1 5.5 6.1 59 5.6 S5 6.0 6.2 6.1 5.7

* As a percentage of GNP in the previous period.
a) Actual amount of stockbuilding and foreign balance.
b) National accounts private consumption defiator.



trading partner countries as well as more rapid
imports, there will also be greater pressure on domestic
resources. However, while the potential real and finan-
cial flows are huge, the absorptive capacity of the GDR
economy must realistically be seen as rather limited, at
least in the initial phase of the unification process. If
capacity constraints of the FRG economy are also
taken into consideration, the growth of output in the
FRG in 1990 may be maintained at its high 1989 rate
of some 4 per cent. On the assumption that monetary
policy continues to bear down on inflation, real GNP
growth can be expected to slow down thereafter to a
rate more closely in line with its potential rate of
growth.

Concerns about possible inflationary conse-
quences have been spurred by uncertainties about the
size of the “monetary overhang” in the GDR and the
budgetary implications for the Federal Government
and the social-security system. Some of these worries
may seem exaggerated, given the credibility and the
resolve of the Bundesbank as to its anti-inflationary
policy stance. For this reason, this projection incorpo-
rates the assumption that the recent sharp rise of inter-
est rates will not give way to a decline before
mid-1991. Moreover, much of the initial demand
effects from the release of GDR savings may be
directed towards consumer goods, where the supply is
relatively elastic, both from domestic and foreign
sources. The unified labour market means greater elas-
ticity of potential Jabour supply in the Federal
Republic, tending to damp increases in the supply price
of labour. Monetary union between a high- and a low-
income region usually leads to large calls on govern-
ment funds for infrastructure investments and flanking
social measures. However, allowing for several likely
offsets and more buoyant official projections of reve-
nues due to higher economic growth, the combined
public sector borrowing requirement for the two
regions may not exceed some 3 to 3'/2 per cent of GNP
in 1991. Over the projection period, by changing priori-
ties in public spending plans, increased scope for higher
GDR-related transfer payments could be created; the
reduction of migration embodied in the present projec-
tion should release resources compared with the non-
unification case; and higher economic growth will
entail stronger revenue growth. Moreover, over the
medium term, subsidies to the border areas and to
Berlin can be phased out and defence spending may
also be reduced. To cover two-thirds of prospective
debt-financed GDR government spending, a German
“Unity Fund” has been set up, worth DM 115 billion
over the next 4> years.

The recent rise in long-term interest rates, apart
from mirroring somewhat higher inflation expectations
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and increased uncertainties associated with the likeli-
hood of a rapid move to full currency union, may also
reflect the market’s anticipation of high returns on
capital investments in the GDR. In conjunction with a
policy-mix of tighter monetary conditions and a tempo-
rarily more expansionary fiscal stance, there could be
upward pressures on the real exchange rate, as capital
inflows are induced and capital outflows 10 the coun-
tries other than the GDR become relatively less attrac-
tive, although recently such pressures vis-a-vis EMS-
partners have not been in evidence.

Recent trends

The last few months of 1989 were marked by a
significant shift away from foreign towards domestic
sources of demand growth. Indeed, spurred notably by
business investment, total domestic demand increased
by more than 11 per cent (at an annual rate) in the last
quarter of 1989, while real net exports fell by a third.
Another welcome feature was the pick-up of real con-
sumer expenditure which had been virtually flat in the
two preceding quarters. This surge of consumer spend-
ing reflected massive purchases by GDR residents and
tourists from central and eastern Europe but also
spending in anticipation of income-tax cuts in 1990.
Consumer spending remained strong in the early
months of this year, while, judged by order inflows,
investment spending tailed-off. Activity in the residen-
tial construction sector regained strength after a
mid-1989 lull, and was, for the third consecutive year,
boosted by mild weather conditions in early 1990.
Export volumes fell slightly in the last quarter of 1989,
as demand in some major partner countries showed
signs of flagging and supply constraints in internation-
ally-competing sectors intensified. More recently, how-
ever, export growth has resumed again, which, com-
bined with strong domestic demand, permitted output
to grow as much as 2 to 2/ per cent (actual rate) in
the first quarter of 1990.

At the turn of 1989 capacity utilisation in manu-
facturing reached its highest level for 20 years and
growing shortages of skilled labour have been only
partly mitigated by the large influx of relatively well-
trained migrants from the GDR. With continued high
employment growth, unemployment after a rise in the
last months of 1989, has resumed its downward slide.
Notwithstanding evidence of increasing supply con-
straints, the price climate has been calm in the past
few months, benefiting from an exchange-rate-induced
decline in import prices, and continued low unit labour
cost increases. Major wage settlements have recently
been concluded with wage increases around 6 per cent,



GERMANY
Appropriation account for households
Percentage changes from previous year

1987
billion 1987 1988 1989 1990 1991

DM
Compensation of employees 1084.2 4.1 39 4.4 6.4 6.3
Income from property and other? 456.5 4.5 4.4 8.6 6.0 7.3
Current transfers received ¢ 412.5 5.4 4.7 3.7 48 535
Less: interest on consumer debt 17.8 -2.5 1.6 14.6 15.0 12.3
Total income 19354 4.5 4.2 5.2 59 6.3
Less: direct taxes 209.5 6.7 215 10.3 —4.6 9.7
current transfers paid 457.0 4.5 4.7 4.7 59 4.7
Disposable income 1269.0 4.2 4.3 4.5 7.7 6.3
Consumers’ expenditure 11127 4.1 4.0 4.9 6.6 6.9

Saving ratio (as a percentage of disposable

income) - 12.3 12.6 1242 11352 12.7

a) Excluding retained earnings of unincorporated business.
b) Public and private.

but without further reductions in working time. Pro-
ducer prices have been virtually stable since the
autumn of 1989, and underlying infiation, measured by
the increase in consumer prices excluding food and
energy, has been running at an annual rate of around
2/ per cent.

Policies

Monetary conditions were progressively tight-
ened between mid-1988 and autumn 1989, in order to
counteract potential inflation risks arising from the
temporary weakness of the Deutschemark and to pre-
vent exchange-rate movements which might entail
larger external surpluses. In addition, following three
years of monetary overshooting, the Bundesbank
wished to re-assert its credibility in terms of its money
supply policy. The discount rate and the Lombard rate
were raised in a number of steps to 6 per cent and 8 per
cent respectively, involving in particular a full percent-
age point increase in October 1989. Since then, the
stance of policy has not changed much, with day-to-
day money-market rates oscillating at around 7.8 per
cent. The progressive tightening of money-market con-
ditions has been mainly fostered by repeated increases
in the cost of bank liquidity, with interest rates on
repurchase agreements rising from 5.2 to 5.5 per cent
in January 1989 to 7.8 to 8.25 per cent in March 1990.
This allowed the Bundesbank to keep monetary expan-
sion within its target in 1989, as the growth of the
broadly-defined money stock M3 increased by 5 per
cent between the fourth quarters of 1988 and 1989.
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When setting the quantitative target for the growth of
the broad money supply in 1990, the Bundesbank
decided to return to a range approach (4 to 6 per cent
in the year to the fourth quarter 1990). At the same
time, it re-affirmed its anti-inflation stance by allowing
for only 2 percentage points of “unavoidable” inflation
in 1990 when calculating the target range.

Fiscal policy was tightened in 1989. With the
rise in indirect taxes, notably on energy products, and
the benefit from rapid growth of economic activity, the
general government financial balance (on a national
accounts basis) recorded a small surplus for the first
time since the early 1970s. Tax revenues were boosted
by renewed fiscal drag after the 1988 tax cut, by the
short-lived imposition of a withholding tax on interest
income (during the first six months of 1989) and by the
strong rise in indirect tax receipts. Moreover, growth of
total outlays remained under 3 per cent, mainly reflect-
ing the effects of the Health Reform and a restrictive
recruitment policy. Within current transfer payments,
lower-than-budgeted unemployment-related outlays
were more than offset by higher pension payments and
the unforeseen outlays to the large inflows of ethnic
Germans and GDR citizens (“welcome money” on
entry to the Federal Republic, income-support pay-
ments, and various integration programmes). The 1990
Federal Budget was voted in December 1989, entailing
a rise in the borrowing requirement on an admin-
istrative basis from DM 20 to DM 25 billion (1.1 per
cent of GNP). This deterioration mainly reflected
the DM 25 billion tax cut implemented on
Ist January 1990. However, federal expenditure
growth was also envisaged to move up to the 3 per cent
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RECENT INDICATORS
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GERMANY*
Balance of payments

Value, $ billion
1989 1990 1991
1988 1989 1990 1991 1 1 I I
Seasonally adjusted
Exports 309.0 326.3 391 430 | 160.3  166.0 191 200 210 220
Imports 230.0 2478 296 335 | 120.7 127.1 143 152 162 173
Trade balance 79.0 78.5 95 95 39.7 389 47 48 48 47
Non-factor services, net -16.8 -179 =22 -25 -8.4 -9.5 -11 -11 -12 -13
Investment income, net 4.6 10.6 12 15 5.5 5.0 6 6 7 8
Private transfers, net -7.0 —6.9 -8 -8 -3.3 -3.6 —4 -4 -4 -4
Services and private transfers, net -19.2  -143 -18 -19 -6.2 -8.0 -9 -9 -9 -9
Official transfers, net -11.2  -11.6 -14 -14 -5.2 —6.4 =7 -7 -7 =1
Current balance 48.5 5257 63 62 28.2 24.5 31 32 31 30
Memorandum items (s.a.a.r.)
Per cent changes in volume?
Exports 74 8.8 6.4 6.3 9.1 1.8 8.8 6.4 6.3 6.3
Imports 6.6 7.9 8.6 9.9 4.5 8.7 8.1 9.4 10.1 10.0
Note:  Detail may not add, due to rounding.

a) Balance of payments statistics do not include tansactions between the Federal Republic of Germany plus Berlin (West) and the German Democratic Republic plus

Berlin (East).
b) Customs basis.

guideline as reduced unemployment payments would
be outpaced by increased family benefits and stronger
immigration-related transfer payments. The budget
also included the special multi-year subsidy pro-
gramme for housing construction, worth DM 2 billion
in 1990. In response to the rapidly-deteriorating eco-
nomic and political situation in the GDR, a first
DM 7 billion supplementary budget was voted in
March 1990, and a second one — DM 4.8 billion — was
proposed in May 1990. However, with a substantial
increase in projected tax revenues, reflecting stronger
growth expectations, the federal borrowing require-
ment should increase only moderately to some
DM 32.5 billion, or 1Y per cent of GNP.

A wide range of structural policy measures have
been implemented or announced. With the 1986-50
Tax Reform, statutory marginal personal tax rates
have been reduced over the whole range of the income
scale, and the uniform tax rate on retained profits was
lowered. The tax system is now more equitable, sim-
pler, and more transparent. Privatisation proceeds
amounted to DM 3 billion in 1989. The 1989 Health
Reform limited the coverage of medical expenses and
increased cost-sharing, with the objective of reducing
contribution rates in 1990 and stabilising them after-
wards. The 1989 Pension Reform aims at curbing the
rapidly-growing burden on the federal budget deriving
from transfers to the pension system, mainly by adjust-
ing pensions to net wages and by raising the retirement
age. The monopoly of the Federal Post Office was bro-
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ken into three public enterprises responsible for mail
services, postal banking services and telecommunica-
tions, leaving, however, about 80 per cent of telecom-
munications turnover under public monopoly. Shop-
opening hours were made more flexible and the Cartel
Law was further strengthened. The latest Subsidy
Report confirmed the steady rise in subsidies until
1989. However, the 1990 tax reform embodies sub-
stantial reductions in the level of indirect subsidisation
through tax-credits and exemptions. The report from
the Deregulation Committee has been delayed a year,
but partial evidence has been published in the spring.

Prospects

The present set of projections must be seen
against the unusual degree of political and economic
uncertainties concerning developments over the next
year or two. While the modalities of the economic and
monetary union with the GDR, which will be in place
by Ist July 1990, are known by now, hard facts about
the state of the GDR economy are still sparse. Hence,
a number of working assumptions had to be made
concerning the size of the net external impulse and of
the fiscal transfers to the GDR. The budgetary conse-
quences of reunification are assumed to be ! per cent of
GNP in 1990 (including the supplementary budgets
already noted), building up to 1> per cent in 1991.
Migration should slow significantly in the second half



of 1990 and thereafter. The extra net impulse to net
exports of the FRG is projected to be relatively moder-
ate, attaining DM 18, 24 and 30 billion (annual rates)
in the three half-years to end-1991, given institutional,
legislative and behavioural adjustment lags. Moreover,
monetary conditions are likely to become somewhat
tighter in response to higher demand pressure, contain-
ing inflationary impulses from the integration process.

While the net demand impulse from the GDR
will offset some of the slowing of market growth in
western industrialised countries, domestic demand is
seen to be the main dynamic force behind the contin-
ued strong rise in economic activity in the Federal
Republic. With wage settlements resulting in effective
wage increases of the order of 6 per cent and the large
cuts in income taxes embodied in the last stage of the
1986-90 Tax Reform, households’ real disposable
income will rise sharply in 1990. Likely delays in
adjusting spending to the high 1990 income gains
should also help to support private consumption in
1991 when real income growth is expected to slow and
fiscal drag will resume. With the high degree of busi-
ness confidence currently prevailing, the prospects for
larger markets in central and eastern Europe and the
approaching of the unified EC market, business invest-
ment may grow over most of the projection period as
strongly as in 1989. Higher real interest rates are not
expected to have a major moderating effect on business
capital spending given the very high degree to which it
is self-financed. Some investment spending may be
shifted, however, from the FRG to the GDR. Consid-
erable pressures may also persist in the residential con-
struction sector for demographic and migration rea-
sons, and capacity limits may become increasingly
tight. Contrary to developments up to the end of 1989
and despite the real transfer of resources to the GDR,
net real exports may not add to outpul growth, as
demand for German products weakens in western mar-
kets and the strong domestic demand growth is
increasingly met by rising import volumes. In all, and
in parallel with domestic demand, real GNP may con-
tinue to grow in 1990 at the same high rate as in 1989,
slowing only little in 1991.

As the rise in economic activity extends into the
1990s, employment growth may continue to be sub-
stantial by German standards as cyclical productivity
reserves are progressively used up. The heavy inflow of
ethnic Germans from central and eastern European
countries and immigrants from the GDR has favour-
able effects on the age structure of the population, the
mobility of the labour force and the economic potential
of the FRG economy. Lower entry barriers to entrepre-
neurship and employment for immigrants integrating
in the German labour market would reinforce these
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GERMANY
Balance of payments of the Federal Republic
of Germany (FRG) and the Democratic Republic
of Germany (GDR)*

$ billion
1989 1990 1991
1. Transactions of FRG with the rest
of world (except GDR)
Exports 326.3 390.5 429.9
Imports 247.8 295.6 335.2
Trade balance 78.5 95.0 94,7
Total services -73 -100 -10.3
Transfers -18.5 -21.7 -22.7
Current balance 52.7 63.3 61.7
2. Transactions of FRG with GDR
Exports 3.9 9.0 18.8
Imports 3.6 4.0 4.5
Trade balance 0:3 5.0 14.3
Total services 0.7 0.0 1.6
Transfers -1.7 —-10.4 -18.1
Current balance -07 -54 =22
3. Transactions of GDR with rest
of world (except FRG)
Exports 13.7 1541 17.0
Imports 13.9 18.0 25.1
Trade balance -02 -29 -8.1
Total services -0.1 -05 -1.3
Transfers 0.2 0.2 0.3
Current balance -0.1 -32 -9.1
4. Total external transactions
of an extended Deutschemark
zone (1. + 3.)
Exports 340.0 405.6 446.9
Imports 261.7 313.6 360.3
Trade balance 78.3 92.1 86.6
Total services -7.4 —-10.5 -11.6
Transfers -18.3 -21.5 -224
Current balance 52.6 60.1 52.6

GDR services and transfers comprise only hard currency transactions. Trade
transactions include exports and imports with all trading partners, including
COMECON members.

effects. However, given the rapid growth of the availa-
ble stock of immigrant labour, unemployment may
temporarily rise again. With unemployment remaining
relatively high, and given the increased supply elastic-
ity in a more unified labour market, wage growth
should remain within acceptable bounds. However, fol-
lowing two years of near-stability, unit labour costs are
projected to show a moderate rise of 2!/ per cent in
both 1990 and 1991 as productivity rises more slowly.
With stronger domestic cost-push pressure, increases in
already comfortable profit margins are likely to
become more limited. This, along with Jower rises in
import prices, should help contain inflation. Consumer



price inflation may fall back in 1990, but this reflects
mainly. the unwinding of the effect of indirect tax
increases at the beginning of 1989.

Following two years of deterioration, the terms of
trade are expected to improve over the projection
period, accentuating the move towards larger trade
surpluses implied by trade flows in volume. At
unchanged exchange rates, investment income may
increase much more slowly than in 1989, and hence
not offset the trend widening of the deficit in non-factor
services and other invisibles. The Federal Republic’s
current account in dollar terms, after attaining $63 bil-
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lion in 1990, may decline somewhat in 1991, both in
absolute terms and relative to GNP. The external
transactions on a balance-of-payments basis for the
two Germanies are shown in the accompanying table.

NOTE

1. For a more detailed discusion of the German economic
unification, see OECD Economic Survey of Germany,
June 1990, Paris, (forthcoming).



FRANCE

Key features

Despite some slowing in the second half, eco-
nomic activity in France remained firm in 1989, with
an increase in real GDP of nearly 3% per cent. The
conditions for strong and sustained growth of output,
in particular moderate wage behaviour, have been
maintained. Business investment has continued to
expand in response to persisting significant pressures
on capacity and facilitated by healthy profit margins.
This increase in investment, which has been directed
more than in the past to expanding net capital stock,
was accompanied by substantial job creation. House-
hold disposable income rose as a result, boosting both
saving and consumption. The improved competitive-
ness of French industry, resulting from both lower rela-
tive labour costs and the positive effects of its invest-
ment in recent years, enabled it to take full advantage
of continued brisk foreign demand in 1989. Despite a

notable deceleration in the second half, the volume of
exports grew at its fastest pace since 1973, and for the
first time since 1984 the contribution of the real trade
balance to growth was positive. Although inflation
accelerated owing to external factors in the early
months of 1989, it did so less steeply than in the
country’s main trading partners; excluding food and
energy, inflation continued to slow. The current exter-
nal deficit remained small in relation to GDP in 1989
(0.4 per cent), despite some temporary cyclical widen-
ing in the second half. High unemployment is still the
main disquieting element in the current situation, even
though it remains on a slight downward trend.

With real interest rates still high internationally
and overall foreign demand slackening, despite the fur-
ther pick-up in German markets, continued good eco-
nomic performance depends on the preservation of a
climate conducive to the expansion of business invest-
ment, the improvement of supply conditions and the

FRANCE
Demand, output and prices
Percentage changes from previous period, seasonally adjusted at annual rates, volume (1980 prices)

1987
current 1989 1990 1991
prices 1987 1988 1989 1990 1991 I I 1 I 1 1
billion FF

Private consumption 32309 3.0 3.2 313 a3t 219 2.4 39 2.8 2.9 2.8 2.8
Government consumption 1015.9 2.8 2.9 1.6 1.9 23 1.7 0.9 2.2 23 2.2 2.2
Gross fixed investment 1049.1 52 8.6 5.6 4.2 3.8 5.2 3.9 4.7 3.6 3.9 4.0

General government 161.1 2.9 7.7 6.6 3.0 36 | 11.2 1.3 3.5 357 3.6 3.6

Household 285.8 3:3 4.6 1.8 03 -13 |-13 27 -10 =20 -10 -l1.0

Other 602.2 6.9 107 7.0 6.5 6.0 6.6 5.1 i) 6.0 6.0 6.0
Final domestic demand 5295.9 34 4.2 34 3.1 3.0 2.8 33 3.1 3.0 3.0 3.0
* change in stockbuilding 17.0¢] 02 02 -02 0.2 0 -0.5 0.1 0.2 0.1 0 0
Total domestic demand 53129 3.6 4.0 3.2 33 3.0 2.3 34 33 3.1 2.9 29
Exports of goods and services 1103.2 2.7 83 110 5.9 6.2 | 19.0 1.9 17 6.4 6.1 6.1
Imports of goods and services 1095.1 759 8.6 83 6.2 6.4 8.6 5.2 6.8 6.0 6.6 6.4
* change in foreign balance 8.1e| -1.2 03 04 02 -02 281 0.9 0.1 0 0.2 0.2
GDP at market prices 5321.0 2.4 38 3.7 3] 2.9 4.5 235 34 3.1 2.8 2.8
GDP implicit price deflator - 2.8 3.0 34 33 2.8 3.0 4.1 3.2 2.9 2.8 2.7
Memorandum items
Consumer prices? - 3.1 2:7 343 3.0 2.8 35 34 2.9 2.8 2.8 2.8
Industrial production¢ - 2.0 4.7 4.8 2.9 34 4.7 4.7 1.5 3.9 3.2 312
Unemployment rate - 10.5 10.0 9.5 9.3 9.2 9.6 9.5 9.4 9.3 9.2 9.2

*  As a perceatage of GDP in the previous period.

a) Actual amount of stockbuilding and foreign balance.
b) National accounts private consumption deflator.

¢) Quarterly index.
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FRANCE
Appropriation account for households
Percentage changes from previous year

1987
billion 1987 1988 1989 1990 1991

francs
Compensation of employees 2802.0 4.0 52 6.5 6.0 5.3
Income from property and other 1279.3 6.6 9.9 10.3 8.5 2
Current transfers received 1271.9 34 7.0 6.1 6.4 5.7
Total income 5187.6 4.5 6.5 7.1 6.6 567
Less: direct taxes 345.6 4.5 1.1 5.9 6.4 6.0
current transfers paid 1201.5 6.5 6.5 8.2 6.7 5.8
Disposable income 3 640.5 319 7.0 6.8 6.5 Sl
Consumers’ expenditure 32309 6.2 59 6.7 6.2 59

Saving ratio (as a percentage of disposable

income) - 14.3 121 12.2 125 1235

growth of job creation. Further reductions in the
already favourable inflation expectations depend on
enhancing the public’s confidence in the monetary
authorities’ ability to maintain a stable exchange rate
within the EMS and to contain the rise in domestic
prices. The good results achieved thus far have
increased flexibility on the monetary-policy front: the
last exchange controls were lifted on 1st January 1990,
six months in advance of France’s undertaking to the
EC, and, because of the franc’s firmness vis-a-vis the
Deutschemark, the central bank was recently able to
lower its leading rates for the first time since
July 1988, when they were nearly 3 points below their
current level. Reflecting an increase in credibility,
long-term interest differentials vis-a-vis Germany have
declined to less than a percentage point. Further tax
adjustments and reductions in the budget deficit to
increase the availability of domestic saving for the
financing of investment are also likely. Given eco-
nomic-policy settings and international developments,
real output growth could be around 3 per cent over the
projection period. Prices may rise more slowly than
that, and at a slower pace than in Germany by 1991.

Recent trends

Real GDP growth slackened in the second half
of 1989 to 2': per cent at an annual rate, reflecting the
deceleration in foreign demand for French goods. Dur-
ing the course of 1989, domestic demand accelerated
while export market growth slowed; the real trade bal-
ance therefore worsened after starting the year partic-
ularly well. All the components of domestic demand
showed strength. Growth of private consumption
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picked up in the second half, entirely on account of the
increase in real disposable income since the spring; the
household saving ratio actually rose to nearly 13 per
cent at the end of the year. Fixed investment, on the
other hand, expanded more slowly than in 1988,
despite quite brisk growth in the industrial sector.
With buoyant activity, job creation was again substan-
tial for 1989 as a whole; the unemployment rate
(9.3 per cent in April 1990), however, has edged down
only slightly over the past year. More recently, both
domestic and foreign demand growth would seem to
have fallen back; industrial orders have dwindled since
the autumn, and increased stockbuilding by industry
and distributive trades indicates that demand is slacker
than previously expected. As a result industrial pro-
duction has stagnated since the summer of 1989, and
pressures on capacity have eased somewhat.

Consumer-price increases stabilised over the
period July-December 1989 after accelerating in the
first half of 1989 because of the rise in energy and food
prices. The growth in the CPI has subsequently slowed
slightly, to 3.2 per cent over the year to April 1990.
The deceleration of prices other than for energy and
food primarily reflects the corporate sector’s efforts to
curb costs, particularly wage costs. However, in the
final quarter of 1989, unit-labour-cost rises, resulting
from continued hiring coupled with some acceleration
of real wages, as well as increased business profits tax-
ation, put pressure on profit margins, which fell back,
although perhaps only temporarily, to their levels of
late 1987.

Foreign trade performance has shown signs of
improvement. Despite a reversal in April, the trade
deficit, in monthly terms, has been running at about
half its average 1989 level since last November. More-
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over, though not in evidence in sluggish volume export
growth in the latter half of the year, France’s interna-
tional competitiveness appears to have improved in
1989 judging from both relative prices and labour costs
and the trend of its market share in manufactures.

Policies

Since end-1989 the monetary authorities have
responded to cyclical and exchange-market develop-
ments in order to maintain the stability of the franc
within the EMS and to control the monetary aggre-
gates. The central bank thus tightened monetary policy
in the late months of 1989 and at the very beginning of
1990 to counter growing pressure on the franc: while in
October the leading rates were raised by 0.75 point in
a joint move with the other European countries, in
December the French authorities decided to raise rates
unilaterally by 0.5 point. These increases also reflected
a determination to curb excessive credit growth and
thereby help to slow domestic demand. Since the turn
of the year, France’s improved inflation and foreign-
trade outcomes and uncertainty regarding German
monetary union have been reflected in a firming of the
franc against the Deutschemark. This development,
along with the fairly moderate growth of the monetary
aggregates, led the Banque de France to lower its lead-
ing rates in two steps by !~ of a percentage point in
April. As in other countries, long-term interest rates
moved up sharply at the beginning of 1990, although
this rise has to a large extent been reversed since early
March. The differential movements in short and long
rates have largely eliminated the previous inversion of
the yield curve. Over the period ahead, the growing
credibility of the hard-currency policy and the projec-
tions for good inflation and foreign-trade performance
may allow some further narrowing of the interest-rate
differential between France and Germany. Monetary
policy is likely to be fairly cautious, so as to contain
inflation expectations. The Banque de France has set
its M2 growth target for 1990 at 3.5 to 5.5 per cent,
slightly lower than last year. As in 1989, the growth of
this aggregate has remained well below the target
range during the early months of this year.

The 1990 Finance Act, adopted last autumn,
aims to reduce the State deficit from FF 100 billion in
1989 to FF 90 billion this year (1.4 per cent of GDP)
and provides for almost FF 17 billion in tax cuts.
Despite an expected increase in the interest burden,
the targeted reduction in the budget deficit seems
likely to be achieved given good growth prospects.
However, increasing social expenditure remains a
recurrent public-finance problem; a recent agreement
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between the social-security system and the non-con-
tract medical sector does not include any specific provi-
sions which would serve to keep a tighter rein on
health-care expenditure. The government plans to raise
taxes on tobacco products from 1st January 1991 in
order to reduce their consumption. A proposal to
change the system of funding the social-security sys-
tem is to be discussed this year with a view to deter-
mining the form of a new broad-based contribution
needed to balance the social-security accounts. With
regard to public-sector pay policy, an agreement has
been signed improving civil-service career prospects
and providing for greater flexibility of pay increases. A
lump-sum appropriation of FF 40 billion has been
earmarked over a period of seven years for this reform
of job classification and wage scales, to be supple-
mented by a variable appropriation when real output
growth exceeds 3 per cent.

The information available regarding the 1991
Finance Act indicates that the next budget will proba-
bly be in line with the medium-term objectives of the
Tenth Plan which include a further reduction in the
budget deficit (of about FF 10 billion) as well as tax
reforms. In this context, a further cut in the top VAT
rate and in corporation tax will probably be considered;
changes in the wealth tax and in local taxes and also
the possible introduction of deductions at source of
income tax are also under discussion.

Prospects

GDP growth is likely to be around 3 per cent
during the projection period, somewhat slower than in
1988-1989. Growth of total investment, while likely to
continue to outpace that of real output, will probably
be damped by weak residential construction resulting
from the persistence of high long-term interest rates.
With continued pressures on capacity, business-sector
gross fixed capital formation could remain robust in
1990-1991 despite an increase in financial costs and
the recent fall in the self-financing ratio. According to
industrial surveys, capital expenditure could rise by
11 per cent in real terms in 1990 (compared with 7 per
cent in 1989). Still rapid job creation should give a
substantial boost to households’ real disposable income
and consumption, although the household saving ratio
is likely to remain at the level seen in the second half of
1989. Exports will be affected by the slowdown in for-
eign demand in 1990. The lagged effect of the rise in
relative costs and prices in the wake of the franc’s
appreciation this year could prevent the business sector
from taking full advantage of the slightly greater buoy-



FRANCE
Balance of payments

Value, $ billion
1988 1989 1990 1991 | 98 52 Il g

Seasonally adjusted

Exports 160.1 171.8 204 224 84.8 87.0 99 105 109 114
Imports 168.4 182.5 214 236 89.2 93.3 105 110 15 121
Trade balance -8.3  -10.7 -10 -12 —4.4 -6.3 -5 -5 —6 -7
Non-factor services, net 11.6 15.5 18 20 7.8 7.7 9 9 10 10
Investment income, net 0.1 0.5 -1 -1 0.1 0.5 Q 0 0 0
Private transfers, net -2.4 -2.4 -3 —4 0.9 -1.4 -2 -2 -2 2
Services and private transfers, net 9.3 gt 14 16 6.9 5.8 7 7 8 8
Official transfers, net 4.4 -5.6 =7 -7 -2.8 -2.8 -3 -3 -3 -3
Current balance -34 -3.6 -2 -3 -0.3 -3.4 -1 ~1 -1 -2
Memorandum items (s.a.a.r.)

Per cent changes in volume®

Exports 7.9 8.7 6.7 6.1 15.5 2.6 8.9 6.6 5.9 5.9
Imports 9.2 8.7 7.2 6.5 8.1 7.2 7.7 6.1 6.7 6.6

Note:  Detail may not add, due to rounding.
a) Customs basis.

ancy of foreign markets, particularly the German mar-
ket, in 1991.

The unemployment rate could decline somewhat
over the projection period, while real wages will proba-
bly still not rise as fast as productivity, so that corpo-
rate profits should resume their trend to improvement,
although at slower pace. Price inflation is likely to
decelerate as a result both of slowing nominal wage
increases and of a deceleration of import-price rises in
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1990 due to the effective appreciation of the franc and
the moderation of commodity prices. The improvement
in the terms of trade this year should aliow the trade
balance to improve in 1990 relative to 1989, although
some renewed deterioration is projected in 1991. The
surplus on services will probably widen steadily over
the projection period, though not as markedly as last
year. All told, the current deficit could narrow in 1990
and increase slightly in 1991.



ITALY

Key features

The economic policy tightening implemented in
spring 1989 helped to put a sharp brake on the expan-
sion of total domestic demand in Italy during the year.
Even though the foreign balance made a strongly posi-
tive contribution to growth over the same period as
imports fell, the pace of GDP growth slowed between
the first and second semesters. For the year as a whole,
the economy expanded by 3.2 per cent, one point
slower than in 1988. GDP growth has nonetheless
remained close to potential, and capacity utilisation in
industry has remained at the record level it reached at
the end of 1988. However, the rate of unemployment is
still high (over 12 per cent), and the disparity between
the North, with full employment, and the South is
widening. Inflation, which peaked at the end of the first

half of 1989, has only edged down slowly since and was
still running at close to 6/~ per cent in the first part of
1990. The decline in import volumes in the second
semester of 1989 halted the rapid worsening of the
trade balance in the first. Nonetheless, for 1989 as a
whole, the current account deficit doubled compared
with 1988 to 1Y per cent of GDP.

The decision to incorporate the lira in the narrow
EMS band in January 1990 indicated the authorities’
determination to create conditions conducive to gradu-
ally reducing Italian inflation to the rates in its princi-
pal European partners, notably Germany and France.
On current performance, this would mean reducing the
inflation rate in Italy by 2~ to 3 percentage points.
Following the January exchange rate adjustments
there was a massive inflow of capital putting upward
pressure on the lira within the EMS. As a result the

ITALY
Demand, output and prices
Percentage changes from previous period, seasonally adjusted at annual rates, volume (1980 prices)

1987
current 1989 1990 1991
prices 1987 1988 1989 1990 1991 1 I 1 I 1 n
trillion L
Private consumption @ 612.2 4.2 4.1 3.8 3.4 33 38 2.8 3.6 35 3:3 3.3
Government consumption 166.6 347 2.8 0.5 1.7 1.9 03 -0.1 2.5 2.0 2.0 1.8
Gross fixed investment 193.6 5.8 6.7 5.1 4.6 4.7 6.0 3.6 5.0 4.7 4.7 4.5
Investment in machinery and
equipment 97:21 | 12160 1i1%6 6.3 55 6.2 6.9 2.6 6.5 6.5 6.2 6.0
Construction 964 | -1.1 1r2 3.6 34 2.6 48 Sl 3.0 2.5 2.7 2.6
Residential 502 (=25 -1.3 1.0 1.8 1.4 1077 3.7 1.2 1.2 1.5 1.5
Non-residential 46.2 0.5 4.1 63 4.9 3.8 8.0 6.4 48 3.8 38 3.6
Final domestic demand 972:5 4.5 4.4 3.6 3.4 34 83 2.6 34 3.6 34 3.4
* change in stockbuilding 9.561 0.3 04 -02 02 0 03 -23 0.7 0 0 0
Total domestic demand 982.0 4.7 4.7 38 3.1 3.4 4.0 0.3 4.4 3.5 34 33
Exports of goods and services 176.0 33 4.8 10.1 6.3 59 [ 11.8 79 6.0 S 6.0 6.2
Imports of goods and services 179.1 10.1 6.9 9.6 6.0 6.3 129 -1.1 9.5 6.5 6.2 6.5
* change in foreign balance -326| -18 -07 03 02 04 |-08 22 -12 05 -03 -04
GDP at market prices 978.9 3.0 4.2 32 3.1 3.2 313 2.5 313 3uil 3 3.1
GDP implicit price deflator - 6.1 6.1 6.3 5.9 5.5 6.2 Sull 6.5 5.6 St 5.4
Memorandum items
Consumer prices¢ - 4.9 513 6.0 6.1 5.6 6.4 3.7 6.4 5.9 5.6 5.2
Industrial production - 4.0 5.9 2.8 3.6 3.0 0.6 5. 3.0 3.2 3.0 3.0
Unemployment rate - 12.1 121 12.1 1222 123 (4122 320 i22 W23 123 "123

* As a percentage of GDP in the previous period.

a) Final consumption in the domestic market by households.
b} Actual amount of stockbuilding and foreign balance.

¢) National accounts implicit private consumption deflator.



ITALY

PRICES AND WAGES
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authorities lowered the discount rate by one point to
12.5 per cent at the end of May, and, at the same time,
announced the lifting of remaining capital controls ear-
lier than envisaged and the implementation of a fiscal
programme designed to rein back the deficit which had
escalated since the beginning of the year. Apart from
short-term fluctuations, the monetary authorities
would appear to have little scope for lowering interest
rates unilaterally and durably, particularly given the
scale of the Treasury’s 1990 borrowing requirement.
As evidenced by the recent widening of the deficit,
managing fiscal policy is never easy, especially where
curbing expenditure is concerned. Implementation of
the recent corrective measures does, however, provide
some prospect of stabilising the general government
borrowing requirement between 1989 and 1990 at
around 10Y: per cent of GDP.

Most indicators suggest that economic activity
was buoyant in early 1990 and that demand and out-
put prospects remain favourable. While continuing
high interest rates could damp investment growth, they
will help boost household income; domestic demand
could expand over the projection period at about the
same pace as in 1989. Inflation is one of the main
uncertainties in the projections. Private sector wage
bargaining is likely to be influenced by the outcome of
negotiations that have already taken place in the pub-
lic sector (9 per cent salary increase in 1990). More-
over, the continuing buoyancy of household consump-
tion could maintain pressure on prices, particularly in
sectors not exposed to foreign competition. The slow-
down in import prices began to ease inflationary pres-
sures in the second half of 1989 but these are still
strong and underlying inflation (excluding energy and
food products) accelerated at the beginning of 1990.

The rate of price rises is unlikely to slow significantly
until the second semester of 1990. With the outlook for
export market growth still bright but with competitive-
ness expected to weaken, the current-account deficit
could come down only gradually, to around 0.8 per
cent of GDP through 1991. However, if fears of a
surge in wage costs were to materialise, the consequent
worsening of Italy’s relative competitive position could
cause a more marked deterioration in the current
balance.

Recent trends

Growth of final domestic demand, while still
brisk in the second half of 1989, at an annual rate of
2.5 per cent, was appreciably less rapid than in the
first. Private consumption weakened most, adversely
affected by the rises in indirect taxes and slower
growth of real disposable income — and especially of
wages — over the year. On the other hand, investment
continued to expand strongly, reflecting the modernisa-
tion and rationalisation of the productive system as
well as the extension of capacity, as evidenced by the
increase in non-residential construction. With the con-
tinuing strength of world demand, export growth
remained brisk in the second half of last year, at
around 8 per cent for goods and services. Because of
the slowdown in final domestic demand and the ending
of substantial stockbuilding of raw materials, goods
and services imports turned round, falling by 1 per cent
at an annual rate in the second semester. Despite a
slowing of GDP growth in the second half, employ-
ment rose at the end of the year and the unemploy-
ment rate stabilised at around 12 per cent. This aver-

ITALY
Appropriation account for households
Percentage changes from previous year

1987
trillion 1987 1988 1989 1990 1991

lire
Compensation of employees 439.6 8.8 10.5 9.7 9.5 8.5
Income from property and other 333.4 6.1 8.4 12.0 10.0 10.0
Current transfers received 2139 10.1 11.2 11152 9.7 8.5
Total income 986.9 8.2 9.9 10.8 9.7 9.0
Less: direct taxes 101.4 8.7 11.0 14.3 11.0 9.8
current transfers paid 182.4 7.0 10.2 12.4 8.8 8.5
Disposable income 703.1 8.4 17 9.8 9.8 9.0
Consumers’ expenditure 602.6 9.7 9.9 10.0 9.6 9.0

Saving ratio (as a percentage of disposable

income) - 14.3 14.2 14.1 14.2 142
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age figure nonetheless masks widening disparities
between the North, where the unemployment rate fell
by almost 1 point in 1989 to 6 per cent, and the Centre
and especially the South (where it is above 20 per
cent).

Inflation remains high. The monthly rise in the
consumer price eased between the first and the second
half of 1989, accelerating again in the beginning of
1990. The rise over twelve months in the cost of living
index, which reached 7 per cent in mid-1989, was still
close to 6 per cent in April 1990'. Underlying inflation
appeared to be running at an annual rate of 7 per cent
early this year. The slower growth of import prices last
summer and the decline at the start of 1990 helped to
hold down costs. Moreover, some ¥: of a percentage
point of the rise in prices in 1989 was due to the
increase in indirect taxes and duties. Nonetheless,
pressure on prices has been maintained by higher unit
labour costs, continuing high capacity utilisation and
strong aggregate demand. The current account deficit
narrowed very considerably in the second semester of
1989 under the combined effect of an improvement in
the real trade balance and more favourable terms of
trade. For the year as a whole, the current deficit was
nonetheless substantial, at over $11 billion or 1.3 per
cent of GDP, as a result of the steep deterioration in
the invisibles balance. For the first quarter of 1990, the
deficit on a customs basis (cif-fob) was barely smaller
than it was in the same period of the previous year.

Policies

The 1990 Finance Act sought to stabilise the
nominal central government borrowing requirement at
around the L 133 000 billion reached in 1989, bringing
it down from 11.3 to 10.4 per cent of GDP. To achieve
this target, measures were framed to cut by
L 20 000 billion the deficit that would have been
recorded on the basis of unchanged legislation. These
measures were aimed primarily at boosting tax receipts
by L 15 000 billion and cutting health care expendi-
ture. The adjustment of the lira exchange rate at the
beginning of January 1990 was accompanied by mea-
sures to reduce budget spending commitments in the
first half-year so as to hold down the Treasury borrow-
ing requirement. Despite these moves, the 1990 budget
projections were revised upwards in March by
L 14 350 billion, bringing the deficit to the equivalent
of 11.5 per cent of GDP. About 60 per cent of this
reflected higher debt-service payments; the rest was
largely due to a surge in transfer payments and espe-
cially wage costs, following the public sector wage
agreements (9 per cent increase in 1990). In the light
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of these revised estimates the government decided to
introduce a new plan at end-May to reduce the budget
deficit to virtually the level initially targeted. The plan
provides for expenditure cuts totalling L 6 500 billion
(transfer payments to industry, the defence and health
sectors) and increases in revenue {otalling
L 5 250 billion (taxes on water, gas and selected fuels,
stamp duties on financial transactions). It has been
estimated that this package could add around
0.3 points to the price index in 1990.

The general government borrowing requirement
on a national accounts basis (i.e. excluding financial
transactions by central government) could amount, as
in 1989, to 10.2 per cent of GDP in 1990. The primary
deficit (i.e. excluding interest payments) will probably
be reduced by /> percentage point of GDP and could
virtually be wiped out in 1991 (0.3 per cent of GDP).
Overall, the orientation of the cyclically-adjusted pri-
mary balance will be mildly restrictive in 1990 and
broadly neutral in 1991.

The decision of the monetary authorities not to
follow the rise in interest rates in Europe in Octo-
ber 1989 led to the lira depreciating against the other
European currencies, and reserves dropped sharply, in
contrast to developments in the first nine months of the
year. Because of the exceptionally high Treasury bor-
rowing requirement in the last months of the year and
the inhibiting effect on bank liquidity of strikes in the
banking sector, there was heavy pressure on interest
rates and the Bank of Italy was forced 1o intervene in
order to finance the Treasury deficit and boost bank
liquidity. Following the announcement of the lira’s
inclusion in the narrow EMS band and of the accom-
panying fiscal measures, interest rates eased only
slightly and there was a massive inflow of capital,
resulting in upward pressure on the lira in the first
semester. This led the monetary authorities to lower
the discount rate by 1 point in conjunction with the
May fiscal programme. Given the projected behaviour
of interest rate levels in the European countries with
which Italy still has an inflation differential and the
Treasury’s very considerable financial requirements in
1990, up to the second half of 1991 short and long-
term interest rates are unlikely to change much.

Prospects

Given the present setting of economic policy and
international trade prospects, growth could continue to
run at shghtly over 3 per cent through 1991. In the
short term, the business climate and the corporate
investment outlook remain favourable, as do house-
holds’ expectations. Consumption will be buoyed by



ITALY
Balance of payments

Value, $ billion
1989 1990 1991
1988 1989 1990 1991 1 I 1 I 1
Seasonally adjusted
Exports 127.4 1403 169 186 67.3 73.0 83 87 91 95
Imports 1286 1423 169 188 69.3 73.0 82 87 91 96
Trade balance -1.1 -2.0 0 -1 -1.9 0.0 0 0 0 -1
Non-factor services, net 347 1.2 2 2 0.9 0.4 1 1 1 1
Investment income, net =71 -8.3 -9 -9 —4.1 —4.2 -5 -5 —4 -5
Private transfers, net 1.5 1.0 b J 2 Q0.5 0.4 1 1 1 1
Services and private transfers, net -2.0 —6.1 -5 -5 =26 -3.4 -3 -3 -2 -3
Official transfers, net -2.8 -3.5 -3 -3 1.6 -1.9 -2 -2 -2 =2
Current balance 0 -11.6 -9 -10 -6.2 -5.3 —4 —4 —4 -5
Memorandum items (s.a.a.r.)
Per cent changes in volume?
Exports 8.7 83 7.1 6.0 14.0 9.5 6.7 5.5 6.0 6.3
Imports 3.8 10.1 7.5 6.7 14.0 357 9.9 (3] 65 7.2
Note:  Detail may not add, due to rounding.

a) Customs basis.

the rise in disposable income due both to pay increases
(particularly in the civil service) and to the growth of
income on financial saving, induced by high interest
rates. The household saving ratio could settle at
around its 1988-1989 level?. Strong demand growth
and high capacity utilisation should give further impe-
tus to investment, particularly in plant and machinery;
it could expand steadily at a rate of around 6 per cent
at an annual rate to end-1991.

Export growth could slacken — to around 5 to
6 per cent — owing to the continued worsening of Italy’s
competitive position and slower growth of export mar-
kets. Events in central and eastern European countrié:s
are unlikely to have more than a limited direct effert
on the Italian economy over the projection period,
largely because these countries account for less than
3 per cent of Italy’s exports. Nonetheless, some sectors
(such as the automobile industry) which have estab-
lished themselves locally could rapidly benefit from the
opening-up of these markets. On the assumption that
domestic demand remains brisk, imports will continue
to grow by around 6 per cent. The external contribu-
tion to growth would be negative, as to around s to
/- percentage point.

Inflation is expected to slow only very gradually.
Moderate rises in import prices over the projection
period are likely to be offset by domestic factors which
will continue to push up costs. Thus, the upward trend
in per capita compensation is unlikely to slacken signif-
icantly, given the climate in which wage contracts in
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the private sector will be renegotiated. With productiv-
ity likely to slow slightly in line with output, unit
labour costs are set to rise at an annual rate of between
4!/ and 5 per cent through 1991. Furthermore, contin-
uing strong growth of household consumption will push
up prices of private services, particularly because of the
opportunities afforded by such events as the World
Cup.

Given the projected trend in real foreign trade
and the likely improvement in the terms of trade, the
trade in goods could be close to balance in 1990 and
the travel account improve somewhat. All told, the
current account deficit could narrow by $3 billion in
1990, bringing it down to less than 1 per cent of GDP
in that year as well as in 1991.

NOTES

1. Cost-of-living index for manual and non-manual
workers.

2. The saving ratio in the Households’ Appropriation
Account (around 14 per cent of disposable income) is
much lower than that used up to now (around 22 per
cent). It is based on a new version of the Household
Accounts published in the beginning of 1990 by the
Italian Statistics Institute (ISTAT) which now counts
only households strictly defined, excluding unincorpo-
rated enterprises (with up to 100 employees) which had
hitherto been included.



UNITED KINGDOM

Key features

The response of the United Kingdom economy to
the tightening of monetary policy, which began in the
middle of 1988, has continued. The housing market
has cooled off noticeably, and, notwithstanding the
resilience of consumer spending, there is now clear
evidence that aggregate demand growth is slowing.
Business investment has fallen off and destocking has
commenced, contributing to a marked reduction in
import growth. Although improving export perform-
ance has damped the fall in output growth, capacity
utilisation (excluding North Sea oil) dropped in the
second half of 1989, and the decline in unemployment
has more recently come to a virtual halt. Whilst the

external deficit now appears to be on a downward
trend, inflation has remained stubbornly high, rising
even further in recent months.

Given the uneven pace of adjustment and persist-
ing inflationary pressures, sterling has been vulnerable
to confidence factors and political uncertainties. The
increasing recognition that domestic interest rates need
to remain high for a considerable period ahead has led
to a further rise in mortgage rates, and long-term
interest rates have firmed markedly in line with inter-
national developments. The March 1990 Budget reaf-
firms the Government’s commitment to take sterling
into the EMS exchange rate mechanism once a variety
of conditions, including a reduction in United Kingdom
inflation, have been met. The Budget statement main-

UNITED KINGDOM
Demand, output and prices
Percentage changes from previous period, seasonally adjusted at annual rates, volume (1985 prices)

1987
current 1989 1990 1991
rices 1987 1988 1989 1990 1991 i 1 I 1 I 1
billion £

Private consumption 264.1 6.0 7.0 38 1.0 1.5 4.2 1.1 0.8 1.3 1.6 1.7
Government consumption 85.3 1.1 0.4 0.5 0.7 1.0 0 26 -0.3 0.8 1.1 1.1
Gross fixed investment 73.4 8.6 13.7 48 0.5 152 1.4 32 24 -04 1.6 20

Publice 11.6 | -82 63 9.5 3.9 44 1347 173 -1.2 2.1 5.4 49

Private residential 12.6 65 103 -62 -24 02 [-166 11.2 -90 -1.3 06 1.7

Private non-residential 49.2 | 145 19.6 64 -10 0.8 01 -10 -12 08 1.3 1.5
Final domestic demand 422.9 5.4 6.9 34 0.7 1.4 2.9 1.8 0 0.9 1=5 1.7
* change in stockbuilding 1451 0.1 07 -02 -12 -03 |04 -23 -09 -08 01 -0.1
Total domestic demand 424.3 5.5 7.6 32 05 1.1 25 -04 08 0.2 1.3 1.6
Exports of goods and services 107.1 Srl 0.7 4.1 S 6.8 4.7 8.2 7.4 6.8 6.9 6.8
Imports of goods and services 112.3 76 126 7.1 2.1 3.9 79 -14 39 2.0 4.3 4.8
* change in foreign balance 5261 07 -35 -1.1 1.4 0.8 | 1.2 N/ 0.8 1.3 0.7 0.5
* compromise adjustment —0.4%| 0.1 0.5 0.2 0 0 0.1 0.1 0 0 0 0
GDP at market prices¢ 418.6 4.7 4.5 233 0.9 1.9 1.5 2.4 0 1.5 2.0 2.1
GDP implicit price deflatore - 5.0 6.5 6.7 4.9 5.6 7.2 4.6 5.2 4.7 6.0 5.8
Memorandum items
Consumer pricesde - 4.1 4.8 S5 4.5 53 5.0 6.6 3.9 3.8 58 5.6
Industrial production - 5.6 7.0 4.8 0.3 1.8 5.0 1.4 08 15 1.8 2.0
Unemployment rate - 10.4 8.2 6.2 6.1 6.5 6.5 5.8 6.0 6.2 6.4 6.5

* As a percentage of GDP in the previous period.

a} Including nationalized industries and public corporations.
b}
<)

Actual amount of stockbuilding, foreign balance and compromise adjustment.
Data for GDP in the past are based on a compromise estimate which is the average of the expenditure, output and income estimates of GDP.The compromise

adjustment is the difference between compromise GDP and the expenditure estimate of GDP.

d)
e)

National accounts implicit private consumption deflator.

at market prices and of the related deflators.
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The replacement of “domestic rates” by the Community Charge in England and Wales as from April 1990 lowers the level of nominal consumer spending and GDP



tained a target for narrow money but postponed the
envisaged lowering of the target range, following some
overshoot during the past year. The Public Sector Debt
Repayment in the financial year ending in March 1990
was considerably lower than projected a year ago,
reflecting, among other things, overspending by local
authorities; economic activity appears to have been
broadly in line with expectations. For the current
financial year, with some net tax increases, the authori-
ties budgeted for a surplus similar to the expected
outcome for 1989/90. Further ahead, they project a
gradual move towards a balanced budget. This seems
to imply that the tight stance of fiscal policy would
remain broadly unchanged over the next two years as
it apparently did last year.

Against this policy background, domestic
demand is projected to drop in the near term and
recover only slowly thereafter. Buoyant foreign
demand is likely to prevent GDP from falling, but
output growth is expected to remain significantly below
that of productive potential over the next eighteen
months or so. This should result in a continued
improvement in the external balance and a reversal of
the rise in inflation as reduced demand pressures both
squeeze profit margins and induce a fall in wage
growth. There are, however, considerable risks and
uncertainties surrounding this outlook. On the one
hand, the sustained buoyancy of narrow money and the
revival of retail sales since the turn of the year could be
indicative of stronger-than-projected consumer
demand. On the other, the downturn of fixed invest-
ment and inventories may be more pronounced than
expected, given the business sector’s large financial
deficit and the rise in long-term interest rates. A major
risk would seem to be that the renewed rise in retail
price inflation (due to higher mortgage rates and the
effects of the introduction of the Community Charge
— a “poll tax” replacing a property tax) may give a
further boost to wage claims. Renewed sterling weak-
ness, perhaps in response to rising interest rates
abroad, or to disappointing inflation or trade data,
could also pose a threat to the Government’s counter-
inflation effort.

Recent trends

The renewed pick-up in GDP growth in the sec-
ond half of 1989 reflects a recovery in North Sea oil
and gas production following a series of accidents; the
growth in onshore activity continued to slow, broadly
mirroring the pace of manufacturing output. Growth in
final domestic demand, though weakening, remained
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resilient. Public investment continued to expand
strongly, and public consumption and housing invest-
ment revived temporarily following earlier falls. This
partly offset lower growth in private consumption and
some fall in business investment. Total domestic
demand seems nonetheless to have declined somewhat
in the second half of 1989 as a result of a sharp reduc-
tion of inventories towards the end of the year. The
associated fall in imports together with an improving
export performance — attributable to abating capacity
pressures and exchange-rate depreciation — resulted in
a marked amelioration in the real foreign balance, fol-
lowing two years of shrinking net exports. A fall in the
trade deficit was outweighed, however, by a deteriora-
tion in the invisibles account — partly reflecting errati-
cally high transfers to the EC — so that the current-
account deficit rose further in the second half of 1989.
In the past few months, however, the deficit has been
on a downward trend.

The labour market has responded to output
developments with a considerable lag. The latest
Labour Force Survey indicates that the expansion of
demand for labour has been stronger than thought
before. Employment growth during 1989 is now put at
nearly 3 per cent, which implies a virtual stagnation of
non-oil productivity in this period. Productivity growth
in manufacturing alone has held up better but also
slowed considerably, despite labour shedding in the
course of 1989. Unemployment stopped falling only
recently at a level of just over 5' per cent of the labour
force (some 6 per cent according to the OECD’s
standardised measure). With labour market conditions
remaining tight, pay settlements have continued to
edge up, moving over the last year from under 7 per
cent into the 8 to 9 per cent range. There is, however, a
wide dispersion of settlements: the highest tended to be
located in the private service sector but public-sector
wages also rose faster than the average. As wage drift
has diminished, largely due to reduced overtime work,
the underlying growth in effective earnings has hardly
accelerated since mid-1988. But diminishing produc-
tivity gains have pushed up unit labour costs, and the
fall in the exchange rate has added to cost pressures.
As profit margins have proved very resilient, indicators
of underlying inflation have resumed their upward
trend. The rise in non-food producer prices, which had
hardly varied through most of 1989, has edged up in
recent months. And the twelve-month increase in the
retail price index excluding mortgage interest has
picked up again after several months of stability;
excluding also the effect of the introduction of the
Community Charge (“poll tax”), it reached 6'-> per
cent in April as compared with 9> per cent for the
unadjusted retail price index.



UNITED KINGDOM

RECENT INDICATORS
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UNITED KINGDOM
Appropriation account for households
Percentage changes from previous year

1987
bil‘léon 1987 1988 1989 1990 1991
Compensation of employees 227 749 1152 10.8 92 7.6
Income from property and other 74.8 9.3 14.3 10.8 8.2 6.8
Current transfers received 52.5 3.1 27 5.5 6.5 7.4
Total income 354.4 7.5 10.6 10.0 8.6 7.4
Less: direct taxes 43.7 6.9 113 11.0 10.9 7.4
current transfers paid? 30.7 9.6 125 3.7 24.5 12.0
Disposable income 280.1 7.4 i0.2 10.6 6.6 6.9
Consumers’ expenditure? 264.1 10.3 12.1 9.5 5.6 6.9

Saving ratio (as a percentage of disposable

income) - 5:7 4.1 5.0 6.0 6.0

a) The replacement of “domestic rates™ by the Community Charge in England and Wales as from April 1990 is reflected in lower consumer expenditure and higher

deductions from income.

Policies

The 1989/90 Budget (for the year ending in
March) was for a broadly unchanged Public Sector
Debt Repayment (PSDR) of about £14 billion. Latest
estimates put the PSDR at around £8 billion. About
half of the fall in the surplus can be traced to over-
spending by local authorities. This has been particu-
larly marked in their capital spending, as they sought
to forestall the new controls which took effect in April.
Excluding privatisation proceeds, which were some-
what lower than assumed, the PSDR is estimated to
have dropped from £7'/; billion to just under £4 billion
rather than rising to £9 billion as projected. The net
stock of public debt has fallen by more than a third
since the middle of the 1980s to an estimated 28 per
cent of GDP at the end of March 1990.

The March 1990 Budget projects a PSDR of
£7 billion in 1990/91, or £2 billion excluding privatisa-
tion proceeds. While there will be a partial reversal of
the factors that explain last year’s shortfall, this is
expected to be offset by the effects of lower growth.
Measures proposed in the Budget are expected to pro-
duce a modest increase in the yield from taxation (by
just under £'> billion from an indexed base). The
Budget also provides a range of incentives to save,
which will, however, largely take effect in 1991. These
include the establishment of tax-exempt special sav-
ings accounts (TESSAs), and the abolition of compos-
ite rate tax (withholding tax on bank and building
society deposits) and of stamp duty on share transac-
tions. Compared with the January public expenditure
White Paper, general government expenditure has
been revised upwards by £3 billion, reflecting higher
estimates for local authority spending and debt interest
payments. Even allowing for these adjustments, there

would appear to be a risk that public expenditure may
overshoot projections, given higher-than-expected
inflation and recent developments in local authority
spending. On present plans, the PSDR is estimated to
drop to £3 billion in 1991/92, implying a move into
budget deficit if privatisation proceeds are excluded.
Monetary conditions have been affected by
abrupt changes in financial-market sentiment reflect-
ing in part domestic political uncertainties. In the two
months following the rise in interest rates in early
October, the effective exchange rate fell by over 6 per
cent, taking sterling to about its level three years ear-
lier. By late February, sterling had almost recovered
the ground lost in late 1989. But this has been followed
by renewed weakness since March. The authorities
have left interest rates unchanged, considering mone-
tary conditions sufficiently tight to bear down on infla-
tion; but they have intervened at times in foreign
exchange markets to mitigate the fall in the exchange
rate. However, the perception that high interest rates
would have to remain in place for some time triggered
a new round of mortgage rate increases in February.
Long-term interest rates, which had hardly reacted to
the sharp rise in short-term rates up to late 1989, have
firmed markedly in recent months, leading to some
flattening of the downward sloping yield curve. This
reflects above all international developments, although
domestic factors, such as inflation expectations, the
fiscal position and funding policy, may also have
played a role. Despite a year and a half of high interest
rates, growth in the broad monetary aggregates
remains buoyant. Narrow money has continued to
grow above target, although some progress has been
made in reining it back towards its target range. But
broad money growth has yet to show any significant
easing, and the twelve-month expansion of banks’ and
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UNITED KINGDOM
Balance of payments

Value, $ billion
1989 1990 1991
1988 1989 1990 1991 I I 1 I I I
Seasonally adjusted
Exports 143.7 151.3 174 192 74.5 76.8 85 89 94 99
Imports 180.6 189.2 204 218 95.3 93.9 101 103 107 11
Trade balance -36.9 -379 =31 =25 | =208 -17.1 -17 —14 -13 -12
Non-factor services, net /2 6.5 6 8 347 2.8 3 3 4 4
Investment income, net 9.5 5.0 2! 1 39 1.1 1 1 0 0
Private transfers, net -0.5 -0.5 -1 -1 0.3 -0.2 4] 0 0 0
Services and private transfers, net 16.1 11.0 8 8 7.4 3.6 4 4 4 4
Official transfers, net -5.8 -7.2 —6 -6 =25 -4.7 -3 -3 -3 —4
Current balance -26.6 =340 -29 =23 | =159 -18.1 -15 -13 -12 -11
Memorandum items (s.a.a.r.)
Per cent changes in volume?
Exports 112 5.5 9.2 7.2 3.4 14.0 7.8 7.4 A 7.2
Imports 13.5 7.8 2.5 3.7 8.4 -1.3 5.0 1.4 43 4.8
Note:  Detail may not add, due to rounding.

a) Customs basis.

building societies’ sterling lending, though falling back
from earlier peak rates, has remained high at around
20 per cent.

Prospects

Against this policy background and in the light
of recent indicators, the adjustment of the economy is
projected to continue only gradually. Survey evidence
points to a weak picture for economic activity in 1990
though not to any significant fall in output. Whilst the
business climate has deteriorated markedly, it is still
well above the level reached at the troughs of the two
most recent recessions. Consumer confidence, though,
has already fallen to about the levels recorded during
the 1980/81 recession. Investment intention surveys do
not yet point to a significant decline in capital spend-
ing, but a downward revision of investment plans may
not be delayed for long. While total order books have
remained depressed, export optimism has strongly
recovered. Foreign demand is projected to remain the
mainstay of economic activity; with export perform-
ance likely to continue to improve, net exports could
contribute 1! percentage points to GDP growth in
1990. This should outweigh a likely fall in domestic
demand, resulting from continued destocking, a mod-
est decline in fixed investment and subdued growth in
consumer spending. The latter is expected to be
damped by both a further rise in the personal saving
ratio and lower growth in disposable income due to a

sharply diminishing rise in employment. Although the
saving ratio is projected to stabilise, the expansion of
private consumption is likely to remain modest in 1991.
With destocking projected to peter out and the fall in
fixed investment likely to be reversed, growth in total
domestic demand is expected to resume. Notwith-
standing a diminishing improvement in the real foreign
balance — as a result of accelerating import growth and
reduced export market gains — GDP growth is there-
fore likely to recover in 1991, but should remain signif-
icantly below the growth of potential output.

With sluggish output growth, little change is pro-
jected in employment over the next eighteen months or
so. Even though labour-supply growth may fall below
that of the working age population, the rate of unem-
ployment is likely to increase. Easier labour-market
conditions should restrain the rise in effective earnings.
Together with a resumption of productivity gains, this
should damp cost pressures. As profit margins can be
expected to come under pressure, inflation may subside
gradually from the second half of 1990 onwards. Infla-
tion figures in the table summarising the projections
are distorted by the reform of local taxation, the
replacement of domestic rates by the Community
Charge leading to a sharp drop in the levels of the
private consumption deflator and the GDP deflator at
market prices. Some terms-of-trade gains along with
the outlook for rising real net exports should make for
a gradual narrowing of the current-account deficit,
which may come down to some 2 per cent of GDP by
the end of 1991.
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CANADA

Key features

The Canadian economy remained quite resilient
throughout 1989. Despite a shift to a more restrictive
monetary policy, and a significantly negative contribu-
tion to growth from the foreign balance, real GDP
expanded at an annual rate of 2 per cent in the fourth
quarter of 1989. Output based GDP fell in the first two
months of 1990, but employment continued to advance
briskly in the first four months of the year and there
was a recovery in net exports. The unemployment rate
dropped to an eight and a half-year low of 7.2 per cent
in March/April. Despite some moderation, the year-
on-year increase in consumer prices was still 5 per cent
in April.

In late January 1990, the Bank of Canada eased
monetary conditions modestly. But when the exchange

rate depreciated by almost 4 per cent in a fortnight,
despite stepped-up intervention reflected in a sharp
run-down in foreign reserves, short-term interest rates
were raised to seven-year highs. The medium-term fis-
cal consolidation effort continued in the February 1990
budget, with additional expenditure restraint designed
to offset higher debt service charges in FY 1990/91.
Against a background of higher world interest rates
and stubborn domestic inflation pressures, Canadian
interest rates are likely to remain high, thereby cloud-
ing prospects for attaining official deficit targets over
the projection period, on unchanged policy
assumptions.

During 1990 and 1991, output growth is
expected to remain below the growth of potential out-
put, sufficient to open up a small output gap. Underly-
ing inflation therefore is projected to moderate gradu-

CANADA

Demand, output and prices
Percentage changes from previous period, seasonally adjusted at annual rates, volume (1981 prices)

1987
current 1989 1990 1991
prices 1987 1988 1989 1990 1991 I i 1 I I 1
billion C$
Private consumption 323.8 4.9 4.3 4.0 2:2 1:9 319 33 1.8 2.0 1.8 2.0
Government consumption 105.3 0.7 3.1 2:2 2.0 2.0 1.0 2.6 1.8 1.8 20 2.0
Gross fixed investment 115:2 || 11.7 13.2 ! 3.1 4.9 9.4 2.2 3.5 3:3 5.2 5.8
Public? 129 3.6 5.3 8.4 29 0.3 80 132 -03 03 0.5 0.5
Private residential 39.2 | 164 4.6 4.1 0.9 0.9 5.6 2.2 1.0 05 1.0 2.1
Private non-residential 63.1 1.1 18.9 8.2 4.1 A ) 0.5 5.2 595 7.7 8.2
Final domestic demand 5443 5.6 6.2 4.5 2.4 2 4.8 29 2.3 2.3 2451 3.0
* change in stockbuilding® 1.2¢1 06 04 1.0 0.2 0.1 1.4 0.8 0 0 0.2 0
Total domestic demand 545.5 49 5.8 5.5 2.6 2.8 6.3 3. 2.2 23 29 3.0
Exports of goods and services 144.4 6.5 9.5 09 1.0 35 | 04 -1.8 1.6 2.6 355 4.2
Imports of goods and services 139.3 9.0 139 7.2 3.1 4.0 9.9 3.5 2:D 4.0 4.0 4.0
* change in foreign balance? 514105 -11 =27 -07 02 }-33 -18 03 05 -02 0
* error of estimate? 0.0 0.2 0.4 0.1 0.1 0 0.1 0.3 0 0 0 0
GDP at market prices 550.6 4.5 5.0 259 2.0 2.6 2.8 2.2 1.9 1.8 2.7 3.0
GDP implicit price deflator - 44 4.1 4.8 4.1 4.2 54 3:9 4.2 4.1 4.7 34
Memorandum items
Consumer prices¢ - 4.0 3.7 4.6 4.4 5:2 4.9 4.7 4.4 4.1 6.5 3.8
Industrial production - 5.6 6.2 09 0.6 141 05 03 -10 0 1.5 I155]
Unemployment rate - 8.8 7.8 1S i 8.2 7.6 7.5 7.6 7.9 8.1 8.3

* As a percentage of GDP in the previous period.

a) Excluding nationalized industries and public corporations.

b) Actual amount of stockbuilding, foreign balance and error of estimate.
c) National accounts implicit private consumption deflator.



CANADA
Appropriation account for households
Percentage changes from previous year

1987
billion 1987 1988 1989 1990 1991

Can.$
Compensation of employees 299.1 8.9 9.0 913 7.6 6.6
Income from property and other 96.6 9.8 10.3 10.8 10.7 9.3
Transfers received 68.8 8.2 6.3 6.3 6.4 6.5
Less: interest on consumer debt 5.4 17.2 16.9 29.0 13.3 1.5
Total income 459.2 8.9 8.8 8.9 8.0 7.2
Less: direct taxes 70.2 12.7 13.0 519 11.3 8.8
other transfers paid 30.4 10.6 10.5 2.6 15.2 10.6
Disposable income 358.5 8.0 78 10.1 6.8 6.5
Consumers’ expenditure 323.8 9.1 8.2 8.8 6.7 7.2

Saving ratio (as a percentage of disposable

income) - 9.7 9.4 10.4 10.4 9.9

ally, although further progress will be partly masked
by the one-time effects of the introduction of the goods
and services tax, as a replacement for the federal man-
ufacturers’ sales tax, in January 1991. Recently, how-
ever, the unemployment rate has declined unexpect-
edly, to well below current estimates of the natural
rate; unless the latter has declined in parallel there is a
risk of greater wage inflation than projected here. The
current account deficit is not expected to show any
improvement and might reach roughly 3> per cent of
GDP by 1991.

Recent Trends

Total domestic demand rose by 5.7 per cent in
the fourth quarter of 1989 (all data at annual rates).
Growth of private consumption, which had weakened
sharply in the summer — in large part due to a fall in
new car sales — rebounded. Similarly, private non-resi-
dential investment, which fell in the previous quarter,
recovered to double digit growth rates. Stockbuilding,
however, fell with a run down of retail and motor
vehicle parts inventories. Export volumes fell for a
third consecutive quarter reflecting weak auto sales in
the United States and the effects of the drought on
wheat exports. Imports continued to expand rapidly
due to the high import content of buoyant equipment
investment. Real GDP therefore grew at an annual
rate of 2.0 per cent. The trade surplus dropped sharply
despite a small terms-of-trade gain, and as the deficit
on invisibles continued to increase, the current-account
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deficit rose to C$22.3 billion (annual rate) in the
fourth quarter, reaching 3 per cent of GDP for 1989 as
a whole, compared with 1.7 per cent in 1988.

Employment growth slowed in the second half of
1989, reflecting continuing declines in goods-producing
industries. The unemployment rate, which had hit a
low of 7.3 per cent in June, rose to 7.8 per cent in the
early months of 1990. Regional balance, however,
improved with an easing in tight labour markets in
central Canada and employment gains in other
regions. With the unemployment rate below most esti-
mates of the natural rate, wage settlements, and espe-
cially compensation per employee, picked up. The
growth of labour productivity remained poor, so overall
unit labour costs rose by over 6 per cent in the second
half of 1989; since corporate profit margins were
squeezed sharply, the GDP deflator rose by only
3.9 per cent. The private consumption deflator, how-
ever, rose 4.7 per cent, due in part to indirect-tax
increases. For 1989 as a whole, the CPI rose 5 per cent,
the highest increase in five years, and above the aver-
age of other major OECD countries.

Current indicators point to a sustained, but mod-
est pace of domestic demand and output growth,
despite predictions of recession. Employment made
substantial gains in the first four months of 1990 and
the unemployment rate dropped to 7.2 per cent in
March/April. Housing starts fell in April, but remain
at high levels, especially in western Canada. Net
exports recovered in the first quarter, and inventory
levels are low relative to sales. Investment intentions
are strong, with large planned increases in machinery
and equipment and in the energy sector, due to ration-




alisation and restructuring stimulated by the Free
Trade Agreement with the United States.

Policies

The general government deficit widened to
3.4 per cent of GDP in calendar year 1989, compared
with 2.6 per cent in 1988. The federal Budget targets
for FY 1989/90 (which ended on 31st March) appear
to have been met, with the deficit constant as a propor-
tion of GDP. The 1990 Budget announced renewed
expenditure restraint and cash management initiatives
to save C$2.8 billion in FY 1990/91 and C$3.8 billion
in FY 1991/92 to offset higher debt service charges.
Federal transfers to persons were exempted and no new
taxes were announced. Approximately one-third of
total expenditure savings comes from cutting transfers
to provinces. Hence, the general government deficit
will partly depend on the reactions of provincial gov-
ernments to these cuts. OECD projections embody
stronger nominal GDP growth than official projections
and some tax increases by provincial governments
resulting in larger government revenue projections.
However, they also include significantly higher interest
rates and debt service charges. The general govern-
ment deficit is thus projected to fall by 0.7 per cent of
GDP over the two coming calendar years, compared
with 1 per cent in official projections. On a cyclically-
adjusted basis, the general government deficit would
decline by slightly more than 1Y per cent of GDP over
two years, and the primary balance (i.e. excluding
interest payments) by 2'/2 per cent of GDP.

On 1Ist January 1991, the federal government
will introduce a VAT-type goods and services tax
(GST), levied at a uniform rate of 7 per cent, to
replace the existing 13.5 per cent federal sales tax
(FST) levied on manufactured goods. GST revenues,
net of GST tax credits to low income families, are
projected at C$20.8 billion, compared with
C$19 billion from the FST and miscellaneous excise
taxes. This revenue gain will be offset initially by start-
up costs'.

Monetary policy was tightened in the course of
1989: despite falling short-term U.S. rates, Canadian
short-term rates remained essentially flat from March
to December 1989, and there was an easing of about
half a point in long-term government yields. This led to
a sharply inverted yield curve and a widening of short-
term differentials vis-a-vis the United States to close to
4 points. Long rates, both nominal and real, remained
above comparable U.S. rates. During 1989 the bilat-
eral exchange rate appreciated from less than U.S. 84
to roughly U.S. 86.5 cents.
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In late January 1990, in response to a perceived
weakening in economic conditions, the Bank of Canada
eased monetary policy with a 29 basis point drop in the
bank rate. The drop in the bank rate generated market
expectations that Canadian monetary policy might
ease further, while interest rates of the three largest
OECD countries were poised to rise. The exchange
rate dropped by almost 4 per cent in a fortnight,
despite stepped-up currency intervention. The reduc-
tion of the bank rate was reversed, and by March it
had reached a seven-year high, against a background
of the economy weakening less than expected. Com-
mercial bank prime lending rates rose (.75 points and
long-term interest rates by more than 1'% points from
their year end levels. Short-term differentials vis-a-vis
the U.S. dollar rose to close to 5 percentage points and
the exchange rate stabilised at roughly U.S. 85 cents
compared with a low of about U.S. 82.5 cents in mid-
February. The expansion of money and credit remains
rapid, with growth in M2 and M2+ still close to 10 per
cent at annual rates. Given persistent inflation pres-
sures, the imminent introduction of the GST, and con-
tinuing high world interest rates, Canadian interest
rates are projected to decline only modestly over the
coming two years.

Prospects

The continuing strength of private non-residen-
tial investment, and the sustained expansion of world
trade may underpin steady, albeit modest, rates of
domestic output growth. On the other hand, growth of
private consumption, especially of durables, is pro-
jected to remain quite modest, and residential con-
struction may come under increasing pressure from
high interest rates. All in all, GDP in volume terms
may expand at annual rates of 2 and 2/ per cent in
1990 and 1991 respectively, keeping actual below
potential output growth throughout the projection
period. Employment may increase only modestly in the
coming two years, and given rising participation rates
and high immigration, unemployment may edge up
gradually. Structural reforms, notably those aimed at
heightening competition via deregulation, free trade
with the United States and tax reform, should boost
the future level of potential output, perhaps signifi-
cantly, thereby helping to alleviate inflation pressures.

Yet despite some easing, inflation pressures are
likely to persist. Wage settlements rose to 6 per cent in
the first quarter of 1990, with productivity gains still
sluggish, unit labour cost increases were close to 7 per
cent in early 1990. The introduction of the GST in
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THE LABOUR MARKET
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CANADA
Balance of payments
Value, $ billion

1989 1990 1991
1988 1989 1990 1991 1 1t I 1 I 1

Seasonally adjusted

Exports 1147 1210 124 132 61.0 60.0 61 63 65 67
Imports 1059 1159 121 129 57.6 583 60 62 64 66
Trade balance 8.8 5.0 3 3 34 1.7 2 2 1 2
Non-factor services, net =57 -7.0 -8 -8 -3.4 -3.7 —4 -4 —-4 —4
Investment income, net -15.0 -18.9 -20 -23 -9.6 -9.2 -10 —11 -11 -12
Private transfers, net 4.0 49 5 6 2.5 2.4 3 3 3 3
Services and private transfers, net -16.6 -21.0 -23 -25 1 -10.5 -10.5 —11 -12 -12 -13
Official transfers, net 0.6 0.6 -1 -1 -0.3 -0.3 0 0 0 0
Current balance -84 -16.6 =20 -23 -7.5 9.1 -10 -10 -11 -12
Memorandum items (s.a.a.r.)

Per cent changes in volume?

Exports 10.0 0.7 1.1 3.4 0.1 -1.6 1.7 2:7 3.3 4.1
Imports 14.6 5 3.1 4.1 10.8 34 2.6 4.0 4.1 4.1

Note:  Detail may not add, due to rounding.
a) Customs basis.

1991 will entail a step increase in the CPI of roughly net service payments, the current-account deficit could
1Y« per cent. Little, if any wage response is assumed. reach almost US$23 billion in 1991, roughly 3': per
Exports of primary commodities are projected to  cent of GDP, almost twice its historical average.
recover from their low levels of 1989, although manu-
factured exports could grow more modestly than world

trade, reflecting slow expansion of U.S. imports (par- NOTE

ticularly of automobiles). With import volume growth

remammg sust.amed, little improvement in real net 1. Transitional start-up costs are estimated to boost the
exports is projected and no further terms-of-trade deficit temporarily by C$1.8 billion and C$2 billion in
gains are predicted. Given the trend deterioration in FY 1990/91 and 1991/92.
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AUSTRALIA

Real GDP rose by nearly 5 per cent in 1989
compared with 3.6 per cent the year before. The vol-
ume of imports of goods and services rose much faster
than exports, reflecting boom conditions in domestic
markets and some losses in competitiveness. Demand
growth was strongest in areas of high import intensity.
As a consequence, notwithstanding improved terms of
trade, the current account deficit reached a record level
of US$15.7 billion in 1989, or 5.6 per cent of GDP. In
the course of 1989, however, growth in total domestic
demand slowed markedly, easing tensions. In a setting
of high interest rates, gross fixed investment fell
sharply in the second half of the year, pulling down
imports of goods and services. As firms shifted sales
from domestic to foreign markets, notably those for
manufactured goods, exports of goods and services
gathered strength. In line with the weakening of eco-
nomic activity in the course of the year, employment
growth decelerated, and the rate of unemployment, in
a reversal of earlier declines, began to edge upward in
early 1990. Despite a moderation of unit labour costs
during 1989 and continued wage restraint, inflation, as
measured by the private consumption deflator,
remained well above rates in trading partners.

Amid growing signs that the economy had been
slowing, the monetary stance was relaxed in early
1990, reducing the excess of short-term over long-term
interest rates. Given projections of sharply reduced
output growth, short-term interest rates are assumed to
ease somewhat further. On the customary assumption
of unchanged policy, the fiscal stance would be restric-
tive in 1990, easing in 1991. As part of a new agree-
ment between the Government and the union move-
ment, income tax cuts, worth A$2.5 billion in a full
year, were announced in February 1990, taking effect
on Ist January 1991. As in the past, the tax cuts are
designed to underpin wage restraint. Given a projected
rise in unemployment, aggregate wages are assumed to
rise in the range of 6'/2 to 7 per cent in both 1990 and
1991, broadly in line with the agreed wage target for
1990-91. Inflation, as measured by the private con-
sumption deflator, could fall into the same range, leav-
ing little room for real wage gains.

As suggested by most recent indicators, growth
in real GDP is projected to diminish sharply in 1990,
and to recover thereafter. In view of subdued demand
prospects and high real interest rates, all components
of private fixed investment may fall in 1990. A

AUSTRALIA
Demand, output and prices
Percentage changes, volume (1985 prices)

1987
current prices 1987 1988 1989 1990 1991
billion AS

Private consumption 164.2 2.0 3.4 4.8 2.1 2.4
Government consumption 50.1 1.4 2.7 4.6 2.4 1.4
Gross fixed capital formation 67.6 35 9.6 9.4 -7.3 1.1
Final domestic demand 281.9 252 4.7 5.9 -0.2 19
* change in stockbuilding 0.14 0.1 0.8 0.5 -1.1 0.1
Total domestic demand 281.9 24 5.5 6.4 -1.3 2.0
Exports of goods and services 46.1 10.0 29 37 44 7.4
Imports of goods and services 49.6 33 15.3 20.6 -1.7 2.9
* change in foreign balance -3.5¢ 1.1 2.1 -3.3 1:1 0.7
GDP at market prices? 279.1 4.0 3.6 4.9 0.3 2.8
GDP implicit price deflator - 7.5 9.0 7.8 5.8 6.1
Memorandum items
Consumer prices< - 7.9 7.0 6.7 6.8 6.3
Industrial production - 4.7 S 5.6 1.9 34
Unemployment rate - 8.0 7.1 6.1 6.9 72
Household saving ratiod - 6.5 6.7 79 8.8 9.0
General government financial balance¢ - -1.1 0.7 1.2 23 2.2
Current balance ($ billion) — -8.0 -9.9 -15.7 -14.3 -12.8

*  As a percentage of GDP in the previous period.

a) Actual amount of stockbuilding and foreign balance.
b} Includes statistical discrepancy not included in the components.
¢} National accounts implicit private consumption defator.

d) As a percentage of disposable income.

e) As a percentage of GDP.
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rebound is projected for 1991, reflecting a steady
decline in interest rates and improved business confi-
dence. Real private consumption should decelerate in
1990 along with reduced employment growth, but pick
up in 1991, when cuts in personal income taxation take
effect. Slower growth, especially a slump in investment

which has a high import content, is likely to result in a
fall of imports from exceptionally high levels in 1989,
Reflecting increased domestic economic slack, export
volumes may grow more rapidly. As a consequence,
the current account deficit may narrow, perhaps reach-
ing US$13 billion or 4.3 per cent of GDP in 1991.

AUSTRIA

For more than two years economic growth has
been unexpectedly robust, bringing Austria back
among the fastest-growing countries in OECD Europe.
The upswing was initially export-led, reflecting the
buoyancy of international trade, a favourable commod-
ity structure and improved international competitive-
ness. In 1989, the Tax Reform supported activity,
which became more broadly-based without, however,
exerting excessive pressure on productive capacity.
Total output grew by 3%: per cent in 1989, !> a percent-
age point less than in 1988 but more than twice the
average of 1981-87. While exports remained strong
— and the current account returned to slight surplus —
total domestic demand growth slowed to a more sus-
tainable pace in 1989, as the stockbuilding cycle

ended. Nonetheless, real private consumption grew
faster, boosted by a marked rise in wages and cuts in
income taxes. Investment in machinery and equipment
was stimulated by better profit developments, good
sales prospects and high rates of capacity utilisation,
with industrial investment recovering after two years of
steady decline. Construction investment tended to level
off after the spring of 1989. With renewed domestic
cost pressure and continued rises on import prices, con-
sumer price increases picked up to a rate of 2! per
cent. Better employment prospects raised participation
rates and foreign labour supply, but employment
increased even faster, thereby bringing about a further
reduction in the rate of unemployment.

AUSTRIA
Demand, output and prices
Percentage changes, volume (1983 prices)

1987
current prices 1987 1988 1989 1990 1991
billion Sch

Private consumption 835.1 3.0 3.0 313 3.4 3.0
Government consumption 280.4 0.4 0.7 1.0 0.5 0.5
Gross fixed capital formation 340.8 2.9 5.8 4.6 4.2 4.2
Final domestic demand 1456.3 2.5 3.2 312 31 29
* change in stockbuilding 14.1¢ 0.4 1.5 0.2 0.6 0.1
Total domestic demand 1470.4 2.8 4.7 33 3.6 29
Exports of goods and services 527.2 24 8.8 110 8.0 7.1
Imports of goods and services 519.8 4.7 10.0 9.7 8.5 6.9
* change in foreign balance 7.4¢2 -0.9 -0.6 0.4 -0.3 0
GDP at market prices 1477.8 1.9 4.2 3.8 34 2.9
GDP implicit price deflator - 2.4 2.0 2.6 3.0 33
Memorandum items i
Consumer prices? - 0.9 1.8 2.6 32 3.6
Industrial production - 1.0 4.4 5.9 34 2.6
Unemployment rate - 3.8 3.6 3.4 3.2 32
Household saving ratio¢ - 12.3 12.6 14.1 12.6 11.6
General government financial balance - —4.3 -3.1 -2.7 -1.1 0.3
Current balance ($ billion) - -0.2 -0.3 0 0.2 0.3

*  As a percentage of GDP in the previous period.

a}  Actual amount of stockbuilding and foreign balance.

b} National accounts implicit private consumption deflator.
¢) As a percentage of disposable income.

d} As a percentage of GDP.



The fiscal policy assumptions underlying the pre-
sent projections reflect the Government’s aim to reduce
the federal deficit from 35 per cent of GDP in 1989 to
2/ per cent in 1992. Resumed fiscal drag after 1989
and expenditure restraint would imply that policy
might cease to support activity in 1990 and 1991. The
main objective of monetary policy remains 1o ensure
stability of the schilling against the Deutschemark.
Given the less strong external position and slightly less
favourable inflation prospects than in Germany, the
positive interest-rate premium may widen somewhat on
both short-term and long-term interest rates.

Export growth is likely to remain buoyant over
the projection period, though less so than in 1988-89.
Exports to central and eastern European countries
should pick up but some weakening of international
competitiveness could induce losses in market shares in
1991. Given improved employment prospects and high
profit levels, the trend of average gross wages is likely
to steepen over the projection period, but the resump-
tion of fiscal drag might reduce the rate of growth of

households’ disposable income. However, a fall of the
saving ratio to more normal levels should sustain pri-
vate consumption growth. Investment in machinery
and equipment is likely to lose some of its momentum,
while construction activity may recover somewhat.
Government demand for goods and services is expected
to rise only modestly, in line with medium-term consol-
idation objectives. In all, total domestic demand
growth might reach 3/~ per cent in 1990, but should
slow to 3 per cent in 1991 as stock-building returns to
more sustainable levels. The resulting deceleration of
import growth is likely to be smaller than that for
exports, making for a small negative contribution of
the foreign balance to the growth of output. On this
basis real GDP could grow by 3'/> per cent in 1990, and
slightly less in 1991. Employment gains would moder-
ate and the rate of unemployment would stay around
3'/s per cent. The rate of consumer-price inflation may
pick up to 3/ per cent by the end of the projection
period, while the current account may remain in broad
balance.

BELGIUM

Economic performance in Belgium continues to
be marked by buoyant output growth, moderate infla-
tion and a substantial external surplus. The growth
rate of merchandise exports remains strong, and the
BLEU current surplus appears to have widened further
to nearly 22 per cent of GDP in 1989. Domestic
demand has continued to be investment-led: in 1989
business fixed investment rose about 15 per cent in
volume terms for the second consecutive year. How-
ever, there are signs of a recent shift in strength from
investment to consumer demand in response to rapid
household income increases generated, in part, by
mounting wage gains and continuing declines in effec-
tive personal tax rates. The unemployment rate is con-
tinuing on a downward trend; the labour market is
probably approaching a state where real wage growth
would begin to exceed labour productivity increases.
While inflation has risen little over the past year, the
pick-up in underlying inflation (excluding food and
energy) has been slightly greater; however, increases in
the prices of services and rents remain modest. In
recent months there has been a slight easing, reflecting
declining import prices (especially for energy) and
diminishing strains on capacity. Nevertheless, there
remains a risk of excessive demand pressure and a loss
of competitiveness unless output growth stabilises at a
more sustainable rate in the near future.
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In response to further increases in foreign rates,
Belgian short-term interest rates continued to rise until
late January and long-term rates until early March.
More recently, however, there has been some reversal
of this trend. This improvement may be partly attribu-
table to the reduction in the rate of withholding tax on
interest income from 25 to 10 per cent in March.
Despite lower-than-expected yields on both personal
and corporate tax accounts, the 1989 State budgetary
outcome was better than expected, due in part to
slower spending by the Regions and Communities sub-
sequent to the 1989 constitutional reform. The 1990
budget was recently adjusted to meet prior deficit
objectives because of BF 54 billion (0.9 per cent of
GDP) of additional expenditure (3 of which on debt
service). The bulk of the *“savings” were found by
reduced transfers to the social-security system, while a
one-shot advance in the collection of personal taxes
will boost revenues. Action has been taken in a number
of other domains: unemployment insurance program-
mes are being reformed; greater flexibility has been
introduced into the pension system with the possible
age of retirement having been reduced to 60; a plan to
improve the yield of direct taxation has been adopted;
and introduction of greater competition in the financ-
ing of government debt and its separation from the
setting of monetary policy through the deregulation of



BELGIUM
Demand, output and prices
Percentage changes, volume (1985 prices)

1987
current prices 1987 1988 1989 1990 1991
billion BF

Private consumption 3447.0 29 2.4 3.6 3.9 357
Government consumption 893.8 1.3 -0.7 0.4 0.3 0.3
Gross fixed capital formation 828.7 52 16.0 143 7.0 4.6
Final domestic demand 5169.5 3.0 4.0 5.0 3.9 34
* change in stockbuilding 11.54 0.6 0.3 0.1 0.1 0
Total domestic demand 5181.0 3.6 4.3 5.0 4.0 34
Exports of goods and services 3476.2 71 8.2 8.0 6.7 6.0
Imports of goods and services 3133543 9.3 8.3 9.0 75 6.8
* change in foreign balance 140.9¢ -1.6 0.1 0.9 -0.8 —0.8
GDP at market prices 53219 2.0 4.3 4.2 348 2%
GDP implicit price deflator - 2.0 1.9 3.8 4.1 3.7
Memorandum items
Consumer prices® - 1.5 19 3.1 3.1 353
Industrial production - 2.1 6.0 3.6 33 2.8
Unemployment rate - 113 10.3 93 8.7 8.3
Household saving ratio¢ - 11.9 13.3 14.1 14.1 1357
General government financial balance4 - 1.2 —6.8 6.5 —6.1 6.0
Current balance (§ billion)¢ - 2.7 3.5 3.8 4.6 3.7

*  Asa percentage of GDP in the previous period.
Actual amount of stockbuilding and foreign balance.
Private consumption deflator.

As a percentage of disposable income.

As a percentage of GDP.

Balance for BLEU.

financial markets has been proposed. In addition, a
closer pegging of the franc to the Deutschemark has
been announced.

While a limited slowdown in output growth may
already be under way, real GDP may still rise by some
3'/s per cent in 1990, led by robust albeit slowing busi-
ness fixed investment growth. Consumer demand
should continue to pick up in line with buoyant inter-
est- and labour-income growth, but the rate of residen-
tial construction is expected to reach a plateau. Declin-
ing net exports may continue to curb real growth;
however there may be little change in the BLEU cur-

rent surplus this year because of further terms-of-trade
gains and an improvement in the invisibles balance. By
1991, however, reduced competitiveness and stability
of the terms of trade may reverse the trend to mount-
ing surpluses. While employment growth may dimin-
ish, although less markedly than production growth,
unemployment is likely to continue to fall, adding to
wage pressures. The pick-up in inflation seems likely,
however, to be limited by the strength of the currency
and import competition, leading to slowing increases in
profit margins.

DENMARK

During 1989 and early 1990 the Danish econ-
omy was gradually recovering from the recession it
entered in late 1986. Private consumption stopped fall-
ing in the course of the year, with in particular a
resumption of growth in car sales. Total business
investment stagnated, however, despite the positive
impact of special factors (a major bridge project and
the reflagging of ships in response to a new shipping
register). Wage rises have decelerated to around the
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average for countries maintaining fixed exchange rates
within the EMS, reflecting relatively high unemploy-
ment. The sustained weakness of domestic demand had
led to a marked reduction of the current-account defi-
cit since 1986 and this trend continued into 1989; while
the repatriation of ships boosted imports and interest
payments on the large external debt increased, export
performance improved substantially, with exporters
maintaining their share of relatively buoyant markets



DENMARK
Demand, output and prices
Percentage changes, volume (1980 prices)

1987
current prices 1987 1988 1989 1990 1991
billion DKr

Private consumption 3777 -1.7 -1.7 0.5 1.1 2.0
Government consumption 176.2 2.5 -0.9 ~0.5 0.8 0.4
Gross fixed capital formation 133.1 ~1.4 4.8 ~-1.4 0.2 4.5
Final domestic demand 687.0 -1.9 2.1 0.6 0.5 1.9
* change in stockbuilding —4.04 -1.1 -0.1 0.7 0.1 0
Total domestic demand 683.0 -3.0 2.2 0.1 0.6 1.9
Exports of goods and services 220.1 48 6.7 6.4 4.0 4.3
Imports of goods and services 207.2 2.2 1.2 43 3.1 4.3
* change in foreign balance 12.94 2.5 2.0 1.0 0.5 0.2
GDP at market prices 695.9 0.6 -0.2 1.1 1.1 2.0
GDP implicit price deflator - 5.0 4.2 4.0 3.1 3.1
Memorandum items
Consumer prices® - 4.8 4.0 5.0 2.8 3.0
Industrial production - -3.0 1.9 215 3.5 4.0
Unemployment rate — 7.8 8.6 O3 9.3 9.0
General government financial balance¢ - 2:5 0.3 —0.4 -0.5 0
Current balance ($ billion) - -3.0 -1.8 -1.4 ~1.6 -1.7

*  Asa percentage of GDP in the previous period.

a)  Actual amount of stockbuilding and foreign balance.

b) National accounts implicit private consumption deflator.
c) As a percentage of GDP.

for the first time in six years. In all, the current-
account deficit in 1989 was lower as a share of GDP
than at any time since the early 1970s. In spite of
decelerating wages, consumer-price inflation was
higher in 1989 as a whole compared with 1988, but
decelerated from the beginning of 1990, partly due to
cuts of indirect taxes on products subject to intense
border trade.

The impact of fiscal policy may be broadly neu-
tral in 1990. While the actual stance of policy appears
to be slightly restrictive, following two years of support
to activity, this could be offset by the abolition of the
tax on consumer interest payments, which had yielded
little revenue but had damped consumers’ propensity
to spend. Also, the increase envisaged in proceeds from
privatisation may have only a slight negative effect on
domestic demand. For 1991, the projection is based on
a slight tightening of policy, reflecting expenditure
restraint by both central and local government. While
the differential between Danish and German short-
term interest rates — which decreased in early 1990
following an increase in 1989 — may narrow further, a
significant fall in short-term rates seems unlikely; long-
term rates are projected to move up gradually to the
levels of short rates.

Despite the repeal of the consumer interest tax
and an easing of regulations concerning housing loans,
the household saving ratio is projected to remain stable
during the projection period in view of high interest
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rates and the adverse effect on household wealth of
depressed conditions on the housing market. The same
factors may work against residential investment: only a
modest upturn is projected from its current very low
level. Measured business investment may grow only
slowly in the current year, as the reflagging of
merchant ships, which inflated recorded values in
1989, will be completed. Abstracting from this special
factor, business investment is expected to grow more
vigorously, even though a relatively high level of
investment was maintained during the 1987-88 reces-
sion. Despite the effective appreciation of the krone,
only small losses of export-market shares are projected:
with domestic demand recovering only gradually, there
should be continuing pressure on producers to export.
Excluding the effects on recorded trade data of the
reflagging of ships, imports should increase in line with
domestic demand. The positive contribution from net
exports to growth of GDP may therefore decline grad-
ually. With labour-force growth assumed to remain
low, the modest pick-up projected for production
should induce job creation sufficient to bring about a
slight fall in unemployment. This tightening of labour
markets could bring wage moderation to an end. The
continued, albeit faltering, improvement in the trade
balance in volume terms is likely to be offset by some
further increase in net interest payments; the current
deficit may be broadly unchanged.



FINLAND

Following a decade in which GDP growth aver-
aged close to 4 per cent per annum, the Finnish econ-
omy appears to be facing a period of slower expansion.
In 1988 and 1989, GDP growth at around 5 per cent,
driven by booming investment and consumption, led to
overheating. Despite modest import price increases and
substantial productivity gains, inflation pressures
intensified and wages and consumer prices accelerated.
The unemployment rate of 3.5 per cent was the lowest
registered since 1975. The external balance deterio-
rated substantially, pushing the current-account deficit
to 4.2 per cent of GDP.

Increasing imbalances have triggered responses
from both economic policy and financial markets. In
1989, fiscal policy was set to be more restrictive than
initially planned and monetary conditions were tight-
ened substantially. The spread between domestic and
foreign short-term rates increased significantly follow-
ing the revaluation of the currency in the spring and
— in the autumn — disappointing trade data; thus, with
interest rates rising abroad, Finnish short-term rates
rose from 11 per cent to around 16 per cent by the end
of the year. Responding to higher interest rates, hous-
ing prices and share prices have declined since
April 1989, and industrial production and retail sales
have stagnated since late 1989. Business and consumer
confidence have fallen significantly. Weakening pros-

pects were also a major factor inducing most trade
unions and employers’ federations to accept the
Government’s proposal for a comprehensive incomes
policy agreement in early 1990. In return for low nomi-
nal wage increases the agreement guarantees an aver-
age increase of 4.5 per cenl in wage-carners’ real dis-
posable incomes over the two-year contract period by
means of index clauses and some tax relief.

No major changes are expected in economic
policies and their mix in 1990 and 1991. Despite a
decline in the Spring of 1990, interest rates are likely
to remain high and could even rise a little over the
projection period, reflecting both deliberate policy deci-
sions and market expectations. Fiscal policy is
expected to remain slightly restrictive in 1990 but may
ease somewhat in 1991, given the limitations set by the
incomes policy agreement and plans for continuing tax
reform in the 1991 budget.

Private consumption is projected to slow during
1990 and 1991, reflecting weakening income prospects
and a rising saving ratio. Investment is likely to be
significantly affected by high interest rates and falling
capacity utilisation. A particularly strong decline is
projected for housing investment, once dwellings cur-
rently under construction are completed towards the
end of 1990. Despite the rather low contractual wage
increases under the incomes-policy agreement, unit

FINLAND
Demand, output and prices
Percentage changes, volume (1985 prices)

1987
current prices 1987 1988 1989 1990 1991
billion MK

Private consumption 214.0 SH 5.0 3.5 25 1.5
Government consumption 81.3 4.5 25 3.4 3.0 2.1,
Gross fixed capital formation 933 5.4 9.8 12.4 1.0 -3.6
Final domestic demand 388.6 5.4 5.6 5.6 2.2 0.4
* change in stockbuilding —0.94 0.3 0.9 0.8 0.2 0
Total domestic demand 387.7 54 6.5 6.4 2.0 0.4
Exports of goods and services 100.0 2.6 319 1.6 2.1 3.0
Imports of goods and services 97.8 9.0 115 9.4 2.8 0.5
* change in foreign balance 2:34 -1.8 2.3 =2 —0.3 0.7
GDP at market prices 391.6 33 52 5.0 1.7 1.1
GDP implicit price deflator - 5.3 6.9 6.8 6.9 5.2
Memorandum items
Consumer prices? - =] 4.6 55 6.5 53
Industrial production - ) 52 3.0 1.5 155
Unemployment rate - .1 4.6 3.5 38 4.5
General government financial balance< - 2 1.4 2.7 2.5 14
Current balance ($ billion) - 8 -3.0 —4.9 —6.4 -6.5

*  As a percentage of GDP in the previous period.

a}  Actual amount of stockbuilding and foreign balance.
b} National accounts private consumption deflator.

c) As a percentage of GDP.



labour costs are likely to continue to grow rapidly,
reflecting increases in indirect labour costs, carry-over
from earlier agreements and significant wage drift
given tight labour market conditions. Despite a pro-
jected squeeze of profit margins this will probably lead
to accelerating consumer prices in 1990 and weakening
competitiveness throughout the projection period.
Losses of market shares may continue despite falling

pressure on domestic production capacity. As a result,
foreign trade is projected to contribute negatively to
growth again in 1990 and, in spite of increasing export-
market growth, to give only a modest positive contribu-
tion in 1991. With the terms of trade roughly
unchanged, the current-account deficit could surpass
4'/> per cent of GDP in 1990 before levelling off in
nominal terms in 1991.

GREECE

Economic performance deteriorated sharply in
1989 and recent indicators point to a continuation of
adverse trends in the first half of 1990. Inflation in
1989 was nearly four times as high as the EC average
and rose further in early 1990. A relaxation of wage
and fiscal policies during a protracted electoral period
was the most important factor behind the rapid
increase in consumption expenditures in 1989. In spite
of the sharp rise in real unit labour costs, fixed invest-
ment remained buoyant, reflecting lagged effects of the
1986-87 recovery in profits. The steep rise of domestic
demand and the continued deterioration in interna-

tional competitiveness widened the trade gap in volume
terms, limiting output growth. Expectations of
drachma devaluation associated with political uncer-
tainty led, in the first four months of 1990, to substan-
tial capital flight, speculative imports and reduced
recorded invisible receipts. The current-account deficit
widened to nearly S per cent of GDP in 1989 and was
running at double that rate in the first quarter of 1990.

The public sector borrowing requirement
(PSBR) reached 19 per cent of GDP in 1989, mainly
driven by generous tax allowances, higher interest pay-
ments, stronger public consumption, and reduced

GREECE
Demand, output and prices
Percentage changes, volume (1970 prices)

1987
current prices 1987 1988 1989 1990 1991
billion Dr

Private consumption 43194 0.8 33 3.1 2.5 2.0
Government consumption 1243.0 1.8 6.4 5.9 1.5 1.5
Gross fixed capital formation? 1056.0 8.0 9.3 8.9 32 4.1
Final domestic demand 6618.4 0.4 4.6 4.4 2.4 252
* change in stockbuilding 38.8¢4 -0.4 0.1 0.2 -0.1 0
Total domestic demand 6657.2 -0.8 4.7 4.6 2.3 2.2
Exports of goods and services 1536.8 16.0 7.6 4.0 4.0 5.0
Imports of goods and services 1993.4 16.6 6.5 9.0 6.3 4.6
* change in foreign balance —456.7¢ -0.9 0.1 -1.8 -1.0 0.2
* error of estimate 60.4¢ 1.7 0.8 0 0 0
GDP at market prices 6261.0 0 39 289 1.4 2.1
GDP implicit price defiator - 14.2 14.3 14.9 21.0 19.0
Memorandum items
Consumer prices¢ - 15.7 14.0 15.6 20.5 19.0
Manufacturing production - -1.6 5.2 2.0 1.8 2.0
Unemployment rate - 7.4 .7, 755 719 8.2
Household saving ratio9 - 16.8 20.3 21.0 18.0 16.4
General government financial balancee - -12.0 -14.5 -17.8 -17.2 -16.5
Current balance ($ billion) - -1.2 1.0 -2.6 -3.6 -34

*  As a percentage of GDP in the previous period.

Excluding ships operating overseas.

Actual amount of stockbuilding, foreign balance and error of estimate.
National accounts implicit private consumption deflator.

As a percentage of disposable income.

As a percentage of GDP.
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efforts to collect taxes in an electoral period. Credit to
the private sector was squeezed by high real lending
rates (of some 10 per cent). Even so, total credit
exceeded its 13-14 per cent target by almost 7 percent-
age points. The new government formed after the April
elections announced restrictive policies for 1990-91.
Increases in VAT rates and in administrative prices,
combined with public-wage curbs, should reduce the
PSBR in 1990 as a share of GDP by one percentage
point compared with 1989, and by four points com-
pared with an unchanged policy situation. In 1991, the
assumed continuation of restrictive fiscal measures
together with government proceeds from privatisation
plans should further reduce the PSBR. Even so, in the
absence of structural measures public deficits will
remain excessive. Monetary policy can be expected to
remain restrictive. The tight credit targets for 1990
(15 to 16 per cent for private-sector credit and 17.4 to
18.6 per cent for public-sector credit) may well be
overshot, even though real interest rates are set to rise
further.

Wage settlements so far point to an annual wage
increase of about 19 per cent in 1990, which, in con-
junction with persistently weak productivity gains,
makes for a slight acceleration in unit labour costs.
Price inflation is expected to run even faster, owing to
the steep increases in regulated prices and higher indi-
rect taxes, but may moderate to around 15 per cent by
end-1991 on the assumption that wage indexation is
discontinued. Sustained by a fall in the household sav-
ing ratio from its high 1989 level, private consumption
is projected to grow moderately. Fixed investment is
likely to decelerate due to reduced profitability and the
high cost of credit, also contributing to the slowdown in
domestic demand. With external competitiveness
worsening further, the real foreign balance may con-
tinue to deteriorate, and output growth is likely to
remain weak in 1990 and 1991. Despite some amelio-
ration in the second half of 1990 reflecting the tighter
policy stance, the current external deficit may well
exceed US$3 billion in both years (about 5 per cent of
GDP).

ICELAND

After several years of boom conditions during
the mid-1980s, when fish catches were increasing and
the terms of trade improving, the Icelandic economy
has been going through a period of adjustment, as a
result of the need to conserve fish stocks and reduce

real wages. GDP is estimated to have fallen by 3% per
cent in 1989, with final domestic demand declining by
7 per cent. A further significant cut in the cod quota in
1990 will reduce export production, so that this is
likely to be another difficult year. At best, output is

ICELAND
Demand, output and prices
Percentage changes, volume (1980 prices)

1987
current prices 1987 1988 1989 1990
million IKr

Private consumption 131.7 16.4 —4.0 -8.0 -1.0
Government consumption 36.8 6.1 4.2 1.0 1.0
Gross fixed capital formation 41.0 19.0 —-1.3 -10.4 3.6
Final domestic demand 209.5 15.0 -2.0 —6.8 0.3
* change in stockbuilding -0.3 0.8 1.4 -1.2 0.3
Total domestic demand 209.2 15.9 -0.7 -8.0 0.7
Exports of goods and services 35 4.0 -4.2 13 0.6
Imports of goods and services 74.5 229 -3.1 -10.0 2.1
* change in foreign balance -1.0 -70 -0.2 4.6 0.6
GDP at market prices 208.2 8.7 -0.9 -3.8 0.1
GDP implicit price deflator - 20.8 23.9 20.0 11.0
Memorandum item
Consumer prices® - 16.8 2553 21.1 14.0
Unemployment rate - 0.5 0.6 17 2.3
Current balance ($ billion) - 0.2 -0.2 -0.1 0.1

*  Asa percentage of GDP in the previous period.
a) Actual amount of stockbuilding and foreign balance.
b) Consumer price index.
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likely to be flat, with investment recovering and con-
sumption spending levelling off. The unemployment
rate seems set to rise further.

The authorities are pursuing a cautious budget-
ary strategy, necessitated by the need to reduce the
treasury and current account deficits. The 1980s saw a
persistent increase in overseas debt, and interest pay-
ments on foreign debt have risen to 4 per cent of
GDP. Inflation, at 20 per cent in 1989, has also
remained much higher than the OECD average despite
the recent slowing in wage growth. A reduction to
about 11 per cent is projected this year, following a
rather moderate wage settlement and an improvement

in the terms of trade. However, this projection assumes
an unchanged rate for the krona.

Given this picture for demand and inflation, the
current account deficit could stabilise at 2 to 2!/ per
cent of GDP, with the trade surplus sufficient to offset
about half of the deficit on the service account. Mone-
tary policy is expected to remain restrictive, with real
interest rates unlikely to fall below their current rather
high levels. However, given the build-up of bank
liquidity in recent years, a faster expansion of bank
credit and a worsening of the current account cannot
be ruled out.

IRELAND

The Irish economy has continued to grow
strongly, with real GNP expanding by 4 per cent in
1989. Buoyant growth in private domestic demand, led
by household consumption and business investment,
more than compensated for the continued decline of
net exports and public consumption. Private consump-
tion was stimulated by the strength of real disposable

incomes, arising from the recovery of employment,
reductions in income taxes, and a fall in the saving
ratio. Business investment expanded significantly,
induced by strong export and consumption growth. It
was broadly-based, including a strong recovery of plant
and private housing construction. Merchandise imports
rose sharply, reflecting the rapid expansion of domestic

IRELAND
Demand, output and prices
Percentage changes, volume (1985 prices)

1987
current prices 1987 1988 1989 1990 1991
million Ir€

Private consumption 11 686 2.5 3.2 5.0 4.1 4.0
Government consumption 3571 -3.8 —4.3 -2.6 0.3 0.3
Gross fixed capital formation 3394 -1.9 -1.7 104 9.7 72
Final domestic demand 18 651 05 0.9 4.7 4.5 4.1
* change in stockbuilding 20@ -1.0 0.7 0.2 0.2 0.3
Total domestic demand 18671 —0.4 0.2 4.9 4.7 43
Exports of goods and services 11785 13.4 8.7 11.5 7.4 6.7
Imports of goods and services 10 468 5.0 39 11.7 7.6 71
* net factor income paid abroad —1 9574 0.1 =29 =22 ~1.8 -1.3
* change in foreign balance?® —640¢ 6.1 1.0 -1.2 -1.2 -1.0
GNP at market prices 18 031 5.6 1.2 4.0 3.8 3]
GNP implicit price deflator - 201 2.9 4.4 353 3.0
Memorandum items
Consumer prices® - 27 2.4 4.0 3.0 341
Industrial production - 9.8 10.9 11.9 7.7 6.7
Unemployment rate - 17.5 16.7 15.5 14.9 14.6
Household saving ratio? - 18.3 16.3 15:7 15.2 15.0
General government financial balancee - -9.2 -2.6 -2.8 ~1.1 0.1
Current balance ($ billion) - 0.4 0.7 0.5 0.3 0.2

*  As a percentage of GNP in the previous period.

Includes factor income flows.

National accounts implicit private consumption deflator.
As a percentage of disposable income.

As a percentage of GDP.
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demand, in particular for capital goods and consumer
durables, with the rate of import growth slightly
exceeding that of exports.

Labour market conditions, alleviated by persis-
tent emigration, have continued to improve due to
strong growth in employment. The rate of unemploy-
ment fell by over 1 percentage point in 1989 to 15'% per
cent. Average compensation per employee increased by
3% per cent in 1989, slightly less than the rate of
inflation. Wage moderation reflected both the contin-
ued high unemployment and the incomes policy under
the Programme for National Recovery which expires
in 1990. Consumer prices increased by 4 per cent, due
mainly to rising import prices and mortgage rates. The
current external surplus fell by half a percentage point
in 1989 to 1.8 per cent of GNP, with the increases in
the trade surplus and EC transfers being a little more
than offset by an expansion of outflows on account of
net factor earnings associated with strong export
growth.

The Government has continued to pursue fiscal
consolidation. The outturn for the Exchequer borrow-
ing requirement in 1989 was 2!/ per cent of GNP,
already below the original medium-term target (3 per
cent) set for 1993 in the National Development Plan
announced in 1989. The better-than-expected result

was mainly due to the buoyancy of tax revenues, in
particular of indirect taxes, arising from strong domes-
tic demand growth and improved tax collection proce-
dures. The 1990 Budget aims at a further modest
reduction of the Exchequer borrowing requirement to
2.1 per cent of GNP this year and the elimination of
the current budget deficit by 1993. Monetary policy
aims at containing the rate of inflation by maintaining
the stability of the exchange rate within the EMS.
Against the background of higher interest rates
abroad, the monetary authorities raised the Short-term
Facility rate four times during 1989, by a cumulative
4 percentage points.

Recent indicators suggest continued strength in
demand and output, and GNP is projected to rise by
3% per cent in both 1990 and 1991. Employment
growth is likely to continue, with the rate of unemploy-
ment falling below 15 per cent in 1991. Inflation is
projected to decelerate to 3 per cent in 1990 and 1991,
reflecting recent exchange-rate appreciation, reduc-
tions in indirect taxes, and moderate wage increases.
The current-account surplus is projected to fall to 0.6
per cent of GNP in 1991, with strong increase in
imports being partly offset by increasing transfers from
the EC’s regional funds.

LUXEMBOURG

Economic activity in Luxembourg, while still
strong, weakened somewhat in 1989. Greater buoy-
ancy of domestic demand, driven by private consump-
tion, was more than offset by a significant reduction in
the contribution of the real foreign balance to growth.
This reflected a slowing of exports, in the context of
more subdued demand faced by the steel industry both
at home and abroad: raw steel output grew only 1.6 per
cent in 1989 compared with 10 per cent in 1988. Activ-
ity in the other sectors, however, remained extremely
robust: substantial industrial output growth continued,
and services — particularly financial services — regis-
tered further rapid expansion. A marked rise in
employment in banking (over 10 per cent in 1989)
underpinned a 3 per cent increase in total domestic
employment. Over half of all new jobs created were
filled by cross-border workers. The unemployment
rate, already very low, fell further to 1.3 per cent.
Upward pressure on inflation became more marked in
1989, reflecting price rises for both imported and
locally produced goods. The increase in the consumer
price index, which was 3.6 per cent over the year to
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April 1990, has decelerated slightly in recent months,
in line with the evolution of energy prices.

In annual average terms, price and wage growth
are unlikely to slow significantly over the projection
period, given inflation trends in Luxembourg’s main
partner countries and continuing labour-market pres-
sures. However, the outlook for economic growth
remains bright. Domestic demand should accelerate;
business surveys point to a pick-up in industrial invest-
ment. Growth of capital expenditure in the public sec-
tor and in traded services is also expected to remain
brisk, while continuing large-scale job creation should
help to stimulate household income and consumption.
These developments, coupled with the less favourable
outlook in the steel industry, are likely to have an
adverse effect on the real trade balance. All in all, real
GDP growth is likely to remain at around 3'% per cent
in 1990 before slowing, along with investment, next
year. Given Luxembourg’s traditionally prudent fiscal
policy — a surpius of 1 per cent of GDP is budgeted for
1990 — and assuming the international economic cli-
mate remains favourable, the room for manoeuvre



LUXEMBOURG
Demand, output and prices
Percentage changes, volume (1985 prices)

1987
current prices 1987 1988 1989 1990 1991
billion LF

Private consumption 132.0 4.1 1.8 3.4 3.3 3.2
Government consumption 39.3 2.6 3.1 2.5 2.3 245
Gross fixed capital formation 5557 6.5 3.2 2.9 9.0 7.0
Final domestic demand 227.0 4.4 2.3 3.2 4.5 4.0
* change in stockbuilding 0.14 0.7 0.3 0.3 0.1 0
Total domestic demand 2217.1 5.2 2.7 3.5 4.4 4.0
Exports of goods and services 224.3 5.2 8.9 6.9 6.3 6.1
Imports of goods and services 225.2 7.4 7.6 7.0 7.3 6.9
* change in foreign balance -0.94 -2.1 1.7 0.2 -0.9 -0.9
GDP at market prices 226.2 2.8 4.3 315 34 3.0
GDP implicit price deflator - 0.9 242 3.4 3.5 3.4
Memorandum items
Consumer prices?® - 1.5 2.6 3.4 3] 33
Industrial production - 0.7 9.2 9.0 5.0 4.0
Unemployment rate - 1.6 1.4 1.3 1.3 1.3

*  As a percentage of GDP in the previous period.

Actual amount of stockbuilding and foreign balance.
National accounts implicit private consumption deflator.

a)

b)

acquired by the government is probably sufficient for it
to implement the tax and social-security reforms
already announced. Finally, it should be noted that, in

agreement with the Belgian authorities, the two-tier
exchange-rate system was abolished in March of this
year.

THE NETHERLANDS

Economic activity accelerated further in 1989,
with GDP growing by over 4 per cent. Faster private
consumption growth contributed substantially, picking
up from 1'% per cent in 1988 to 3'/2 per cent last year,
mainly reflecting strong employment growth and
reduced indirect taxation. Investment in plant and
equipment has been buoyant too. With output of trade-
ables constrained by capacity limits, growth in exports
of goods has slowed somewhat, in spite of further
improvement in competitiveness. Even so, the surplus
on current account widened from Gld 11 billion in
1988 to over Gld 15 billion in 1989 or 3/ per cent of
GDP, mainly as a result of a mounting surplus on non-
factor services. Inflation, virtually absent in recent
years, crept up to 22 per cent in the course of 1989.
On a year-to-year basis, however, it was only 1.1 per
cent, owing to a cut in the VAT rate as from
1st January 1989. Wage increases have been moderate
despite falling unemployment, and unit labour costs
have been decreasing in the business sector. Labour
costs have risen less than wage rates as employers’
social security contributions have been lowered.
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On a cyclically-adjusted basis, fiscal policy will
be expansionary during the projection period. Major
tax changes went into effect in January 1990, includ-
ing cuts in employees’ social security contributions,
partially offset by increases in personal income taxes.
In addition, new investment in tunnels, state roads and
flood barriers will be undertaken. Public sector wages
are likely to begin to catch up after the prolonged
“freeze” in the 1980s, while interest payments by the
government will be boosted by the rise in interest rates.
As a result, the steady reduction of the government
deficit recorded in recent years may come to a halt in
the projection period, notwithstanding boom
conditions.

Interest rates will continue to be dominated by
developments in Germany. Yet there is room for a fall
in the differential vis-a-vis Germany, given the growing
strength of the guilder relative to the Deutschemark.
Money growth was buoyant last year, but is expected
to taper off in the projection period given the rise in
interest rates.




NETHERLANDS
Demand, output and prices
Percentage changes, volume (1980 prices)

1987
current prices 1987 1988 1989 1990 1991
billion GId

Private consumption 263.2 3.0 1.3 3.4 3.8 29
Government consumption 70.4 2.0 0 0.4 0.5 0.9
Gross fixed capital formation 86.7 0.6 9.9 4.6 24 0.8
Final domestic demand 420.3 2.3 29 3.1 29 231
* change in stockbuilding —2.3¢a -0.2 -0.5 0.4 0.5 0.2
Total domestic demand 418.0 2.2 2.4 3.6 3.4 2.3
Exports of goods and services 226.4 4.0 7.9 6.0 5.8 5.9
Imports of goods and services 213.2 6.0 2 4.9 6.1 4.8
* change in foreign balance 13.29 -1.0 0.6 0.8 0 0.9
GDP at market prices 431.2 1.1 3.0 43 3:8 3.1
GDP implicit price deflator - -0.5 1.6 0.8 3.0 2.7
Memorandum items
Consumer prices? - 0.3 0.6 1.1 2.4 2.7
Industrial production - 0.6 4.7 39 35 331
Unemployment rate¢ - 8.7 8.3 7.4 6.8 6.4
Household saving ratio? - 2.1 2.4 38 5.0 4.1
General government financial balance® - -6.5 -5.0 =5.1 -5.1 -5.0
Current balance (§ billion) = 2.9 5.4 6.9 7.8 8.8

*

a)

As a percentage of GDP in the previous period.
Actual amount of stockbuilding and foreign balance.

Data for 1987 and 1988 are Central Planning Bureau estimates of unemployment based on the new measurement method which was officially introduced

b) National accounts implicit private consumption defiator.
c)

only from the beginning of 1989. Unemployment rates under the old method are 12.6 and 12.5 respectively.
d) As a percentage of disposabie income.

e) As a percentage of GDP.

Domestic demand is likely to remain buoyant,
especially this year, while production growth slows
down slightly. Private consumption will be spurred by
net tax cuts. Import growth may accelerate this year
due to a shift of business investment from structures to
equipment. Moreover, high interest rates combined
with cuts in housing subsidies may considerably lower
residential construction. While nominal wage growth is
projected to accelerate, the labour share may remain

unchanged, given an improvement in the terms of
trade this year and another reduction in employers’
social security contributions next year. Employment
may grow strongly in terms of full-time equivalents,
and even more so in terms of numbers of persons.
Registered unemployment is projected to decline fur-
ther. The current-account surplus is likely to widen
further as a consequence mainly of the terms-of-trade
gain.

NEW ZEALAND

A year ago, economic prospects were for a mod-
erate, albeit sustained recovery in economic activity,
following a prolonged recession and sharply rising
unemployment. These cautiously optimistic economic
prospects were integrally related to the wide-sweeping
microeconomic structural reforms in previous years
and the attainment of lower inflation.

In the event, real GDP may have grown by less
than 1 per cent in 1989. This disappointing outcome
was due to developments in the foreign balance:
exports stagnated, reflecting the effects of drought and
a rebuilding of agricultural stocks, while import
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volumes rose substantiaily as a result of strong
increases in machinery and equipment investment and
a bunching of aircraft imports. The current account
deficit widened from less than 2 per cent of GDP in
1988 to roughly 4.5 per cent in 1989'. Retail sales and
private consumption remained weak. Government con-
sumption was flat. Investment in machinery and equip-
ment has been sustained, even though business confi-
dence weakened in the wake of business failures and
higher interest rates. Private sector employment
declined in 1989, reflecting a continuation of industry
restructuring. However, the unemployment rate



NEW ZEALAND
Demand, output and prices
Percentage changes, volume (1976/77 prices)

1987

current prices 1987 1988 1989 1990 1991

million NZ$
Private consumption 34 548 1.3 147 1.6 1.8 2.0
Government consumption 9673 -0.5 -3.0 —0.4 -1.0 0
Gross fixed capital formation 12 152 29 0.5 7.2 2.5 39
Final domestic demand 56 373 1.4 0.7 2.8 1.6 2.3
* change in stockbuilding 25610 22 -0.9 3.0 0 0.4
Total domestic demand 58934 36 -0.2 547 1.5 1.8
Exports of goods and services 15879 2.8 315 1.7 3.2 4.2
Imports of goods and services 16 153 12.4 -1.5 14.2 2.0 1.5
* change in foreign balance 2745 -3.6 1.9 -5.1 0.3 0.9
GDP at market prices 58 660 0.1 1.7 0.7 2.0 2.9
GDP implicit price deflator - 15'2 8.6 5.9 4.2 38
Memorandum item
Consumer prices¢ - 13.5 6.0 S5 5.1 3.8
Unemployment rate - 4.1 6.0 2 7.2 7.2
Current balance ($ billion) -1.7 —0.7 -1.8 -1.8 -1.4

*  As a percentage of GDP in the previous period.

a} Including statistical discrepancy and valuation adjustment.
b} Actual amount of stockbuilding and foreign balance.

¢} National accounts implicit private consumption deflator.
Note: Data refer to calendar rather than fiscal years.

stopped rising during the course of the year, stabilising
at roughly 7 per cent, due to falling labour-force par-
ticipation rates. The rise in the consumer price index
was temporarily boosted by the mid-1989 increase in
the goods and services tax from 10 to 12.5 per cent; it
was 7 per cent year-on-year in the first quarter of 1990,
while the quarter-to-quarter increase dropped to an
annual rate of 3.6 per cent.

The July 1989 budget, covering fiscal year
1989/90 (beginning 1st July) embodied a financial
deficit of 1 per cent of GDP, and an overall fiscal
surplus (including asset sales) of 4.4 per cent of GDP.
Financial balance or a small surplus is projected for
FY 1990/91. The March 1990 Economic Statement
announced the privatisation of Telecom, as well as uni-
lateral commitments to lower tariffs, and amendments
to the Labour Relations Act to give greater impetus to
industry and enterprise bargaining. The stance of mon-
etary policy remains firm, with high real interest rates
and a modestly inverted yield curve. The Reserve Bank
Governor has signed a contract committing the mone-
tary authorities to bringing down inflation to the O to
2 per cent range by end-1992. If achieved, this would
eventually entail an appreciating nominal exchange
rate. Since mid-1989, the exchange rate has declined
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modestly vis-a-vis the U.S. dollar and to a small extent
on a trade-weighted basis.

Real GDP may expand at a modest rate in the
coming two years, led by a recovery in the foreign
balance. Private non-residential investment may decel-
erate significantly from the rapid growth recorded in
1989, but should continue to expand, underpinned by
better productivity and rising profitability. Modest
employment gains are projected, but no faster than
labour-force growth: the rate of unemployment may
not change. The current wage round is generating
wage settlements in the 4 to 5 per cent range, with
somewhat larger increases in earnings. Inflation may
decelerate noticeably, to below 4 per cent in 1991, in
response to continuing labour-market slack. The cur-
rent-account deficit is forecast to drop back to some 3
to 3'% per cent of GDP in 1991.

NOTE

1. Revisions to the invisibles deficit increased the current
account deficit for the year to March 1989 by roughly
1 per cent of GDP.



NORWAY

After two years of contraction, Mainland activity
picked up in the course of 1989. Unemployment, how-
ever, remains high by Norwegian standards. Despite a
strong dose of fiscal expansion introduced in
Spring 1989, Mainland domestic demand has
remained subdued so far. Gains in real disposable
household income have been reflected in higher savings
rather than increased consumption. Nonetheless, the
saving ratio remained negative in 1989. Low capacity
utilisation in the Mainland economy has depressed
investment, though in the latter part of 1989 there was
a recovery in most manufacturing sectors. Likewise,
traditional imports (i.e. excluding ships) have picked
up recently after declining for three consecutive years.
Growth in traditional exports (i.e. excluding oil and
ships) has weakened, though benefiting from strong
expansion abroad and better cost performance at
home. Sharp increases in both output and prices
boosted export revenues of the oil sector — by 50 per
cent in 1989 — but continued buoyancy of imports of
ships limited the improvement in the current account.
Overall wage inflation, though still remaining high in
some sectors, has decelerated significantly, reflecting

direct income regulation, slack in the labour market
and sharp declines in bonus payments. Consumer price
increases, helped by strong gains in productivity, have
fallen to the lowest rate for ten years and below the
OECD average.

The 1990 National Budget is officially estimated
to have relaxed the fiscal stance by '/ per cent of
Mainland GDP. For 1991, the impact of fiscal policy
changes on demand is projected to be neutral with the
growth of general government expenditure falling
behind that of Mainland GDP. Sharp increases in gov-
ernment net revenues from petroleum activity may,
however, prevent the general government budget bal-
ance from sliding into deficit. Central bank interest
rates have remained unchanged since last November.
Helped by official intervention, the krone has remained
stable against a basket of currencies. Given slight fur-
ther increases in interest rates projected for other
European countries, Norwegian rates are likely to fol-
low. However, favourable current-account develop-
ments can be expected to cushion the pressure for
higher rates. The 1989 Income Regulation Act expired
in March 1990, and the Government has refrained

NORWAY
Demand, output and prices
Percentage changes, volume (1984 prices)

1987
current prices 1987 1988 1989 1990 1991
billion NKr

Private consumption 298.1 -1.0 -2.5 -1.9 | 7 1.8
Government consumption 116.1 4.0 0.5 2155 25 1.8
Gross fixed capital formation 154.3 0.3 3.0 4.3 -23.1 18.2
Final domestic demand 571.5 0.3 -0.4 -1.7 -4.9 5.4
* change in stockbuilding 1.24 -1.2 -2.5 -0.4 4.2 -2.6
Total domestic demand 572.7 -1.0 =32 22 0.1 2.0
Exports of goods and services 200.2 3.3 6.1 14.5 S 3
Imports of goods and services 211.4 —6.8 -2.5 0.7 1.5 5.0
* change in foreign balance -11.2¢ 4.4 3.8 6.9 2.6 24
GDP at market prices? 561.5 355 0.9 5.0 R 39
GDP implicit price deflator - 6.0 2.9 1.8 2.0 38
Memorandum items
Consumer prices® - 7.6 6.2 4.4 4.7 4.7
Industrial production? - 0.9 0.1 0.2 1.7 26
Unemployment rate 241 32 5.0 5.0 49
Household saving ratio¢ -~ -6.3 -3.8 -1.0 0.7 0.2
General government financial balance/ - 4.8 3.1 1.0 1.2 0.5
Current balance ($ billion) - —4.1 -3.7 0.2 1.6 B2

*  As a percentage of GDP in the previous period.
a} Actual amount of stockbuilding and foreign balance.

b)  GDP excluding oil and shipping: 1988: -1.0, 1989: -1.2, 1990: 1.2, 1991: 2.5.

¢} National accounts implicit private consumption deflator.
d) Excluding oil sector.

e) As a percentage of disposable income.

/] As a percentage of GDP.
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from extending statutory controls on wages as a means
to limit inflation pressures.

Continued large increases in oil and gas output
during the projection period will show up in higher
growth rates for total activity than for Mainland out-
put. However, growth of onshore output is itself set to
accelerate, driven by increases in Mainland demand.
Only a small further increase is expected in the house-
hold saving ratio; advances in real disposable income
would therefore largely translate into higher consumer
spending. Investment growth in the Mainland sectors
is expected to be subdued in 1990 but to pick up in
1991. Given the import compression that has taken
place in recent years, increases in Mainland demand

are likely to be accompanied by rapid growth of tradi-
tional imports. Non-oil exports will be boosted by con-
tinued high market growth abroad and improved com-
petitiveness, but could be increasingly affected by
supply constraints during the projection period. Higher
activity in the Mainland economy may just be suffi-
cient to absorb increases in labour supply so that cur-
rent high levels of unemployment could persist.
Labour-market slack should help keep wage rises
significantly below the OECD average. Buoyant
energy exports should make for sizeable current-
account surpluses, notwithstanding a likely weakening
of the Mainland external position.

PORTUGAL

Domestic demand growth decelerated signifi-
cantly in 1989, but GDP growth — at 5.4 per cent —
was higher than the year before. The unemployment
rate fell to around 5 per cent. The tighter monetary
policy pursued since March 1989 helped to curtail the
growth of private consumption, particularly of con-
sumer durables. The expansion of investment, while
still brisk, slowed appreciably, from an average annual
rate of 15 per cent in volume in 1987 and 1988 to

7.5 per cent in 1989. The expansion of import volumes
eased, while exports grew by more than 16 per cent in
volume terms, as new productive capacity was put into
operation. As a result, the external balance contributed
positively to GDP growth in 1989, following a large
negative contribution the year before, and the current-
account deficit declined to 1.2 per cent of GDP. Infla-
tion (measured by the consumer price index) averaged
12.6 per cent in 1989. Following a deceleration in the

PORTUGAL
Demand, output and prices
Percentage changes, volume (1985 prices)

1987
current prices 1987 1988 1989 1990 1991
billion Esc

Private consumption 3133517 5.4 6.6 3.1 3.2 3.0
Government consumption 787.8 4.9 53 2.0 2.7 2.5
Gross fixed capital formation 1250.8 15.1 15.0 7.5 9.0 8.0
Final domestic demand 5374.3 7.4 83 4.0 4.6 4.2
* change in stockbuilding 171.0¢ 252, -1.5 0.3 0.2 0.3
Total domestic demand 55453 9.3 6.5 4.1 4.6 4.4
Exports of goods and services 1774.7 8.6 10.2 16.5 9.5 8.5
Imports of goods and services 2145.2 20.0 16.1 10.6 9.7 8.3
* change in foreign balance -370.54 -4.4 -3.2 0.8 -1.0 0.8
GDP at market prices 5174.8 5.3 39 5.4 4.0 4.0
GDP implicit price deflator - 11.2 11.6 12.8 12.0 11.0
Memorandum items
Consumer prices? - 10.0 10.0 12.7 12.0 11.0
Industrial production ¢ - 2.3 6.3 4.5 4.0 3
Unemployment rate - 7.1 5.8 53 53 ShS)
Household saving ratiod - 25.5 22.2 21.9 21.7 22.0
Current balance ($ billion) - 0.7 -1.1 -0.6 -1.1 -1.4

*  As a percentage of GDP in the previous period.

a) Actual amount of stockbuilding and foreign balance.

b) National accounts implicit private consumption deflator.
¢)  Industrial production index.

d) As a percentage of disposable income.
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autumn, consumer prices accelerated again in early
1990 and the 12-month rate of increase reached
12.7 per cent in April, partly reflecting one-off factors
such as rises in public tariffs and termination of some
price controls.

Monetary policy remains moderately restrictive.
The growth of the main monetary aggregates slowed in
the course of 1989, but the growth of total domestic
liquidity (including non-bank financing) was nonethe-
less brisk because of large foreign capital inflows and
increases in liquid assets not subject to credit controls.
The growth target for L- (liquid assets) has been set at
8.2 per cent for 1990 on average, compared with the
11.7 per cent actual increase in 1989. Short and iong-
cerm interest rates have risen recently, and this is likely
to continue in 1990 as credit ceilings are being phased
out, to be replaced by indirect monetary controls. The
1990 budget projects a substantial worsening of the
deficit, which could increase to 7.7 per cent of GDP,
against 4.3 per cent in 1989. The latter very favourable
outturn was partly due to temporary effects from the
acceleration of revenue collection resulting from the
implementation of the tax reform. The projected strong
rise in expenditure (above 20 per cent) is due to the
growth of debt-service payments as well as non-interest
expenditure, with continued repercussions of the

reform of the civil service wage scales, and further
investment spending in line with the growth of EC
assistance. On the other hand, growth of receipts in
1990 will be slower than in 1989 as the temporary
effects of the tax reform on tax collection are
exhausted. The privatisation programme launched in
1989 will be continued in 1990; revenues raised will be
used to reimburse part of the public debt, including the
debt of public enterprises.

Under the combined effects of the expansionary
thrust of fiscal policy and the difficulties encountered in
curtailing the growth of liquidity, domestic demand
growth is likely to remain brisk in 1990. Government
investment will continue to be promoted by EC assis-
tance, and final demand growth (in volume terms)
could be close to 4~ per cent. On the other hand, the
next two years are likely to see a deterioration in the
external contribution to growth compared with the
favourable 1989 outturn, and GDP growth is projected
to decelerate to around 4 per ceni, with the current
account deficit widening to 2'~ per cent of GDP in
1991. Demand pressure along with strains on some
segments of the labour market make any significant
easing of inflation in the short term unlikely, and the
rise in prices is projected to remain at close to 12 per
cent in 1990, slowing to 11 per cent in 1991.

SPAIN

Following rapid growth up to the first half of
1989, activity began to slow somewhat. The restrictive
stance of economic policy adopted since mid-1989 has
curbed the growth of private consumption and residen-
tial investment, leaving the boom in business and pub-
lic investment, however, largely unaffected. Dependent
employment grew by 6 per cent during the year, bring-
ing the rate of unemployment below 17 per cent by the
end of 1989 from 18.5 per cent a year earlier. Wage
settlements and consumer-price inflation have
stabilised at annual rates of around 7.5 per cent and
7 per cent respectively since May 1989. The trade
deficit stopped widening in the third quarter of 1989,
reflecting the moderation of domestic demand growth.
Yet, as a result of its steep increases earlier in the year,
as well as shrinking tourism receipts, the current-
account deficit reached $11.6 billion (3 per cent of
GDP) in 1989 and remained around that level in early
1990. The 1989 deficit was more than covered by pri-
vate capital inflows, with foreign private investment
nearly doubling to $13 billion. Official reserves have
remained at around $45 billion since May 1989.
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The general government deficit shrank by 1 per-
centage point to 2.1 per cent of GDP in 1989, reflect-
ing cyclical factors, a speeding up in tax collection and
delays of tax reimbursements. The deficit may decline
only slightly in 1990, reflecting further steep growth in
public investment and tax reimbursements. For 1991,
fiscal policy is assumed to be slightly restrictive. Gov-
ernment fixed investment as a share of GDP may reach
5.4 per cent, of which three-fourths is projected to be
covered by government savings.

The July credit restrictions, accompanied by ris-
ing interest rates, led to a sharp deceleration in the
growth of ALP (the wide monetary aggregate) in the
last few months of 1989. The 1989 annual monetary
targets were, nonetheless, significantly overshot. The
policy stance remains restrictive in 1990, with credit
and ALP growth targets fixed at 10 per cent and 6.5 to
9.5 per cent respectively. High interest rates persisted
in the first four months of 1990 and the growth of
monetary aggregates decelerated to below the target
range, while the peseta continued to be the strongest
currency within the EMS. Credit restrictions seem to



SPAIN
Demand, output and prices
Percentage changes, volume (1980 prices)

1987
current prices 1987 1988 1989 1990 1991
billion Ptas

Private consumption 22 852.0 5.8 4.6 S5 3.9 3.9
Government consumption 5463.3 9.0 4.0 35 3.4 38]
Gross fixed capital formation 7 355.0 14.5 14.3 13.6 10.3 6.3
Final domestic demand 356703 8.1 6.6 7.4 5.4 4.4
* change in stockbuilding 25.14 0.6 0.5 0.7 —0.1 0.2
Total domestic demand 356954 8.6 7.1 8.0 5.3 4.5
Exports of goods and services 7042.0 5.9 5.7 4.4 5.5 5.6
Imports of goods and services 7005.0 20.8 14.1 17.5 94 7.7
* change in foreign balance 37.0¢@ -29 2.0 -34 -1.5 -1.1
GDP at market prices 357324 5.6 52 4.9 4.2 3.8
GDP implicit price deflator - 5.9 5.5 6.9 6.9 6.4
Memorandum items
Consumer prices? - 5.7 4.9 6.6 6.8 6.4
Industrial production¢ - 44 4.4 4.0 3.7 3.6
Unemployment rate - 20.5 19.5 1173 16.1 1512
Household saving ratio? - 8.0 7.7 7.0 8.0 7l
General government financial balance¢ - -3.2 -3.1 -2.1 -2.0 -1.4
Current balance ($ billion) - 0 -3.7 ~11.0 ~14.7 -17.6

As a percentage of GDP in the previous period.

Actual amount of stockbuilding and foreign balance.
National accounts implicit private consumption deflator.
Value added.

As a percentage of disposable income.

As a percentage of GDP.

have triggered a rapid expansion of commercial paper
within the non-financial private sector, cushioning the
squeeze on liquidity. Given the authorities’ commit-
ment to contain inflation, the projections assume no
change in the stance of monetary policy. Real interest
rates would therefore remain at historically high levels
and money velocity continue to rise.

The growth of average earnings, including com-
pensations for the overshooting of last year’s price tar-
get, is expected to rise to around 8!/ per cent in 1990
but to moderate somewhat thereafter. Inflation pres-
sure may ease off slightly during the projection period,
reflecting weakening domestic demand pressure, faster
productivity growth and a slowdown in import prices.
Tax reimbursements and high pay rises suggest a
resumption of fast private consumption growth after
some hesitation in early 1990. In line with the Budget,
government consumption is assumed to decelerate in
1990. The growth of fixed investment may slow mark-
edly, while remaining the most dynamic element of
demand. Residential investment is likely to be most
affected by high real interest rates, as well as by a
decrease in tax relief, and may therefore show the
sharpest deceleration. The prospective flattening of the
steep upward trend of foreign capital inflows may also
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damp private investment activity. Though losing
momentum, public-sector investment is likely to con-
tinue at a high rate in view of the major infrastructure
projects that are being carried out.

Output may decelerate less than demand on
account of reduced import growth. Reflecting the
marked increase in export capacity, export growth is
expected to pick up in 1990-91 despite the continuing
rise in relative unit labour costs. Reduced international
competitiveness may also make for increased import
penetration notwithstanding the tapering-off of EC
trade-creation effects. On these trends and expecta-
tions, GDP growth may well dip below its potential
rate in 1991, accompanied by an even more marked
slowdown in employment growth and a more moderate
decline in unemployment. The deterioration in the real
foreign balance should be partly offset by improved
terms of trade and, with higher net transfer receipts,
the increase in the current-account deficit may be more
limited over the projection period than during the pre-
ceding two years. Given high rates of return on both
financial and real assets, Spain should continue to be
well placed to attract the capital inflows to finance its
current-account deficit.



SWEDEN

The economy continued to be subject to excess
demand pressures in 1989 and early 1990 despite pro-
duction growth below the OECD average and a rapid
increase of labour supply. Continued weak productivity
developments combined with high and rising nominal
wage increases put upward pressure on prices which in
early 1990 received a further boost as indirect taxes
were raised in the first phase of the comprehensive tax
reform. Domestic demand was led by robust invest-
ment activity, with the business sector investment ratio
in 1989 reaching its highest level in more than a dec-
ade, despite falling profitability as a result of deterio-
rating international competitiveness. Private consump-
tion slowed down considerably as the saving ratio rose
in response to past increases in household indebtedness,
the passing of a wave of renewal of the private car
stock, reduced energy consumption as a result of mild
weather and anticipation of the effects of the
1990/91 tax reform which lowers the tax value of
interest deductions. As in previous years, the external
balance contributed negatively to growth as market
shares were lost both on domestic and foreign markets.
The current-account balance deteriorated more than
the balance on goods and services mainly because net
interest payments abroad continued to increase sub-

stantially. The increase is related to the cost of borrow-
ing abroad to finance large outward direct investments,
the returns of which — moreover — are counted in
Sweden’s balance of payments only to the extent that
they are actually repatriated.

The fiscal policy stance will be determined
largely by the tax reform, which entails a lowering of
income-tax rates to be financed by a broadening of the
tax base for both direct and indirect taxes. Whereas
the first step of the reform, introduced in early 1990,
was revenue-neutral, the final stage beginning in 1991
will not be fully financed. Furthermore, the abolition of
the temporary social security contribution in respect of
the “Work Environment Fund” will entail some fiscal
relaxation. Partly offsetting these expansionary effects,
the VAT-rate will be raised temporarily from
mid-1990 to the end of 1991, while the planned
increase in the employers’ share of sickness compensa-
tion for their employees is expected to be balanced by a
cut in payroll taxes. Heightened inflation expectations
due to a government crisis in early 1990 led to some
increase in the differential between Swedish and inter-
national short-term interest rates. This difference is
expected to be maintained and could, in view of
expected inflation and current-account developments,

SWEDEN
Demand, output and prices
Percentage changes, volume (1985 prices)

1987
current prices 1987 1988 1989 1990 1991
billion SKr

Private consumption 542.5 4.6 25 0.7 1.0 1.8
Government consumption 271.2 13 1.0 1.9 1.8 1.8
Gross fixed capital formation 193.0 7.6 6.4 9.5 1.0 —4.8
Final domestic demand 1 006.7 4.3 29 2.8 1.2 0.4
* change in stockbuilding —4.54 -0.2 0.3 0.6 0 0
Total domestic demand 1002.2 4.0 32 34 1.2 0.4
Exports of goods and services 3323 3:9 33 34 2.6 3.1
Imports of goods and services 313.6 7.2 5.8 6.8 3.8 3.6
* change in foreign balance 18.74 1.1 -0.9 -1.3 0.5 -0.3
GDP at market prices 10209 249 2.3 241 0.7 0.1
GDP implicit price deflator - 4.8 6.6 7.4 10.2 8.8
Memorandum items
Consumer prices? - 53 6.3 6.5 10.6 9.3
Industrial production - 2.2 1.9 241 1.0 0.8
Unemployment rate - 1.9 1.6 1.4 1.6 2.0
Household saving ratio¢ - -3.4 =5.1 -3.7 -2.4 -1.4
General government financial balance - 4.2 34 513 4.6 3:2
Current balance ($ billion) - -1.1 -2.2 -5.0 -1.7 —-11.1

*  Asa percentage of GDP in the previous period.

a) Actual amount of stockbuilding and foreign balance.

b) National accounts implicit private consumption deflator.
¢) As a percentage of disposable income.

d) As a percentage of GDP.
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even increase over the projection period. Long interest
rates are expected to catch up gradually with the new
and higher level of short-term rates.

The saving ratio may rise further over the projec-
tion period given its current low level, high interest
rates, household indebtedness, the tax reform and pros-
pects of weak economic activity. The same factors may
trigger a downturn in residential investment. Business
investment could also start falling in view of weakening
international competitiveness and depressed domestic
demand. With falling market shares on both domestic
and foreign markets the external balance could con-
tinue to contribute negatively to growth, which, as a

result, could be very low. Unemployment may start
rising but perhaps not to the point of affecting wage
increases much within the next year or so. Wage rises
may, however, be reduced in 1991 when the tax reform
gives a positive contribution to disposable income.
With lower imported inflation and weak domestic
demand, consumer-price rises could slow somewhat
despite a further increase of indirect taxation. The cur-
rent account is expected to continue deteriorating
rather rapidly, mainly driven by increasing interest
payments, but also in response to a weakening balance
on goods and services.

SWITZERLAND

In 1989, growth of output again exceeded esti-
mated potential growth as the economy completed its
seventh year of expansion. Capacity utilisation in
industry rose further, to the highest level attained in
two decades, and inflation picked up sharply in the
course of the year. But industrial production, which
had grown vigorously by some 7 per cent in 1988,
expanded by only 1.7 per cent last year. This may
indicate that capacity limits have been reached and
that growth of real GDP may weaken.

Fiscal policy may be slightly expansionary in
1990, after a broadly neutral fiscal stance in 1989, as
tax relief for families and compensation for fiscal drag
come into effect. Some budgetary tightening is pro-
jected for 1991, mirroring the authorities’ efforts to
counter a possible deterioration of federal financial bal-
ances. Monetary policy is assumed to remain restric-
tive in order to contain inflation and to stabilise the
Swiss franc vis-a-vis the Deutschemark. Short-term
interest rates may therefore remain at their current
high levels in 1990 and 1991. Current indicators point

SWITZERLAND
Demand, output and prices
Percentage changes, volume (1980 prices)

1987
current prices 1987 1988 1989 1990 1991
billion SF

Private consumption 150.2 2.1 29 2.0 24 23
Government consumplion 33.0 1.8 3.2 2.8 315 3.0
Gross fixed capital formation 64.4 7.4 6.9 5.2 815 2.1
Final domestic demand 247.6 34 3.6 3.0 2] 2.5
* change in stockbuilding 5.04 0.3 0.3 0.3 0.1 0
Total domestic demand 252.6 3.6 32 312 2.5 2.5
Exports of goods and services 90.5 1.7 5.2 6.0 6.0 5.0
Imports of goods and services 88.4 5:5 5.4 54 5.4 4.8
* change in foreign balance 214 -1.8 -0.4 0.1 -0.1 0.2
GDP at market prices 254.7 2.0 3.0 33 2.6 2.4
GDP implicit price deflator - 2.6 245 34 4.5 34
Memorandum items
Consumer prices? - 115 258 3.6 4.5 35
Industrial production - 0.6 7.1 1.7 3.0 215
Unemployment rate - 0.8 0.7 0.6 0.6 0.6
Current balance ($ billion) - 7.6 8.4 6.0 7.0 8.0

*
a)
b}

As a percentage of GDP in the previous period.
Actual amount of stockbuilding and foreign balance.
National accounts implicit private consumption defiator.
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to a continuation of buoyant infrastructure investment.
The recent rise in nominal interest rates is assumed to
have only a limited impact on business investment
expenditures as real long-term interest rates have
increased only a little. Residential construction, how-
ever, is projected to be adversely affected by the rise in
mortgage interest rates and land prices as well as by
banks’ more stringent lending criteria.

Wage settlements in late 1989 and early 1990
point to nominal wage increases of 5! to 6 per cent.
Because of the acceleration of inflation in late 1989 to
5 per cent, intermediate wage negotiations are envis-
aged for a number of industries in the summer of 1990.
Together with continuing employment gains, total
nominal disposable income may grow by some 6'/> per
cent in 1990 and 1991. With an expected stabilisation
of the high household saving rate in 1990, growth of
real private consumption may gradually recover from
relative weakness last year, despite higher inflation.
Inflation may peak after the next adjustment of rents
to increased mortgage rates in May 1990. However,
the effect of monetary tightening on the exchange rate

has already damped import prices. The projection
assumes that decelerating import prices will lead to
falling consumer price inflation in the second half of
1990 and in 1991. For 1990 on average, however, infla-
tion is likely to be higher (4> per cent) than in 1989.

Export markets for manufactures may expand at
7 .to 8 per cent rates in 1990 and 1991. Helped by the
lagged effect of the Swiss franc’s real effective depreci-
atipn in 1988 and 1989, Swiss exports of goods and
services may grow in 1990 at the same pace as in 1989,
but decelerate somewhat in 1991. Import growth is
likely to remain broadly stable. Altogether, real GDP
could decelerate slightly, to the estimated rate of
potential output growth (22 per cent). Given the only
moderate slowdown in activity, the unemployment rate
may remain at its very low level. With the terms of
trade continuing to deteriorate, the trade deficit is set
to widen further. Owing to the unabated strength of
investment income, however, the current external sur-
plus, after declining in 1989, is projected to rise. In
relation to GDP, it may stabilise at about 3's per cent
in 1990, but could increase slightly in 1991.

TURKEY

Output growth weakened in 1988 and 1989,
after a strong expansion in the preceding two years.
Last year total domestic demand recovered from stag-
nation in 1988, but agricultural output fell sharply,
due to a poor harvest, and real GNP growth may have
slowed to less than 2 per cent. As a result, unemploy-
ment — already high — continued to rise.

Private consumption, which had slowed in 1988,
gained some momentum as real disposable income of
households recovered in 1989. But public investment
continued to fall, reflecting the effects of fiscal tighten-
ing. Total private investment was depressed by slug-
gish residential investment and subdued business
investment. Merchandise export growth also slowed,
mainly as a result of the real appreciation of the
Turkish lira, the adverse effect of the drought on agri-
cultural exports and payments problems of Iraq. With
imports picking up vigorously, the trade deficit wid-
ened from $1.8 billion in 1988 to about $4.2 billion in
1989. But because of a continued increase in net ser-
vice incomes and increased workers’ remittances, the
current external account remained in surplus in 1989,
amounting to almost $1 billion (1.2 per cent of GNP).

Economic policies turned out to be more expan-
sionary than announced at the beginning of the year:
money supply accelerated strongly, and despite

110

improved tax collection the public sector deficit as a
share of GNP remained at around 6'/> per cent in 1989.
In combination with the sharp rise in food prices,
caused by the drought, and the strong increase in unit
labour costs following high wage increases, consumer
price inflation accelerated to over 70 per cent in 1989
on average.

Economic activity appears to have recovered
gradually in the second half of 1989, in response to the
effect of substantial wage increases on household con-
sumption. Recent indicators point also to an improve-
ment of industrial production in late 1989 and early
1990.

Official objectives of economic policy are
assumed to be unchanged over the projection period.
The main target of monetary policy remains the stabil-
ity of the Turkish lira in real effective terms. Following
the import tariff reduction and the recent real appreci-
ation of the Turkish lira, inflation may decline some-
what this year and next. Prospects of a somewhat bet-
ter harvest should also support some decline in
inflation. Nonetheless, this year’s average inflation rate
still may exceed the 60 per cent mark. Short- and long-
term interest rates could decrease in line with inflation.
Fiscal policy continues to aim at a reduction of the
public sector deficit, mainly through revenue increases.



TURKEY
Demand, output and prices
Percentage changes, volume (1982 prices)

1987
current prices 1987 1988 1989 1990 1991
billion TL

Private consumption 39097.8 6.5 2= 3u3 3.8 312
Government consumption 5313.8 5.0 2.1 1.5 3.4 3.2
Gross fixed capital formation 14 082.7 5.6 -1.4 -2.8 5.6 7.1
Final domestic demand 584943 6.2 1.8 2.0 4.1 39
* change in stockbuilding 736.0¢ 0 -1.2 1] 0.1 0
Total domestic demand 59230.3 6.0 0.6 3.1 4.1 3.8
Exports of goods and services 14 451.6 28.0 18.4 6.0 6.4 6.5
Imports of goods and services 151291.9 18.9 5.8 10.8 6.0 5.0
* change in foreign balance -840.34 1.1 3.0 -14 0 0.4
GNP at market prices 58 390.0 74 3.7 1.7 4.2 4.3
GNP implicit price deflator - 38.4 65.9 69.3 60.0 52.0
Memorandum items
Consumer prices? - 34.8 63.3 71.7 62.0 52.0
Manufacturing production - 10.7 1.0 2.1 9.0 il
Unemployment rate<¢ - 9.5 9.8 10.4 10.9 11.2
Current balance ($ billion) - 0.8 1.6 1.0 0.3 0.5

*

a)
b)
<)

As a percentage of GNP in the previous period.

Actual amount of stockbuilding and foreign balance.
National accounts implicit private consumption deflator.
New series.

Public investment is projected to’ resume a modest
increase after decreasing sharply last year. Private
investment could recover when interest rates decrease
and when export demand picks up. Foreign direct
investment might contribute to this process. Current
wage settlements and the assumed normal harvest
would suggest the continuation of the recent trend
growth of private consumption. Better domestic food
supplies would also dampen import demand. Export
markets should continue to expand at a rate of about

111

7 per cent. The induced growth of exports of goods and
services may, however, be impeded somewhat by the
recent strength of the Turkish lira. Overall, real GNP
growth should pick up in 1990 and 1991. Given the
strong increase of the population in the past, this is
unlikely to be sufficient to prevent a rise in unemploy-
ment. With continued vigorous expansion of tourism
earnings and private transfers, the current external
account may remain in a small, but declining surplus.






DETAILED PROJECTIONS
AND OTHER BACKGROUND INFORMATION

DEMAND AND OUTPUT

Table 22
Growth of real GNP/GDP in the OECD area¢
Percentage changes from previous period, seasonally adjusted at annual rates

1987
Share in 1989 1990 1991
catal 1987 1988 1989 1990 1991 I I 1 I I I
OECD
United States 36.0 37 4.4 3.0 213 2.5 3.2 2.4 2.1 2.5 2.5 2.4
Japan 19.0 4.6 57 4.9 4.7 4.0 4.0 5.9 4.4 39 4.0 4.0
Germany 8.9 1.7 3.6 4.0 39 34 6.2 0.9 5.5 3.7 34 3.1
France? 7.0 2.4 3.8 3.7 3.1 2.9 4.5 2.5 34 31 2.8 2.8
Italy® 6.0 3.0 4.2 3.2 3.1 3.2 33 ) 33 3.1 3.2 3]
United Kingdom? 5.4 4.7 4.5 2.3 0.9 1.9 1.5 2.4 0 1.5 2.0 2.1
Canada® 33 4.5 5.0 2.9 2.0 2.6 2.8 2.2 1.9 1.8 2.7 3.0
Total of above countries 85.8 3.6 4.6 3.5 3.0 3.0 3.7 3.0 3.0 3.0 3.0 29
Other OECD countries¢ 14.2 3.0 3.4 38 2.5 2.7 4.6 2.8 2.4 2.6 2.7 2.8
Total OECD 100.0 3.5 4.4 3.6 2.9 29 38 3.0 2.9 2:9 2.9 29
Four major European countries 27.4 2.8 4.0 34 249 2.9 4.2 2.0 3.4 3.0 2.9 2.8
OECD Europe 39.8 2.8 3.8 315 2.9 2.8 42 2.2 33 2.9 2.8 2.8
EEC 343 2.8 3.9 35 3.0 3.0 4.3 2.2 34 3.0 3.0 2.9
Total OECD /Jess the United States 64.0 3.5 4.4 39 33 3.2 4.2 33 34 31 3.2 32
Industrial Production :

Major seven countries - 3.4 6.4 4.1 2.3 3.1 42 2.3 2.0 3.0 3.0 3.1
Total OECD - 3.3 6.1 4.0 2.4 3.1 4.2 2.4 7)) 3.0 3.0 3.1

Z} /(\;ggregales were computed on the basis of 1987 GNP/GDP weights expressed in 1987 US doliars.

) GDP.

¢} Half-yearly data must be interpreted with care since for most of these countries, amounting to over 50 per cent of the total GDP of the smaller countries, hall-yearly
growth rates were obtained by simple interpolation. For details on yearly basis, see Table 23.

Table 23
Growth of real GNP/GDP in other OECD countries?

Percentage changes from previous year

1987
Share in 1987 1988 1989 1990 1991
total OECD

Austria 0.9 1.9 4.2 3.8 34 2.9
Belgium 1.1 2.0 43 4.2 3.3 2.7
Denmark 0.8 0.6 -0.2 1.1 1.1 2.0
Finland 0.7 33 5.2, 5.0 1.7 1.1
Greece 04 0 39 29 1.4 2.1
Iceland 0 8.7 -0.9 -3.8 0.1 "
Ireland? 0.2 5.6 1.2 4.0 3.8 3.7
Luxembourg 0 2.8 43 3.5 34 3.0
Netherlands 1.7 1.1 3.0 43 33 3.1
Norway 0.7 3.5 0.9 5.0 2.4 3.9
Portugal 0.3 5.3 39 54 4.0 4.0
Spain 2.3 5.6 5.2 49 4.2 38
Sweden 1.3 2.9 2.3 2.1 0.7 0.1
Switzerland 1.4 2.0 3.0 33 2.6 2.4
Turkey? 0.5 7.4 3.7 1.7 4.2 4.3
Total of above European countries 12.4 3.0 3.4 3.7 2.8 241
Australia 1.6 4.0 3.6 4.9 0.3 2.8
New Zealand 0.3 0.1 1.7 0.7 2.0 2.9
Total of above countries 14.2 3.0 34 3.8 2.5 A

aj éggregatcs were computed on the basis of 1987 GNP/GDP weights expressed in 1987 US dollars.
b} GNP.
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Table 24
Growth of nominal GNP /GDP in the OECD area“
Percentage changes from previous period, seasonally adjusted at annual rates

1989 1990 1991

1987 1988 1989 1990 1991 1 1 I I i ]
United States 6.9 7.9 72 6.6 A 7.6 6.0 6.7 6.9 A 7.0
Japan 43 6.3 6.5 7.5 6.6 519 7.8 7.6 6.9 6.6 6.5
Germany 3.7 5.2 6.5 7.0 6.9 9.5 2.8 8.9 ars 6.8 6.5
France? 53 7.0 7.3 6.6 St 7.6 6.8 6.7 6.1 5.6 5.6
Italy? 93 10.6 9.7 9.2 8.8 9.7 7.7 10.0 8.9 89 8.6
United Kingdom® 9.9 11.3 9.2 5.9 /5] 8.8 7.1 5.2 6.3 8.2 8.0
Canada ® 9.1 9.3 7.8 6.1 6.9 8.3 6.1 6.2 6.0 7.5 6.5
Total of above countries 6.3 7.6 7.3 6.9 7.0 7.7 6.3 7.2 7.0 7.1 6.9
Other OECD countries¢ 9.3 11.0 11.8 10.7 10.0 12-5 10.3 10.9 10.6 10.1 9.5
Total OECD 6.7 8.1 8.0 1.5 7.4 8.4 6.9 7.8 7125 7.5 7.3
Four major European countries 6.6 8.0 7.9 7.2 12 8.9 5.7 7.8 7.2 7.2 7.0
OECD Europe A3 8.9 9.1 8.5 8.1 10.0 7.2 9.1 8.4 8.2 7.8
EEC 6.7 8.1 8.2 7.6 1.5 9.1 6.3 8.3 7.6 15 713
Total OECD less the United States 6.6 8.2 8.4 8.0 7.6 8.8 7.4 8.4 7.8 7.7 7.4

z} éggregates were computed on the basis of 1987 GNP/GDP weights expressed in 1987 US dollars.
) GDP.

¢) Half-yearly data must be interpreted with care since for most of these countries, amounting 1o over 50 per cent of the total GDP of the smaller countries. half-yearly
growth rates were obtained by simple interpolation. For details on yearly basis, see Table 25.

Table 25
Growth of nominal GNP /GDP in other OECD countries”

Percentage changes from previous year

S}: 987
are 1n
total 1987 1988 1989 1990 1991
OECD
Austria 0.9 4.4 6.3 6.4 6.5 6.3
Belgium Ikl 4.0 6.3 8.1 7.5 6.5
Denmark 0.8 44 4.1 5.1 4.2 5.2
Finland 0.7 8.7 12.5 12.2 8.8 6.4
Greece 0.4 14.2 18.7 18.2 22:7 21.5
Iceland 0 313 22.6 15.5 11 -
Ireland® 0.2 7.8 4.2 8.6 7.3 6.8
Luxembourg 0 38 6.7 7.0 7.0 6.5
Netherlands 1.7 0.6 4.6 Sl 6.4 59
Norway 0.7 9.7 3.8 6.9 5.5 18
Portugal 0.3 17.1 15.9 18.9 16.5 15.5
Spain 2.3 11.8 11.0 12-.1 11.3 10.4
Sweden 1.3 7.9 9] 9.6 10.9 8.9
Switzerland 1.4 4.7 55 6.8 73 50
Turkey? 0.5 48.6 71.8 72.1 66.7 58.4
Total of above European countries 12.4 8.8 10.7 11.7 13 10.2
Austrahia 1.6 11.7 13.0 13.0 6.1 9.0
New Zealand 0.3 152 10.5 6.7 6.3 6.8
Total of above countries 14.2 9.3 11.0 11.8 10.7 10.0

Zi éﬁg&egates were computed on the basis of 1987 GNP/GDP weights expressed in 1987 US doliars.
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Table 26
Development of real total demestic demand in the OECD area“
Percentage changes from previous period, seasonally adjusted at annual rates

1989 1990 1991
1987 1988 1989 1990 1991 1 I 1 I 1 1
United States 3.2 3.3 2.4 2.0 24 2.1 2.3 1.6 2.3 2.4 2.4
Japan 5.4 7.6 59 5.0 3.6 5.6 6.7 4.7 4.0 3.6 34
Germany 2.9 3.7 2.8 4.0 3.4 331 2.4 555 2.7, 3.6 3.6
France 3.6 4.0 312! 33 3.0 2.3 3.4 3.3 3.1 2.9 2.9
Italy 4.7 4.7 3.3 3.1 3.4 4.0 0.3 4.4 3.5 34 3.3
United Kingdom 5.5 7.6 32 05 1.1 2.5 04 038 0.2 1:3 1.6
Canada 4.9 5.8 5.5 2.6 2.8 6.3 3.7 2.2 2.3 2.9 3.0
Total of above countries 4.0 4.8 315 29 2.8 3.3 3.1 2.9 2.8 2.9 2.8
Other OECD countries® 3.7 3.6 4.4 2.6 2.6 49 3.7 2.1 205 2.6 227,
Total OECD 4.0 4.6 3.6 29 2.8 BLS) 3.2 2.8 2. 2.8 2.8
Four major European countries 4.0 4.8 3] 2.7 2.8 3.0 1.6 34 2.5 29 3.0
OECD Europe 4.0 4.4 3.4 2.9 2.8 3.4 2.4 312 2.6 2.8 2.9
EEC 4.0 4.6 3.5 3.0 2.9 313 2.4 3.4 2.6 3.0 3.0
Total OECD /ess the United States 4.4 5.4 4.3 34 3.0 4.4 3.7 3.5 29 31 3.0

a) Aggregates were computed on the basis of 1987 GNP/GDP weights expressed in 1987 US dollars.
b) Half-yearly data must be interpreted with care since for most of these countries, amounting to aver 50 per cent of the total GDP of the smaller countrics, half-yearly
growth rates were obtained by simple interpolation. For details on yearly basis, see Table 27.

Table 27
Development of total domestic demand in other OECD countries?
Percentage changes from previous year

1987
Share in 1987 1988 1989 1990 1991
total OECD

Austria 0.9 2.8 47 33 3.6 29
Belgium 1.1 3.6 43 5.0 4.0 3.4
Denmark 0.8 -3.0 -2.2 0.1 0.6 1.9
Finland 0.7 5.7 6.5 6.4 2.0 0.4
Greece 0.4 -0.8 4.7 4.6 23 2.2
Iceland 0 15.9 0.7 -8.0 0.7 =
Ireland 0.2 -0.4 0.2 49 4.7 4.3
Luxembourg 0 S5%2 2.7 3.5 4.4 4.0
Netherlands 1.7 2.2 24 3.6 34 23
Norway 0.7 -1.0 -3.2 -2.2 0.1 2.0
Portugal 0 9.3 6.5 4.1 4.6 44
Spain 2:3 8.6 7.1 8.0 5.3 4.5
Sweden 1.3 4.0 32 34 1.2 0.4
Switzerland 1.4 3.6 3.2 382 29 2.5
Turkey 0.6 6.0 0.6 3.1 4.1 3.8
Total of above European countries 12.1 39 335 4.1 311 247
Australia 1.6 2.4 35 6.4 -1.3 2.0
New Zealand 0.3 3.6 -0.2 5. 1.5 1.8
Total of above countries 14.0 347 3.6 44 2.6 2.6

a) Aggregates were computed on the basis of 1987 GNP/GDP we'!ghts expressed in 1987 US dollars.
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Table 28
Growth of gross private non-residential fixed capital formation in the OECD area®
Percentage changes from previous period, seasonally adjusted at annual rates

1989 1990 1991

1987 1988 1989 1990 1991 il I I I i
United States 39 8.4 33 3.2 3.4 3.8 32 32 3.1 3.5 35
Japan 8.2 15.5 17.8 10.2 Ul 17.6 18.5 8.5 6.0 4.9 4.6
Germany 42 7.3 96 6.6 5.0 16.5 42 8.1 6.1 4.8 43
France 6.9 10.7 7.0 6.5 6.0 6.6 5.1 7.5 6.0 6.0 6.0
Italy 98 10.9 6.9 5.7 6.1 8.0 35 6.6 6.2 6.1 5.8
United Kingdom 14.5 19.6 64 -1.0 038 0.1 -1.0 -12 08 1.3 1.5
Canada 11.1 18.9 8.2 4.1 7.3 11.3 0.5 52 5.5 iE 8.2
Total of above countries 6.4 11.1 8.8 5.9 49 9.9 7.8 5.4 5.1 49 4.6
Other OECD countries? 78, 9.3 9.0 3.0 4.5 11.7 7.0 2.0 29 6.9 7.2
Total OECD 6.4 10.8 8.9 5.5 5.0 10.2 1.7 4.9 4.8 52 5.0
Four major European countries 7.9 10.5 8.4 5.8 4.5 10.0 6.3 6.0 4.8 4.5 4.3
OECD Europe 75 9.9 8.8 5.2 Sl 10.3 6.6 5 43 5.6 5.4
EEC 74, 10.4 2.1 6.0 49 10.7 6.9 6.1 5.0 5.0 4.8
Total OECD less the United States 7.8 12:2 11.7 6.2 5.3 13.8 8.5 SY 512 5.6 $13

a) Aggregates were computed on the basis of 1987 GNP/GDP weights expressed in 1987 US dollars.
b) Half-yearly data must be interpreted with care since for most of these countries, amounting to over 50 per cent of the total GDP of the smaller countries, half-yearly
growth rates were obtained by simple interpolation. For details on yearly basis, see Table 29.

Table 29
Growth of gross private non-residential fixed capital formation in other OECD countries?
Percentage changes from previous year

1987 1988 1989 1990 1991
Austria 5.4 752 6.0 5.8 5.6
Belgium 6.2 16.6 14.9 10.0 6.5
Denmark -9.3 -5.6 0.5 2.0 5.6
Finland 6.6 9.9 12.4 0 2.0
Greece -8.0 12.8 10.5 4.5 6.5
Iceland 20.0 -2.7 -14.1 5.8 ..
Ireland 2.8 3.8 15:2 12.1 8.5
Luxembourg 6.5 352 29 9.0 7.0
Netherlands 0.9 10.0 6.7 6.4 313
Norway -2.2 43 -1.0 -30.1 273
Portugal 15.1 150 75 9.0 8.0
Spain 20.3 14.1 13.9 9.0 DS
Sweden 70 59 11.4 1.0 -5.0
Switzerland 10.4 9.4 519 38 2.4
Turkey 18.4 13.3 3], 9.0 10.0
Total of above European countries 7.5 9.5 8.7 39 5.0
Australia 5.8 9.1 11.7 —4.7 0.9
New Zealand 9.6 —0.6 9.4 3.0 5.0
Total of above countries 7.3 9.3 9.0 3.0 4.5

a} Aggregates were computed on the basis of 1987 GNP/GDP weights expressed in 1987 US dollars.
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Table 30
Contributions to changes in real GNP/GDP in the OECD area

As a per cent of real GNP/GDP in the previous period,
seasonally adjusted at annual rates
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Components may not add to GNP/GDP growth due to rounding.

aj Public enterprises in France are included under Other investment.

¢/ Government fixed assel formation for Italy is included in private investment.
Including error of estimate.

b) Computed on the basis of 1987 values expressed in 1987 US dollars.
d)

Note:



Table 31
Contributions to changes in real GNP/GDP in the other OECD countries
as per cent of real GNP/GDP in the previous period

1988 1989 1990 1991 1988 1989 1990 199§
Australia® Norway
Private consumption 1.9 2.8 1.2 1.4 Private consumption -1.2 -09 0.7 0.8
Government consumption 0.5 0.8 0.4 0.3 Government consumplion 0.1 0.4 0.4 0.3
Gross fixed investment 22, 2:3 -1.9 0.3 Gross fixed investment 0.7 ~1.1 =53 31
Stockbuilding 0.8 0.5 -1.1 0.1 Stockbuilding -2.5 -0.4 42 -2.6
Exports of goods and services 0.5 0.7 0.8 1.3 Exports of goods and services 29 7.1 34 4.0
Imports of goods and services -2.6 -39 04 0.6 Imports of goods and services 0.9 -0.2 0.5 -1.7
GDP 3.6 4.9 0.3 28 GDP 0.9 5.0 27 3.9
Austria New Zealand
Private consumption 1.7 i.9 1.9 1.7 Private consumption 1.0 1.0 1.1 1.2
Government consumption 0.1 0.2 0.1 0.1 Government consumption -0.5 0.1 01 0
Gross fixed investment 1.4 I.1 1.0 1.0 Gross fixed investment 0.1 20 0.7 1.1
Stockbuilding 1.5 0.2 0.6 0.1 Stockbuilding -09 3.0 0 0.4
Exports of goods and services 3:5 4.6 3.6 3.3 Exports of goods and services 1.3 0.6 172 I.6
Imports of goods and services —4.1 —4.2 -39 -3.3 Imports of goods and services 0.6 -5.7 09 0.7
GDP 4.2 38 3.4 29 GDP 1.7 0.7 2.0 29
Belgium Portugal
Private consumption 1.6 2.4 2.6 % Private consumption 4.1 20 2.0 1.9
Government consumption 0.1 0.1 0 0 Government consumption 0.9 0.4 Q.5 0.4
Gross fixed investment 2.6 2.6 1.4 0.9 Gross fixed investment 3.5 1.9 2.4 2.2
Stockbuilding 0.3 0.1 0.1 0 Stockbuilding -1.5 0.3 0.2 0.3
Exports of goods and services 6.4 6.5 5.6 52 Exports of goods and services 33 5.6 36 3.4
Imports of goods and services -6.5 -1.4 —6.4 —6.0 Imports of goods and services 6.5 -4.8 -4.6 —4.1
GDP 43 4.2 3:3 25 GDP 39 5.4 4.0 4.0
Denmark Spain
Private consumption 09 0.2 0.6 sl Private consumption 2.9 Bp 25 2.5
Government consumption 0.2 0.1 —0.2 0.1 Government consumption 0.6 0.8 0.5 0.5
Gross fixed investment 09 -0.3 0 0.8 Gross fixed investment 32 33 2.7 1.7
Stockbuilding -0.1 0.7 0.1 0 Stockbuilding 0.5 0.7 —0.1 0.2
Exports of goods and services s 2.5 1.7 18 Exports of goods and services 1.2 0.9 4 1.2
Imports of goods and services 0.4 -1.5 -1.2 -1.6 Imports of goods and services -3.2 —43 -2.6 2.2
GDP -0.2 1.1 1.1 2.0 GDP 5.2 49 4.2 38
Finland Sweden
Private consumption 2.8 1.9 1.4 0.8 Private consumption 1.3 04 0.5 1.0
Government consumption 0.5 0.7 0.6 0.6 Government consumption 0.3 05 0.5 0.5
Gross fixed investment 2.3 3.1 0.3 -1.0 Gross fixed investment 1.2 1.9 0.2 -1.0
Stockbuilding 0.9 0.8 -0.2 0 Stockbuilding 0.3 0.6 0 0
Exports of goods and services 1.1 0.5 0.6 0.8 Exports of goods and services 152 112 1.0 1.2
Imports of goods and services -34 -3.0 —0.9 0.2 Imports of goods and services -2.1 -2.5 -1.5 -1.4
GDP 5:2 5.0 1.7 1.1 GDP 23 2.1 0.7 0.1
Greece Switzerland
Private consumption 23 2.2 1.8 1.4 Private consumption 1.4 1.2 1.3 1.4
Government consumption 1.0 1.0 03 0.3 Government consumption 0.4 0.4 0.5 0.4
Gross fixed investment 1.3 183 0.5 0.6 Gross fixed investment 1.9 15 1.0 0.8
Stockbuilding 0.1 0.2 0.1 0 Stockbuilding -03 0.3 0.1 0
Exports of goods and services 1.9 11 1.1 1.4 Exports of goods and services 21 24 25 21
Imports of goods and services =20 -29 =21 -1.6 Imports of goods and services =25 =25 -26 -2.4
GDP 39 29 1.4 211 GDP 3.0 33 26 2.4
Iceland Turkey
Private consumption -26 -5.0 -0.6 Private consumption 1.9 24 27 2.3
Government consumption 0.8 0.2 0.2 Governmenl consumption 0.2 0.1 0.3 0.3
Gross fixed investment -0.3 -2.4 0.8 Gross fixed invesiment —03 0.5 1.0 1.3
Stockbuilding 1.4 -1.2 03 Stockbuilding -1.2 18]} 0.1 0
Exports of goods and services -1.6 0.5 0.2 Exports of goods and services 47 1.7 1.9 2.0
Imports of goods and services 1.3 4.1 —08 Imports of goods and services -1.7 -3.2 -1.9 -1.6
GDP -09 -38 0.1 GDP 37 )7 42 4.3
Ireland Total of above countries®
Private consumption 2.1 3.4 2.8 2.8 Private consumption 1.5 1.8 1.6 1.6
Government consumption -09 -0.5 0.1 0-1 Government consumption 0.3 0.4 0.3 0.3
Gross fixed investment -0.3 20 20 1.6 Gross fixed investment 1.8 1.7 0.5 0.8
Stockbuilding -0.7 0.2 0.2 03 Stockbuilding 0.5 13 0.2 -0.1
Exports of goods and services 6.6 9.5 6.5 6.1 Exports of goods and services 22 2.1 1.9 281
Imports of goods and services =27 -8.4 -5.9 -5.7 Imports of goods and services -2.8 -3.6 -20 -1.9
GDP 1.2 4.0 38 3.7 GDP 3.4 38 215 2.0
Luxembourg OECD Europe?
Private consumption 1.0 119, 1.9 1.8 Private consumption 2.1 157 1.8 1.7
Government consumption 0.5 0.4 03 0.3 Government consumption 0.4 0.2 03 0.3
Gross fixed investment 0.8 0.7 21 Ly Gross fixed investment 1.6 1.3 038 0.8
Stockbuilding 0.3 0.3 -0.1 0 Stockbuilding 0.3 0.2 -0.1 -0.1
Exports of goods and services 9.9 8.0 7.5 7.5 Exports of goods and services 1.6 24 1.9 2.0
Imports of goods and services -8.2 -7.8 ~8.4 -8.3 Imports of goods and services 2.2 -23 -1.8 -1.9
GDP 43 35 34 3.0 GDP 38 35 29 2.8
Netheriands Total OECD?
Private consumption 0.8 20 22 17 Private consumption 23 1.9 1.7 1.6
Government consumption 0 0.1 0.1 0.1 Government consumption 0.3 0.3 0.3 0.3
Gross fixed investment 2.0 1.0 0.5 02 Gross fixed investment 1.7 A 08 0.8
Stockbuilding 0.5 0.4 0.5 0.2 Stockbuilding 0.1 0.2 -0.1 0
Exports of goods and services 4.8 3.8 3.8 4.0 Exports of goods and services 2.0 20 1.5 1.6
Imports of goods and services —4.2 =31 -3.8 -3.1 Imports of goods and services -1.9 -1.9 ~1.4 -1.4
GDP 30 43 33 3.1 GDP 4.4 36 29 29
a} Including the error of estimate of: 0.3, 1.7, 0.4, 0.
b} Aggregates were computed on the basis of 1987 values, expressed in 1987 US dollars.
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Table 32
Gross public debt
Percentage of nominal GNP/GDP

1981 1982 1983 1984 1985 1986 19874 19884 1989 1990 1991
United States 3172 41.4 44.2 45.2 48.3 Sl 51.6 51.4 51.4 50.9 499
Japan 57.1 61.1 66.9 68.4 69.1 72.8 5.5 71.8 68.0 63.8 59.9
Germany? 36.3 39.5 40.9 41.5 42.2 42.4 43.7 44.4 42.7 42.1 41.5
France¢ 36.4 40.1 41.4 43.8 45.4 45.4 47.3 47.5 47.3 46.9 46.7
Italy 61.0 66.3 71.9 77.1 84.0 88.5 92.7 95.0 97.0 99.3 101.3
United Kingdom 54.5 5341 53.3 54.8 53:3 51.9 49.5 44.0 39.6 37.0 34.6
Canada 45.1 50.1 56.1 58.8 64.6 68.6 68.8 68.5 69.2 70.0 70.1
Total of above countries? 44.5 48.3 51.6 53:2 55.5 57.9 59.1 58.1 57.0 557 54.4
Australia< 22.3 22.1 24.1 25.1 26.3 26.5 235 20.1 16.5 133 9.9
Austria¢ 39.3 41.6 46.0 47.9 49.6 54.0 57.5 58.6 57.8 55.4 52.4
Belgium 93.3 1024 1133 1186 1227 127.2 1325 1343 133.0 1321 1319
Denmark¢ 43.7 53.0 62.6 67.0 65.7 59.3 56.9 5.4 54.9 544 $31
Finland< 14.6 17.1 18.7 19.1 19.0 18.8 20.0 18.3 15.5 13.2 12.1
Greece® 32.8 36.1 41.2 49.5 57.9 58.9 64.6 68.4 75.0 77.6 79.6
Ireland 83.5 922 1047 1132 1177 133.2 1356 1328 1254 1182 1109
Netherlands 50.3 555 61.9 66.1 69.6 71.3 75.0 ik 80.1 81.8 835
Norway< 47.4 422 38.8 38.7 40.7 51.1 42.8 40.6 41.2 41.3 426
Spain¢ 233 29.0 35.0 41.8 47.3 48.1 48.4 48.5 47.3 46.3 45.1
Sweden 523 62.0 65.7 67.2 67.7 67.2 61.9 57.6 51.7 47.0 44.2
Total of smaller countries 4 42.0 46.7 51.8 5525 58.2 59.8 59.9 59.4 58.1 56.7 55.6
Total of European countries4¢ 45.2 48.8 51.8 54.5 56.7 Sy 58.9 58.6 57.6 57.1 56.7
Total of above countries? 442 48.1 51.6 5355 55.8 58.1 59.2 58.3 57.1 559 54.5

aj Parily estimated.

b) Excludes the German Unity Fund.

¢/ Does not exclude public sector mutual indebtedness.
d} 1987 GNP/GDP weights and exchange rates.

e} For the countries shown in the table.

Table 33
Net public debt
Percentage of nominal GNP/GDP

1981 1982 1983 1984 1985 1986 19874 19884 1989 1990 1991
United States 18.5 21.4 23.8 24.7 26.7 28.7 30.0 29.8 29.8 29.2 28.2
Japan® 20.7 23.2 26.2 26.9 26.7 26.4 21.7 18.0 14.1 10.0 6.1
Germany ¥« 17.4 19.8 21.4 21.6 219 21.6 229 23.6 21.9 21.3 20.7
France? 14.2 17.8 20.0 21.1 229 25.2 25.4 25.6 25.4 25.0 24.7
Italy 57.8 63.4 68.7 74.4 81.3 86.2 89.9 92.2 94.3 96.5 98.6
United Kingdom 46.5 45.6 46.0 47.5 46.4 45.5 42.8 37.3 329 30.3 27.9
Canada 10.0 16.5 225 26.1 32.8 372 37.6 378 38.0 38.8 39.0
Total of above countriesd 22.7 25.6 28.3 29.6 312 326 323 313 30.1 28.9 27.6
Belgium 83.5 926 1036 1086 1123 116.8 1218 1237 1224 1214 1213
Denmark 16.6 26.4 342 372 35.0 28.4 25.1 23.9 231 227 2115
Finland ® -4.7 -19 0.4 0.7 0.9 0.0 2.4 0.7 -2.1 -44 55
Netherlands? 213 31.3 36.5 39.9 43.0 46.5 52.1 54.8 57.2 58.9 60.6
Norway ¢ -22 -47 -84 -125 -160 -21.0 -24.0 -262 -25.6 255 242
Spain 11.8 14.6 18.6 23.2 279 30.5 30.4 30.5 293 28.4 27.1
Sweden -52 4.4 10.5 12.6 16.1 16.1 10.8 6.5 0.6 -4.1 -6.9
Total of smaller countries?. 22:9 2004l 31.8 34.7 371 38.5 39.0 38.5 373 359 348
Total of European countries4.¢ 29.0 32.3 35.4 37.6 39.7 41.1 41.9 41.7 40.7 40.2 39.7
Total of above countries4¢ 22.7 25.8 28.7 30.2 319 33.3 331 322 31.0 29.8 284

a) Partly estimated.

b) Financial assets exclude corporate shares.

¢) Excludes the German Unity Fund.

dj 1987 GNP/GDP weights and exchange rates.

e) Including gross financial liabilities for Australia, Austria, Greece and Ireland.
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Table 34
General government net debt interest payments
as a percentage of total expenditures?®

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991

United States 5.0 5. 5.5 6.6 6.6 6.4 6.2 6.2 6.7 6.9 6.8
of which: central government 10.3 10.8 11.3 12.9 13.2 13.1 13.2 13.5 14.6 14.7 14.5
Japan®< 4.0 44 5.0 5.4 5.4 5.0 3.9 33 2.8 21l 1.3
of which: central government® 11.4 12.7 15.4 16.6 17.2 17.6 16.7 15.9 2 = =
Germany 44 3.2 4.0 48 4.9 4.9 5.0 S.0 4.9 5.0 54 5.3
of which: central government¢ 39 2.1 3.2 34 3.0 3.4 5.3 7.6 - e .
France 25 2.4 34 3.6 3.9 4.1 4.0 39 4.0 43 4.4
of which: central government 4.4 319 517 6.1 6.7 6.9 6.8 7a]] - = s
Italy 11.9 13.8 14.3 15.2 14.5 15.4 14.4 14.7 16.1 17.2 17.2
of which: central government 16.1 171 17.6 18.6 17.1 18.8 17.9 18.4 = % .
United Kingdom 7=5 7.2 6.9 7.4 7.5 7.4 7 6.7 6.2 5.3 4.6
of which: central government® 4.6 4.7 5.0 o4 5.4 53 5:5 5.2 = . -
Canada 59 6.5 6.5 7.9 8.9 9.3 9.2 9.6 10.8 12.1 13.1
of which: central government 13.0 13.7 12.9 14.4 16.3 172 17.3 18.8 - . -
Total major seven countries/ 5.0 54 5.9 6.6 6.7 6.6 6.1 6.0 6.2 6.3 6.1
Major seven /ess the United States/ 5.1 5.6 6.2 6.6 6.7 6.7 6.1 5.8 5.9 5.8 5.5
Australia® 229 2.9 4.0 51 55 6.1 6.2 6.2 5.8 33 1.1
Austria 3.9 4.6 4.6 515 5.6 5.6 6.2 6.3 6.6 7.0 73
Belgium . 124 14.6 15:1 16.2 17.6 18.9 18.4 18.3 19.3 204 211
Denmarke 3.0 4.2 73| 9.7 10.4 9.2 8.0 i3 6.5 6.7 6.7
Finland 0.5 0.9 1.6 1.9 241 1.8 1.7 1.6 1l 1.0 0.8
Greecebc 8.0 6.6 8.9 10.4 11.3 12.6 16.1 17.4 17.1 20.9 22.6
Ireland¢ 9.0 10.5 10.5 11.7 12.6 12.9 13.4 12.1 12.7 12.4 13.4
Netherlands 5.9 7.0 7.8 8.3 9.0 9.0 8.6 8.7 8.8 8.7 9.0
Norway 0.4 -1.0 -0.9 -2.7 -33 —4.3 -3.1 -2.8 —4.1 —4.5 -5.1
Spain® 0.8 0.9 1.7 315 6.0 8.0 7.3 72 7.4 7.8 8.2
Sweden 0.5 2.4 2.9 3.8 4.9 3.7 2.3 0.9 0.7 0.1 -0.2
Total of smaller countries/¢ 3.6 4.3 SHl 6.1 7.1 es /.8 71 7.0 6.9 6.8
Total OECD/¢ 4.9 53 5.8 6.5 6.7 6.7 6.3 6.1 6.3 6.3 6.2
Total OECD less the United States/ 48 5.4 6.0 6.5 6.8 6.8 6.3 6.1 6.1 6.0 5.8

aj  Ona SNA basis except for the United States and the United Kingdom where the data are based on national methods. Total expenditures are defined as current
receipts minus net lending.

b} OECD estimates and projections.

¢) Net property income paid rather than net interest payments is used as the former is not available.

d) Excludes the German Unity Fund.

e) Net interest payments including dividends received are used.

f) 1987 GNP/GDP weights and exchange rates.

g/ For the countries shown in the table.

120



Table 35
General government primary balance?
Surplus (+) or deficit (-) as a percentage of nominal GNP/GDP

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991
United States +0.7 -1.7 -1.8 0.6 -1.0 -1.1 -0.3 +0.1 +0.3 +1.0 +1.3
Japanb< -2.5 =2.1 -2.0 -0.3 +0.9 0.7 +2.0 +3.1 +3.6 +3.8 +3.7
Germany 54 -2.1 -1.3 -03 +04  +1.1 +1.0 405 +0.1 +24  +14  +14
France -0.7 -1.6 -1.4 0.9 0.8 -0.6 +0.1 +0.2 +0.5 +1.0 +1.1
Italy -6.1 —4.8 -3.7 —4.1 -5.2 -3.8 -3.8 -3.4 -1.9 -1.2 0.9
United Kingdom +0.8 +0.8 -0.2 0.6 +0.6 +0.8 +1.7 +3.6 +3.6 +2.7 +2.0
Canada +0.9 -3.0 —4.0 -2.9 -2.8 -14 0.4 +1.5 +1.2 +2.2 +3.0
Total of above countries® -0.9 -1.9 -1.8 -0.8 -0.6 -0.5 +0.2 +0.8 +1.4 +1.7 +1.8
Australia b -0.3 -0.1 -3.1 -2.1 ~1.2 -0.7 +1.1 +2.8 +3.1 +3.4 +2.6
Austria +0.2 -1.1 -1.7 +0.2 +0.4 -0.8 1.1 +0.1 +0.5 +2.2 +3.1
Belgium b 6.1 -29 -2.9 0.4 +1.0 +1.4 +2.6 +2.5 +3.1 +4.0 +4.3
Denmark/ -5.1 —6.5 -2.9 +1.7 +4.1 +8.5 +7.1 +4.6 +3.5 +3.5 +4.0
Finland +1.4 -0.2 -1.0 +1.1 +1.0 +1.5 0.5 +2.0 +3.1 +2.9 +1.7
Greece bt -1.7 -5.0 —4.8 56 -8.6 —6.6 —4.2 -59 -9.0 —6.5 =51
Ireland¢ -8.3 -7.8 -5.7 -3.2 —4.1 -3.7 -1.4 +4.0 +3.8 +5.1 +6.5
Netherlands =2.1 -2.9 -1.7 -1.4 +0.4 0.9 -1.5 -0.1 -0.3 0.4 0.1
Norway +4.5 +3.9 +38 +6.3 +8.9 +3.8 +3.2 +1.6 -1.2 -1.2 23
Spain? -3.6 -53 —4.2 -4.1 —4.5 -2.8 0.2 -0.2 +0.9 +1.2 +2.0
Sweden -5.0 -5.4 -32 0.5 0.7 +1.0 +5.5 +3.9 +5.7 +4.7 +3.0
Total of smaller countriesé€ -2.6 -3.0 -2.5 -1.1 04 0.0 +1.1 +1.4 +1.6 +1.9 +1.9
Total of European countries®# ~2.3 -2.2 -1.6 -1.1 0.7 -0.3 +0.1 +04  +1.3 412 +1.2
Total of above countries¢ -1.1 -2.0 -1.9 0.8 -0.6 0.5 +0.3 +0.9 +1.4 +1.7 +1.8
a) Ona SNA basis except for the United States, the United Kingdom, Australia, Greece and Sweden, where the data are based on national methods. Primary

balances exclude interest paid and received.
b) OECD estimates and projections.
¢) Net property income paid rather than net interest payments is used as the former is not available.
d) Excludes the German Unity Fund.
e) 1987 GNP/GDP weights and exchange rates,
f) Net interest payments including dividends received are used.
g} For the countries shown in the table.
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Table 36
Indicators of fiscal stanced

Change in general government financial balances
as a percentage of nominal GNP/GDP?

Change in: Change in:
cyclically-adjusted cyclically-adjusted
actual actual
balance averall primary balance overall primary
balance ¢ balance? balance ¢ balance ¥
United States 1988 +0.5 -0.2 -0.2 Australia 1988 +1.9 +1.6 +1.5
1989 0 -0.1 +0.1 1989 +0.5 -0.3 -0.5
1990 +0.7 +1.0 +1.0 1990 +1.1 +2.3 +1.4
1991 +0.4 +0.5 +0.5 1991 0 +0.1 -0.7
Japan¢ 1988 +1.4 +0.9 +0.7 Austria 1988 +1.2 +0.1 +0.2
1989 +0.7 +0.5 +0.3 1989 +0.4 0.4 -0.3
1990 +0.4 +0.3 +0.1 1990 +1.6 +1.0 +1.2
1991 +0.2 +0.3 +0.1 1991 +0.8 +0.6 +0.7
Germany ¢/ 1988 -0.3 -0.9 -0.9 Belgium 1988 +0.4 —0.8 -1.1
1989 +2.3 +1.6 +1.6 1989 +0.3 -0.9 0.4
1990 -1.0 -1.7 -1.7 1990 +0.5 -0.1 +0.4
1991 (4} -0.5 -0.4 1991 0 -0.2 +0.1
France 1988 +0.1 0.6 0.6 Denmark 1988 -2.2 -0.8 ~-1.1
1989 +0.4 -0.3 -0.3 1989 -0.6 0 0.6
1990 +0.3 0.1 +0.1 1990 -0.1 +0.4 +0.5
1991 +0.1 -0.1 —0.1 1991 +0.5 +0.4 +04
ftaly 1988 +0.2 0.6 -0.3 Finland 1988 +2.6 +1.7 +1.7
1989 +0.7 +0.4 +1.3 1989 +1.3 +0.5 +0.3
1990 0 -0.2 +0.5 1990 -0.2 +0.5 +0.5
1991 +0.3 0 0 1991 -1.1 -0.1 -0.3
United 1988 +2.3 +1.4 +1.1 Greece 1988 -2.6 -3.6 2.7
Kingdom 1989 +0.2 +0.3 +0.1 1989 3.3 -39 -3.6
1990 -0.6 +0.1 -0.2 1990 +0.6 +0.8 +2.7
1991 04 -0.1 0.4 1991 +0.7 +0.5 +1.3
Canada 1988 +1.8 +0.9 4101 Ireland 1988 +6.6 +7.1 +5.8
1989 -0.8 0.6 -0.1 1989 -0.3 -1.3 1.1
1990 +0.4 +1.0 +1.5 1990 +1.7 +0.8 +0.5
1991 +0.4 +0.7 +1.1 1991 +1.0 +0.2 +0.7
Average of 1988 +0.9 +0.3 +0.2 Netherlands 1988 +1.6 +1.0 +0.9
major six 1989 +0.8 +0.5 +0.5 1989 0.1 -1.3 -1.3
(excluding 1990 0 -0.1 -0.1 1990 0 -0.7 -0.7
United States)¢ 1991 +0.1 +0.1 0 1991 +0.1 -0.5 -0.3
Average 1988 +0.7 +0.1 0 Norway 1988 -1.7 +0.1 +0.2
of major 1989 +0.4 +0.3 +0.4 1989 -2.1 -3.3 —4.1
seven 1990 +0.3 +0.3 +0.4 1990 +0.2 +0.7 +0.5
countries & 1991 +0.2 +0.3 +0.2 1991 -0.7 -1.2 -1.5
Average of 1988 +0.7 +0.1 0 Spain 1988 +0.1 -0.8 0.8
total OECD 1989 +0.4 +0.2 +0.3 1989 +0.9 +0.1 +0.3
countries & 1990 +0.3 +0.3 +0.4 1990 +0.1 04 -0.2
1991 +0.2 +0.2 +0.2 1991 +0.6 +0.3 +0.5
Average of 1988 +0.5 +0.1 -0.1 Sweden 1988 0.8 -1.1 -2.0
smaller 1989 +0.3 0.5 -0.5 1989 +1.9 +1.7 +1.6
countries &+ 1990 +0.3 +0.4 +0.4 1990 -0.6 +0.3 0.1
1991 0 0 0 1991 -1.5 -0.2 -04

a) OECD estimates and projections. A positive sign indicates lower deficits or higher surpluses. Column 1 corresponds to the year-to-year changes in financial
balances shown in Table 6.

b) Thechange in the actual balances is expressed as a share of actual GNP/GDP. The changes in cyclically-adjusted overall and primary balances are expressed as
shares of trend GNP/GDP.

¢} Reflects deliberate policy actions, fiscal drag, changes to debt service costs and variations in resource revenues.

d) Primary balances exclude interest paid and received.

e) Figures for 1988 are significantly affected by a number of special factors. These are discussed in Economic Outlook 43 .

/1 Excludes the German Unity Fund.

g/ 1987 GNP/GDP weights and exchange rates.

h) For the countries shown in the table.
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LABOUR FORCE, EMPLOYMENT AND UNEMPLOYMENT

Table 37
Unemployment in the OECD area?
s 989 990 1991
U loy- 1 1
Yo Y=1 1987 1988 1989 1990 1991 I - I 1 I -
(thousands)

Unemployment rates

United States 6695 6.2 5.5 5.3 53 5.4 5.2 5.3 543 5.4 5.4 5.5
Japan 1550 2.8 2.5 2.3 205) 2.3 2.3 22 7)) 253 2.3 2.3
Germany 1797 6.2 6.1 5.5 6.1 59 5.6 5.5 6.0 6.2 6.1 5.
France 2411 10.5 10.0 9.5 9.3 9.2 9.6 95 9.4 9.3 9.2 9.2
Italy 2 885 12.1 12.1 12.1 12220 1230|282 1200 12.2) 123 123 12.3
United Kingdom 2322 | 104 8.2 6.2 6.1 6.5 6.5 58 6.0 6.2 6.4 6.5
Canada 1031 8.8 7.8 7.5 7.7 8.2 7.6 7.5 7.6 7.9 8.1 8.3
Total of above countries 18 690 6.8 6.2 5.7 5.8 5.9 5.8 5.7 5.8 5.8 5.9 5.9
Other OECD countriesb 7 640 9.7 9.4 8.9 8.8 8.8 9.0 8.8 8.8 8.8 8.8 8.7
Total OECD¢ 26 329 7.4 6.9 6.4 6.4 6.5 6.5 6.3 6.4 6.5 6.5 6.5
Four major European countries 9414 9.6 8.9 8.1 8.2 8.2 8.2 7.9 8.1 83 8.2 8.2
OECD Europe* 16 383 9.8 9.2 8.6 8.6 8.5 8.7 8.4 8.5 8.6 8.6 8.5
EEC 14182 | 10.6 9.9 9.0 8.9 8.8 9.2 8.9 8.9 9.0 8.9 8.8
Total OECD /ess the United States® 19 634 8.0 735 6.9 6.9 7.0 7.0 6.8 6.9 7.0 7.0 7.0
Unemployment levels (millions)

North America 8.6 7.7 1.5 747 8.0 iS5 7.6 B, 7.8 8.0 8.1
OECD Europe 171 164 153 154 155 | 155 151 153 155 155 155
Total OECD 28.1 263 249 253 258 | 250 247 251 255 257 258

a) For sources and definitions, see “Sources and Methods”. For unemployment rates standardized by OECD facilitating cross-country comparisons, see Table R 18 in
“Reference Statistics”.

b) For details on a yearly basis, see Table 38.

¢) The figures incorporate important revisions to Turkish data; see “Sources and Methods™.

Table 38
Unemployment rates in other OECD countries?
Per cent of labour force

1988
Unemployment 1987 1988 1989 1990 1991
(thousands)

Austria 122 3.8 3.6 34 312 3.2
Belgium 425 11.3 10.3 9.3 8.7 8.3
Denmark 244 7.8 8.6 9.3 9.3 9.0
Finland 117 5.1 4.6 3.5 3.8 4.5
Greece 329 7.4 7.7 7.5 7.9 8.2
Iceland 1 0.5 0.6 17 223 .
Ireland 219 17.5 16.7 15.5 149 14.6
Luxembourg 3 1.6 1.4 1.3 1.3 1.3
Netherlands® 435 8.7 8.3 74 6.8 6.4
Norway 70 2.1 312 5.0 5.0 4.9
Portugal 262 7.1 5.8 53 543 53
Spain 2852 20.5 19.5 17.3 16.1 152
Sweden 72 1.9 1.6 1.4 1.6 2.0
Switzerland 20 0.8 0.7 0.6 0.6 0.6
Turkey< 1 800 9.5 9.8 10.4 10.9 11.2
Total of above European countries¢ 6 969 10.0 9.7 9.3 9.1 9.0
Australia 575 8.0 7.1 6.1 6.9 79
New Zealand 96 4.1 6.0 72 7.2 7.2
Total of above countries¢ 7 640 9.7 9.4 8.9 8.8 8.8

a) For sources and definitions, see “Sources and Methods”.
b} Values for 1987 and 1988 are based on estimates of unemployment using the new measurement method.
¢} The figures incorporate important revisions to Turkish data; see “Sources and Methods”.
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Table 39
Growth of employment in the OECD area?
Total economy, percentage changes from previous period, seasonally adjusted at annual rates

1988
Employ- 1989 1990 1991
TPaC | 1987 1988 1989 1990 1991 i " i i i I
(thousands)

United States 114971 2.6 2.3 2.0 1.0 1.1 2.6 1.0 1.0 1.2 1.1 1.1
Japan 60114 1.0 1.7 1.9 1.8 1.5 2.4 1.9 1.9 1.6 15 LES)
Germany 27 456 1.3 0.7 1.3 1.6 1.4 1.5 122 1.9 1.5 1.4 1.3
France 21 71 0.2 0.8 1.0 09 0.7 1.1 0.9 0.9 0.9 0.7 0.6
Italy 20937 | 0.1 1.7 05 0.6 0.5 | -1.6 1Al 0.3 0.5 0.5 0.5
United Kingdom 26 041 2.3 34 3.1 0.5 -0.1 3.3 24 01 02 0 0
Canada 12 245 29 3.2 2.0 13 1.0 2.4 1.6 1.3 0.9 1.0 1.0
Total of above countries 283 482 1.7 2.0 1.8 1.2 1.1 2.1 1.4 1.1 L1 1.0 1.0
Other OECD countries® 73 555 1.9 1.6 1.9 1.3 1.1 2.1 1.8 1.1 1.0 1M 14
Total OECD¢ 357037 1.8 1.9 1.8 152 141 2.1 1.4 1.1 1.1 1.1 1.1
Four major European countries 96 151 1.0 1.6 1.3 0.9 0.7 1.2 1.4 0.8 0.7 0.6 0.6
OECD Europe* 160 738 1.4 1.6 1.4 1.0 0.8 1.5 145 0.9 0.8 0.8 0.8
EEC 128 324 1.2 127 1.6 1.1 0.8 1.6 1.6 0.9 0.8 038 0.8
Total OECD /ess the United States 242 066 1.4 1.7 1.7 1.3 1.0 1.8 1.7 1.2 1.0 1.0 1.0

a} For sources and definitions, see “Sources and Methods™,

b) Half-yearly data must be interpreted with care since for most of these countries, half-yearly growth rates were obtained by simple interpolation. For details on a
yearly basis, see Table 40.

¢J The figures incorporate important revisions to Turkish data; see “Sources and Methods™.

Table 40
Growth of employment in other OECD countries?
Total economy, percentage changes from previous year

1988

Employment 1987 1988 1989 1990 1991

(thousands)
Austria 3308 0.5 0.3 1.4 12 1.0
Belgium 3804 0.5 185 13 0.7 0.6
Denmark 2 595 0.5 0.6 0.7 0.4 0.8
Finland 2431 0.3 0.3 1:5 0.5 0.9
Greece 3631 0.1 1.6 12 0.4 0.4
Iceland 135 5.8 2.7 0.4 0.4 .
Ireland 1091 0.6 0.3 0.8 1.0 0.8
Luxembourg 174 2.7 <A 3.0 2.6 2.3
Netherlands 4814 1.4 1.3 157, 1.4 1.1
Norway 2113 1.9 -0.6 =3.1 0 0.6
Portugal 4281 2.6 2.1 2.0 1.5 12!
Spain 11 781 3.1 2.9 4.1 2.3 1.9
Sweden 4399 1.6 1.4 15 0.7 0.4
Switzerland 3479 12 12 1.4 1.1 0.9
Turkey? 16 550 3.0 1.4 1.1 1.2 128
Total of above European countries? 64 587 1.9 1.5 1.6 1.2 1.1
Australia 7 468 2:2 3.7 4.4 2.0 1.4
New Zealand 1500 0. -3.5 -0.5 0.5 1.0
Total of above countries? 73 555 1.9 1.6 1.9 1.3 1.1

a) For sources and definitions, see “Sources and Methods”.
b} The figures incorporate important revisions to Turkish data; see “Sources and Methods™.
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Table 41
Growth of the labour force in the OECD area“
Percentage changes from previous period, seasonally adjusted at annual rates

1988

Labour 1989 1990 1991

o 1987 1988 1989 1990 1991 1 il I n I i

(thousands)

United States 121 666 1.7 1.5 1.8 1.1 1.3 25 1.2 1.0 1.3 1.2 12
Japan 61 664 1.1 1.4 157, 1.8 1.6 2.0 1.7 1.9 1.7 1.6 1.6
Germany 29 253 1.0 0.7 0.6 2.2 1.2 0.6 0.9 3.0 2.0 1.0 0.6
France 24 128 0.4 0.2 0.5 0.7 0.6 0.4 0.7 0.6 0.7 0.6 0.5
Italy 23822 0.8 1.7 0.5 0.7 0.6 | -1.3 0.7 0.7 0.7 0.5 0.5
United Kingdom 28 363 0.7 0.9 0.9 04 0.4 1.0 0.8 0.3 0.3 0.4 0.4
Canada 13276 2.1 2.0 1.7 1.5 1.5 1.8 1.5 1.5 1.5 1.5 1.4
Total of above countries 302172 1.3 1.3 1.3 1.3 1.1 1.5 1.2 1.3 1:3 1.1 1.1
Other OECD countries®® 81194 1.4 1.3 1.3 1:2 1.0 1.5 1.2 1.2 1.0 1.0 1.0
Total OECD¢ 383 367 1.3 1.3 1.3 1:2; 1.1 1.5 1.2 1.3 1.2 1.1 1.1
Four major European countries 105 565 0.7 0.9 0.4 1.0 0.7 0.2 0.8 1.2 1.0 0.6 0.5
OECD Europe¢ 177 121 1.0 1.0 0.7 1.0 0.8 0.6 0.8 1.1 1.0 0.8 0.7
EEC 142 506 0.9 0.9 0.5 1.0 0.7 0.4 0.8 1.1 0.9 0.7 0.6
Total OECD /ess the United Statesc 261 700 1.1 1.2 1.1 1.3 1.1 1.1 1.2 14 1.2 1.0 1.0

a) For sources and definitions, see “Sources and Methods”.

b) Half-yearly data must be mterpreted with care since for most of these countries, half-yearly growth rates were obtained by simple interpolation. For details on a
yearly basis, see Table 42.

¢) The figures incorporate important revisions to Turkish data; see “Sources and Methods™.

Table 42
Growth of the labour force in other OECD countries?
Percentage changes from previous year

1988

Labour force 1987 1988 1989 1990 1991

(thousands)
Austria 3430 1.2 0.1 1.2 0.9 0.9
Belgium 4229 0.1 0.3 0.2 0.1 0.1
Denmark 2839 0.5 0.2 0.1 0.4 0.4
Finland 2 548 0.6 -0.2 0.4 -0.2 -0.2
Greece 3960 0.1 2.0 1.0 0.8 0.7
Iceland 136 5.6 2.8 1.6 1.0 .
Ireland 1310 0.8 0.7 —0.6 0.2 0.5
Luxembourg 177 29 29 2.9 2.6 23
Netherlands 5249 0.8 0.9 0.7 0.8 0.6
Norway 2183 2.0 0.6 -1.3 0 0.5
Portugal 4 544 1.0 1.2 1.5 1.5 1.2
Spain 14 633 24 1.6 1.3 0.8 0.8
Sweden 4471 1.2 1.1 1.3 0.9 0.8
Switzerland 3498 153 1.1 1.3 17 0.9
Turkey< 18 350 1.8 1.8 1.8 g Bt/
Total of above European countries¢ 71 556 1.4 1:2 1.1 1.0 1.0
Australia 8 043 2:2 2.8 33 2.8 1.8
New Zealand 11595 0.7 -1.5 0.8 0.5 1.0
Total of above countries¢ 81194 1.4 1.3 13 1.2 1.0

a) For sources and definitions, see “Sources and Methods™.
b) Values for 1987 and 1988 are based on estimates of unemployment using the new measurement method.
¢) The figures incorporate important revisions to Turkish data; see “Sources and Methods™.
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Table 43
Productivity (business sector)
Average percentage change at annual rate

Total factor productivity? Labour productivity® Capital productivity

1960-73 1973-79 1979-88 1960-73 1973-79 1979-88 1960-73 1973-79 1979-88
United States 1.6 -04 0.4 22 0.0 0.8 0.2 -1.1 -04
Japan 6.0 1.5 2.0 8.6 3.0 3.2 -25 =31 -1.7
Germany 2.6 1.7 0.7 4.5 3.1 1.6 -1.4 -1.1 —-1.1
France 4.0 1.7 1.6 5.4 3.0 2.6 0.9 —-1.0 —-0.5
Italy 4.6 2.2 1.0 6.3 3.0 1.6 0.3 0.3 -0.6
United Kingdom 2:3 0.6 1.8 3.6 1.5 2.4 -0.6 ) B 0.4
Canada 2.0 0.7 0.3 2.8 1.5 1.5 0.5 =0.7 -2.0
Austria 3.4 143 0.9 5.8 3.2 2.0 -2.3 -3.2 -1.8
Belgium 3.8 1.4 1.2 5.3 2.8 2.3 0.4 ~1.9 -1.3
Denmark 2.8 1.2 1.0 4.3 2.6 1.7 -1.0 -2.2 -0.9
Finland 34 1.7 2.3 5.0 3.4 3.2 0.1 -1.8 0.3
Greece 5.8 1.5 -0.7 8.8 3.4 0.1 -1.0 -2.7 -2.6
Ireland 4.1 2.6 215 5.0 3.6 39 2.0 0.2 -0.9
Netherlands 3.0 1.4 0.8 4.8 27 1.6 -0.6 ~1.3 -0.9
Norway 3.6 -0.4 1.4 4.1 0.1 2.0 0.9 -2.9 -1.6
Spain 4.1 1S 2.1 6.0 355 3.4 —1.8 -4.9 -1.9
Sweden 2.9 0.5 1:2 4.1 1.5 1.8 0.0 -1.9 -0.6
Switzerland 1.9 -0.4 0.8 3.2 0.8 1.6 -1.9 —-3.8 -1.2
Australia 147 0.8 0.5 2.7 22 1.1 —-0.4 -1.8 -0.6
New Zealand 11 -2.1 0.7 1.8 -1.5 1.4 -0.5 -34 -0.7
OECD Europe 3.3 1.4 1:2 5.0 2.6 2.1 -0.4 —-1.4 -0.7
OECD 2.9 0.6 0.9 4.1 1.4 1.6 -0.4 -1.5 -0.8

a) TFP growth is equal to a weighted average of the growth in labour and capital productivity, The sample-period averages for capital and labour shares are used as weights.
b) Real value added per employed person.
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INFLATION PROJECTIONS

Table 44
GNP/GDP deflators in the OECD area @

Percentage changes from previous period, seasonally adjusted at annual rates

Average 1989 1990 1991

lorege | 1987 1988 1989 1990 1991 " ; " I "
United States 6.1 3.1 3.3 4.1 4.2 45 43 3.6 45 43 4.5 4.5
Japan 2.8 -0.3 0.6 1.5 2.7 2.6 1.8 1.8 3.0 29 2.5 24
Germany 3.6 2.0 1.5 2:5 3.0 34 31 1.9 32 3.4 33 343
France ¢ 9.2 2.8 3.0 34 33 2.8 3.0 4.1 3.2 29 2.8 27
Italy & 14.6 6.1 6.1 6.3 5.9 555 6.2 5.1 6.5 5.6 575 5.4
United Kingdom © 9] 5.0 6.5 6.7 49 5.6 7.2 4.6 5.2 4.7 6.0 5.8
Canada ® 6.6 4.4 4.1 48 4.1 42 5.4 3.9 4.2 4.1 4.7 34
Total of above countries 6.2 2.6 29 37 3.8 3.9 3.9 32 4.1 3.9 4.0 3.9
Other OECD countries ¢ 10.1 6.0 7.3 7.7 i7:9 7.1 sl 7.3 8.3 7.8 7.1 6.5
Total OECD 6.8 33 3.5 4.3 44 44 44 3.8 4.7 4.5 4.4 42
Four major European countries 8.7 357 319 4.4 4.1 4.1 4.6 3.7 43 4.1 42 4.1
OECD Europe o) 43 49 35 54 SEI SIS 49 5.7 SHe SE2 49
EEC 8.9 38 4.0 4.5 4.5 44 4.7 4.0 4.7 4.4 4.4 43
Total OECD less the United States il 3.0 37 43 4.5 43 4.5 39 4.8 4.6 44 4.1

a) Aggregates were compuled on the basis of 1987 GNP /GDP weights expressed in 1987 US dollars.

b) GDP defiator.

¢/ Half-yearly data must be interpreted with care since for most of these countries, amounting to over 50 per cent of the total GDP of the smaller countries, half-yearly
growth rates were obtained by simple interpolation. For details on yearly basis, see Table 45.

Table 45
GNP /GDP deflators in other OECD countries?

Percentage changes from previous year

Average

1977-86 1987 1988 1989 1990 1991
Austria 4.8 2.4 2.0 25 3.0 33
Belgium 5.3 2.0 19 3.8 4.] W)
Denmark 7.8 5.0 42 4.0 3] 3.1
Finland 8.4 5.3 6.9 6.8 6.9 52
Greece 18.2 14.2 143 14.9 21.0 19.0
Iceland 44.0 20.7 238 20.0 11.0 =
Ireland® 11.6 2x1 29 44 3x3 3.0
Luxembourg 5.4 0.9 2.7 3.4 355 34
Netherlands 3.9 -0.5 1.6 0.8 3.0 2.7
Norway 7.6 6.0 2.9 1.8 241 3.3
Portugal 21.8 112 11.6 12.8 12.0 11.0
Spain 14.3 5.9 555 6.9 6.9 6.4
Sweden 9.2 4.8 6.6 7.4 10.1 8.8
Switzerland 355 2.6 2.5 34 4.5 34
Turkey? 46.6 38.4 65.7 69.3 60.1 52.0
Total of above European countries 10.2 5.6 7.1 7.8 8.2 7.3
Australia 8.6 s 9.0 7.8 5.8 6.1
New Zealand 13.7 1511 8.7 5.9 43 3.8
Total of above countries 10.1 6.0 7.3 .7} 79 7.1

a) Aggregates were computed on the basis of 1987 GNP/GDP weights expressed in 1987 US dollars.
b) GNP defiator.
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Table 46
Private consumption deflators in the OECD area @
Percentage changes from previous period, seasonally adjusted at annual rates

Average 1989 1990 1991

]976-%5 1987 1988 1989 1990 1991 I Il I 1 I
United States 6.2 4.7 3.9 44 4.8 4.6 5.0 34 5.6 4.5 4.6 4.6
Japan 3.6 02 -0.1 1.7 2.8 2.5 1.9 212 3.0 2.9 2.5 24
Germany 34 0.6 1.2 3.1 2.6 313 4.9 153 2.6 3.6 3.2 3.2
France 93 3.1 257 33 3.0 2.8 35 34 2.9 2.8 2.8 2.8
Italy 143 4.9 5.3 6.0 6.1 5.6 6.4 557 6.4 5.9 5.6 52
United Kingdom 9.3 4.1 4.8 5.5 4.5 583 5.0 6.6 39 3.8 5.8 5.6
Canada 7.3 4.0 3.7 4.6 44 59 4.9 4.7 44 4.1 6.5 38
Total of above countries 6.4 3.0 2.8 38 40 4.0 4.3 34 4.4 4.0 4.0 39
Other OECD countries ¢ 10.5 57 6.6 7.7 8.0 7.2 7.6 8.0 8.2 7.8 7.3 6.7
Total OECD 7.0 34 3.3 4.3 4.6 4.4 4.7 4.0 49 4.5 4.5 4.3
Four major European countries 8.5 29 3.2 43 3.8 4.1 49 39 3.8 39 4.1 4.0
OECD Europe 9.2 3.6 43 5.4 552 5.1 5.8 52 52 5.2 5.2 49
EEC 8.8 3.1 33 4.4 42 43 4.9 43 4.1 4.2 44 4.2
Total OECD less the United States i 2.6 3.0 4.3 4.5 4.4 4.6 43 4.6 4.5 4.5 4.1

a) Aggregates were computed on the basis of 1987 GNP/GDP weights expressed in 1987 US dollars.
b} Half-yearly data must be interpreted with care since for most of these countries, amounting to over 50 per cent of the total GDP of the smaller countries, half-yearly
growth rates were obtained by simple interpolation. For details on yearly basis, see Table 47.

Table 47
Private consumption deflators in other OECD countries®
Percentage changes from previous year

Average

1977_8% 1987 1988 1989 1990 1991
Austria 4.9 0.9 1.7 2.6 32 36
Belgium 5.7 1.5 1.7 301 3.1 383
Denmark 8.4 4.8 4.0 5.0 2.8 3.0
Finland® 8.6 347 47 5.5 6.5 S
Greece 18.3 15.7 14.0 15.6 20.5 19.0
Iceland® 44.4 16.7 25.1 214 14.1
Ireland 11.6 2.6 255 4.0 3.0 3.1
Luxembourg 6.2 1:5 2.6 3.4 841 3:3
Netherlands 4.1 -0.3 0.6 1.1 2.4 2.9/
Norway 8.5 7.6 6.1 44 4.7 4.7
Portugal 22.3 10.0 10.0 127, 12.0 11.0
Spain 14.5 ST 49 6.6 6.8 6.4
Sweden 9.8 53 6.3 6.5 10.6 93
Switzerland 33 125 2.3 3.6 45 315
Turkey 49.9 348 63.3 718 62.0 51.9
Total of above European countries 10.7 52 6.6 7.9 8.2 7.4
Australia 9.0 79 7.0 6.7 6.8 6.3
New Zealand 13.6 13.5 6.0 5.7 5.1 38
Total of above countries 10.5 57 6.6 757 8.0 7.2

a) Aggregates were computed on the basis of 1987 GNP/GDP weights expressed in 1987 US dollars.
b) Consumer price index.
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RECENT INFLATION DEVELOPMENTS

Table 48
Wholesale prices
Percentage changes from previous period, not seasonally adjusted

At average annual rate At actual rate
12 th: 6 month

Average | ogq 1988 1989 . Jan. Feb. Mar.

1977-86 Mar. 19904 Mar. 19904
United States? 4.9 2.6 4.0 5.0 1.5 1.1 0.3 1.7 -0.4 -0.2
Japan 12 -3.8 -1.0 2.6 39 0.3 0.1 0.1 0.1 0.7
Germany 2.5 -3.8 1.1 5.1 -0.2 0.2 0.2 0.2 -0.6 0.6
Franceb< 2.5 0.5 5.3 555 1.24 -1.54 . — - S
Italy 11.1 2.6 4.7 6.4 5.6 3.7 04 2.9 ~1.0 .
United Kingdom &< 8.1 4.4 4.8 5.4 6.0 315 0.2 W] 0.5 0.6
Canada b< 02 2.7 4.4 28 0.2 0.4 -0.3 0.4 0.7 0.1
Total of above countries¢ 4.4 1.0 312 4.7 3.6 0.2 0.2
Austria 2.9 -2.0 0.2 1.7 2.9 2.3 0.9 0.8 0.1 0.2
Belgium/ . -2.9 1.6 6.7 0.8 -1.5 0.1 ~1.5 -0.1 .
Denmark - 6.9 1.1 38 6.2 5.8 0.9 0 " - =
Finland? 6.5 0.8 5.3 59 2.5 0.2 0.2 0.1 0.5 0.1
Greece 20.0 9.2 10.2 13.4 13.2 8.1 1.3 1.3 0.8 o
Ireland 8.2 0.7 4.1 35 2.0 -1.8 0.7 . i
Luxembourg? . —6.5 2.6 7.6 1.7 -0.6 —0.9 1.0 L "
Netherlands < 3.6 -1.9 1.7 35 0.2 -0.9 -0.3 0 0.1 o
Norway 7.2 6.0 53 5.5 2.7 1.3 0.1 14 0.2 -0.3
Spain® 12.3 0.8 3.0 4.2 23 0.9 0 0.6 0.2 0.2
Sweden? 9.0 2.7 6.0 74] 4.0 255 0.6 15 0.2 0.2
Switzerland 1.7 -2.0 2.3 4.3 2.0 1.2 0.5 -0.2 0.2 0.7
Turkey 47.3 32.1 68.3 69.6 67.3 28.9 33 6.4 5.5 3.6
Australia 9.2 7.3 2.6 4.6 8.6 1.3 0.2 0.8 1.3
Memorandum item
EECe 6.0 0.7 38 5.6 3.9 0.7 0.2

a) Or latest available month.

b) Producer prices.

¢) Manufacturing sector.

d) Since producer prices are available only on a quarterly basis, the figures shown for the rates of change over 12 and 6 months are calculated as the rate of change over
4 and 2 quarters respectively to the latest quarter available, which in this case is the fourth quarter of [989.

¢} Thecountry weights used in the aggregate indices are derived from 1985 gross domestic product and the gross domestic product purchasing power parity for 1985.
Only the countries shown are included in the area totals.

/) New series starting from 1980,
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Table 49
Consumer prices
Percentage changes from previous period, not seasonally adjusted

At average annual rate At actual rate

Average 12 months 6 months

1987 1988 1989

to 10 Dec. Jan. Feb.
1968-77 1977-86 Mar. 1990 Mar. 1990

=
&

United States
Japan

Germany

France

Italys

United Kingdom
Canada

_
D oAAALOOW
el (PSS RV N ]
o ot
coocoooo
—_—ad N = Ld = N
o o-ocoooo
wn WO AW—KAh

Total of above countries?

Austria
Belgium
Denmark

Finland
Greece
Iceland©

Ireland
Luxembourg
Netherlands

Norway
Portugalc
Spain
Sweden
Switzerland
Turkey/

Australia
New Zealand

Memorandum item
EEC? 9.3 9.2 34 3.6 5.3 5.4 2.8 0.3 0.5 0.5 0.5

a) Index for households of wage and salary earners.

b) The country weights used in the aggregate indices are based on the private consumption and the purchasing power parity for consumer expenditure of the preceding
year.

¢) Excluding rent.

d) Since consumer prices are available only on a quarterly basis, the figures shown for the rates of change over 12 and 6 months are calculated as the rate of change over
4 and 2 quarters respectively to the latest guarter available.

e) The monthly rate is calculated as the change between the two most recent quarierly indices, expressed at a monthly rate and centered at the mid-month of the
quarter.

/) 1968-1969: Istanbul index (84 items); 1970-1981: Istanbul index (154 items); from 1982, Turkish index.
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CHART N

RECENT PRICE DEVELOPMENTS (1)

A. Consumer prices - by zone
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4. Based on the Hamburg HWWA price index whose weighting system
reflects the import pattern of OECD countries.
Sources: OECD, Main Economic Indicators, Hamburg Institute’s

HWWA Index

of World Market Prices of Raw Materials.



Table SO
Consumer prices non-food, non-energy
Percentage changes from previous period, not seasonally adjusted

United States
Japan

Germany
France

Italy

United Kingdom
Canada

Total of above countries?

Austria
Belgium
Denmark
Finland
Ireland 4
Luxembourg

Netherlands
Norway
Spain
Switzerland

Australiad
New Zealand9

Total OECD?
OECD Europe?
EEC?

At average annual rate At actual rate
12 months 6 months
Average | 409 1988 1989 10 0 Dec. Jan. Feb. Mar
1977-86 Mar. 1990  Mar. 1990

71 4.1 4.4 4.5 49 3.0 0.2 0.4 0.6 0.8
37 1S 191 2.6 3.0 0.4 0.1 0.4 -0.2 0.4
3% 1.1 215 23 2.4 1.6 0 05 0.5 0.2
9.1 4.2 33 3.0 2.6 1.3 0 0.2 0.2 0.4

14.4 5.6 557 6.4 6.1¢ 3.5¢ 0.2 1.0 0.7 -
9.1 4.8 59 8.5 8.3 4.2 0.2 0.4 0.6 1:2
7.1 4.6 4.8 5.5 49 2.0 0.1 0.3 0.5 0.3
7 3.7 3.8 4.4 4.6 2.4 0.1 0.3 0.5 0.7
4.6 2.3 2.4 3.2 34 1.9 0.2 0.6 0.9 0.1
5.7 3.4 2.1 2.7 2.8 1.1 0.3 0.3 0.4 0.3
8.0 4.6 5:9 4.8 39 1.8 0.2 -0.1 0.5 0.6
8.1 4.6 6.2 7.4 6.9 2.8 0.6 1.3 0.3 0.4
12.2 847 2.1 39 4.5 2.0 - - 0.3 —>—
5.7, 1.7 2. 3.2 3.0 1.7 0.1 0.6 0.3 0.1
4.1 1.4 1.2 1.2 1.3 0.3 -0.1 -0.8 0.4 0.6
8.2 9.5 6.4 4.7 35 1.8 0 0.2 0.5 14
14.1 6.2 6.0 6.7 6.7 4.0 0.4 0.7 1.2 0.6
3.1 2.2 2.1 3.1 4.8 3.2 0.1 0.5 0.6 0.4
8.4 9.4 7/l 7.4 8.0 4.6 > —— i, —->
129 16.0 6.6 541 6.3 2.4 > — 0.4 -
73 39 39 4.5 4.7 255 0.2 0.3 0.5 0.6
8.8 4.1 4.2 49 4.7 2.6 0.1 0.5 0.6 0.5
9.1 4.1 4.2 49 4.7 2.6 0.1 0.5 0.6 0.5

a) To latest available month.

b) The country weights used in the aggregate indices are based on the private consumption and the purchasing power parity for consumer expenditure of the preceding
year. Only the countries shown are included in the area totals.

d) See notes d and e of Table 49.For Australia, the latest quarter available is the fourth quarter of 1989.

Note: Non-food, non-energy consumer prices include beverage and tobacco prices except for Germany, Luxembourg and Spain; they also include gasoline prices in the

case of Australia, New Zealand, Austria. Ireland, Luxembourg and Norway. Data for ltaly are based on the survey of all houscholds.
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WAGES, LABOUR COSTS AND PROFITS

Table 51
Hourly earnings in manufacturing?
Percentage changes

From previous year
Average 1989

1977-1986 1987 1988 1989 Qi Q4
United States 6.2 1.8 257, 2.9 32 2.8 3.0 2.7
Japan® 4.7 1.7 4.5 5.7 5.0 S:7 5.8 5.9
German 4.5 4.2 4.3 4.1 3.8 3.9 4.4 44
France« 11.6 Sil 4.6 4.6 4.8 4.6 4.5 4.5
Italy4 15.6 8.0 9.0 10.5 12.8 1.5 10.6 7.3
United Kingdom¢ 11.8 8.1 8.5 8.8 8.8 8.9 9.1 8.3
Canada 7.2 24 4.9 5.5 5.2 5.1 5.6 6.0
Total of above countries 2 ) 43 4.8 4.9 4.8 49 4.6
Austriad 5.6 50 34 4.5 35 3.8 4.6 5.8
Belgium 5.8 1.0 2.9 4.2 3.1 4.6 4.0 54
Denmark/ 8.1 9.4 6.5 5.1 6.3 5.2 4.4 4.6
Finland 4 9.8 6.8 8.7 8.4 10.3 8.0 8.5 T3
Greece 23.2 9.6 8.4 19.8 20.3 9.6 19.6 19.6
Ireland 13.3 5.8 5.3 44 44 47 5.0 35
Netherlands< 39 1.4 1.3 1.4 1.6 13 13 1.3
Norway 8.5 16.2 5.7 5.2 3.6 5.9 5.6 5.6
Spain# 17.0 7.5 8.3 6.9 8.8 6.7 5.8 6.7
Sweden 85 6.5 8.0 9.9 9.8 9.2 10.5 10.2
Australia® 93 6.0 7.0 7.5 8.8 6.8 78 6.6
New Zealand! 11.3 7.8 7.6 4.0 4.9 4.1 33 38
Total of above OECD countries TS 355 4.5 5.0 54 49 5.0 4.8
Total of above European countries 10.1 6.1 6.2 6.4 6.9 6.5 6.5 5.9
Total of above EEC countries 10.4 5.9 6.2 6.4 6.9 6.5 6.4 5.8

a) Aggregates are calculated using 1987 GDP weights and exchange rates.

b) Monthly earnings.

¢) Hourly rates.

d] Total industry.

e) Weekly earnings.

f}  Mining and manufacturing.

gl All activities excluding government and agriculture.

h) Weekly earnings, all non-farm activities.
i) Weekly rates, all activities.
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Table 52
Capital income shares in the business sector?

Average for the period
1986 1987 19882 19894 1990 1991
1975-1979 1980-1986

United States 337 332 335 334 333 32.7]. 32.1 322
Japan 29.8 30.5 31.5 31.1 31.4 31.2 311 30.8
Germany 343 323 347 34.6 35.5 36.7 374 38.1
France¢ 294 29.5 33.7 34.7 35.8 36.8 3.2 3735
Italy 34,74 36.1 38.3 37.9 37.5 37.3 37.0 37.1
United Kingdom¢ 30.1 31.4 314 329 320 30.6 28.9 29.1
Canada 36.2 375 374 37.5 37.2 36.1 34.7 35.0
Total of above countries 323 324 335 33.5 33.7 334 33.1 3352
Austria¢ 29.9 31.6 359 36.4 38.1 37.8 37.1 36.4
Belgium 29.9 30.4 332 334 35.6 36.6 37.1 37.0
Denmark 30.2 32.3 34.9 31.7 329 36.0 36.4 37.1
Finland 28.54 334 32.5 32.5 33.5 34.3 33.1 32.4
Greece® 19.7 249 26.8 28.0 28.0 26.4 27.2 29.0
Ireland 17.7 19.5 229 24.5 25.2 29.5 31.5 323
Netherlands¢ 29.6 35.2 38.0 38.2 39.4 40.6 40.7 41.0
Norway/ 21.7 25.6 24.8 25.5 24.9 279 27.2 28.0
Spain 299 33.0 36.7 37.8 39.1 40.1 39.7 39.7
Sweden 25.7 328 34.4 338 343 32.8 31.3 30.5
Switzerland ¢ 22.5 20.4 22.1 21.3 21.0 21.3 21.5 20.5
Australia 32.6 34.2 36.2 37.8 39.1 394 36.8 37.7
New Zealand¢ 30.7 34.0 38.1 39.7 43.0 441 44.7 456

Total of above smalier 28.0
countries 31.0 33’3 33.6 34.6 3513 348 349

Total of above 30.5
European countries i) 34.1 343 34.9 35.8 352 355

Total of above OECD 317
countries 32.2 335 33.5 33.8 33.7 333 334

aj For details concerning methodology see “Sources and Methods™.

b) Partly OECD estimates.

¢) Excluding the adjustment to employment for unpaid family workers (sce footnote (a)) for which data are not available.

d) Average 1977-1979.

e} Excluding adjustment to employment for unpaid family workers prior to : 1981 for Greece, 1985 for Austria, 1986 for New Zealand, 1987 for Netherlands.
/) “On-shore” economy (i.e excluding shipping as well as crude petroleum and gas extraction).

Source: OECD National Accounts and OECD estimates.
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Table 53
Rates of return on capital in the business sector?

Average for the period
1986 1987 19884 19894 1990 1991
1975-1979 1980-1986
United States 17.0 16.5 17.9 19.0 19.6 19.6 19.4 19.6
Japan 14.9 14.5 15.1 15.0 153 151 14.9 14.4
Germany 13:5 11.8 12.9 12.9 13.4 13.9 14.4 14.7
France¢ 1S 10.7 12.4 12.8 13.5 14.0 14.2 14.2
Italy 12.74 13.2 14.9 15.0 15.1 15.1 14.9 14.9
United Kingdom¢ 9.2 9.3 9.7 10.0 10.3 10.0 9.3 9.4
Canada 13.4 14.5 15.1 16.2 16.9 16.6 15.7 15.7
Total of above countries 14.7 14.3 5.5 16.0 16.5 16.5 16.3 16.4
Austria¢€ 11.9 10.8 12.0 12.0 127 12.5 124 12.1
Belgium 14.0 13.6 15.2 154 16.7 17.2 17.4 17.0
Denmark 10.0 9.8 11.0 9.6 9.6 10.5 10.6 10.7
Finland 8.24 10.1 9.9 9.9 10.4 11.0 10.4 9.9
Greece¢ 9.5 917 9.3 9.4 9.6 92 9.8 10.8
Ireland 4.5 5.1 6.2 7.0 7.0 84 9.1 94
Netherlands® 12.3 133 14.4 14.3 14.9 15.2 153 1555
Norway/ 8.1 8.4 7.9 8.2 LT 79 75 7.8
Spain 14.2 12.6 13.7 14.7 15.5 16.7 16.5 16.6
Sweden 78] 10.1 10.8 10.6 Ll:2 10.5 9.8 93
Switzerland ¢ 8.3 7.4 8.2 7.9 AT 7.9 8.0 7.6
Australia 10.9 10.5 10.7 11.4 12:5 13.6 12.0 12.3
New Zealand< 10.4 11.0 12.2 14.1 17.0 17.8 17.9 18.2
Total of above smaller 10.9
countries 10.9 11.7 11.8 11255 12.9 1247 12.6
Total of above 11.5 i
European countries N2, 12.3 o125 12.9 13.2 13.2 13.3
Total of above OECD 14.2
countries 13.8 14.9 15.4 15.9 16.0 15.8 159

a) For details concerning methodology see “Sources and Methods™.

b) Partly OECD estimates.

¢) Excluding the adjustment to employment for unpaid family workers (see footnote (a)) for which data are not available.

d) Average 1977-1979.

e} Excluding adjustment to employment for unpaid family workers prior to : 1981 for Greece, 1985 for Austria, 1986 for New Zealand, 1987 for Netherlands.
f) “On-shore” economy (i.e excluding shipping as well as crude petroleum and gas extraction).

Source: OECD National Accounts and OECD estimates.
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Table 54
Compensation per employee in the business sector?
Percentage changes from previous period

Average annual rate
1986 1987 1988 1989 1990 1991
1965-73%6 1973-79 1979-86

United States 6.1 8.1 6.0 39 4.2 4.7 513 5.6 5.7
Japan 14.8 124 4.2 3.1 3.0 34 4.3 55 52
Germany 9.4 il 4.6 39 352 33 2.4 4.5 5.0
France 9.8 14.8 10.5 4.3 38 4.3 4.8 4.6 4.4
Italy 11.7 21.0 14.5 7.0 7.8 8.8 9.4 8.5 7.4
United Kingdom 9.9 17.4 10.0 8.6 6.1 79 7.5 8.8 8.0
Canada 6.7 10.6 74 3.3 6.6 6.0 7.2 7.0 5:5
Total of above countries 9.3 1§12 6.7 4.3 43 4.8 5.2 5.8 5.7
Austria 10.1 10.2 6.0 39 3.0 347 5.3 6.4 6.5
Belgium 13.3 12.9 6.9 5.0 201, 24 4.8 5.6 5.8
Denmark 11.0 12.9 8.0 5.1 8.1 3.1 3.2 34 3.5
Finland 12.1 15.8 11.1 T 8.2 9.9 9.7 10.4 8.4
Greece 12.0 20.3 20.0 12.3 9.2 15.2 19.8 19.5 18.0
Ireland 13.9 19.6 12.7 4.2 6.9 383 38 48 59
Netherlands 14.2 10.2 355 2.) 15 157 1.4 4.5 4.4
Norway 10.2 10.4 10.3 10.7 8.4 6.6 34 4.6 5.4
Portugal 13.2 26.9 19.9 18.5 20.2 8.9 14.0 14.0 13.0
Spain 14.4 22.8 12.6 8.2 7.3 6.1 6.1 8.6 7.7
Sweden 8.4 13.5 8.9 8.5 7.0 8.1 9.8 11.1 7.2
Switzerland 9.6 58 5.5 5.0 4.8 4.8 51 6.2 6.2
Australia 7.8 15.0 9.6 6.4 6.3 6.8 8.1 2 6.6
New Zealand 9.3 13.9 11.3 18.8 13.9 8.4 4.9 4.5 4.0
Total of above smaller countries 11.5 143 9.0 6.8 6.1 5.6 6.2 7.4 6.7
Total of above European countries 10.7 14.3 92 59 52 5.6 5.7 6.6 6.2
Total of above OECD countries 9.6 11.6 7.0 4.6 4.5 4.9 5.4 6.0 5.8

a) 1987 GDP weights and exchange rates.
b) Starting year for Canada is 1966, for Belgium and Netherlands 1970.
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Table 55
Unit labour costs in the business sector
Percentage changes from previous period

Average annual rate
1986 1987 1988 1989 1990 1991
1965-73¢6 1973-79 1979-86

United States 4.7 8.1 3.1 3.0 33 34 5.0 4.8 4.2
Japan 5.4 9.2 152 1.7 0.8 0.8 192 2.1 S,
Germany 4.6 4.2 345 2.8 2.1 0.1 0.1 2.0 2.8
France 4.3 11.4 79 1.6 1.3 0.9 1.8 2.1 2
Italy 5.5 17.6 12.8 5.0 4.9 5.0 6.0 5.4 43
United Kingdom 5.9 15.6 7.2 4.6 3.4 6.6 9.1 8.6 5.7
Canada 38 8.9 6.0 3.0 47 4.0 6.1 6.2 37
Total of above countries 4.9 9.4 5.0 2.8 243, 2.3 357 4.0 3.6
Austria 3.6 6.8 4.2 4.2 1.3 0.7 257 39 44
Belgium .7, 9.8 4.5 345 0.8 0.7 1.6 2.8 315
Denmark 7.0 10.0 5.6 4.2 94 0.8 0.8 29, 1.9
Finland 6.6 12.0 7.8 3.5 43 3.7 5.4 72 5.5
Greece 3.3 16.4 19.8 17 9.1 12,5 17.6 18.1 15.8
Ireland 7.8 15.4 8.6 49 2.2 0.7 -1.5 0.4 2.0
Netherlands 8.9 7.3 1.8 1.3 1.9 -0.2 -1.4 2.4 20
Norway 6.1 10.3 8.1 128 8.5 8.4 12 2.2 293
Portugal 5.3 26.1 18.6 13.3 16.7 7.4 9.7 10.8 9.4
Spain 7.9 18.8 9.0 6.9 43 3.4 5.0 6.4 5.4
Sweden 4.5 11.9 6.9 6.6 4.8 7.1 9.1 11.0 742
Switzerland 6.2 5.1 3.8 3.2 3.8 2.8 3.2 4.4 4.6
Australia 7.6 13.0 8.2 8.8 4.2 6.9 7.9 9.1 49
New Zealand 755 15.7 9.8 22.4 14.7 2.3 3.7 3.0 2.0
Total of above smaller countries 6.8 11.8 6.8 6.1 4.6 3.4 4.2 5.9 4.7
Total of above European countries 5.5 11.3 7.1 3.9 3.2 2.7 3.6 4.5 3.9
Total of above OECD countries 52 9.7 53 33 2.6 24 38 4.3 347

a) 1987 GDP weights and exchange rates.
b} Starting year for Canada is 1966, for Belgium, Netherlands and Australia 1970.
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FOREIGN TRADE AND INVISIBLES

Table 56

Exchange rate changes of selected currencies

2nd May, 1990 - Percentage changes from:

1973-
EO462  One year ago  Louvre? Plaza< $ Peakd (anrgge) (agcragg)
Dollar effective 1.25 2.50 -7.00 -30.25 -34.75 —6.25 -9.00
vis-a-vis yen 11.50 18.45 3.09 —34.54 ~39.26 -30.06 -39.06
vis-a-vis DM -8.20 ~10.69 -7.62 —41.84 -50.42 -7.17 -25.92
vis-a-vis FF -9.27 —11.40 —6.77 -36.02 —45.75 33.83 24.87
vis-g-vis £ -3.96 2.56 —6.95 —-17.95 -35.08 41.56 26.85
Yen effective -11.75 -17.25 -10.00 24.75 29.25 51.00 69.75
vis-a-vis § -10.31 ~15.58 -3.00 52.78 64.63 42.98 64.10
vis-a-vis DM -17.66 -24.60 -10.39 -11.14 ~18.37 3273 21.56
vis-a-vis FF -18.63 -25.20 -9.56 -2.25 ~10.68 91.36 104.91
vis-a-vis £ -13.86 -13.42 ~9.74 25.36 6.87 102.41 108.16
DM effective 3.00 5.50 3.00 18.50 23.00 30.25 50.00
vis-a-vis § 8.93 11.97 825 71.94 101.69 7.72 34.99
vis-a-vis yen 21.45 32.63 11.60 12.54 22.51 -24.66 ~17.74
vis-a-vis FF -1.17 -0.79 0.92 10.00 9.43 44.17 68.57
vis-a-vis £ 4.62 14.83 0.73 41.08 30.93 52.50 71.24
FF effective 3.25 4.75 0.50 4.00 a55 -13.75 -15.00
vis-a-vis § 10.22 12.86 7.26 56.30 84.32 -25.28 -19.92
vis-a-vis yen 22.89 33.69 10.58 2.31 11.96 47.74 -51.20
vis-a-vis DM 1.19 0.80 -0.91 -9.09 -8.61 -30.64 —40.68
Sterling effective -1.50 -8.75 1.50 -17.25 —6.25 -23.00 -21.00
vis-a-vis § 4.12 -2.50 7.47 21.87 54.04 -29.36 =21.17
vis-a-vis yen 16.09 15.50 10.79 -20.23 —6.43 ~50.60 -51.96
vis-a-vis DM 441 -12.92 -0.72 -29.12 ~23.63 ~34.42 —41.60
Lira effective B33 3.50 -0.75 3.75 -1.00 -21.75 -39.00
vis-a-vis § 9.13 11.67 5.09 57.36 71.84 -30.74 -37.97
vis-a-vis yen 21.68 32.28 8.33 3.00 4.38 -51.56 —62.20
vis-a-vis DM 0.19 —0.26 -2.92 -8.48 ~14.80 -35.71 -54.05
Can § effective 0.75 1.7 12.00 5.50 4.50 -1.25 -12.25
vis-a-vis § 0.52 1.16 13.96 18.00 19.78 0.15 -8.72
vis-a-vis yen 12.08 19.82 17.48 -22.77 -27.24 -29.95 —-44.37
vis-a-vis DM -7.72 -9.66 5.27 ~31.37 —40.61 -7.03 -32.38
BF effective 3.75 5.50 2125 12.00 14.00 —4.50 1975
vis-a-vis § 10.96 13.64 8.73 68.78 97.10 -15.93 0.31
Guilder effective 2.75 5.00 2.50 15.00 19.50 19.75 30.50
vis-a-vis § 9.44 12.39 8.79 71.91 103.49 4.80 27.00
SF effective 4.50 8.25 0.75 4.50 12.25 25.25 53.00
vis-a-vis § 11.40 16.21 6.68 64.38 100.55 15.79 62.00
vis-a-vis DM By 3.79 -1.45 —4.40 -0.57 7.49 20.00
SKR effective -1.00 -1.25 -0.25 -6.00 ~7.00 -23.00 -27.75
vis-a-vis § 4.87 4.94 6.48 39.49 57.72 ~30.73 -28.73
AUS % effective —4.00 -3.75 8.00 ~17.00 -31.00 -37.00 —45.00
vis-a-vis § 4.42 -5.95 12.26 9.22 7.64 ~34.57 -39.23
vis-a-vis yen 6.57 11.41 15.73 ~28.51 -34.62 -54.24 -62.97
Peseta effective 3.25 2.50 14.50 10.75 5§15 -23.00 -34.50
vis-a-vis § 9.97 9.78 21.16 61.95 76.57 -32.42 -37.37
vis-a-vis DM 0.96 ~1.95 11.93 -5.81 -12.45 -37.26 -53.60
Taiwan $ effective -3.00 -1.25 29579, 26.50 1723 41.50 39.50
vis-a-vis § -2.65 -2.20 32.50 52.99 49.15 36.42 4].79
vis-a-vis yen 8.54 15.85 36.59 0.14 -9.40 —4.59 —~13.60
vis-a-vis DM -10.63 -12.65 22.40 -11.02 -26.05 26.64 5.03
Korean won effective —4.75 —4.75 18.50 295 -7.50 -12.25 -36.00
vis-a-vis § -5.10 -5.97 21.37 26.40 20.32 -13.90 -32.14
vis-a-vis yen 5.81 11.38 25.12 ~-17.26 -26.91 ~-39.78 —58.65
vis-a-vis DM —-12.88 -16.02 12.12 -26.48 —40.34 -20.07 —49.73
ECU vis-a-vis § 9.50 10.86 6.97 58.86 87.27 -12.10 —11.47
Vis-a-vis yen 22.09 31.32 10.28 3.98 13.75 -38.53 —46.05
vis-a-vis DM 0.53 —0.99 118 ~7.60 -7.15 -1841 -34.42
SDR vis-a-vis § 1.98 0.94 2.83 27.93 26.98 0.07 6.78
vis-a-vis yen 13.70 19.56 6.00 —-16.26 -22.87 -30.02 -34.93
vis-a-vis DM —6.38 -9.85 -5.01 -25.59 -37.04 -7.11 -20.90

a) 3lst October, 1989.

b) 16th-20th February, 1987.
¢) 16th-20th September, 1985.

d] 4th-8th March, 1985.
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Spot rates in terms of units of national currency per US §

Table 57
Exchange rates in the OECD area and in the four Asian NIEs

United States
Japan

Germany

France

Italy

United Kingdom
Canada

Austria
Belgium-Luxembourg
Denmark

Finland
Greece
Iceland

Ireland
Netherlands
Norway

Portugal
Spain
Sweden
Switzerland
Turkey

Australia
New Zealand
Singapore
Taiwan
Korea

Hong Kong

& 1989 1990 1991
1987 1988 1989 1990 1991 1 Ia N Ja IIe

1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000
144.6 128.2 138.0 155.9 158.5 133.2 142.7 153.2 158.5 158.5 158.5
1.797 1.756 1.880 1.688 1.687 1.892 1.868 1.689 1.687 1.687 1.687
6.009 5.956 6.380 5.676 5.656 6.424 6.336 5.696 5.656 5.656 5.656
1297 1302 13772 1241 1237 1383 1360 1246 1237 1237 1237
0.612 0.562 0.611 0.608 0.609 0.594 0.629 0.606 0.609 0.609 0.609
1.326 1.231 1.184 1.171 1.167 1.193 1.176 1.175 1.167 1.167 1.167
12.64 12.34 13.23 11.88 11.86 13.31 13.15 11.89 11.86 11.86 11.86
37.34 36.77 39.40 34.92 34.80 39.62 39.18 35.05 34.80 34.80 34.80
6.838 6.730 7.310 6.438 6.412 7.358 7.262 6.464 6.412 6.412 6.412
4.396 4.186 4.288 3.983 3.981 4.299 4.277 3.986 3.981 3.981 3.981
113552 141.6 162.1 166.3 189.0 159.6 164.6 160.6 172.0 184.0 194.0
38.68 43.03 57.11 61.01 z 53.18 61.04 61.01 61.00 . “
0.672 0.657 0.706 0.630 0.628 0.708 0.703 0.633 0.628 0.628 0.628
2.026 1977 2121 1.899 1.896 2.134 2.108 1.901 1.896 1.896 1896
6.737 6.517 6.903 6.533 6.533 6.867 6.939 6.533 6.533 6.533 6.533
140.8 143.9 157.1 150.2 154.8 155.8 158.4 149.1 151.3 153.6 155.9
123.5 116.5 118.4 106.9 106.1 118.6 118.2 107.6 106.1 106.1 106.1
6.340 6.129 6.446 6.116 6.105 6.432 6.460 6.127 6.105 6.105 6.105
1.491 1.463 1.635 1.462 1.447 1.638 1.633 1.476 1.447 1.447 1.447

855 1419 2120 2971 4150 1996 2244 2487 3455 3950 4350
1.429 1.281 1.265 1.332 1.340 1.235 1.295 1.324 1.340 1.340 1.340
1.695 1.529 1.674 1.742 1.760 1.646 1.702 1.724 1.760 1.760 1.760
2.016 2.013 1.950 1.874 1.874 1.945 1.954 1.874 1.874 1.874 1.874
31.80 28.57 26.28 26.30 26.40 26.92 25.63 26.20 26.40 26.40 26.40
825.0 730.3 669.2 702.1 705.5 671.5 666.8 698.7 705.5 705.5 705.5
7.798 7.806 7.799 7.796 7.790 7.791 7.807 7.801 7.790 7.790 7.790

a) Onthe technical assumption that exchange rates remain at their average level on 2nd May 1990 except for Greece, Iceland, Portugal and Turkey where exchange
rates vary according to official exchange rate policy.
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10. Swedish krona depreciated in relation to gold

11. Markets closed (2.3.73); DM revalued, joint float (19.3.73).

12. DM revalued (29.6.73).

13. French franc left the joint float {19.1.74).

14. French franc returned to the joint float (10.7.75). /
15. French franc left the joint float {15.3.76). g
16. DM revalued (mid-October 1976).

17. DM revalued {mid-October 1978).

18. Doliar Support package (1.11.1978).

19. EMS introduced (mid-March 1979).

20. First EMS 1 : DM (late 1979).

21. EMS realignment: Lira devalued {March 1981).

22. EMS realignment: DM revalued, French franc and Lira devalued

23. EMS realignment: DM revalued, French franc and Lira devalued

24. EMS reatignment: DM, Belgian franc revalued, French franc, Lira 17
25. Swedish krona devalued (8.10.83).

26. EMS realignment: Lira devalued (mid-July 1985).

27. EMS realignment: DM, Dutch guilder and Belgian franc revalued, French franc

28. EMS realignment: DM, Dutch guilder and Belgian franc revalued (early January 1987).
28. EMS realignment: Lira devalued and included

CHART P
EXCHANGE RATES OF MAJOR CURRENCIES AGAINST THE DOLLAR

Percentage deviations with respect to dollar parities of October 1967
monthly averages of daily figures*
1. £ devalued (18.11.67).
2. French franc devalued (10.8.69;

).
3. DM floated {30.9.69) and revalued (26.10.69). SF

4. Canadian doliar floated {1.6.70).
5. DM floated; Swiss franc revalued (9.5.71).
6. Dollar gold convertibility suspended {15.8.71); major currencies de facto floated.
7. Smithsenian realignment: dollar formally devalued;
yen, DM, and other currencies revafued (18.12.71),
8. £ floated (23.6.72).
9. Swiss franc floated (23.1.73); dollar devalued, yen, and Lira floated (13.2.73). SF

corresponding to a write-up in relation to dollar (14.2.73).

(October 1981).
{June 1982).

and lrish pound devalued {late March 1983).

devalued {early April 1386).

in “narrow band™ {early January 1990).
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Table 58

Effective exchange rates in the OECD area and in the four Asian NIEs¢
Indices, 1987=100

1989 1990 1991

1987 1988 1989 19506 19914 I I b 11 1 16
United States 100 93 95 96 97 94 96 96 96 96 97
Japan 100 109 102 88 87 | 105 98 89 87 87 87
Germany 100 100 9 104 105 98 100 104 104 105 105
France 100 98 97 102 102 97 98 101 102 102 102
Italy 100 97 98 101 102 98 99 10l 102 102 102
United Kingdom 100 106 103 97 97 | 106 100 97 97 97 97
Canada 100 105 111 13 113 | 1o 12 12 13 113 113
Austria 100 100 100 102 102 99 100 102 102 102 102
Belgium-Luxembourg® 100 99 98 102 102 98 99 102 102 102 102
Denmark 100 98 9% 103 103 95 97 102 103 103 103
Finland 100 101 105 107 107 | 105 106 107 107 107 107
Greece 100 93 87 79 70 88 85 81 76 71 68
Iceland 100 87 70 61 . 75 65 61 61 i .
Ireland 100 97 97 104 105 95 98 104 105 105 105
Netherlands 100 100 99 103 103 98 9 103 103 103 103
Norway 100 100 100 99 99 | 100 99 99 99 99 99
Portugal 100 95 92 89 86 93 91 90 88 87 86
Spain 100 103 108 112 113 | 108 108 11l 112 113 113
Sweden 100 100 101 99 100 | 0l 101 99 100 100 100
Switzerland 100 99 94 98 100 94 94 97 99 100 100
Turkey 100 59 41 20 12 43 39 27 14 12 1
Australia 100 106 111 107 107 | 13 109 107 107 107 107
New Zealand 100 104 98 96 9 98 98 97 9 96 96
Singapore 100 100 107 112 112 | 106 108 111 2 112 12
Taiwan 100 108 121 121 121 117 124 121 120 121 121
Korea 100 108 122 117 117 | 12 124 17 117 17117
Hong Kong 100 9% 100 98 99 99 100 98 99 99 99

a) The calculation of effective exchange rates now includes the four Asian NIE’s. For details on the method of calculation refer to the section in “Sources and
Methods™ in Economic Outlook 39.

b) On the technical assumption that exchange rates remain at their level on 2nd May 1990 except for Greece, Iceland, Portugal and Turkey.

¢) Commercial rate.

Table 59
Volume of imports of major OECD countries and country groups
Customs basis, percentage changes from previous period, seasonally adjusted at annual rates?

1989 1990 1991
1987 1988 1989 1990 1991 i 1 1 1 I
United States? 438 6.0 5.8 4.6 7.9 2.8 9.9 0.7 .S 8.1 7.9
Japan 9.0 16.7 79 6.9 5.6 7.8 8.9 6.7 55 5.6 5.6
Germany 553 6.6 /.9 8.6 9.9 4.5 8.7 8.1 9.4 10.1 10.0
France 7.6 9.2 8.7 7.2 6.5 8.1 ]2 7.7 6.1 6.7 6.6
Italy 10.2 3.8 10.1 =5 6.7 14.0 3 9.9 6.7 6.5 .2
United Kingdom 6.9 13.5 7.8 2.5 3%/ 8.4 -1.3 5.0 1.4 43 4.8
Canada 9.0 14.6 7.5 3t 4.1 10.8 3.4 2.6 4.0 4.1 4.1
Total of above countries 6.7 8.9 LS 5.8 6.9 6.5 6.8 5.0 6.4 7.1 72
Other OECD countries 8.5 7:5 8.9 59 5:5 12.0 5.0 6.3 5.8 54 5.4
Total OECD Va2 8.5 7.9 5.8 6.5 8.0 6.3 53 6.2 6.6 6.7
Four major European countries 7.1 8.3 8.5 6.6 ol 8.0 4.9 7.6 6.2 73 )
OECD Europe 7.8 7.8 8.3 6-5 6.5 9 Sil 7.5 6.1 6.6 6.6
EEC 8.1 83 8.5 6.9 6.9 0% 49 8.1 6.4 7.0 7.0
Total OECD /ess the United States 7.9 9.3 8.5 6.1 6.1 9.6 5.3 6.7 58 6.2 6.3

a) Seasonally adjusted data are used for calculating semi-annual as well as annual changes. The latter may therefore differ from changes based on unadjusted or
annual data.
b) Derived from values and unit values on a National Account basis.
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CHART Q
EXCHANGE RATES OF SELECTED NIEs (1)
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Table 60
Volume of exports of major OECD countries and country groups
Customs basis, percentage changes from previous period, seasonally adjusted at annual rates?

1987 1988 1989 1990 1991 2 g B L
United States® 16.8 20.5 12.5 8.4 9.8 16.8 8.3 8.2 8.8 9.9 10.6
Japan 04 43 44 6.6 8.5 3.3 1.7 8.7 7.3 89 9.0
Germany 2.8 74l 8.8 6.4 6.3 9.1 1.8 8.8 6.4 6.3 6.3
France 34 7.9 8.7 6.7 6.1 15.5 2.6 8.9 6.6 59 5.9
Italy. 3.0 8.7 8.3 7.1 6.0 14.0 9.5 6.7 5.5 6.0 6.3
United Kingdom 53 1.2 5.5 9.2 72 3.4 14.0 7.8 7.4 7.1 g2
Canada 7.0 10.0 0.7 1.1 34 0.1 -1.6 1.7 e, 33 4.1
Total of above countries 5:5 9.1 7.1 6.9 73 9.6 49 7.9 6.9 7.4 {7
Other OECD countries 5.8 6.2 122 57 5.9 9.7 4.0 6.4 6.0 59 5.8
Total OECD 555 8.3 7.6 6.6 6.9 9.6 4.6 7.5 6.6 7.0 7.2
Four major European countries 34 6.4 8.1 7.1 6.4 10.2 5.4 8.3 6.5 6.3 6.4
OECD Europe 4.3 6.5 7.8 6.6 6.2 10.1 4.8 7.6 6.2 6.1 6.1
EEC 4.2 6.6 8.0 6.9 6.3 10.4 4.5 8.3 6.4 6.3 6.3
Total OECD /ess the United States 39 6.3 6.7 6.2 6.4 8.3 3.9 7.4 6.2 6.4 6.5

a) Seasonally adjusted data are used for calculating semi-annual as well as annual changes. The latter may therefore differ from changes based on unadjusted or
annual data.
b) Derived from values and unit values on a National Account basis.

Table 61
Foreign trade volumes of selected other OECD countries
Customs basis, percentage changes

Exports Imports

1987 1988 1989 1990 1991 1987 1988 1989 1990 1991
Austria 2.7 8.1 10.9 9.4 7.2 S:2 10.0 10.8 8.1 7.0
Belgium-Luxembourg 6.9 5.8 8.7 6.9 6.0 8.2 52 6.9 7.8 7.1
Denmark 24 5.0 7.5 34 4.5 -1.8 -1.8 2.1 3.0 48
Finland 1.6 33 0 2.0 3.1 9.0 8.9 10.2 2.4 0
Ireland 18.0 8.8 10.0 7.8 72 10.2 6.7 11.0 7.7 7.2
Netherlands 39 8.2 5.4 5.5 6.0 6.3 7.2 5.6 6.5 A
Norway 13.6 6.5 17.2 52 7.9 -1.9 -34 -1.0 -0.3 4.5
Spain 7.4 7.4 7.3 7.3 6.8 26.4 18.6 19.0 10.5 7.8
Sweden 29 33 5.6 26 3.1 6.9 4.8 8.1 319 39
Switzerland 1.4 7.0 54 S5 512, 6.3 51 513 52 4.8
Total of smaller European countries 5.6 6.6 7.4 5.7 5.8 8.8 72 8.1 6.5 5.7
Australia 9.3 0.2 4.8 5.4 755 2.6 16.5 21.0 =2.1 3.0
New Zealand 2.7 4.1 -1.0 4.0 3.0 10. -1.7 14.8 1.0 i.l
Total of smaller countries 5.8 6.2 7.2 5.7 59 8.5 7.5 8.9 5.9 55




Table 62
Foreign trade prices (average values) of major OECD countries and country groups
Percentage changes, national currency terms

Exports Imports
1987 1988 1989 1990 1991 1987 1988 1989 1990 1991

United States ~2.8 4.7 2.0 0 2.8 7.0 25, 1.0 0.3 1.7
Japan —6.1 -2.5 6.8 7.9 3.9 ~7.6 -5.4 11.9 12:3 49
Germany -2.7 0.8 43 0.9 355 —6.1 0.6 7.3 -1.2 3.1
France 0.3 3.6 5.8 —0.6 29 -1.0 25 A -2.2 3.0
Italy 0.4 2.1 8.0 2.0 385 -1.6 7.5 8.5 0.4 3.6
United Kingdom 4.2 0.3 8.6 4.5 3.6 2.7 -0.6 5.6 4.7 3.0
Canada -1.7 -1.1 1.9 0.6 2.4 —4.4 -3.0 -2.1 0.5 1.9
Total of above countries -2.0 1.2 5.1 2.2 313 0 1.0 5.0 1.5 28
Other OECD countries -1.3 4.3 7.0 1.8 3.8 -2.0 3.4 7.0 2.0 4.4
Total OECD -1.8 2.0 5.6 2.1 34 0.6 107 5.6 1.6 3.2
Four major European countries -0.4 1.5 6.1 1.4 3.4 =21 2.0 7.1 0.2 3.1
OECD Europe 0.9 2.4 6.5 1S 3.6 2.1 2.7 7.3 0.8 3.7
EEC ~1.4 1.8 6.3 1.1 313 2.9 1.9 6.9 0.1 3.2
Total OECD /ess the United States -1.6 1.6 6.2 2.5 315 -2.8 1.4 7.0 2.1 3.7

Table 63

Foreign trade prices (average values) of selected other OECD countries
Percentage changes, national currency terms
Exports Imports
1987 1988 1989 1990 1991 1987 1988 1989 1990 1991

Austria =27 0.2 34 0.9 2.7 —4.1 0.3 3.2 0 2.9
Belgium-Luxembourg -6.0 3.1 8.0 0.4 3.0 —6.9 8.7 6.9 -1.5 3.0
Denmark -0.9 0.2 SET 0.3 3.0 —4.2 2.5 7.0 0.1 3.0
Finland 2.0 4.9 5.5 0.8 3.9 -2.3 1.8 33 0.8 4.0
Ireland -3.4 5.5 8.4 -0.3 255 -3.6 4.5 9.7 -0.3 35
Netherlands -1.2 0.8 6.0 -0.9 1.9 -5.9 -0.3 7.0 -1.7 %9
Norway -3.1 -1.6 6.4 1.6 2.2 2.6 5.6 8.0 341 3.0
Spain 2.6 4.4 4.5 %4 3.5 -2.2 -1.3 2.1 0 2.7
Sweden 3.0 4.9 52 3.3 3.0 355 362 4.9 3.7 4.3
Switzerland -1.0 1:5 6.2 0.7 3.6 —4.2 4.5 8.4 1.3 39
Total of smaller European countries -1.6 3.9 sl 17 3.8 -2.2 3.8 7.6 1.7 4.4
Australia 3.8 11.2 5.6 3.0 29 2.4 -3.1 -1.9 6.1 3.4
New Zealand 5.7 6.3 7.7 33 3.5 —4.6 0.7 9.0 3:9 3.0
Total of smaller countries -1.3 4.3 7.0 1.8 38 -2.0 3.4 7.0 20 4.4
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CHARTR

MEASURES OF RELATIVE COMPETITIVE POSITION

Indices in US $ terms; 1987 = 100
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CHART R (continued)

MEASURES OF RELATIVE COMPETITIVE POSITION

Indices in US $ terms; 1987 = 100
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Table 64
Commodity trade projections: UNITED STATES
Percentage changes from previous period, at annual rates

Exports Imports
Weights{1989 1990 1991 | 1989 1990 - 1991 weighis|1989 1990 1oor |19F0 190, 191
Average values
Food 9 3 -6 21 -14 -5 2 /4 2 6 -5 -6 2|1 -14 -6 2) 2) 2
Raw materials 9 8 1 4] -2 0 S 3 4 <) 5 2 41 -2 3 4 4 4
Energy 3 21 5 3 8 4 3 3 3] 11 20 4 3 3 4 3 3 3
Manufactures 79 2 1 3] =2 1 3 3 3| 80 -1 0 11 =5 3 1 1 2
Total 20 00 28{-35 05 25 28 29 10 03 1.7/-51 25 13 18 1.8
Volumes
Food 9 6 6 S| -10 15 5 6 S 6 6 7 34 g S 3 4 3
Raw materials 9 S 4 8 9 0 8 8 8 3 —4 4 31 -1 8 3 3 4
Energy 3 9 3 3 5 4 1 4 41 11 7 9 6 11 10 S 6 6
Manufactures 79 13 10 11 12 8 L | | 121 80 7 4 9] 10 -1 9 9 8
Total 125 84 98¢ 83 82 88 99 10.6 58 46 79|99 07 75 81 179
Note: For explanations of this table sec “Sources and Methods”. The projections for commeodity components have been rounded to the nearest integer.
Table 65
Commodity trade projections: JAPAN
Percentage changes from previous period, al annual rates
Exports Imports
Weights|1989 1990 1991 | 1989 1990, 199N weighis|1989 1990 1001 | 1950 1990 19T
Average values
Food 1 4 S 4 S 5 6 3 31k 15 11 4 3 -1 6 S 2 3
Raw materials i 11 12 S 18 10 9 4 811 16 14 7 4] 10 6 6 3 3
Energy 0 18 17 St =37 A5 110 3 3127 14 23 S] 33 26 10 3 3
Manufactures 98 7 8 4 S 10 7 3 3| 42 10 12 6 12 12 11 4 4
Total 68 79 39 44 100 73 28 28 11.9 123 491145 131 9.1 35 3.6
Volumes
Food i 3 2 41 -3 3 3 4 4| 15 4 8 5 3011 S 3 )
Raw materials 1 -4 =2 4] —15 3 3 4 41 16 3 2 3 6 -8 3 3 3
Energy 0 48 17 3] 84 2 3 2 31 27 6 4 4 6 3 3 4 4
Manufactures 98 4 7 9 1 9 7 9 9( 42 13 N 8 13 1 7 7 8
Total 44 66 85| 1.7 87 73 89 9.0 79 69 561 89 67 55 56 56
Exchange rate
($ per unit
of local currency) -7 11 =2 -13 -I3 7 0 0

Note: For eg(plaqations of this table see “Sources and Methods™. The projections for commodity components have been rounded to the nearest integer. Average values
are given in local currency, but are derived from estimated dollar indices.
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Table 66
Commodity trade projections: GERMANY
Percentage changes from previous period, at annual rates

Exports Imports
Weights| 1989 1990 1991 | 1989 1990~ V99T eighis| 1989 1990 1991 [f s
Average values
Food S 6 -l 3] =2 -3 2 3 31| (il 2 4 31 -2 -8 3 3
Raw materials 2 9 2 3 0 3 3 3 3 6 12 -5 3] -7 -8 2 3
Energy 1 1 -3 31 16 -15 3 3 3 10 17 -5 3 9 -15 3 3
Manufactures 92 4 1 4 2 -l 4 3 4 73 5 0 3 2 =2 3 3
Total 43 09 35( 1.7 07 34 35 35 -3 =l1:2] P3| 001 =3:7 2%m B3
Volumes
Food 5 4 4 5 1 5 5 S Sil (g 3 4 4 2 5 4 4
Raw materials 2 6 1 51-12 6 5 5 ) 6 7 , 9 i 6 9 9
Energy 1 13 -2 31 -22 6 6 2 2| 10 =5 10 71 29 3 il 6
Manufactures 92 9 7 il 1 10 6 7 il W3 12 9 4l 9 9 10 11
Total 88 64 63| 1.8 88 64 63 63 79 8.6 99| 87 81 94 10.1 100
Exchange rate
($ per unit
of local currency) -7 1 0 31§22 0 0 0

Note:  For explanations of this table see “Sources and Methods”. The projections for commodity components have been rounded to the nearest integer.

Table 67
Commodity trade projections: FRANCE
Percentage changes from previous period, at annual rates

Exports Imports
Weights| 1989 1990 1991 | 1F0 1990 1991 hweignis|ioge 1900 1991 (1989 1990 - 1991
Average values
Food (5] 4 -3 31 -3 -6 2 3 311 il 3 -9 3 -7 -15 1 3
Raw materials 4 15 =2 0 3 5 - 0 1 20 -9 31 -9 -14 2 3
Energy 2 13 -7 3 6 -16 2 3 3| 1 20 -7 ) 6 -16 2 3
Manufactures 79 6 0 3 1 =2 3 3 3 74 6 -1 3 1 —4 3 3
Total 58 0.6 29| 1.0 =29 23 31 3.1 7.1 =22 3.0 03 =55 23 3.2
Volumes
Food 15 11 8 7 7 8 7 7 7 11 5 4 4 4 4 4 3
Raw materials 4 6 7l 6 7 7 6 6 6 5 9 4 3 4 4 4 3
Energy 2 8 7] 6 8 6 7 6 6 11 2 3 3 3 3 3 4
Manufactures 79 8 6 6 1 9 6 6 6| 74 11 8 8 8 9 7j 8
Total 87 67 6.1 26 89 66 59 59 87 720 65 h T2 Vel 6.0 6.7
Exchange rate
(8 per unit
of local currency) -7 12 0 3 24 1 0 0

D wwww

O NwWwWw

Note:  For explanations of this table see “Sources and Methods™. The projections for commodity components have been rounded to the nearest integer.
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Table 68
Commodity trade projections: ITALY

Percentage changes from previous period, at annual rates

Exports Imports
Weights|1989 1990 1991 | 389 1990, - 1990 lweighisii9g9 1990 1991 | 1980 1990 1990, s
Average values
Food 6 -3 -6 2{-10 -8 2 2 2| 14 -1 -5 2f -8 -8 2 3 2
Raw materials 2 2 1 3 2 0 3 3 3 9 9 -2 3 4 7 3 3 3
Energy 2 15 -5 3 S -13 2 3 3| 14 19 -5 3 5 -13 2 3 3
Manufactures 89 9 2 4 4 2 3 4 4| 63 6 2) 4 2 2 3 4 4
Total 80 20 35| 40 07 27 38 38 85 04 36| 53 3.0 27 9 39
Volumes
Food 6 20 7 6| 11 5 5 6 6 14 13 ] 4 4 6 4 3 4
Raw materials 2 15 6 6 8 S 6 6 S 9 9 4 4 3 6 3 4 4
Energy 2 4 4 S 5 3 4 5 5| 14 8 S 4 4 5 5 3 3
Manufactures 89 6 5 6 4 6 6 6 6| 63 12 8 8 4 11 7 9 9
Total 83 7.1 6.0 95 67 55 6.0 63 101 75 67| 37 99 6.7 51 W2
Exchange rate
($ per unit
of local currency) =5 1 0 319 1 0 0
Note: For explanations of this table sce “Sources and Methods™. The projections for commodity components have been rounded to the nearest integer.
Table 69
Commodity trade projections: UNITED KINGDOM
Percentage changes from previous period, at annual rates
Exports Imports
Weights|1989 1990 1991 [ 1989 1990 1991 lveighisiiose 1990 1991 | M 1990 1991
Average values
Food 7 8 i 3 17 3 4 B 3 11 S ).} 3 10 -2 4 3 2
Raw materials 3 6 6 6 9 S 1) S 6 6 10 4 3 15 -1 4 3 3
Energy 11 21 3 31 17 -3 4 3 3 7 18 4 3] 21 3 4 3 3
Manufactures 79 4 5 3 5 5 4 3 81 Wi, 4 5 3 8 4 4 3 3
Total 86 45 36| 45 44 46 33 33 56 47 3.0{10.1 26 3.6 in 529
Volumes
Food 7 10 1 4| -9 ] 4 4 4| 11 3 4 3 9 3 3 4 3
Raw materials 3 4 6 5| 10 5) 53 S 5 6 -1 2 31 -17 4 3 4 3
Energy 11 -20 10 3| 37 4 1 4 4 7 S 1 51 -9 4 5 3 5
Manufactures 79 11 10 8| 13 9 9 8 98 Wi 9 3 4 0 5) 2 4 5
Total 55 92 72140 78 74 1711 12 78 25 37|-13 S0 14 3 48
Exchange rate
($ per unit
of local currency) -8 1 0] -11 8§ -1 0 0

Note:  For explanations of this table sec “Sources and Methods™. The projections for commodity components have been rounded to the nearest integer.
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Table 70
Commodity trade projections: CANADA
Percentage changes from previous period, at annual rates

Average values
Food
Raw materials
Energy
Manufactures

Total

Volumes
Food
Raw materials
Energy
Manufactures

Total
Exchange rate
(3 per unit

of local currency)

Exports Imports

Weights| 1989 1990 1991 | 1989 1990 199V lweignis| 1989 1990 1991 “ﬁ"’ Tt Thiay
9 4 5 2|-16 2 0 2 3| 6 0 o0 2| 4 2 0o 3 3
16 3 -1 4|-14 4 4 3 4| 4 i 3 4|-11 0o 2 4 5
10 8 3 3/ 1 4 2 3 3| s d 2 BlFif= B 20 § 3
65 o 1 2| 4 3 2 2 2({8 | 3 1 2[4 3 1 2 2
19 06 24[-50 28 20 24 26 21 05 19|-38 26 07 24 22

9 =20 9 3 23 6 3 3 4 6 8 2 5| -5 4 6 4 S
16 0 3 5| -1 4 4 5 5 4 10 1 3( 4 2 3 4 4
10 =5 2 4] -1 4 3 4 4 5 13 3 ) 0 3 6 S 4
65 1 1 3} -1 o 2 3 4| 85 7 3 4| 5 2 4 4 4
07 1.1 34|-16 1.7 27 33 4l 75 31 41| 34 26 40 41 4.1

4 1 ol 3 0o 1 0 0

Note:  For explanations of this table see “Sources and Methods™. The projections for commodity components have been rounded to the nearest inleger.

Table 71
Trade balances of major OECD countries and country groups?
Seasonally adjusted, $ billion

1989 1990 1991
1987 1988 1989 1990 1991 1 I I I I i
United States -159.5 -127.2 -113.3 -107 -105 | -559 574 =53 =53 -53 -52
Japan 96.4 95.0 76.9 69 81 434 33.5 34 35 39 42
Germany 70.2 79.0 78.5 95 95 39.7 389 47 48 48 47
France -9.2 -83 -107 -10 -12 -4.4 —6.3 -5 -5 -6 -7
Italy -0.1 -1.1 -2.0 0 -1 -1.9 0 0 0 0 -1
United Kingdom -17.9 369 -379 =31 -25}1 208 -17.1 =17 ~14 -13 -12
Canada 9.1 8.8 5.0 3 3 3.4 1.7 2 2 i 2
Total of above countries -11.0 9.2 -33 20 35 34 -6.8 8 12 1S 19
Other OECD countries -18.5 -152 -28.6 -32 -33 | -138 -148 -16 -16 -16 -17
Total OECD -29.5 -6.0 -319 -12 1| -104 =215 -8 —4 —1 2
Four major European countries 43.0 32.6 28.0 54 56 12.5 15:5 26 29 28 27
OECD Europe 24.5 16.4 22 23 21 0.1 24 10 13 12 10
EEC 30.6 18.2 6.6 28 26 1.8 49 13 15 14 12
Total OECD /ess the United States 130.0 1212 81.4 95 106 45.5 358 45 50 52 54

a} Detail may not add, due to rounding.
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Table 72
Trade balances of other OECD countries

$ billion
1982 1983 1984 1985 1986 1987 1988 1989 1990 1991
Austria -3.3 -3.5 -34 -3.3 -3.9 —4.9 —49 -5.3 -5.6 6.2
Belgium-Luxembourg -2.9 -1.2 —0.8 -0.2 1.1 0.8 1.9 1.8 2.7 %7,
Denmark -0.8 0.2 -0.2 -0.7 -1.1 0.8 1.8 23 34 33
Finland 0.2 0.1 1.5 0.9 1.6 1.4 141 -0.2 -0.4 0.4
Greece -4.8 —4.3 -4.2 -5.1 -4.4 -5.5 6.1 -14 -8.6 -9.2
Iceland -0.2 0 0 0 0.1 0 0 0.1 0.2 ]
Ireland -1.] 0.2 0.3 0.6 1.1 2.6 3.1 312 3.8 4.0
Netherlands 4.6 4.2 5.6 555 73 5.1 8.5 7.9 9.1 10.8
Norway 2.4 4.4 52 4.7 -2.1 0.8 -0.1 35 5.0 6.2
Portugal -4.8 -2.3 -2.0 -1.5 ~1.7 -3.4 -5.5 -5.2 -6.2 6.8
Spain -9.3 ~7.6 —4.3 —4.2 -6.4 -12.8 -18.0 —24.1 -29.9 -33.4
Sweden -0.4 1.9 34 23 5.1 45 7.0 6.0 5.9 50
Switzerland -1.3 -2.3 -2.3 -2.0 -2.0 -3.1 -3.2 —4.3 -5.1 -5.6
Turkey -2 -3.0 -29 -3.0 3.1 -3.2 -1.8 -4.2 -5.0 4.8
Total of above European countries -243  -13.5 —4.3 -5.9 -8.3 -186 -162  -258 -31.0 -344
Australia -2.6 0 -09 -1.3 -2.1 0.5 -1.0 -3.7 -1.8 -0.4
New Zealand -0.3 0.3 0.5 0.1 0.2 0.5 2.0 0.9 1.0 1.3
Total of above countries -27.1 -13.1 -5.7 -7.1  -10.2 -185 -152 -286  -31.8 -33.5
Table 73
Current balances of major OECD countries and country groups
$ billion, seasonally adjusted, at annual rates
1989 1990 1991
1987 1988 1989 1990 1991 I it I I 1 I

United States? -159.6 -125.6 -103.7 -100 -97 |-106.5 -101.0 ~101 —98 -98 -96
Japan 87.0 79.6 S5i2 49 59 64.1 50.2 48 49 50 64
Germany 45.2 48.5 52.7 63 62 56.5 489 62 64 63 61
France 4.4 -3.4 -3.6 -2 -3 0.5 —6.8 -3 -2 -3 —4
Italy -1.5 6.0 -11.6 -9 -10 | 124 -10.7 -8 -9 -9 -11
United Kingdom 6.2 -26.6 340 -29 -23 | -31.8 -363 =31 -27 -23 -23
Canada =7.1 -84 -16.6 =20 -23 | -15.0 -18.2 -19 =21 -23 -23
Total of above countries —46.6 —41.7 -59.7 —48 -35 | 457 -738 -52 -44 -38 -32
Other OECD countries -79 -19 =247 -29 -32 | =233 -26.0 -28 -30 -31 -33
Total OECD -545 —49.7 -844 =77 —-67 | 690 -99.8 -80 -74 —69 —65
Four major European countries 33.0 12.6 3:5 24 26 1147 —4.8 21 27 28 24
OECD Europe 34.8 15.3 -3.7 10 8 63 -13.7 9 12 11 5
EEC 35.4 14.7 9 1S 14 8.6 -104 13 18 17 12
Total OECD less the United States 105.0 75.9 19.3 23 30 37. 1.1 21 24 29 31

a) The historical data for the U.S. current account exclude the effects of changes in exchange rates on the dollar values of direct investment asset and liability stocks.
They thus differ somewhat from the official data as currently recorded and published by the U.S. authorities.
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Table 74
Current balances of other OECD countries
$ billion

1987 1988 1989 1990 1991

Austria 02 =03 0 02 03
Belgium-Luxembourg 2.7 315 3.8 4.6 3.7
Denmark -3.0 -1.8 ~1.4 -1.6 -1.7
Finland -1.8 -3.0 —4.9 —6.4 —6.5
Greece -1.2 -1.0 -2.6 -3.6 -34
Iceland -0.2 -0.2 0.1 0.1 "
Ireland 0.4 0.7 0.5 0.3 0.2
Netherlands 2.9 5.4 6.9 7.8 8.8
Norway -4.1 -3.7 0.2 1.6 3.2
Portugal 0.7 -1.1 06 -1.1 -1.4
Spain 0 37 -11.0 -147 -176
Sweden -1.1 -22 50 -77 -1i1
Switzerland 7.6 8.4 6.0 7.0 8.0
Turkey -0.8 1.6 1.0 0.3 0.5
Total of above European

countries 1.8 25 -7.1 -132 -17.7
Australia -80 -99 -157 -143 -12.8
New Zealand -1.7 -0.7 ~1.8 -1.8 -1.4

Total of above countries -7.9 =79 247 -29.3 -32.0

Table 75
Investment income of major OECD countries and country groups
Seasonally adjusted, $ billion

1989 1990 1991
1987 1988 1989 1990 1991 I I 1 1 H
United States? 6.4 3.2 312 0 -2 0.5 2.6 0 0 -1 -2
Japan 16.7 21.0 23.4 29 36 9.9 13.5 14 15 16 19
Germany 39 4.6 10.6 12 15 5.5 5.0 6 6 7 8
France -0.4 0.1 —0.5 -1 -1 0.1 0.5 0 0 0 0
Italy —6.6 =1.1 -8.3 -9 -9 4.1 —4.2 -5 -5 —4 =5
United Kingdom 719 9.5 5.0 2) ] 319 1.1 1 1 0 0
Canada -12.5 -150 -18.9 =20 =23 -9.6 -9.2 -10 ~11 -11 -12
Total of above countries 15.4 16.4 14.5 13 16 6.3 8.3 6 7 fl 9
Other OECD countries -17.2  -21.5 -24.5 -30 -33 )} -124 120 -14 -15 -16 -7
Total OECD -1.8 -5.2 -9.9 -17 -17 6.2 -3.8 -8 9 -9 -8
Four major European countries 4.7 =1 6.8 4 5 5.4 1.4 2 3 3 3
OECD Europe —4.8 —4.4 5.7 -12 -14 -0.6 =5.1 -6 —6 -7 -7
EEC -7.0 -7.2 -5.9 -12 -12 —0.7 -5.2 -6 -6 —6 -6
Total OECD less the United States -8. -84 -13.1 -17 ~14 -6.7 -6.4 -8 -9 -8 -6

a) The historical data for the U.S. current account exclude the effects of changes in exchange rates on the dollar values of direct investment asset and liability stocks.
They thus differ somewhat from the official data as currently recorded and published by the U.S. authoritics.
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Table 76
Investment income of other OECD countries

$ billion
1982 1983 1984 1985 1986 1987 1988 1989 1990 1991

Austria 0.4 0.4 0.4 —0.3 0.7 0.9 -0.9 -0.8 -1.0 -1.2
Belgium-Luxembourg 0.2 -0.2 -0.1 0.1 0.1 0.4 0.4 1.1 1.3 1.4
Denmark 2.2 20 -2.2 -2.5 =35 —4.1 —4.3 —4.5 -5.6 =57
Finland -1.1 -1.0 -1.1 -1.0 -1.4 ~-1.7 -1.9 -2.2 -3.0 -3.7
Greece -0.7 038 0.9 -1.1 -1.3 -1.4 -1.5 —-1.5 2.1 =22
Iceland -0.1 —0.1 0.1 -0.1 -0.2 0.2 -0.2 0.2 -0.2 -

Ireland -1.5 ~-1.6 -1.9 -2.2 -2.8 -3.1 -39 —43 =53 -5.6
Netherlands 0 0.3 0.1 0.6 -0.1 0.2 -0.7 1.0 0.2 0.1
Norway -1.9 -1.7 -1.5 -1.0 -1.1 -1.2 -1.9 -2.6 -28 -2.4
Portugal -1.2 -1.1 -1.2 -1.2 -1.0 09 0.9 0.8 -09 -0.9
Spain -2.3 -2.5 -2.4 -1.8 -2.0 -2.8 -3.5 -3.6 —4.1 4.6
Sweden -1.8 -2.0 2.2 -2.3 -2.3 -2.6 -3.1 -4.2 -6.0 -8.2
Switzerland 6.0 6.2 6.7 6.8 8.5 10.5 13.0 1241 13.9 15.4
Turkey -1.4 ~14 -1.4 ~-1.3 -1.7 -1.8 -2.1 -1.8 -1.5 -1.4
Total of above European countries -8.8 -8.3 -8.7 ~1.6 -93 -95 -114 -125 -169 -193
Australia -2.6 -3.3 -4.3 —4.7 -5.0 -5.9 -8.1  -10.1  —IIL.1 -11.7
New Zealand -0.7 -0.9 -1.1 -1.3 -1.4 -1.8 -2.0 -1.9 -1.8 -1.7
Total of above countries -12.1 -12.5 -14.1 -13.7  -157 -17.2 -21.5 245 -298 -32.7

Table 77
Non-factor services of major OECD countries and country groups?
Seasonally adjusted, $ billion
1989 1990 1991
1987 1988 1989 1990 1991 1 I { I I I

United States 7.7 13.1 20.6 2] 21 8.4 12.2 10 11 13 14
Japan 224 323 -390 —45 =52 | -19.1 -19.8 -22 =23 =25 =27
Germany -127 ~168 -179 =22 -25 -8.4 -9.5 ~11 -11 =12 -13
France 10.6 11. 15:5 18 20 7.8 171 9 9 10 10
Italy 6.1 3.1 1.2 2 2 0.9 0.4 1 1 1 1
United Kingdom 9.3 7.2 6.5 6 8 35 2.8 3 3 4 4
Canada -5.2 -5.7 -1.0 -8 -8 -3.4 -3.7 —4 —-4 —4 —4
Total of above countries -6.7 -193 =200 —26 -27 | -10.1 -9.9 -13 -13 -13 -14
Other OECD countries 22.0 19.6 17.4 20 22 8.7 8.7 10 10 11 11
Total OECD 15.3 0.4 -2.6 -6 -6 -14 -1.2 -3 -3 -3 -3
Four major European countries 13.2 5.6 5.4 5 6 4.0 1.4 2 3 3 3
OECD Europe 38.4 28.5 Ak 30 32 15.0 127 15 15 16 16
EEC 33.0 26.1 24,7 27 29 13.6 11.1 13 14 14 15
Total OECD less the United States 76 -127 232 =27 -32 -9.8 -134 -13 -14 -15 -17

a} Delail may not add, due to rounding.
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Non-factor services of other OECD countries

Table 78

$ billion

1982 1983 1984 1985 1986 1987 1988 1989 1990 1991
Austria 4.5 4.1 3.6 3.6 4.9 5.6 5.5 6.2 6.7 7.0
Belgium-Luxembourg 1.9 2.1 1.7 1.7 2.8 3.1 3.0 2.8 2.8 2.9
Denmark 0.9 0.8 0.7 0.6 0.3 0.5 0.9 0.9 152 1.4
Finland 0.3 0.1 -0.2 -0.4 —0.6 -1.0 -1.5 -1.8 -2.1 -2.1
Greece 1.9 1.4 1.4 1.2 1.6 21, 2.9 23 2.5 2.8
Iceland 0 0.1 0 0 0.1 0 0 0 0 .
Ireland 0.2 0.2 0.2 -0.2 -0.4 -0.5 0.1 0.1 0.1 0.1
Netherlands 0.8 0.5 0.5 0 -1.0 0.2 ~0.7 0.1 0.5 0.8
Norway 0.7 0.1 -0.2 0 -0.5 -1.1 -0.7 0.2 0.4 0.3
Portugal 0.2 0.4 0.5 0.8 1.0 122 1.0 1.0 1.3 1.5
Spain 5.8 6.3 7.6 7.6 L2 13.0 13.3 12.2 13.6 13:9
Sweden -0.4 0 -0.1 0.6 -1.3 -1.6 4.5 —4.8 -5.3 —5.6
Switzerland 04 0.9 0.8 1.1 1.4 1.7 0.4 ~0.1 0.1 ~0.1
Turkey 0.9 0.8 0.9 1.3 1.3 1.8 3.4 34 3.7 3.6
Total of above European countries 17.8 17.2 17.2 16.7 20.9 2552 229 22.3 25.4 26.5
Australia -3.0 2.7 -3.5 -34 -2.9 2.6 -2.3 -3.9 -3.7 -34
New Zealand -0.8 -0.5 0.6 -0.4 0.5 0.6 -1.0 -1.1 -1.3 -1.3
Total of above countries 13.9 14.0 13.2 12.8 17.5 22.0 19.6 17.4 20.5 21.8
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Table 79
Competitive positions
Indices, 1987 = 100

United States
Japan

Germany

France

Italy

United Kingdom
Canada

Austria
Belgium-Luxembourg
Denmark

Finland
Netherlands
Norway

Portugal
Spain
Sweden
Switzerland

Australia
New Zealand

Singapore
Taiwan
Korea
Hong Kong

United States
Japan
Germany

France

Italy

United Kingdom
Canada

Austria
Belgium-Luxembourg
Denmark

Finland
Netherlands
Norway

Portugal
Spain
Sweden
Switzerland
Australia
New Zealand
Singapore
Taiwan
Korea

Hong Kong

Average
1985-87

1988 1989 1990 1991

Average
1985-87

1988

1989

1990

1991

Manufacturing unit labour costs in local currency

101
102
97

97
96
99
97

98
101
92

98
oF
91

89
94
96

97
95
92

110
101

95
104

100 102 103 105
98 98 100 101
99 100 102 105
98 99 100 102
103 109 114 117
103 108 115 120
103 108 113 117
96 97 100 104
96 9d 100 103
102 101 103 105
104 109 116 121
99 96 95 95
104 102 105 107
109 118 126 134
103 109 1L1ES 120
104 113 123 129
103 106 111 1S
107 116 123 129
104 109 113 7
103 110 125 137
106 111 115 117
111 125 130 132
108 113 116 17

Relative unit labour costs in manufacturing,

117
90
93

98
98
105
98

97
98
90

101
94
98

99
97
100

94
106
94

121

96
101
116

in a common currency

91 91 91 90
103 93 79 77
98 95 99 99
96 93 95 94
100 104 108 109
108 107 105 106
108 118 121 124
95 94 96 97
94 93 of 98
99 93 98 97
104 110 114 116
98 92 92 90
102 97 95 94
102 104 105 105
106 114 121 124
103 110 5 117
102 98 103 105
112 124 121 125
106 101 99 99
103 114 132 142
113 130 132 131
120 150 145 143
103 109 107 106

Export prices of manufactures in local currency

104
111
102

100
101
97
99

102
104
100

98
105
96

94
97
97

100
91
97

103
101
96
96

17
94

102
o7
101

104
103
102

99

100
103
102

105
103
11

108
105
105

102
110
118

99
102
101
102

Relative export prices of manufactures,

104
104
105

110
111
106

99

103
110
107

[14
107
113

111
109
111

109
109
129

98
98
100
107

105
112
106

110
114
111
100

105
110
107

115
107
113

118
112
115

109
114
134

98
101
110
112

in a common currency

94
103
97

100

97
105
103

99
100
98

104
100
108

100
106
102

99
114
119

98
108
108

97

95
100
95

99
103
100
106

96
100
95

1
98
105

95
109
103

95
114
119

99
13
116
101

93
92
99

102
105

98
106

98
104
99

111
101
101

95
113
105

98
110
116

101
113
119
102

108
117
110

s
119
114
102

108
114
110

121
109
114

125
116
119

113
119
141

101
105
114
116

93

99

102
106

98
105

98
104
100

113

99

95
115
105

99
111
117

101
114
119
102
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Table 80
Trade in manufactured goods: export market growth and relative export performance
Percentage changes from previous year

1 2) 3 (4) = 3)-@
Im r(l 3olume Export ma(rket rowtha Ex org 3olume Relative export
po P 8 P performance
1988 1989 1990 1991|1988 1989 1990 1991 [ 1988 1989 1990 1991|1988 1989 1990 1991
United States 66 65 40 87 150 89 6.1 62| 245 132 97 106 83 39 34 42
Japan 305 127 105 7.5( 105 80 56 7.6f 42 43 66 86| -57 -34 09 10
Germany 94 121 94 11.0f 106 90 75 89| 82 92 68 65 -22 02 06 =22
France 123 107 83 7.5 104 92 7.1 74| 74 84 64 58 -2.7 -08 06 -1.5
Italy 10.1 11.8 81 84| 105 92 7.0 74| 95 65 53 59 09 -25 -1.6 -14
United Kingdom 182 94 29 37/ 93 90 69 74| 66 11.0 96 85 25 18 26 1.0
Canada 174 70 33 40 75 69 44 84 125 1.0 06 30| 47 56 -36 —49
Total of the above countries 11.9 93 6.1 7.8 11.1 87 65 7.6 104 84 71 7.7/ 0.6 -03 06 0.1
Austria 120 119 80 70 98 99 75 81§ 85 11.7 100 75| -1.1 1.6 23 05
Belgium-Luxembourg 717 75 88 78| 108 98 71 75 58 92 71 59| 45 05 -01 -1.5
Denmark -1.4 1.7 40 58| 89 83 54 64| 47 85 50 55 -39 02 -04 08
Finland 10.6 14.1 19 05| 94 86 56 63 46 18 20 28| 44 -62 -35 -33
Ireland 50 130 82 78| 127 97 58 65| 68 126 83 78| -52 26 24 12
Netherlands 85 85 72 57 104 96 72 77 106 65 69 73] 01 -28 03 -04
Norway -30 -1.1 06 46] 103 85 60 64| 25 11.2 51 6.5 -7.1 25 08 0.1
Portugal 266 74 130 96| 108 97 65 70| 102 239 134 95! 06 130 65 24
Spain 257 221 124 87| 103 84 69 72| 90 94 79 82| -1.2 09 1.0 09
Sweden 66 99 42 421 89 82 53 64] 44 48 26 31| 41 =31 -26 -30
Switzerland 74 54 56 49 11.3 9.9 28 iyl 6.6 7.8 6.0 53 42 -19 -1.1 -23
Total of smaller European
countries 91 94 71 62103 93 67 73 69 82 64 62| 30 09 03 -10
Australia 18.7 208 -1.2 29| 135 101 6.6 6.4 122 147 122 74| -1.1 42 5.3 0.9
New Zealand -74 159 07 06| 183 134 47 60 30 56 S0 30|/-180 68 03 -28
Total of smaller countries 94 103 64 59| 104 93 67 72 70 83 65 62| -31 09 01 -1.0
Total OECD 1.2 96 62 731109 88 65 75| 96 84 70 73| -1.2 04 05 -02
Total of non-OECD 101 60 68 68 109 82 63 74| 11.8 55 68 76| 09 -25 04 02
of which:
Developing areas 130 65 69 7.3y 118 84 61 7.7( 132 56 70 76/ 13 26 08 -01
Four major Asian
NIEs 238 106 89 90| 113 81 58 76| 161 45 60 73] 43 -34 02 -03

a} The calculation of market growth is based on the growth of import volume [panel (1) above] in each exporting country’s markets, with weights based on
manufacturing trade flows in 1985.
Source: Trade Matrix Tape - United Nations Statistical Office, OECD Foreign Trade By Commodities.
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Table 81
Market prices of selected primary commodities exported by developing countries?
Indices of dollar prices, 1987=100

1989 1990 1991
1987 1988 1989 1990 1991 1 Il 1 1 1
Foofd a}r:dhtropical beverages 1000 1143 1104 105 108 | 1189 101.9 104 106 107 108
of whic
Food 100.0 130.1 138.0 142 146 | 1358  140.1 141 143 145 147
Tropical beverages 100.0 101.1 87.4 74 76 | 104.8 69.9 74 75 75 76
Agricultural raw materials 100.0 108.2 107.8 112 116 | 108.5 107.1 110 113 115 118
Minerals, ores and metals 100.0 146.3 145.8 131 134 155.9 135.7 131 131 133 135
Total 100.0 1209 118.7 113 117 | 1257 111.8 113 114 116 118
Memorandum item
Export prices of OECD
manufactures 100.0 1057 1049 112 115 | 1048 1049 111 113 115 116
a) Indices through 1989 I are based on data compiled by UNCTAD.
Table 82
Oil market conditions®
in million of barrels per day (mbd)
1987 1988 1989 1990 1991 | 1989 el 1991
Demand
OECD consumption? 36.0 372 376 380 386 | 373 379 375 384 383 389
OPEC consumption? 3.9 4.0 4.1 4.3 4.4 4.1 4.1 4.3 43 44 4.4
NODC consumption 9.5 10.0 10.6 11.0 11.5 10.4 10.8 10.8 11.2 11.3 11.7
OECD stock change¢ 03 0.1 0.1 0 0 0.1 0.1 0 0 0 0
Other stock change? -1.0 0.1 0 0 0 —0.7 0.7 0 0 0 0
Total demand 48.7 51.0 524 533 545 | S51.2 536 526 539 540 550
Supply
Total supply 487 510 524 533 545 | 51.2 53.6 526 539 540 550
of which:
OECD production 168 166 159 159 159 | 160 158 160 158 159 159
NODC production 9.0 9.3 9.7 9.9 10.1 9.6 9.8 99 100 100 10.1
Centrally-planned economies net exports 2.1 2.2 1.9 1.7 1.6 1.9 1.9 1.6 1.7 1.5 1.6
Processing gain 1.2 1.3 1.3 1.3 1.3 1.3 1.3 1.3 1.3 1.3 1.3
OPEC production 196 216 236 245 257 | 224 248 238 251 253 26.1
Trade
OECD net imports 18.4 19.0 205 20.8 214 | 20.1 209 202 213 21.1 21.7
NODC net imports -16 -15 -10 -06 -01 | -1.1 09 07 05 02 0
Net exports of OPEC 156 174 195 202 213 | 183 207 195 208 209 217
Memorandum items
Production of High and Low Absorbers¢ 20.1 220 242 251 263 | 23.0 254 244 257 259 26.7
Net exports of Low and High Absorberse 16.2 180 201 208 219 | 189 213 201 214 21.5 223
OECD stock/consumption ratio (days)/ 97.7 982 951 = . 96.4 938 9438 . = -
OECD oil consumption/GNP ratio
(1980=100) 76.8 75.8 74.1 72.6 71.8
OECD crude oil import price
(fob, $ bl.)2 16.9 13.8 16.5 17.2 17.7 16.2 16.7 17.0 17.3 17.5 17.8

a) Estimates of processing gains and Natural Gas Liquids are included in both demand and supply. Detail may not add due to rounding.

b) Includes marine bunkers.

¢} By technical assumption, stocks are assumed to be unchanged from 1989 I, the most recent historical observation.

d) Including statistical, reporting and estimation efrors.
e) OPEC, plus Oman and Bahrain.

f) Half-yearly figures represent period-beginning stock levels divided by the half-year’s consumption. Yearly figures are an average of the two half-years.
g) Using import weights and prices for six large OECD economiies.
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Table 83
Qil prices

Index of OECD real : . Spot market
end-'user Pricg of OEC?Jr";_ﬂ%': ROCE p(;eﬁned_ o(i?‘;lra(gjlfgtjigsb
troleum products . roduct price?

P 185=100) (cif $ per bl) Prs per bl) (mbd)

1979 817.5 19.34 31.29 30.8
1980 106.2 3291 33.73 314
1981 113.9 36.34 34.05 22.8
1982 108.8 3394 31.59 18.8
1983 104.1 30.00 28.29 17.7
1984 101.9 28.98 27.68 17.7
1985 100.0 27.45 30.13 16.2
1986 75.4 15.04 17.87 18.2
1987 73.7 17.90 20.13 17.9
1988 69.7 14.84 17.41 19.9
1989 71.3 17.44 21.01 22.0
1988 Q1 70.2 16.07 17.33 17.9
Q2 70.9 15.71 18.58 18.8

Q3 70.4 14.48 16.55 20.2

Q4 67.9 13.08 17.19 22.7

1989 Qi 68.2 16.15 19.21 20.3
Q2 74.0 18.31 21.71 21.3

Q3 71.4 17.12 20.23 224

Q4 71.6 18.17 22.88 24.0

1990 QI 72.5 . 22.31 239
1989 March 68.5 17.03 20.36 20.1
April 73.4 18.61 23.85 21.0

May 74.7 18.64 21.73 21.4

June 73.8 17.67 19.54 21.6

July 72.3 17.50 19.60 21.8
August 71.0 16.81 19.71 22.6
September 70.8 17.06 21.38 227
October 72.0 17.67 21.89 235
November 71.3 18.07 21.90 24.1
December 71.4 18.76 2485 24.2

1990 January 73.7 19.94 23.89 23.5
February 72.3 19.70 22.10 24.0
March 71.6 . 20.93 24.3

a) Upto 1984, derived by weighting each product average price by its importance in the production of a typical European refinery. Since 1985, derived by weighting
each spot fob product price produced in a typical European refinery; this price tends 1o be more representative of netback prices which are not published. According
1o the definition used prior to 1984, the 1985 average would be equal to $26.88 per barrel.

b} Excluding Natural Gas Liquids, including Oman and Bahrain.
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Table 84
Summary of balance ¢f payments on current account in the OECD area and the non-OECD regions®
$ billion

1982 1983 1984 1985 1986 1987 1988 1989 1990 1991

Trade balance

OECD -26 =25 =52 —48 -11 -30 -6 -32 -12 1
Non-OECD of which: 36 43 15 60 26 75 59 78 64 47
OPEC 68 48 59 58 14 37 28 49 S1 53
Four major Asian NIEs -8 —4 4 8 19 25 22 19 15 13
Other non-OPEC Asia -29 =31 -26 -37 -30 =22 =27 =27 =25 -26
Latin America, excluding OPEC S 20 28 25 15 18 25 25 26 26
Africa, excluding OPEC -13 -7 -7 -3 -2 -3 -5 -2 -5 -6
USSR and Eastern countries 15 17 18 10 11 20 15 15 4 -14
World® 10 19 23 13 15 45 53 46 52 48
Services and private transfers, net
OECD 24 29 21 13 9 12 —4 -9 -20 -20
Non-OECD of which: 111 -95 -98 -89 12 —65 =71 -82 -85 -89
OPEC 71 —65 —61 -53 —41 —40 —41 —43 -46 —48
Four major Asian NIEs 6 5 3 2 4 6 7 4 5 5
Other non-OPEC Asia 9 9 6 6 7 6 S 3 3 3
Latin America, excluding OPEC —42 =35 -36 -34 =31 -28 -32 -36 -36 -37
Africa, excluding OPEC -1 —6 -5 -6 -8 -7 -8 -7 -6 -6
USSR and Eastern countries -6 —4 -5 -3 -3 -2 -2 -3 —4 -6
World? -87 —66 =17 -75 —63 -53 =75 -91 -105 -109
Balance on goods, services and private transfers
OECD -2 5] 31 -34 -2 -17 -10 —41 -32 -19
Non-OECD of which: =75 ~52 -24 -28 —45 10 -12 —4 -20 —41
OPEC -3 -17 -3 S =27 —4 -13 6 5 5
Four major Asian NIEs -3 2 7 10 23 31 29 23 20 19
Other non-OPEC Asia =20 =22 =20 =32 -23 -16 =22 -24 -22 -23
Latin America, excluding OPEC -39 -15 -8 -9 -16 -10 -7 -11 =11 -10
Africa, excluding OPEC -20 -12 -13 -9 -11 -10 -12 ~10 -12 ~12
USSR and Eastern countries 9 12 14 6 8 18 13 12 0 =20
World® =17 —48 -54 -63 —48 -7 -21 —45 -53 —60
Official transfers, net
OECD -24 -22 ~24 -28 -33 =37 —40 —43 —45 -48
Non-OECD of which: 8 9 10 13 15 14 15 16 27 35
OPEC —4 —4 -3 -3 -2 -3 -2 -2 -2 -2
Four major Asian NIEs 0 0 0 0 0 0 0 0 0 0
Other non-OPEC Asia 8 7 8 9 9 8 9 9 9 9
Latin America, excluding OPEC 1 1 1 1 1 2 2 2 2 2
Africa, excluding OPEC 4 4 4 5 6 6 6 7 7 7
USSR and Eastern countries 1 0 1 1 1 1 il 1 11 19
World? -15 -12 -14 -14 -18 —24 =25 =27 -17 -13
Current balance
OECD =25 -17 =55 —62 -35 -55 =50 -84 -77 —67
Non-OECD of which: 67 —43 -13 -15 =30 24 3 12 7 —6
OPEC -7 -21 -6 2 -28 -6 -15 4 3 3
Four major Asian NIEs -3 2 7 10 23 31 29 23 20 18
Other non-OPEC Asia -12 -15 -13 -23 -14 -8 -13 -15 ~13 -14
Latin America, excluding OPEC -38 -14 =7 -8 -14 -8 -5 -9 -9 -9
Africa, excluding OPEC -16 -8 -9 —4 -5 —4 -6 -3 -5 -5
USSR and Eastern countries 9 13 14 7 9 19 14 12 11 -1
World? -92 —60 —69 =77 —66 =31 —46 =72 -70 -73

a) Historical data for the OECD area are aggregates of reported balance of payments data by each individual country. Because of various statistical problems as well
as a large number of non-reporters among non-OECD countries, trade and current balances estimated on the basis of these countries own balance of payments
records may differ from corresponding estimates shown in this table.

b) Reflects statistical errors and asymmetries. Given the very large gross flows of world balance of payments transactions, statistical errors and asymmetries easily
give rise to world totals (balances) that are significantly different from zero.
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Table 85
Trade volumes and prices in non-OECD regions
Percentage changes from previous year

1982 1983 1984 1985 1986 1987 1988 1989 1990 1991

OPEC
Export volumes —17 -12 0 -6 14 =5 14 12! S 5
Import volumes 4 -10 -10 -16 -18 =7 -1 2 6 6
Export prices -10 -10 -2 -4 —42 21 -15 11 4 3
Import prices -5 0 -2 0 10 10 6 3 4 3
Four major Asian NIEs
Export volumes 4 14 20 3 13 20 16 S 5 f.
Import volumes 0 8 15 ~1 d 19 23 10 9 9
Export prices -5 =5 0 -2 3 11 9 5 4 3
Import prices —4 -3 -4 -2 1 13 8 2 3 3
Other non-OPEC Asia
Export volumes 4 4 11 5 10 10 11 10 8 8
Import volumes -1 7 8 14 -6 -1 8 6 6 6
Export prices -5 -2 0 -5 —4 12 8 4 4 3
Import prices -5 —4 -3 -3 4 13 8 4 3 4
Latin America, excluding OPEC
Export volumes —2 8 12 2 -7 6 7 1 5 6
Import volumes =21 =22 6 1 1 2 9 4 5 6
Export prices -5 -5 -2 -6 -5 7 9 9 3 3
Import prices -2 -1 —4 -3 0 11 7 7 5 4
Africa, excluding OPEC
Export volumes -2 S 2 4 2 1 2 2 2 4
Import volumes -6 -7 3 -11 =5 3 S -2 S 4
Export prices -9 -3 -1 -8 1 6 ) 7 3 3
Import prices -3 -2 -1 -1 8 9 S 4 4 3
USSR and Eastern countries
Export volumes 9 7 ) -2 20 2 10 3 4 6
Import volumes 2] 3 2 5 -15 -7 7 8 14 18
Export prices —4 -6 -4 -5 -14 11 -2 6 4 S
Import prices -6 -5 -2 -2 19 12 7 4 7 7
Total non-OECD
Export volumes -3 3 9 1 10 7 12 6 5 6
Import volumes =3 -3 3 -1 -6 2 10 6 8 9
Export prices —6 -5 -1 —4 -11 12 3 7 4 4
Import prices —4 -3 -3 -2 6 12 7 4 4 4
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Table 86
OECD countries’ trade with non-OECD countries
Data based on § values

Exports to non-OECD Imports from non-
Value in $ billion Percentage changes as a pcrcgc‘iﬂ;rézsof total | as aopigggnigggl:felsolal
exports imporis
Annual average 1985-88 1989 1 Annual ratc 1985-88 1988 [ 10 1989 1 Average - Average oeol
Exporis Imports Exports Imports Exports Imports Exports Imports 1985-58 1985°88
United States 91.4 142.4 64.4 88.4 13.6 10.1 14.8 10.3 36.4 3515 36.4 379
Japan 86.4 80.2 53.6 50.8 12.2 6.2 9.4 8.8 39.2 39.5 54.1 49.6
Germany 44.6 40.9 27.1 25.0 12.8 9.9 12.9 9.7 17.4 15.9 20.1 18.8
France 28.9 27.6 17.9 16.7 6.9 4.7 135 8.3 2251 20.6 19.8 17.4
Italy 22.1 30.1 12.9 18.3 6.7 -0.8 8.2 17.0 21.4 19.1 22 23.4
United Kingdom 25.5 221 15.0 14.3 11.1 15.2 2.8 10.1 21.1 20.0 154 14.3
Canada 9.0 9.6 52 6.9 12.0 14.0 -8.8 17.1 9.4 8.8 10.9 11.7
Total of the above
countries 308.0 352.9 196.1 220.3 11.7 8.1 10.7 10.5 26.2 25.3 28.8 29.5
Austria 5.0 4.9 29 2.9 9.2 4.9 7 11.6 21.1 18.1 17.4 151
Belgium-Luxembourg 0 9.8 6.0 6.8 12.3 13.6 10.7 15.4 12.3 11.8 1352, 13.7
Denmark 33 3.2 1.8 2.0 12.5 8.6 -9.0 11.9 14.4 12.8 14.1 15.4
Finland 5.0 4.4 2.8 2 8.4 5.3 1.6 5.7 28.4 24.5 26.0 213
Greece 1.2 SHl 0.6 1.4 ~-12 -124 33.5 554 22.4 17.8 27.0 21.1
Iceland 0.1 0.1 0.1 0.1 18.0 11.0 257, 5.6 9.1 14.0 10.2 10.4
Ireland 1.2 0.9 0.7 0.6 13.3 16.1 0.2 9.4 85 7.1 7.1 6.8
Netherlands 9.5 15.2 %2/ 8.7 13.8 1.0 -1.6 9.0 11.0 9.8 18.6 16.9
Norway 243 2.4 0.9 24 ~5.8 334 2.0 347 11.5 6.8 11.5 19.1
Portugal 0.8 2:5 0.4 155 6.6 5.8 13.1 16.2 10.0 gl 220 16.7
Spain 6.6 12.2 3.7 7.6 1.1 1.4 2.8 17.4 21.8 16.7 29.9 21.3
Sweden 5.4 4.6 3! 29 11.7 12.7 1.4 3.8 13.6 12.2 12.6 11.8
Switzerland 8.8 4.6 512 2.8 19.0 1'5:5 -2.8 0.2 21.9 20.5 10.4 9.9
Turkey 39 4.8 2. 2.7 9.0 0.7 -17.6 2.6 42.5 38.8 37.7 87.3
Total of smaller
European countries 62.1 72.6 35.5 44.6 10.1 5.7 0 12.3 15.9 13.8 17.5 16.1
Australia 9.9 6.1 7.2 4.8 11.9 15.1 21.2 36.7 37.9 40.2 22.5 23.9
Total of smaller
countries? 72.0 78.7 42.8 49.5 10.3 6.4 3.0 14.3 1742 15.5 17.8 16.6
Total OECD¢ 380.0 431.6 238.9 269.8 11.4 7.8 93 11.1 23.8 22.7 25.8 24.5
Four major European
countries 121.1 120.7 72.9 74.2 9.9 6.8 10.0 11.2 19.9 18.2 20.3 18.2
OECD Europe 183.2 193'3 108.4 118.8 9.9 6.4 6.5 11.6 18.3 16.5 19.1 17.4
EEC 152.7 167.6 91.2 102.9 9.7 519 8.1 122 18.0 16.3 19.7 174
Total OECD /ess the
United States? 288.5 289.2 174.4 181.4 10.7 6.7 7.4 11.5 21.5 20.0 227 20.9

a) Excluding New Zealand for which figures are not availabie.
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Table 87
OECD countries’ trade with OPEC
Data based on § values

Value in § billion

Percentage changes

Exports to OPEC
as a percentage of total

imports from OPEC
as a percentage of total

cxporls 1mpons
Annual average 1985-88 1989 I Annual rate 1985-88 1988 110 1989 1 /?;;gagg .- ¢;§ga§§ o
Exports Imports Exports Imports Exports Imports Exports Imports - -

United States 12.5 22.6 7.1 14.5 4.2 0.4 5.2 231 5.0 39 5.8 6.2
Japan 12:5 30.8 5:5 16.2 -53 -104 -7.9 5.4 5.8 4.1 21.3 15.8
Germany 8.7 6.9 4.3 3.2 06 -126 3.5 8.5 35 255 3.6 24
France 6.6 747 3.1 3.7 -7.0 -16.8 4.0 25.5 53 3.6 5.8 38
Italy 6.5 10.6 3.1 4.6 -6.2 =174 1.9 11.7 6.5 4.6 9.8 5.9
United Kingdom 8.0 3.1 4.4 1.7 4.8 0.8 5.1 9.5 6.7 5.8 222 1.7
Canada 1.2 1.2 0.7 0.9 6.6 -11.2 0.2 67.6 1.3 1.2 1.4 1.5
Total of the above

countries 55.8 82.9 28.2 44.8 -0.9 -9.0 15 14.1 4.9 3.6 6.9 5.6
Austria 0.9 0.7 0.4 0.3 —4.1 -15.2 | -10.5 -5.0 4.0 2.6 20 1.5
Belgium-Luxembourg 1. 2. 0.8 1.4 -39 83 1.5 22.6 243 147 2.8 2.8
Denmark 0.6 0.4 0.3 0.3 2.4 4.4 -5.6 279 2.7 2.2 19 2.0
Finland 0.3 0.2 0.2 0.1 04 247 -2.1 —43.7 2.0 1.4 x5 0.4
Greece 0.4 1.3 0.1 0.4 -13.5 435 | -32.1 262.5 6.7 3.1 11.7 5.8
Iceland 0 0 0 0 122.3 43.1 -79.2 260 1.2 0.4 0 0
Ireland 0.4 0 0.3 0 4.9 -1.1 1.6 154.1 3.1 2.6 0.3 0.5
Netherlands 24 5.0 1.1 2.8 5.1 -6.7 -11.0 21.5 2.8 2.0 6.2 5.5
Norway 0.1 0.1 0.1 0.1 6.2 1.3 | -159 71.6 0.7 0.6 0.6 0.7
Portugal 0.1 1.0 0 0.6 —42 -12.6 | 4838 52.1 |7} 0.6 9.3 6.7
Spain 1.7 4.7 0.9 2.5 1.4 -125 9.0 211E5 5.6 4.2 11.9 7.0
Sweden 1.1 0.5 0.5 0.3 38 —42 | -162 16.8 24i] 2.0 1.4 1.2
Switzerland 1.9 0.7 0.8 0.1 69 139 |{-224 557 4.9 33 1.8 0.5
Turkey 25 2.7 1.1 1.3 -2.8 -93 | -31.6 -109 27R2 19.7 21.9 17.7
Total of smaller

European countries 14.0 19.5 6.6 10.1 0.8 -104 | -15.5 18.1 3.6 2.6 49 3.6
Australia 155 1.0 1.0 0.8 -2.3 —40 36.4 399 5.8 5.3 3.7 38
Total of smaller

countries® 15.5 204 7.6 10.9 0.5 -10.1 -11.2 194 38 247 4.8 3.6
Total OECD*= 71.3 103.3 358 55.6 -0.6 -9.2 ~1.5 15.1 4.6 34 6.4 5.1
Four major European

countries 29.7 28.3 14.9 13.2 -1.6 -14.1 3.7 14.1 5.0 37 5.0 35
OECD Europe 43.7 41.7 21.5 23.3 08 -126 -3.1 15.8 4.5 3.3 4.9 3.4
EEC 369 427 18.5 212 ~1.1 ~12.8 1.2 19.8 4.5 33 52 36
Total OECD /ess the

United States4 58.9 80.7 28.7 41.1 -1.7 -l1l6 -3.0 12.5 4.5 33 6.6 4.7

a) Excluding New Zealand for which figures are not available.
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Table 88

OECD countries’ trade with Asia and Oceania®

Data based on § values

Exports to Asia and

Imports from Asia and

Value in $ billion Percentage(changes asa pcr?cc:éngls of total [ as a mr?ec:alz: of total
cxports imports
Annual average 1985-88 1989 1 Annual rate 1985-88 1988 1 to 1989 1 Average Average
. 198588 19891 | jogs gy 19891
ports Imports Exporis Imports Exports Imports Exports Imports

United States 16.2 20.7 10.4 1535 10.8 19.3 13.8 23.1 6.5 5.7 53 6.7
Japan 229 20.1 14.0 13.8 4.1 12.6 17.9 12.2 10.5 10.3 13.5 13.5
Germany 11.6 8.8 6.6 6.6 13.2 23.2 6.4 16.3 4.5 3.9 4.2 5.0
France 551 39 38 2.9 11.7 20.8 32.1 114 4.0 4.4 2.7 3.0
Italy 5.4 4.6 32 38 10.8 21.7 8.9 15.8 5.2 4.7 4.0 4.9
United Kingdom 6.2 4.8 4.0 34 16.7 21.5 73 10.6 5.1 5.4 3.3 34
Canada 2.3 1.4 1.1 14 19.0 31.3 -36.4 15.0 2.3 1.8 1.5 1.9
Total of the above

countries 69.7 64.3 43.0 47.2 9.6 18.2 12.0 16.3 5.9 5.5 52 5.9
Austria 1.0 0.7 0.6 0.6 11.9 23.0 7.7 28.7 44 39 2.3 2.9
Belgium-Luxembourg 32 1] pA 1.4 21.3 26.5 11.0 25.7 43 4.6 2 237
Denmark 0.9 0.7 0.4 0.5 14.4 24.2 -8.0 2.6 38 29 3.0 35
Finland 04 0.3 0.3 0.3 20.7 45.1 53 31.1 25 2.2 1.6 23
Greece 0.4 0.3 0.2 0.2 -1.7 21.5 65.8 15.3 6.5 6.4 2.8 34
Iceland 0 0 0 0 11.4 23.9 128.0 34.7 1.0 1.9 0.7 1.1
Ireland 0.2 0.2 0.1 0.1 9.0 249 21.8 0.2 1.3 1.1 1.5 1.5
Netherlands 2.0 232, 1.2 1.5 11.3 17.5 0 6.2 2.4 2.2 291 2.8
Norway 0.5 0.4 0.3 0.4 -0.9 453 -8.8 99.7 2.5 2.0 ) 4.0
Portugal 0.1 0.3 0.1 0.1 21.8 29.5 -17.5 278 165 1.0 2.1 1.5
Spain 1.3 1.0 0.7 0.8 1.0 22.4 0.9 18.1 4.3 3.1 2.4 2.4
Sweden 1.4 0.7 1.0 0.5 22.7 28.3 AT 29 355 3.6 1.9 2.0
Switzerland 241 0.8 1.3 0.6 222 25.7 StS 13.2 5.3 53 1.8 2.0
Turkey 0.8 0.5 0.4 0.3 354 18.5 -6.7 13.2 8.1 1.5 3.8 4.5
Total of smaller

European countries 14.4 9.6 8.8 7.3 15.8 24.1 4.7 16.1 3.6 34 2.2 2.6
Australia 33 17 252 1.4 10.2 22.7 222 38.9 12.7 12.5 6.1 i1
Total of smaller

countries® 17.7 11.3 11.0 8.8 14.7 239 7.8 19.3 4.2 4.0 245 29
Total OECD? 87.4 75.6 54.0 55.9 10.6 19.0 11.1 16.8 55 5.1 4.5 S
Four major European

countries 28.4 22.1 17.6 16.7 13.2 22.1 11.8 14.1 4.6 4.4 3.6 4.1
OECD Europe 42.8 31.7 26.4 24.0 14.1 22.7 2.4 14.7 4.2 4.0 3.1 3.5
EEC 36.5 28.4 22.5 213 1352 22.1 10.6 13.6 43 4.0 3.2 357
Total OECD /less the

United States® 71.2 54.9 437 40.4 10.5 18.9 10.5 14.5 Si3 5.0 4.2 4.7

a) Excluding Hong Kong, Singapore, Korea, Taiwan and OPEC countries.
b) Excluding New Zealand for which figures are not available.
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Table 89
OECD countries’ trade with Africa“
Data based on § values

Exports to Africa Imports from Africa
Value in $ billion Percentage changes as a percentage of total | as a percentage of total
cxports imports
Annual average 1985-88 1989 1 Annual rate 1985-88 1988 1to 1989 1 Average Average
= 198s-88 19891 | Jogsgg 19891
ports Imports Exports Imports Exports Imports Exports Imports

United States 5.7 5.9 2.9 33 213 -2.9 —4.2 20.8 23 1.6 1.5 1.4
Japan 4.1 3.7 2.3 1.9 9.9 4.0 -3.6 -3.9 1.9 17 2.5 129
Germany 5.8 4.4 355 2.5 14.8 8.9 6.2 0.3 252 2.1 2.2 1.9
France 8.0 5.4 4.8 3:9. 8.4 i 7.4 —0.1 6.3 5.6 39 34
Italy 3.3 5.1 1.9 3.1 8.4 0.7 4.1 20.7 352 2.8 4.6 4.0
United Kingdom 4.0 313 22 1:7 9.1 2.5 ~12 —4.8 33 219 24 1:7
Canada 0.7 0.4 0.3 0.3 1.7 1241 -17.9 1.6 0.7 0.5 0.5 0.5
Total of the above

countries 31.5 28.2 17.9 16.1 8.4 B2 0.9 6.2 2.7 23 23 2.0
Austria 0.3 0.3 0.1 0.2 3.6 42 | -108 65.3 1.4 0.9 1.0 I
Belgium-Luxembourg 1.6 24 1.0 1.8 11.4 17.5 13.7 28.4 2.1 2.0 33 37
Denmark 0.4 0.2 0.2 0.1 17.2 -18.6 -26.2 $9'3 1.8 1.7 0.9 1.0
Finland 0.2 0.1 0.1 0.1 -3.0 71 0.4 2.8 1.4 1.0 0.6 0.6
Greece 0.2 0.3 0.1 0.2 | -11.1 5.5 -3.7 118.9 32 1.8 2.8 3.2
Iceland 0 0 0 0 10.3 49.0 261.5 103.6 0.1 0.4 0.2 0.4
Ireland 0.2 0.2 0.1 0.1 173 4.6 —-19.5 7.8 157 1.1 13 1.0
Netherlands 1.8 1.4 0.9 0.7 12.1 2.6 -9.2 -14.9 210 1.7 1.7 I3
Norway 0.4 0.3 0.2 04 | -17.7 99.5 64.4 22.6 2.2 1.1 15 34
Portugal 0.3 0.5 0.2 0.3 8.2 19.4 474 15.6 4.1 3l 4.6 38
Spain 1.5 1157 0.8 1.0 0.9 -3.7 =72 13.4 4.8 3.6 4.2 2.9
Sweden 0.7 0.2 0.3 0.1 1.9 -135 94 -11.0 1.8 1.3 0.6 0.3
Switzerland 0.8 0.4 0.4 0.4 12.6 46.0 -1.9 15.5 2.0 1.7 0.9 1.4
Turkey 0.2 0.4 0.2 0.3 26.8 228 6.7 133 2.4 3.1 3.0 3.8
Total of smaller

European countries 8.7 8.4 4.7 5, 6.4 10.7 0.1 17.7 29 1.8 2.0 20
Australia 0.5 0.2 0.3 0.1 -1.5 2.8 40.4 -7.3 19 1.8 0.9 0.4
Total of smaller

countries? 9.1 8.7 5.0 5.8 5.6 10.5 2.0 17.2 295 1.8 2.0 19
Total OECD# 40.6 36.9 229 21.8 7.8 49 1.2 8.9 2.6 22 2.2 2.0
Four major European

countries 21.1 18.2 12.4 10.6 10.2 4.8 357 4.3 3.5 3.1 3.1 2.6
OECD Europe 29.7 26.7 17.2 16.2 9.1 6.6 27 8.6 3.0 2.6 2.6 24
EEC 27.0 25.0 15.8 14.8 9.7 S5t 2.4 7.6 3.2 2.8 29 255
Total OECD /ess the

United States® 35.0 31.0 20.1 18.5 8.8 6.4 2.0 7.0 2.6 23 2.4 2.1

a}  Excluding OPEC countries.
b} Excluding New Zealand for which figures are not available.

165



Table 90
OECD countries’ trade with Latin America“
Data based on $ values

Exporls to Latin Imports from Latin
Value in $ billion Percentage changes asa pcr/c\cmn;:z:lgcél of total [ asa pc:c\gr]ngg: of total
exports imports
Annual average [985-88 1989 | Annual rate 1985-88 1988 110 1989 [ Average po Average —
Exports Imports Exports Imports Exports Imports Exports Imports 985558 1985388
United States 30.9 39. 22.0 24.5 12.6 52 232 10.1 12.4 12.1 10.2 10.5
Japan 7K} 6.3 42 39 312 9.6 8.6 43 35 3.1 4.2 38
Germany 4.5 S 27 3.6 157/ 11180 23.2 16.2 1.8 1.6 2.8 0]
France Bt9 34 2.4 2.2 15.1 10.9 5.6 11.4 3.0 247 24 23
Italy 1.8 3.1 1.1 2.2 13.6 44 153 33.0 1.7 1.6 2.8 2.9
United Kingdom 2.0 2297} 1.1 157 9.1 10.2 -1.5 8.8 1.7 1.4 1.9 1.7
Canada 1.9 25 0.9 1.7 52 10.2 0.1 159 20 1.6 2.9 2.9
Total of the above
countries 52.8 63.5 34.4 39.9 11.0 6.8 18.0 11.4 45 4.4 S:2 5.0
Austria 0.2 0.4 0.1 0.3 3.6 343 14.2 13.4 0.8 0.6 1.6 1.3
Belgium-Luxembourg 0.5 1ES 0.3 0. 9.8 4.0 6.2 2.6 0.7 0.7 1.8 1155
Denmark 0.6 0.7 0.3 0.5 4.1 13.8 -10.2 229 27 1.9 32 35
Finland 0.3 0.4 0.1 0.3 309 17.4 -50.8 24.1 1.5 0.9 2:2 2.3
Greece 0 0.2 0 0.1 62.5 28.1 806.4 2.8 0.3 0.8 1.6 1097,
Iceland 0 0 0 0 3941 6.4 =53 -8.1 0.5 1.0 1.0 0.9
Ireland 0.1 0.1 0.1 0.1 1210 8.1 14.1 518 1.0 0.8 0.8 0.9
Netherlands 0.9 2.3 0.5 1.4 1892 0.2 13.0 14.0 13l 1.0 29 2.6
Norway 0.7 0.6 0.1 0.5 -11.9 40.0 -20.6 14.4 35 1.1 2.8 48
Portugal 0.1 0.5 0 0.3 -9.0 18.9 29.8 -36 1.0 0.5 4.2 3.2
Spain 1:3 2.9 0.7 1.5 0.6 -0.6 28.2 21 4.1 8.3 7.2 4.3
Sweden 0.7 0.7 0.4 0.5 7.4 11.2 -5.7 5.4 1.8 1.4 2.0 1.9
Switzerland 1.1 0.9 0.6 0.7 12.8 33.1 -94 1.6 239 213 1.9 23
Turkey 0 0.3 0 0.2 27.1 J3.1 266.0 9.2 0.2 0.5 2.2 2.4
Total of smaller
European countries 6.6 11.3 313 7.0 7.0 8.1 1= 7.7 117} 1.8 2491 2:5
Australia 0.2 0.3 0.1 0.3 6.4 14.2 -1.4 71.7 0.9 0.6 1.2 1.5
Total of smaller
countries? 6.8 11.7 3.4 7.3 7.0 8.2 1.4 9.5 1.6 1.2 2.6 2.4
Total OECD? 59.6 75.1 37.8 47.2 10.5 7.0 16.3 11.1 3.7 3.6 4.5 4.3
Four major European
countries 122 15.0 73 9.8 12.6 9.4 11.8 17.0 2.0 1.8 2> 2.4
OECD Europe 18.8 26.3 10.6 16.8 10.6 8.8 8.5 12.9 159 1.6 2.6 2.5
EEC 15.8 23.0 93 144 11.1 72 12.4 13.6 1.9 1.7 2.7 2.5
Total OECD /ess the
United States? 28.6 355 15.8 2241 8.1 9.1 1.8 12.1 2.1 1.8 2.8 2.6

a} Excluding OPEC countries.
b} Excluding New Zealand for which figures are not available.
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Table 91

OECD countries’ trade with four Asian NIEs

Data based on § values

Value in $ billion

Percentage changes

Exports to four Asian
NIEs

Imports from four major
Asian NIEs

as 2 percentage of total | as a percentage of total
exports imports
Annual average 1985-88 1989 1 Annual rate 1985-88 1988 10 1989 1 Average _—y Average T
Exports Imports Exports Imports Exports Imports Exports Imports 1985-88 1985-88 ’

United States 234 51.5 18.7 29.5 2143 174 8.6 0.3 9.1 10.3 13.1 1257,
Japan 35.6 16.6 25.9 13.2 30.0 36.0 12:5 14.3 15.8 19.1 10.9 12.9
Germany 4.7 6.4 39 4.2 34.1 36.2 35.8 0.8 1.8 2:3 3.0 8.2
France 2:3 2.9 1.9 2.2 27.6 46.4 18.6 -1.7 147, 2.2 1.9 23
Italy 1.9 1.7 1.6 1.4 31.8 39.6 334 7.0 1.8 2.4 1.4 1.8
United Kingdom 3.4 5.8 2.2 4.3 20.0 33.6 3.1 17.6 2.8 3.0 39 4.3
Canada 1.9 3.8 157 2.7 329 19.5 29.0 8.9 1.9 2.9 43 4.5
Total of the above

countries 73.2 88.8 56.0 57.4 28.9 24.2 18.3 4.6 6.1 7.2 ) 7.2
Austria 0.2 0.6 0.2 0.5 29.1 46.5 43.0 13.7 0.9 1.3 1.9 2.4
Belgium-Luxembourg 1.0 0.7 0.8 0.5 28.5 41.3 27.6 3% 1.3 1.6 0.9 1.1
Denmark 0.4 0.4 0.2 0.3 30.1 36.2 -27.7 5.5 1147 1.7 1.9 2:5
Finland 0.3 0.3 0.2 0.3 338 53.7 54.6 14.1 1.4 2.1 1.6 2.3
Greece 0 0.3 0 0.2 39.7 79.9 104.2 11.0 0.4 0.9 23 2.9
Iceland 0 0 0 0 147.3 50.9 144.2 -23.0 0.3 1=5 1.6 1.8
Ireland 0.1 0.2 0.1 0.1 54.6 304 -1.7 -1.4 0.8 1.0 1.8 1.7
Netherlands 1.2 1.8 0.7 e 38.5 38.4 -30.7 -1.6 1.3 1.4 2.1 24D
Norway 0.3 0.6 0.1 0.4 -9.1 25.1 7.1 36.8 1.5 0.9 2.8 35
Portugal 0 0.1 0 0.1 30.2 70.7 8.4 213 0.6 05 0.8 1.0
Spain 0.3 0.9 0.3 0.8 38.0 75.6 12.0 14.3 1.0 1.3 2.0 Pt
Sweden 0.7 1.0 0.5 0.7 19.3 36.7 22.0 5.6 1.6 1.9 2% 2.8
Switzerland 1.5 0.9 1.2 0.7 373 34.0 11.6 0.7 347, 4.8 2.0 213
Turkey 0.1 0.1 0.1 0.1 179.3 38.6 0.1 18.2 0.8 255 1.0 1.5
Total of smaller

European countries 6.2 8.0 4.7 59 31.8 42.1 4.1 7.1 155 1.8 1.8 2.1
Australia 3.6 2.8 2:9 2.2 248 18.9 10.0 32, 13.4 16.1 10.3 10.6
Total of smaller

countries? k7 10.8 7.6 8.1 29.0 35.0 6.2 12.6 243 2.7 2.8 2.7
Total OECD< 83.0 99.6 63.6 65.5 289 25.3 124 5.5 5.1 6.0 5.8 6.0
Four major European

countries 12.3 16.8 9.6 12.1 28.3 3119 22.9 6.4 2.0 2.4 X 3.0
OECD Europe 18.5 24.8 14.3 18.0 29.5 38.8 16.0 6.6 1.8 2.2 2.3 2.6
EEC 15.4 213 11.9 154 29.6 39:1 1555 6.0 1.8 2.1 2.4 25
Total OECD less the

United States4 59.6 48.1 448 36.0 29.6 347 14.0 10.8 4.3 5.1 3.6 4.2

aj Excluding New Zealand for which figures are not available.
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OECD countries’ trade with USSR and Eastern Europe
Data based on $ values

Table 92

Value in § billion

Percentage changes

Exports 1o USSR and
Eastern Europe
as a percentage of tolal
cxports

Imports from USSR and
Eastern Europe
as a percenlage of lotal
imports

Annual average 1985-88 1989 1 Annual rate 1985-88 1988 110 1989 1 Average Average
= 198588 19891 | Jogsgg 19891
ports Imports Exports Imports Exports Imports Exports Imports

United States 2.8 2.0 34 1.1 4.4 3.7 53.9 -7.1 1.1 1.9 0.5 0.5
Japan 3.6 2.6 1.8 1.8 53 25.5 -9.0 38 1.7 1.3 157 1.8
Germany 9.4 8.5 6.1 4.8 1541 4.2 15.0 11.5 3.6 3.6 4.2 3.6
France 3.0 4.3 1.8 2.5 4.7 75 21.1 1.8 2.4 2.1 31 2.6
Italy 39 4.9 1.9 3.1 11.0 3.7 1.0 18.0 28] 2.8 4.4 4.0
United Kingdom 1.8 25 1.1 1.4 11.8 11.5 4.2 104 1.5 155 17 1.4
Canada 1.1 0.3 0.4 0.2 -7.0 30.7 | -31.8 26.0 1.2 0.7 0.3 0.4
Total of the above

countries 24.8 25.1 16.6 14.9 9.0 7.5 13.6 8.6 271 2.1 2.1 1.9
Austria 2.3 29 1.4 1.1 13.7 0.8 11.1 24 9.7 8.8 8.0 5.9
Belgium-Luxembourg 1 1.7 0.6 0. 4.0 39 212 -6.5 1.3 1.2 24 1.9
Denmark 0.4 0.7 0.3 0.4 16.0 -34 31.7 -1.0 1.9 2.4 39 2.8
Finland 34 3.1 1.9 1.5 5.5 0.5 31 155 19.7 16.9 18.4 13.3
Greece 0.3 0.7 0.1 03 | -104 -5.3 85.6 21.6 53] 4.5 5.6 4.1
Iceland 0.1 0.1 0.1 0 75 1.6 30.1 12.7 5.9 8.8 6.6 6.3
Ireland 0.1 0.2 0.1 0.1 112! 4.7 4.6 17.3 0.6 0.5 1.4 1.1
Netherlands 1.2 2.4 0.8 1.1 177 143 8.9 10.7 1.4 1.5 3.0 292
Norway 0.2 0.4 0.2 0.3 18.8 7.0 22.8 20.2 1.0 1.1 25 2.6
Portugal 0.1 0.1 0.1 0.1 2.9 29 41.1 7.5 1.1 0.8 1.0 0.6
Spain 0.6 1.0 0.3 1.0 | 104 29.9 23.7 27.6 1.9 1.2 2.3 257
Sweden 0.9 1.5 0.5 0.9 11.2 4.9 4.9 -0.7 22 2.0 4.2 35
Switzerland 1.3 0.8 0.8 0.4 243 =19 —4.3 11.4 3.2 3.1 1.8 1.3
Turkey 0.4 0.7 0.3 0.5 21.8 17.1 17.2 29.7 3.8 SH) 58 7.4
Total of smaller

European countries 12.3 15.7 7.4 8.6 10.0 0.5 8.2 M 3.1 2.9 3.8 3.1
Australia 0.8 0.1 0.7 0.1 5N 29.2 56.6 58.1 352 39 0.4 0.5
Total of smaller

countries?® 13.1 15.8 8.1 8.7 9.7 0.6 11:2 7-5 341 2.9 36 29
Total OECD< 379 40.9 24.7 23.6 93 4.7 12.8 8.2 2.4 2.3 2.5 251
Four major European

countries 17.4 20.3 10.9 11.8 12.1 5.6 12.1 10.8 2.8 2.7 3.4 2.9
OECD Europe 29.7 359 18.4 20.4 11.2 33 10.5 9.2 3.0 2.8 3.6 3.0
EEC 2l 27.1 13.2 15.6 109 3.7 12.5 10.3 2.5 2.4 39 2%
Total OECD /ess the

United States® 352 38.9 21.3 225 9.7 4.8 8.2 9.0 2.6 2.4 3.1 2.6

a) Excluding New Zealand for which figures are not available.
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TECHNICAL ANNEX

Sources and methods

The analysis in the Economic Outlook and the projec-
tions on which it is based are the work of the Country Studies
and Economic Prospects, and General Economics Branches
of the OECD Department of Economics and Statistics. The
following notes describe various technical aspects of the pro-
jection methods used, and underlying statistical concepts,
sources and methods.

PROJECTION METHODS

While taking into account official and unofficial national
macroeconomic projections for Member countries, the
OECD Economic Outlook projections are based on the
OECD’s independent assessment of the world economy. A
key feature is the combination of individual country, general
economic and area analyses, which aim to be internally and
externally consistent. Emphasis is therefore placed on the
role of international trade and financial linkages, and the
overall assessment process depends critically on the consis-
tent interaction of domestic and external factors (these latter
acting through international trade and payments and finan-
cial markets and involving both OECD countries and the
non-OECD regions), so as to achieve a consistent and con-
vergent view of the world economy.

The Economic Outlook projections are specifically condi-
tional on technical assumptions about exchange rates, energy
prices, and the choice of economic policies — fiscal, monetary
and structural. The primary considerations involved in the
choice of these assumptions are as follows:

Exchange rates against the U.S. dollar are generally
assumed to remain constant over the projection period,
at the level prevailing on a prespecified cut-off date,
chosen in the course of the exercise, except for those
countries with stated or de facto policies.

Assumptions for the official price of crude oil are usually
based on an assessment of the world oil market, subject
to announced OPEC intentions, as far as they go.
Beyond the short term, crude oil prices are typically
assumed to be maintained constant in rea/ terms, mea-
sured in relation to the price of OECD manufactures
exports.

Fiscal and monetary policy assumptions for individual
countries are generally based upon stated official poli-
cies, with public sector expenditure and revenue projec-
tions being based upon the most recent budgetary
statements.

Specific details of the main policy assumptions for indi-
vidual countries are discussed in the corresponding Country
Note sections of the Economic Outlook, whilst those concern-
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ing exchange rates and commodity prices are outlined in the
corresponding subject chapters. The Economic Outlook
presents a single assessment, that judged by the OECD to be
“most likely” given the specific set of assumptions. Scenarios,
indicating the effects of changing one or more of the assump-
tions, are also presented when they contribute to the illustra-
tion of a particular risk or uncertainty.

In the course of OECD’s biannual macroeconomic
assessment cycles, the OECD’s world macroeconomic model,
INTERLINK!, is used extensively as a means of ensuring
national and international consistency, though a considerable
amount of country-specific expertise and judgement is
brought to bear in the construction of the underlying individ-
ual country assessments. The Economic Outlook assessment
“Round” typically begins with a number of model-based
simulations which are designed to provide an initial, incre-
mental update on the previous set of projections, taking into
account changes in achieved and announced policies and
revised technical assumptions (those broadly described
above). Together with individual assessments of specific fac-
tors affecting each economy, the most recent data and infor-
mation available from leading economic indicators and sur-
vey evidence, these simulations provide a starting point for
the assessment of domestic and international developments.

Given this preliminary re-assessment, detailed discus-
sions take place and analyses are carried out, involving both
country and subject specialists. As a result, successive adjust-
ments are made to the overall set of domestic and interna-
tional projections with the international consequences of indi-
vidual revisions to domestic country projections being
carefully monitored and taken into account, in order to
ensure consistency. Such a procedure ensures, from the out-
set, that the estimates of domestic developments, produced
by country specialists, and international trade and financial
developments, produced by topic specialists, are nationally
and internationally coherent. A preliminary version of the
Economic Outlook projections is presenied to and discussed
by the OECD Working Group on Short-Term Economic
Prospects, where Member country delegates provide their
analyses and detailed comment, drawing on national author-
ity evidence and projections.

The OECD’s economic projection procedures are there-
fore conditional and pragmatic, with model-based projections
being revised and modified in the light of alternative expert
views, new assumptions, and more recent evidence. Within
the overall process, the INTERLINK model, however, pro-
vides a focal point for information flows and the discussion of
specific issues, as well as serving as the Department’s ongoing
repository for empirical evidence and views on key
macroeconomic relationships. Its data system and interfaces
to the Department’s Analytical Data Base (ADB) facilitate
data submission and the historical updating of country statis-



tics, and ensure an efficient co-ordination of information for
the production of the Economic Outlook. The ADB system is
also used extensively in the production of OECD’s Economic
Outlook-related data products®. A more detailed account of
the role, structure and simulation properties of OECD’s
INTERLINK model is given in Richardson (1988) and
OECD (1988).

In presenting half-yearly demand, output and price pro-
jections, all estimates reported in the Economic Qutlook are
seasonally adjusted and shown in terms of percentage
changes at annual rates. Further definitional notes relating to
reporting conventions, in particular the measurement of
semi-annual rates of growth, are given in the final section of
this annex.

The domestic economy

Macroeconomic developments reflect a complex and
simultaneous interaction of many economic variables and
relationships. It is therefore virtually impossible fully to
describe all of the relationships actually at work. The follow-
ing paragraphs describe those which are particularly impor-
tant to OECD projections. Although the specific details of
domestic trends differ somewhat between individual OECD
economies, the main features involved are broadly as
outlined.

Domestic expenditure components

Two broad categories of domestic expenditure are gen-
erally distinguished — consumption and investment — which
are further subdivided into various private and public sector
components. Depending on the country concerned, further
disaggregation may also be involved, e.g. into energy and
non-energy sectors. The analysis and projection of private
consumption typically depend on the evolution of real per-
sonal disposable income, with allowance made for the effects
of changes in the rate of inflation, monetary and financial
conditions, and also leading indicators of consumer confi-
dence and retail sales. Particular attention is given, inter alia,
to current trends in personal and business sector savings rates
and asset holdings. Private investment is, for most countries,
subdivided into at least three components — business fixed
investment, residential construction and stockbuilding. Busi-
ness fixed investment is typically assessed in relation to non-
financial variables (sales, output and capacity utilisation)
and financial variables (cash flow and interest rates) but also
gives weight to available business survey information related
to investment intentions, output and capacity expectations.
Within INTERLINK itself, the demand for capital and
labour is modelled jointly in the context of a production
function framework, which in turn provides independent
measures of productive potential®. Projections for residential
construction take account of demographic trends, housing
stocks, real income and financial conditions, but also draw on
cyclical indicators for the construction sector, such as build-
ing starts and permits, the availability and cost of mortgage
finance and land prices®. Projections of stockbuilding are
usually made with reference to relevant stock-output and
stock-sales ratios, taking account of recent trends, financial
factors and specific supply-side influences.

Government non-wage expenditures, divided into non-
wage consumption and investment, are treated as being exog-
enous policy assumptions, specified in either nominal or real
terms, according to the varying practices adopted in the

budgetary statements of Member countries. In a number of
cases an independent assessment is made of expected out-
turns versus stated policy goals. Government wage expendi-
tures may be set either in terms of nominal targets for the
total wage bill or as the product of government employment
and associated wage projections.

Methods involved in the analysis of external influences
on output and real GNP, i.e. those coming from goods and
services trade, are described below in the section concerning
foreign trade and the balance of payments.

Employment, wages and prices

Employment and other labour market trends are com-
monly assessed in relation to changes in the levels of actual
and expected output. Important additional elements relate to
labour and factor productivity trends, capacity constraints
and real factor costs. Unemployment rate projections are
given by the combination of employment and labour supply
projections, with the latter assessed judgmentally on the
basis of demographic trends and participation rate
assumptions.

Wage and earnings assessments take into account a
number of key factors. Extensive use is made of the pattern
of current wage setilement as a leading indicator, with pres-
sure of demand in the labour market, productivity rates and
the terms of trade also influencing the overall projection of
real wages and compensation per employee. Allowing for
these influences, wages are often assumed to adjust fully, or
nearly so, to changes in consumer prices within a year for
most countries, consistent with Phillips curve relationships in
INTERLINK?®. Combining employment, productivity
growth, wage rate and contribution projections provides pro-
jections of unit labour costs as an input to the assessment of
prices and inflation. Public sector wage projections are gener-
ally based on announced policies but may also be assumed to
adjust gradually over time in line with private sector wages.

The assessment of domestic prices and inflation trends
depends crucially on unit costs, the levels of demand and
supply potential — and hence spare capacity — and foreign
prices. Changes in domestic and import costs are typically
assumed to be reflected in domestic prices within twelve to
eighteen months. In making individual price projections,
allowance is also made for a number of special factors affect-
ing prices in individual countries — harvest yields, changes in
taxes and subsidies and administered price regimes, for
example, with respect to the Common Agricultural Policy.
The overall set of domestic expenditure deflator in conjunc-
tion with goods and services trade prices and corresponding
real expenditure components are then combined to give pro-
jections of total domestic demand and output deflators. The
specific treatment of trade prices is discussed in more detail
in the later section concerning the balance of payments.

Sectoral accounts

Appropriation accounts for the household and govern-
ment sectors are projected for the seven major OECD econo-
mies and some smaller countries. Both accounts are con-
structed by identifying the different sources of income and
expenditures, savings and net lending.

Household income consists primarily of the wage com-
pensation of employees, self-employment income, and trans-
fers. Property and other income - essentially dividends and
interest — are evaluated in the light of business income and
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debt interest flows. The sum of these elements is adjusted for
direct taxes and transfers paid to give household disposable
income. The latter is then split between household consump-
tion and savings. Household taxes and transfers are projected
on the basis of movements in the appropriate nominal bases
— weighted functions of the relevant income components —
and corresponding marginal tax and transfer rates. There is
some variation in the detail of the treatment of transfers as
between the larger and smaller economies. Social security
receipts are projected on the basis of the unemployment rate,
prices and wage compensation levels. Household net lending
is obtained by subtracting housing investment from house-
hold savings.

For the United States a full disaggregation of revenues
and expenditures is made as between State and Local and
Federal accounts, with wage and non-wage expenditures also
split between defence and non-defence spending. For the
other major economies a relatively standardised total general
government approach (described below) is adopted, while for
some smaller economies there is a less detailed treatment of
transfers, subsidies and property income. For a number of
countries, specific allowance is also given to revenues and tax
receipts from sectors of specific importance, for example, oil
and gas.

The current receipts of the government sector are in
general defined as the sum of direct taxes on household and
business sectors, indirect taxes, social security, and other
transfer receipts and interest-related property income. Indi-
rect taxes are projected on the basis of weighted expendi-
tures, combined with corresponding marginal tax elasticities.
Business sector taxes are assessed on the basis of projected
business income, making due allowance for the lags between
accruals and payments. Social security and other transfer
receipts are linked directly to the corresponding household
sector payments, while property income is in general
assumed to grow broadly in line with nominal GNP.

Current disbursements in nominal terms are made up of
government current consumption, transfer payments, subsi-
dies and interest payments. For the major economies, interest
payments are assessed on the basis of the stocks of outstand-
ing debt, the rate of roll-over in the stock and the relevant
interest rates. Government net lending is then derived as
current savings, less nominal investment, capital consump-
tion and other miscellaneous capital transactions. The stock
of government net financial liabilities is finally obtained as
the cumulation of net lending, subject to statistical
discrepancies.

Domestic monetary policies

For the major economies, prevailing monetary policies
are examined against a range of monetary indicators. Typi-
cally, assumptions are made about the choice and stance of
policy, taking into account recent policy announcements with
respect to the choice of monetary targets, associated target
ranges and instruments, by national authorities. Increasingly,
this involves a strong interdependent element, given for
example the importance of interest rates, exchange rates,
output and prices to international transmission mechanisms.
Effectively this means that international financial linkages
are increasingly important in the overall global assessment,
and hence the assumptions for short- and long-term interest
rates and/or monetary aggregates for virtually all OECD
countries may hinge critically on the assessment of monetary
policy in the three largest ones.
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Further details of a wider range of statistical and meth-
odological issues are described in the Monetary and Fiscal
Policies section of this annex.

Foreign trade

Particular attention is given in the forecasting Round to
ensuring the consistency of international trade and price pro-
jections, trade representing a principal channel through
which developments in one country affect other OECD econ-
omies. Six categories of international trade are customarily
distinguished: manufactures; energy; food; raw materials;
non-factor services; and other services. Various adjustment
and reconciliation procedures are involved in linking customs
basis foreign trade projections to the national accounts basis
projections for individual countries.

The projections for total goods trade are based on a split
into the following specific SITC categories:

—  food: 0 + 1

—  raw materials: 2 + 4

- energy: 3

— manufactures: 5+ 6 + 7+ 8 + 9

Projections for these components are weighted together
using weights based on 1987 trade flows. These are approxi-
mately comparable to figures published in the OECD’s
monthly Statistics of Foreign Trade (Series “A”). The
paragraphs below summarise how projections for these com-
ponents are prepared. The structural specifications of equa-
tions used in the foreign trade projections are set out, for
each country, in the OECD Secretariat’s INTERLINK
Technical Manual.

a) Goods: volumes

1) Manufactures

The initial projections of import volume growth for man-
ufactured goods are derived from equations (in logarithm
level form) in which the main explanatory variables are
activity (demand) and lagged competitive position. The
activity variable in the import equations is specified so that a
distinction is made for most countries between the short-and
long-term response of imports to a change in demand
(i.e. demand is split into two components: a moving average,
and the ratio of actual demand to this moving average). In
addition, for some countries a lagged dependent variable is
included in the specification. Export volume projections are
based on export market growth, derived as weighted averages
of the forecasts for imports of manufactured goods, with an
allowance for the effects of competitive position. This is typi-
cally represented by relative prices, though in cases of diver-
gent movements between relative prices and relative unit
labour costs, ad hoc adjustments are sometimes made.

Expenditure elasticities for imports are, in general, esti-
mated in the range of 1.5 to 2.5, while most of the price
elasticities (import prices relative to domestic prices) range
from -0.4 to -0.9, the response being lagged over two to
three years. For export volumes, price elasticities (export
prices relative to competitors’ prices) are typically taken to
be in the range of —1.0 to -2.0, lagged over three years, while
market growth elasticities for most countries are close to
unity.



il) Energy

International trade in energy is concentrated in oil, and
the forecasting effort is focused accordingly. At the interre-
gional level, it is assumed that OPEC is the marginal sup-
plier, with other producers setting prices relative to those of
OPEC such that they are always able to sell their full capac-
ity output.

The demand for oil is projected, in collaboration with
the International Energy Agency, from relationships which
link oil consumption to the real cost of imported oil. Judg-
mental adjustment is then made to reflect any unusual
weather conditions and new developments in energy
substitution.

With oil demand determined, net oil imports are
obtained by subtracting expected domestic production and
adjusting for any expected change in stocks. The movement
in oil imports is then added to the projected movements of
imports of other forms of energy.

iii) Food and raw materials

Import volumes of food are assumed to follow projected
movements in real private consumption; import volumes of
raw materials are assumed to follow movements in industrial
production. While some allowance is made for the effects of
large changes in competitiveness, trade volumes of food and
raw materials are generally assumed to be relatively insensi-
tive to changes in competitiveness over the projection period.
Food and raw material exports are based on, inter alia, pro-
jected import volumes of other countries, with an allowance
for factors affecting supply.

b) Goods: unit values

i) Manufactures

Projections for unit values of exports of manufactured
goods are based initially on movements in unit labour costs,
import prices, and competitors’ export prices — the first two
being subject to lags of up to one year. Some allowance is
made for exceptionally high or low rates of capacity
utilisation.

Import unit values are derived as weighted averages of
foreign costs and domestic prices. The resulting import price
projections are then modified to reflect time lags in the trans-
lation of exchange rate changes into import prices. In those
countries where competitiveness has changed sharply, an
allowance is made for price discrimination by foreign suppli-
ers in the first half-year, partly reversed over the next two
half-years. The export and import price equations have been
estimated to ensure consistency at the world level. (For more
details, see ‘“Import and Export Price Equations of
Manufactures”, OECD Economics and Statistics Department
Working Papers No. 43, R. Herd.)

ii) Energy

The customary technical assumption is that oil prices
move in line with announced OPEC decisions and thereafter
follow prices of OECD exports of manufactured goods. For
some countries, adjustments are made to reflect natural gas

contracts and thereby allow for the lag between the move-
ments of natural gas and oil prices.

iii) Food and raw materials

In general, food and raw material unit values (in dol-
lars) are derived from projected movements of spot commod-
ity prices. Current OECD estimates suggest that about
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three-quarters of the change in spot industrial materials
prices is passed through into OECD import unit values of
raw materials within about six months.

Equations for OECD export unit values for food and
raw materials utilise domestic cost pressure variables as well
as world spot commodity prices as explanatory variables. In
addition, food export unit value equations for EC countries
are adjusted for the effects of the Common Agricultural
Policy. Import unit values for food and raw materials are
trade-weighted averages of partner-country export unit
values.

c) Services

Projections of non-factor services are based on equations
of broadly similar specification to those used for manufac-
tures trade. Volumes of non-factor service debits (some two-
thirds of total service flows) depend both on projected move-
ments of import-content-weighted real expenditure, and the
price of import of services relative to domestic prices. Non-
factor service credits depend on market growth and each
country’s export prices relative to those of its competitors. A
service trade share matrix is used to calculate market growth
and competitors’ prices. Export prices of services for each
country are assumed to move in line with its total expendi-
ture price deflator. Service export prices for non-OECD
zones are assumed to move with the average for the OECD
area. Import prices are then calculated from export prices
using the service trade share matrix. Import elasticities of
non-factor services with respect to import-content-weighted
expenditure components are around 1.2, with price elastici-
ties of —0.7 to —0.8 lagged over 1Y years. Non-factor service
export projections are based on market growth in partner
countries, with market growth elasticities around unity and
prices elasticities of —0.4 to —0.5 lagged over 1/ years. Pro-
jections for investment income are based on equations that
take account of external assets and liabilities and interest
rates. Movements in external assets and liabilities are linked
to capital outflows and current-account balances.

d) Non-OECD

Trade volumes and prices of non-OECD area are pro-
jected on the basis of six country groupings (see below for
detail). Individual projections are made for some important
non-OECD countries. Import and export prices for each
group reflect world prices weighted according to the com-
modity structure of trade. Export volumes for each group are
projected on the basis largely of OECD demand, with some
account taken of demand from other non-OECD groupings
and, in some cases, changes in competitiveness. For groups
with large external assets such as OPEC, import volumes are
in line with assessment of development plans. For other
groups, import volumes are projected taking account of
export revenues, the level of external financing and import
prices.

MONETARY AND FISCAL POLICIES

Monetary aggregates (Table 4)

M1 is the narrowly-defined money supply, i.e. currency
plus domestic demand deposits. M2, M24+CD, M3 and M4
are broadly-defined money stocks, which add to M1 domestic



savings deposits and other managed liabilities of banks and
other financial institutions; and certificates of deposit (CD) in
Japan, France and the United Kingdom. German CBM is
central bank money, defined as currency in circulation plus
commercial bank required reserves held at the central bank.
In France, L signifies “liquidity”, i.e. the sum of M3 and a
wide range of other liquid assets. Similarly, in the United
Kingdom, M5 is the sum of private sector liquid assets and
deposits, while MO is currency in circulation with the public
plus bankers’ operational balances with the central bank. For
Italy, TDC is total domestic credit excluding bank
acceptances.

Interest rate developments (Table 5)

Projections are based on the technical assumptions of
unchanged policies and exchange rates. Interest rates used
are:

Short-term rates: United States: 3-month Treasury
bills; Japan: 3-6 month CD; Germany, United Kingdom,
Italy: 3-month interbank rates; France: 3-month PIBOR;
Canada: 90-day finance company paper.

Long-term rates: United States: 10-year government
bonds; Japan: Central government bonds; Germany, United
Kingdom: public sector bonds; France: public and semi-pub-
lic sector bonds; Italy: Treasury bonds; Canada: long-term
government bonds.

Cyclical and non-cyclical changes in general government
financial balances (Table 36 and Chart E)

Changes in the budget balance can be decomposed into
a cyclical and a non-cyclical component. The decomposition
is aimed at separating cyclical budget changes resulting from
the divergence between actual and trend output (the output
gap) from those which are non-cyclical. The latter can be
seen as a cause rather than an effect of output fluctuations
and may be interpreted as indicative of discretionary policy
adjustments. It should be noted, however, that changes in
resource revenues — as a result of oil price changes, for exam-
ple — and in interest payments — as a result of past debt
accumulation or changes in interest rates — are neither cycli-
cal nor purely discretionary. Yet these changes are reflected
in the evolution of the non-cyclical component of the budget
balance (cyclically-adjusted balance).

The cyclically-adjusted balance is derived by calculating
the budget which would be obtained if the economy grew at
its trend rate of growth. Denoting a cyclically-adjusted varia-
ble by an asterisk, the output gap is defined as the percentage
deviation of actual real GDP (y;) from its trend value (y*)

g =0 —y)/y*
Cyclically-adjusted revenues and expenditures are defined as
T*=T. (1 +gw.7)
G* = G, (1 + g;.)’-__)
where T, are current receipts in year t, G; is current expendi-
ture (net of interest payments), 77 and &£ are respectively

the elasticity of current receipts and expenditure with respect
to real output growth.

Changes in the cyclically-adjusted budget balances are
reported in Table 36 as a ratio of trend output at current
prices. Trend output growth is based on the average growth
rate of real GDP/GNP from one cyclical peak to the next.
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The trend growth rate for the major seven economies aver-
ages approximately 3.1 per cent in 1989.

The cyclically-adjusted primary balance is obtained by
netting net interest payments from the overall cyclically-
adjusted balance. Since interest payments are outside the
direct control of budgetary authorities (being determined by
interest rates over which budgetary authorities have little
control and the public debt level which is predetermined in
any given year), the changes in the cyclically-adjusted pri-
mary balance — shown in Table 36 and Chart E - represent a
better proxy for discretionary policy action than the changes
in the overall cyclically-adjusted balance.

For a further discussion of these issues, see OECD
Department of Economics and Statistics Working Papers
No. 78, “Indicators of Fiscal Policy: A Re-Examination”
(J.C. Chouraqui, R.P Hagemann and N. Sartor).

LABOUR FORCE DATA

This section outlines the sources and definitions of the
data published in the Labour Markets and Inflation chapter.
Where different series are available, those chosen are the
ones which the OECD Economics and Statistics Department
finds most useful for policy analysis and forecasting, usually
because they are the most commonly cited, and are fre-
quently published. The data are not always consistent with
the national authorities’ definitions and those published in
the OECD’s quarterly and annual publication Labour Force
Statistics (LFS). Exceptions are noted below.

For most countries the source of these data is a labour
force survey of a sample of households in which both compo-
nents of the unemployment rate (UNR), unemployment
levels (UN) and labour force (LF), are measured simultane-
ously. For the remaining countries, one of the components of
the identity LF = UN + ET (employment) is derived from
the other two, which are generally estimated from different
sources. The term “total” is used with reference to labour
force and employment to indicate that all armed forces (con-
scripts as well as professional military) are included. In some
countries (indicated below), employment and labour force
include professional military, but exclude conscripts.
“Civilian” labour force and employment data exclude all
military personnel. Unless otherwise specified, annual data
refer to the average of either monthly or quarterly data;
semi-annual data shown for the seven largest countries are
averages of monthly or quarterly seasonally-adjusted figures.

United States

Unemployment, civilian employment and civilian labour
force are from the monthly Current Population Survey of
persons aged sixteen and over. The data are seasonally
adjusted by the Bureau of Labor Statistics. All layoffs are
included in unemployment.

Japan

Unemployment, employment and labour force (includ-
ing national “self-defence” forces) are from the monthly
labour force survey of persons aged fifteen and over. The
data are seasonally adjusted by the OECD.



Germany

From 1984 on, annual data on employment and unem-
ployment are drawn from the EC Labour Force Survey, but
also include conscripts among the employed. Semi-annual
data between any two benchmarks are interpolated on the
basis of national series for registered unemployment and the
labour force. The same procedure applies to the extrapolation
of the series after the most recent benchmark and the data
are therefore liable to revision when the subsequent survey
becomes available. Employment series prior to 1984 are
taken directly from the annual Mikrocensus. An estimate of
standardised unemployment prior to 1984 is obtained by
extrapolating backwards from the 1984 level of standardised
unemployment using the growth rate of the unemployment
series in the Mikrocensus. The definition of unemployment in
the Mikrocensus is close to the ILO guidelines used in the
EC survey. The national unemployment rate refers to the
registered unemployed as a percentage of the dependent
civilian labour force (i.e. the self-employed are excluded
from the denominator), obtained from census and adminis-
trative sources.

France

INSEE provides OECD with monthly data on season-
ally-adjusted unemployment rates and total labour force
levels corresponding to the ILO guidelines. The unemploy-
ment rate is based on the results of the annual labour force
survey held in March, and converted to a quarterly basis
using end-of-month registrations. Unemployment levels are
calculated using the relationship UN = UNR=*LF/100, and
total employment (ET) is then obtained as a residual.

Italy

Employment, unemployment and labour force are from
the quarterly labour force survey of persons aged fourteen
and over, held in January, April, July and October of each
year. The definition of unemployment was revised in 1986 to
be more in line with ILO guidelines. Persons with a marginal
attachment to the labour force are now excluded. The
employment figures from the quarterly labour force survey
differ from those in the National Accounts source, Conti
Economici Trimestrali, ISTAT. The latter are used for
derived variables such as labour productivity and labour
costs. They have recently been revised. A standard labour
unit has been defined which measures the average volume of
work carried out by a full-time worker. This revision
increased employment by over 1!/ million jobs.

United Kingdom

Seasonally-adjusted unemployment, total employment
and total labour force (working population) are from the
Department of Employment publication, Employment
Gazette. The unemployment figures refer to claimants at
Unemployment Benefit Offices. They exclude students seek-
ing vacation work and those persons temporarily stopped
from work. The number of employees is estimated from the
census of employment, surveys of employees and the annual
labour force survey. Self-employment is derived from the
annual labour force survey, the census of agriculture and the
census of population; it excludes unpaid family workers.

Total employment equals the sum of employees, participants
in work-related government training programmes, self-
employment and the armed forces. Quarterly data for all
series refer to the last month of the quarter. The national
unemployment rate refers to unemployed claimants aged
eighteen and over as a percentage of the total labour force.

Canada

Unemployment, civilian employment and civilian labour
force are from the monthly labour force survey of persons
aged fifteen and over. Unemployment includes persons who,
while not actively looking for work in the preceding four
weeks were available for work, but were on layoff or had a
new job to start in four weeks or less. The data are seasonally
adjusted by the national authorities.

Australia

Unemployment, total employment and the total labour
force are from the monthly household labour force survey of
persons aged fifteen and over. Only persons laid-off for less
than four weeks (because of bad weather or plant break-
down) are included with the employed; all other layoffs are
considered as unemployed or out of the labour force. The
national unemployment rate is calculated with reference to
the civilian labour force.

Austria

Unemployment, total employment and total labour
force are from the quarterly labour force survey (microcen-
sus) of persons aged fifteen and over carried out in March,
June, September and December of each year. The figures
have been adjusted by the OECD for breaks in the employ-
ment series at 1969/70, 1981/82 and 1983/84. The national
unemployment rate refers to registered unemployment as a
percentage of civilian employees from social insurance statis-
tics plus the armed forces and the registered unemployed.

Belgium

Unemployment refers to end of June registrations,
which comprise those unemployed persons entitled to bene-
fits, other unemployed obliged to register and voluntarily
registered persons. The mid-year estimate of the total labour
force is based on the insured employed, border workers, the
self-employed, all armed forces and the unemployed. The
national authorities publish two unemployment rates which
differ from the above because they relate only to the wholly
unemployed registered with the Office National pour
I’Emploi (ONEM), and they are expressed as a percentage
of i) the insured labour force and ii) the total labour force.

Denmark

Unemployment refers to the registered unemployed
aged 16 to 66 years and includes the partially unemployed
converted to full-time equivalents; this is measured by divid-
ing each person’s hours of unemployment during the refer-
ence period by the number of hours for which that person is
insured during the same period. Unemployment and total
employment figures, corresponding to national accounts con-
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cepts, are compiled from the Danish Central Register of
Labour Market Statistics M(CRAM). The CRAM data are
provided by the unemployment insurance funds, the public
employment offices and the Central Population Register.
Total labour force is then derived from the identity
LF = ET + UN. The national rate refers to all registered
unemployed expressed as a percentage of the CRAM esti-
mate of total labour force. The Ecoromic Qutlook statistics
differ from those published in LFS, which are based on the
spring labour force survey.

Finland

Unemployment, civilian employment and civilian labour
force are from the monthly labour force survey of persons
aged 15 to 74. The labour force concept underlying the
national unemployment rate includes the professional mili-
tary but excludes conscripts. Unemployment figures now
exclude persons over the age of 56 receiving a pre-retirement
unemployment pension and not actively seeking work. Previ-
ously all persons receiving the pension were classified as
unemployed. Data published in Economic Outlook take
account of this revision, which reduced the 1986 unemploy-
ment rate by about 1) percentage points.

Greece

Unemployment, total employment and total labour
force are compiled from the annual labour force survey. The
figures are completed or revised in line with the latest census
results. All data refer to the second quarter of each year.

Iceland

The unemployed are registrations. Civilian employment,
expressed in man-years, is compiled from accident insurance
statistics. The labour force is derived from the identity
LF = ET + UN.

Ireland

Unemployment, total employment and total labour
force figures are derived from the annual labour force survey
and relate to mid-April of each year. The national unemploy-
ment rate refers to the registered unemployed, persons on the
“Live Register”, as a percentage of the mid-April total
labour force.

Luxembourg

Civilian employment includes non-resident persons
working in Luxembourg and excludes nationals working over
the border. The figures are derived from sickness insurance
funds, pension funds and enterprise surveys. Unemployment
refers to those registered at the employment agencies and
resident in Luxembourg. The labour force is derived from the
identity LF = ET + UN.

Netherlands

Unemployment refers to the monthly registered unem-
ployed, excluding part-time unemployed (defined as persons
seeking work for less than 20 hours per week), and the unem-

175

ployed temporarily engaged in State-run unemployment
relief programmes. There are breaks in the series at 1983,
1984 and 1989. Up until the end of 1988 the official series
was derived solely from registration data provided by the
labour offices. Under this procedure, there were
682 000 unemployed in 1988. However, surveys undertaken
since late 1986 suggest these data overestimate the unem-
ployment total: persons actually meeting the official defini-
tion of unemployment were estimated to number 435 000 in
1988. Since the beginning of 1989 the official series is based
on a combination of registration data provided by the labour
offices and the regular monthly survey undertaken by the
Central Bureau of Statistics. Estimates for 1987 and 1988, in
line with the new measurement methods, have been made by
the OECD. Total employment, expressed in man-years, is
taken from the National Accounts source; an adjustment is
made for those who are in part-time or part-year employ-
ment to put them on a full-year equivalent basis. The total
labour force is then derived from the identity
LF = ET + UN. The national unemployment rate refers to
registered unemployed seeking work for more than 20 hours
per week expressed as a percentage of the dependent labour
force including the armed forces. The labour force figures
published in LFS are based on the annual labour force
survey.

New Zealand

Unemployment, civilian employment and civilian labour
force are from the quarterly survey of households which
began in late 1985. The level of employment in the household
survey is around 15 per cent higher than that estimated by
the previous source: the non-agricultural establishment sur-
vey, supplemented by Department of Labour estimates of
agricultural and other non-establishment workers. The new
series for total employment and unemployment are chain-
linked with the previous series at 1985. At the time of the
introduction of the new household survey, the number of
people registered as unemployed was close to the survey-
based number of unemployed people.

Norway

Unemployment, employment and labour force are from
the quarterly labour force survey of persons aged 16 to 74.
The figures include the professional military, but exclude
conscripts. The national authorities publish two unemploy-
ment rates; one is identical to the rate published in Economic
Outlook and the second refers to registered unemployed as a
percentage of total labour force including conscripts.

Portugal

Unemployment, civilian employment and civilian labour
force are derived from the quarterly labour force survey of
persons aged twelve and over. There are breaks in the series
in 1973/74 and 1982/83. The data shown refer to continen-
tal Portugal; the professional army is included, conscripts are
excluded. Figures reported in the Economic Outlook adopt
the narrow definition of unemployment which applies a one-
month reference period for job search. The national authori-
ties also publish unemployment rates according to a wider
definition which includes those persons who are not actively
seeking work during the reference period.



Spain

Unemployment, employment and labour force are from
the quarterly labour force survey of persons aged sixteen and
over, held in March, June, September and December. The
provinces of Ceuta and Melilla and permanent inmates at
institutions, notably religious establishments, are excluded
from the survey. Professional military are included whereas
conscripts are excluded. Conscripts are added to total
employment and labour force figures published in LFS and
all data are adjusted to include Ceuta and Melilla and per-
manent inmates at institutions. New definitions were intro-
duced into the Labour Force Survey during the first quarter
of 1987; employment and labour force data in the second
quarter of 1987 are, respectively, 0.5 and 0.3 percentage
points higher than under the previous definitions. For homo-
geneity, employment and labour force series before 1987
have been adjusted using the Ministry of Finance procedure.

Sweden

Unemployment is from the monthly labour force survey
of persons aged 16 to 64 (aged 16 to 74 prior to January
1986). Adjustments have not been made for this break in the
series; in 1985 persons aged 65 to 74 were 0.5 per cent of all
unemployed. Since January 1987 there has also been a sig-
nificant revision to the definitions used in the labour force
survey to bring them in line with the ILO guidelines. This
has resulted in a reduction of the unemployment rate of
around half a percentage point. Data for earlier years pub-
lished in Economic Outlook have been revised accordingly.
Employment is from the labour force survey. The labour
force is derived from the identity LF = ET + UN. Both the
numerator and the denominator of the national unemploy-
ment rate and the Swedish labour force data published in
LFS are based on the results of the labour force survey.

Switzerland

Unemployment refers to the monthly registered unem-
ployed, including the partially unemployed. Civilian employ-
ment figures, including permanent military personnel, are
established using the census of enterprises, the census of
population and the quarterly employment survey of enter-
prises. The labour force is derived from the identity
LF = ET + UN. All data refer to the average of the season-
ally-adjusted figures for March, June, September and
December. The unemployment rate published by the
national authorities refers to the registered unemployed,
including the partially unemployed, as a per cent of the
civilian labour force based on the 1980 census of population.
Unemployment levels published in LFS refer to the average
of twelve months.

Turkey

In 1989, the State Planning Organisation revised the
labour market statistics from 1978 onwards. The new series
on civilian employment, civilian labour force and unemploy-
ment are based on the provisional results of the 1988 House-
hold Labour Force and sectoral value-added and productivity
statistics. As before, unemployment is derived as a residual,
but in the new series estimates for disguised unemployment
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in agriculture are excluded both from the labour force and
employment figures.

COST AND PRICE DATA

Average compensation (Tables 10 and 54)

Average compensation is calculated as wage and non-
wage labour costs, as estimated in the national accounts, per
employed person.

Capital income shares and rates of return (Tables 52 and 53)

The estimates are derived from OECD National
Accounts statistics. They refer to income generated from pro-
duction, and hence exclude inflation gains and losses accru-
ing to enterprises from holdings of tangible and financial
assets and liabilities. The difference between value-added
and compensation of employees (the gross operating surplus
of enterprises) is taken as the measure of return to capital. In
estimating the gross operating surplus, a wage component
equal to average business-sector compensation has been
imputed to self-employed persons after excluding from the
latter unpaid family workers. However, for certain countries
data on numbers of unpaid family workers are not available
either for the whole or part of the period (see notes to the
tables) covered. Adjustment to exclude the operating surplus
of the housing sector has not been made owing to the paucity
of data; however, estimates based on available data suggest
that excluding this item might typically reduce capital
income shares by around 6 percentage points and the rates of
return on capital by around 3 percentage points. Evaluation
of the consumption of fixed capital and of the capital stock is
based on replacement cost. Current replacement cost is also
used to evaluate changes in inventories when deriving the
operating surplus. In principle, therefore, the estimates are
inflation-adjusted. The capital stock estimates cover only
assets included in non-residential gross fixed capital forma-
tion and hence exclude dwellings, inventories, monetary
working capital, land and natural resources. The historical
capital stock data are obtained from the supply block of the
OECD INTERLINK model and, where possible, are based on
national sources®. For the projection period they have been
extrapolated using the perpetual inventory method, which
involves accumulating past investment and dropping out
assets at the end of their service lives. Value-added is calcu-
lated at factor cost, i.e. excluding net indirect taxes.

USE OF NATIONAL STATISTICS

National accounts

The figures shown in the country tables on Demand and
Output follow, in general, the OECD Standardised System’
definitions, which need not be summarised here. One impor-
tant deviation from the Standardised System is the line pub-
lic investment which includes, whenever possible, fixed capi-
tal formation by both general government and government-
owned and controlled enterprises. The latters’ definition and
coverage may vary as between countries.



a) United States

Official quarterly national accounts, published by the
Bureau of Economic Analysis of the U.S. Department of
Commerce, are available through the first quarter of 1990.
The Appropriation Account for households is on OECD defi-
nitions and differs slightly from official U.S. figures. Briefly,
OECD disposable income equals U.S. disposable income
minus consumer interest payments., OECD estimates of the
savings ratio may thus differ by one- or two-tenths of a
percentage point from estimates based on the official
U.S. definition. Government fixed investment expenditures
(including those of government enterprises) are included in
“government expenditure” and no allowance is made for
depreciation of government fixed capital. The investment
figures, therefore, refer to the private sector only.

b) Japan

Annual and quarterly national accounts are published
by the Economic Planning Agency. Figures for the second
quarter of 1989 through to the fourth quarter of 1989 are
preliminary estimates published by the Economic Planning
Agency.

c)

Germany

The historical figures for 1989 based on official data
published by the Statistisches Bundesamt. Historical season-
ally adjusted quarterly components of demand and GNP,
available through the fourth quarter of 1989, are estimated
by the Deutsche Bundesbank.

d) France

Quarterly accounts based on the Enlarged System of
National Accounts (ESNA) were available only to the third
quarter of 1989 along with partial data for the fourth quar-
ter. Industrial production figures refer to the official quar-
terly index of industrial production and not to the value
added in the industrial sector.

e) ltaly

The definitions used are those of the OECD System of
National Accounts. Half-yearly series, in constant prices, up
to end-1989 are based on quarterly national accounts
(1980 base year) published by the Istituto Centrale di Statis-
tica (ISTAT). The Appropriation Account of households for
1988 and 1989 is estimated by the OECD on official national
figures.

f)  United Kingdom

National accounts data up to the fourth quarter of 1989
are taken from Economic Trends, CSO. The three official
estimates of GDP, output, expenditure and income are aver-
aged to yield a “compromise” GDP estimate.

g) Canada

Official quarterly national accounts through the fourth
quarter of 1989 are published by Statistics Canada. Over the
projection period, the residual error is assumed to remain
unchanged from the level of the second half of 1989.
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Current statistics

Unless otherwise stated, all the national statistics
quoted in the Economic Outlook are taken from the Main
Economic Indicators published monthly by the
OECD (MEI). Starting in September 1967, supplements to
MET have been published describing in detail the sources and
methods of these statistics. The following notes are therefore
confined to some methodological points of special importance
for the understanding of the text.

Index of industrial production

The figures shown include, as far as possible, mining,
manufacturing and public utilities (electricity, gas and
water), but exclude construction. The exact coverage, the
weighting system and the methods of calculation vary from
country to country but the divergences are less important
than in the case of the price and the wage indices®. With the
exception of certain smaller countries, statistical offices using
different methods usually derived from the U.S. Bureau of
the Census Method II.

Seasonal adjustment

Some of the series used have been seasonally adjusted
by the Department of Economics and Statistics, notably in
the area of foreign trade but also in some cases for industrial
production, unemployment and consumer prices. The method
used is the X-11 variant of the U.S. Bureau of the Census
Method as programmed for computer use by the Agency.
(Further details may be found in Technical Paper No. 15 of
the Bureau of the Census). Where appropriate, series are also
corrected for calendar variations.

CALCULATION AND DEFINITION
OF SEMI-ANNUAL GROWTH RATES

Although quarterly and higher frequency data are com-
monly shown in the Economic Outlook for some countries
and variables, most of the data reported are either annual or
semi-annual and are presented in terms of percentage growth
rates. The calculation and presentation of growth rate infor-
mation, particularly that relating to semi-annual series, is
sometimes a source of confusion and the following
paragraphs therefore provide specific clarification on the
measurement principles involved.

Annual growth rates are commonly defined as the per-
centage change in a variable between two consecutive years.
Similarly, semi-annual growth rates can be calculated as the
percentage changes between two consecutive half-years. It is
often convenient, however, to convert such measures of semi-
annual growth into a form which is more readily comparable
with annual growth figures, i.e. to express them at annual
rates. Mathematically, this is done by squaring the semi-
annual growth factor (which is obtained by dividing the cur-
rent value of a variable by its value in the preceding half
year) and subtracting unity. In effect, the semi-annual
growth rate is compounded over two half-years to provide an
indication of the annual rate of growth which would result
from the continuation of the semi-annual rate of growth over
a one year period.

In terms of simple algebra, if a variable has a value of
X, in one half-year and X,+; in the next, the formula for the



semi-annual rate of growth for period t+1, expressed at an
annual rate, is given by g(t+1) = [(Xs+:/X:)?-1.0J%100. For
example, recent statistics for the Industrial Production index
in the United Kingdom are as follows:

1986 1987 1988
I 11 1 11 1 i

Industrial production
(1985 = 100 basis) 99.5 1023 | 1046 1086 | 111.6 116.6

Given the above formula, the growth between the first
and second halves of 1987 expressed at an annual rate, is
computed as [(108.6/104.6)> — 1.0]*100, or 7.8 per cent.
Corresponding rates of growth for each of the years and half-
years in question are, on a similar basis, as follows:

1986 1987 1988
I I 1 H I 1l

1987 1988

Industrial production
(growth rates) 56\ ol 04 b7 |B5 E8|BS 92

Such a numerical example helps illustrate the usefulness
of semi-annual growth rates in highlighting movements in an
economic variable during the course of a year. It also demon-
strates that annual growth rates for a specific year do not
usually correspond to the average of the semi-annual growth
rates during that year. In the above example, the annual rate
of growth for 1988, at 7.0 per cent, is less than the average of
the two semi-annual rates of growth experienced during
1988, at 7.4 per cent. This is because year-on-year rates of
growth are influenced by the levels of a variable achieved in
both halves of the preceding year, whereas the average of the
corresponding two semi-annual rates are influenced only by
the level achieved in the second half of the preceding year.
This feature is known as a “carry over™ effect.

There is however a useful rule of thumb which can be
used to approximately convert semi-annual rates of growth to
corresponding year-on-year growth rates. Known as the
“quarter-half-quarter” rule, this approximates the year-on-
year growth rate by weighting together the semi-annual
growth rates for the second semester of the preceding year
and those of the first and second semesters of the year in
question, with weights of one quarter, one half and one quar-
ter respectively. Applying this rule to the above example
gives annual rates of growth for 1987 and 1988 of 5.6 per
cent (i.e. 5.7/4 + 4.5/2 + 7.8/4) and 7.0 per cent
(i.e. 7.8/4 + 5.6/2 + 9.2/4), respectively, coinciding exactly
with the actual measured rates. In using this rule, it is impor-
tant to bear in mind that some degree of approximation is
involved, particularly where large variations in semi-annual
growth rates are concerned.

Other measures of growth rates are, of course, used in
commenting and presenting economic statistics. Quarter-on-
quarter growth rates are often referred to, which may in turn
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be expressed at annual rates, by raising the quarterly growth
factor to the power four, subtracting unity and multiplying
by 100. Analogous measures also exist for monthly rates of
growth or inflation, expressed also at annual rates. In some
countries, notably the United States, public interest may also
focus on growth rates between the final quarters of successive
years, commonly referred to as the growth rate in the year in
question. In others, growth rates measured in relation to the
corresponding month, quarter or semester of the previous
year are also commonly used.

NOTES

Recent descriptions ol the scope, structure and propertics of OECD’s
INTERLINK model and the underlying empirical studies are given by
Richardson (1988). OECD (1988), and associated Department of Eco-
nomics and Statistics Working Papers (as listed in the selected publications
section of the Economic Qutlook).

2. The data base and projections underlying the Economic Outlook are read-
ily available on PC diskette and magnetic tape media in a fully consistent
form. For further details see the corresponding OECD Data Sales public-
ity notice appended to the inside front cover of this publication.

3. The development and form of the INTERLINK supply blocks for the
seven major economics are described by Helliwell ef al. (1986) and, more
recently, Jarrett and Torres (1987). The overall approach has recently
been extended to all but a few smaller OECD countries, and will be
reported in future Department of Economics and Statistics Working
Papers.

4. Recent OECD evidence on the determinants of housing investment in the
seven major OECD cconomies is reported in Egebo and Lienert (1988).

5. The empirical work underlying the model’s most recent private sector
wage cquations {WR) is summarised by Chan-Lee ez al. (1987), building
on the earlier work of Coe (1985).

6. A description of the methods used is available upon request from the
Growth Studies Division of the Department of Economics and Statistics,
OECD.

7. United Nations, 4 System of National Accounts, New York, 1968,

8. A quarterly supplement 10 Main Economic Indicators provides an interna-
tionally comparable sclection of industrial output indices for branches and
a number of categories.
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COUNTRY CLASSIFICATION

Seven major OECD countries

Other OECD

OPEC

Asian Newly-Industrialising Economies (NIEs)

Non-OPEC developing countries (NODCs)
Other Asia

Other Africa
Other Latin America

Central and eastern European countries

OECD

Canada, France, Germany, Italy, Japan, the United
Kingdom and the United States

All other OECD

NON-OECD

Algeria, Bahrain, Ecuador, Gabon, Indonesia, Iraq, Iran,
Kuwait, the Libyan Arab Jamahiriya, Nigeria, Oman,
Qatar, Saudi Arabia, the United Arab Emirates and
Venezuela

Hong Kong, Korea, Singapore, Taiwan

Non-OECD Asia and the Middle East, excluding OPEC
countries and the Asian Newly-Industrialising Economies

Africa, excluding OPEC countries
Central and Southern America, excluding Venezuela and
Ecuador

Including Albania, Bulgaria, Czechoslovakia, Germany
(Dem. Rep.), Hungary, Poland, Romania, Union of Soviet
Socialist Republics.

Detail on the trade, debt, and other main economic characteristics of each of the groups above is given in “Revised
groupings for non-OECD countries in OECD’s macroeconomic model INTERLINK”, OECD Department of
Economics and Statistics Working Papers No. 64, Paul O’Brien, Laure Meuro and Arthur Camilleri.
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Reference Statistics

This annex contains national accounts, prices, unemployment, balance of payments
and exchange rates covering, where possible, the last twenty years. They are intended to
provide a historical background to the recent economic developments in the OECD area
described in the main body of this report. The data in some of the tables have been adjusted
to internationally-agreed concepts and definitions in order to make them more comparable
as between countries, as well as consistent with historical data shown in other OECD
publications, including the OECD Economic Outlook Historical Statistics. The figures are
therefore not always identical with the corresponding national-definitions data given in the
main body of the text, which Member governments, and hence OECD use for forecasting
purposes. Regional totals and sub-totals in each table are based on those countries in the
table for which data are available. The attention of readers is drawn to the following points.

Tables R1 to R16

Tables R1 to R13 are based on the same national definitions and concepts as shown in
the text tables. Annual national accounts data for France are constructed from quarterly
data supplied by INSEE as from the first quarter of 1970, and are OECD estimates based
on quarterly INSEE data before that date. The definition of GDP used in Tables R15 and
R16 conforms to the UN/OECD System of National Accounts as published in the OECD’s
National Accounts (Volumes I and II). It should be noted that these GDP data become
available some time after those underlying Tables R1 to R11, and R14, and may not
incorporate recent revisions.

Table R18

The standardised unemployment rates in this table are based on data which have been
adjusted to make them conform as closely as possible with the internationally-agreed
guidelines drawn up by the International Labour Organisation. They may differ from
unemployment rates as published by individual countries, or as used in the text, because
adjustments have been made to the numbers of unemployed, the size of the labour force, or
both. Differences may also occur if a national figure refers to a single point of time within a
year, whereas the standardised rates are annual averages.

Table R20

The balance-of-payments data in this table are derived from OECD countries’ submis-
sions and publications which are based on the concepts and definitions of the IMF Balance
of Payments Manual. They are published, at irregular intervals, in the OECD publication
Balances of Payments of OECD Countries.

Readers are referred to the footnotes to the individual tables for a detailed description
of the concepts, definitions, coverage and sources of the various series.
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1986 1987 1988 1989

1985

1977 1978 1979 1980 1981 1982 1983 1984

1976

Growth of real GNP/GDP in the OECD area ¢

Percentage changes from previous period

Table R 1.
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SRR AMR N RN = QAR QNN QYO —Ar & AN O NN
Nt ™M 341 521_J <t nn e 231 o SO 4eq [oh Mo
TR RNNS Y NN NG MO QN MO T O ¥ ¥ | Qoo
NOETONN © 909 MO VX NMY AOY O 9= Q V| RKR®
N —oNt T M 124 NO0 NN — MV N~ 7 S o wn NN
COMMOVS N SRE VY =T A= e o o=~ ~ | Vo
TRA(LMN T MO M MY RAT MOM NN 0 MY o T wow
N —m—= NN N NOT Mo 022 v on el 235 N Vo oo aNNAN
X=MMO—Mm O Y —0X MAO g QRO 0 NK M K| N0n
VWV —mnoN\O WV ‘.24 e ™ 263 Slﬂ.l. < o— ) N~ < NN
CHAN—NN O QYN QYR QM YN RQM N Y 9 | Y
NN —O—men N 202;302_4 .|_.3.l 4nw.|. —— _ O = | r—————
N=eNMEN MmO VY = MmN o & Oy 0 = | 00000
NN —NO —mn ——rn NO N —— O~ — <t < L~} coo
DA i T T Si T i
ATONOME ® MAG Qo= VVS aMA QW= M AM O | Mo
—_en D o ——— — —_S o ™~ S — S -t S nen o~ | oco
i T T T
NMULNNN ¢ =T MRS N XA L 0 T M | e
NMONQRO © HANN SN N ——e— QXY 0 90— & | 999
MAMTERG 9 —n MO Mo YT Qe — NS — M| nod
nunnennont 021 SO~ NN - O «~ 34 N < ooenen
HONAYMe N MR ST QRY Ve Mo« QX — 9| S~
NRVONQEN O VNV M — NN VAN QR g N o N NGy
MmN N < < < <

SR FONG F TG OO0 SNt O™ 0.47.

EIEENEENITS 00RO A IS N Thlpi=iOY IS0k (Glfen i (GO R TISY T nen(oo
—aN—SNON —_ —8o o TS NG S —n o —_ —
TTI TSP TS S T i Tl T
NITA=IOT N QAND =OM QNS =M NN S e INEIGIe
FPOMNTY O S G MG F V= e M — o S| e
SIS =GN R 2ISN2) (ojcploiOlmtamialit: (SIS Stcirs ol Ol || Sole
VSRS O 0™ O~ Foot =0 e ViR W O | o
SNDIGESHEEMVAGR o [SUSHCR Ao coliGiaia) (SIS, "Sivave UpROoIGINN=T i | pieoicnisy
VO TANMNU VN VNN 0w oM N o \o N N— NN o <t
OO e oo e e T R NP Sl CRI T RoNG A BSepicY
Nt —NEn 7 B Are Mae FOF St <+ Vien o | Aenen
NOQERAIINS | Gy S MI@TISORGISEEN S =i e S SR Ee | prsioce,
gSniviaia o CON Moot~ =i NS SO Vonen B o
wy
9,
e
s
=
2
3 = A 54
‘= S 8 =
s 2. i =
= Q = Q
2 5 3 g
g S o 2 (=
% 2 ¢ S e R
3 ah ) 0 o« 3 2 8 0O S
= = B 59 = =a s =0Q| 55
< = S
3 % Z « = (i) [— 5! m.n < S mE 2m
= o = am_l o o 0= o =i - II...HM O
BesSg g9 ° 258 28E 2EL ¥H_ 583 FE = =fa)
8SEE-8s 5 556 S35 58 225 v88 58 52 % 5| =00
At g—==c o 28%8c nC.I.IXl = T o5 @2 P B UE
ETeESES © 3098 E8 B30 958 2235 O 592 © o| o&d
DS0LED0 R <0 LO2 52Z Zdwm nnk- = <Z =~ | ZOow

181

0.4 4.6 345 3%/ 4.1 2.4 i.5 1.8 2:2 3.6 34 2.6 35 4.4 319

1.3

6.5
/GDP weights expressed in 1987 US dollars.

3.8 5.6

6.6

Aggregates were computed on the basis of 1987 GNP

States
b) GNP.

Total OECD less the United

al



281

Table R 2. Growth of nominal GNP/GDP in the OECD area ¢

Percentage changes from previous period

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989

United States® 53 86 100 121 8.3 8% LIS S 1801 MES 89 11.7 84/ 76 108 6.4 5.4 6.9 19 792
Japan® 179 101 147 218 19.1 106 123 11.5 102 8.5 8.2 7.0 5.0 4.0 6.4 6.3 44 43 6.3 6.5
Germany” 13.0 113 9.7 114 75 4.4 9.4 6.5 Tt 8.1 6.4 4.0 3.4 52 53 4.2 55 357 52 6.5
France 11.7 114 1.7 144 153 127 159 128 138 137 132 127 146 105 8.9 7.8 s 5.8 7.0 73
Italy 12.5 8.9 93 212 263 135 261 226 182 222 252 197 175 162 148 11.8 103 93 105 9.7
United Kingdom 98 11.5 119 148 129 262 182 166 154 17.7 169 100 9.5 9.0 6.8 9.5 7% 9.9 113 9.2
Canada 7.3 92 117 17.3 194 128 154 101 109 143 122 149 5.2 8.4 9.6 7.5 5.6 9.1 9.3 7.8
Total of above countries 10.3 0 WS (153 182 [10%6: 34 1220 230 W9 107 N0S 6.3 1S 9.1 6.9 5.8 6.3 7.6 7,3
Austria 122 11.6 143 133 138 6.1 10.5 9.8 5.8 9.0 8.3 6.2 7.3 6.0 6.3 5.6 5.0 44 6.3 6.4
Belgium 11.3 95 11.8 136 173 106 13.8 8.1 7.4 6.7 8.0 3.9 8.7 6.0 7.6 6.9 5.4 4.0 6.3 8.1
Denmark 10.5 105 150 147 120 11.7 162 11.2 115 114 78 9.1 139 104 103 8.8 8.4 44 4.1 541
Finland 11.6 99 167 217 2.2 158 128 103 105 164 154 135 125 1.8 120 8.9 s 8 2% 2%
Greece 122 105 144 282 165 191 227 168 205 231 197 198 256 196 236 213 187 142 IB7 182
Iceland 255 27.0 250 39.6 459 432 41.1 443 564 485 61.1 5701 569 725 328 36.1 331 314 227 155
Ireland? 124 142 214 200 109 249 216 21.1 167 169 180 20.6 1438 9.1 8.8 6.2 6.5 7.8 4.2 8.5
Luxembourg 17.1 1.8 128 215 219 -74 151 2.8 9.4 8.9 8.8 6.6 121 100 109 6.0 6.2 3.8 6.7 7.0
Netherlands 122 127 13.0 141 135 101 145 9.1 8.0 6.4 6.6 4.8 4.5 33 5.0 4.5 2.5 0.6 4.6 Sl
Norway 15,1 11.6 104 137 160 146 148 122 11.2 120 195 149 106 I1.0 125 106 2.7 9.7 39 610
Portugal 11.3 120 164 217 202 11.2 243 334 258 26.f 266 195 233 245 222 252 254 17.1 159 189
Spain 12, Ni29 17 206 225 174 203 269 223 169 156 I1.7 152 137 129 11.0 146 118 1.0 121
Sweden 84 104 108 118 9.6 164 143 120 128 99 144 9.6 9} [N «01.9 9.0 9.3 19 9:l 9.6
Switzerland 114 136 133 114 85 -0.7 1.3 2.7 4.0 4.5 7.4 8.5 6.1 4.0 4.6 6.9 6.8 4.7 55 6.8
Turkey? 169 28.6 240 283 377 255 260 293 479 706 1014 477 333 322 59.0 513 414 486 720 721
Total smaller European

countrics 11.7 125 146 165 167 126 150 143 139 142 163 114 119 106 121 108 9.9 87 107 118
Australia 98 120 114 190 188 192 179 101 11.2 139 140 131 107 87 143 117 94 11.7 13.0 130
New Zealand 172} W76y A0 R12) T 6.7 225 16.2 7.1 189 161 208 150 78 125 204 126 153 105 6.7
Total smaller countries 1.6 125 142 169 169 132 154 139 135 142 160 118 11.8 104 124 110 9.9 92 N0 Y8
Total OECD 105 101 117 1S5 137 109 137 125 125 122 114 107 7.0 79 9.6 7% 6.4 6.7 8.1 8.0
Four major European countries 11.9 109 106 150 14.6 128 165 136 131 145 143 108 105 9.8 8.6 7.8 7.4 6.6 8.0 8.0
OECD Europe 119 114 118 154 152 128 160 138 133 144 149 i1.0 109 100 9.7 8.7 8.2 7.2 8.9 9.1
EEC 1.9 110 11,5 155 151 13.0 167 143 134 141 139 105 109 9.8 9.0 8.1 7.9 6.7 8.1 8.2
Total OECD less the United

States 134 109 127 175 167 123 150 13.0 122 127 128 10.1 8.9 8.1 8.9 8.1 7.0 6.6 8.3 8.4

Z} é\ﬁgrcgates were computed on the basis of 1987 GNP/GDP weights expressed in 1987 US dollars.
) Pl



1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989

Percentage changes from previous period

Growth of real private consumption expenditure in the OECD area ¢
1973 1974 1975

Table R 3.
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Aggregates were computed on the basis of 1987 GNP/GDP weights expressed in 1987 US dollars.
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Percentage changes from previous period

Growth of real public consumption expenditure in the OECD area ¢
1973 1974 1975

Table R 4.
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Aggregates were computed on the basis of 1987 GNP/GDP weights expressed in 1987 US dollars.
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Growth of total gross fixed capital formation in the OECD area @

Table R 5.

Percentage changes from previous period, volume
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Table R 6. Growth of gross private non-residential fixed capital formation in the OECD area?®
Percentage changes from previous period, volume

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989

United States -2.1 =21 7.2 145 0.2 -11.5 33 115 118 75 26 42 12 -1.5 177 6.7 -33 39 8.4 33
Japan 9.8 22 26 148 -53 =55 03 1.2 55 114 7.8 5.4 2.5 27 115 126 5.9 82 155 178
Germany 14.8 56 -13 -1.1 -11.3  -28 5.8 6.4 6.1 8.6 34 -35 44 49 0.8 5.5 43 4.2 7.3 9.6
France 5.4 8.5 5.6 84 -15 -89 56 0.1 1.0 2.6 42 -25 00 41 =21 44 5.0 69 10.7 7.0
ltaly 6.0 59 28 18.0 0.7 -11.8 S 3.6 2.3 7.6 9.5 -79 -80 47 7S 32 342 98 109 6.9
United Kingdom 68 -09 2.3 87 -1.7 -38 34 7.2 9.7 36 41 -6.0 8.5 -I.1 145 133 0.7 145 196 6.4
Canada 5.2 36 24 130 8.1 102 0.8 3.2 42 149 157 133 -ii.6 -6.3 1.9 9.0 4.1 1.1 189 8.2
Total of above countries 6.6 0.1 42 120 -22 15 2.8 6.5 7.8 8.1 2.4 20 34 05 114 79 1.2 6.5 113 8.1
Austria 137 147 16.1 13 52 92 5.4 83 4.6 4.7 47 27 -102 09 4.1 8.6 33 5.4 72 6.0
Belgium 9.2 5.0 0.7 78 85 4 -39 -13 31 2.6 8.7 4.2 1.5 58 6.6 25 7.0 6.2 166 149
Denmark 4.0 41 -1.2 107 25 -141 216 0.8 1.3 20 -96 -i65 199 2.7 121 189 188 -93 -56 0.5
Finland 18.0 59 143 "7 3'5 9.0 -100 -82 -12.8 6.0 147 4.5 2.8 63 -1.8 Syl 2.9 6.6 99 124
Greece 36 148 7.8 150 -11.7 -13.6 72 5.9 5.7 141 1.0 42 0.2 -84 -6.6 72 -114 -80 128 105
Iceland = = - - . . " » o - - = = = = e - . . o
Ireland 0.5 6.2 1.6 193 -193 1.5 245 25 217 161 47 114 4S5 -104 1.2 —131 =15 2.8 3.8 152
Luxembourg 3 .. .. o - = 2 2 A 2 = = e x .. .. . " "
Netherlands 109 =20 -6.1 112 00 63 45 141 S.1 1.2 47 -126 =20 5.6 53 13.0 118 09 10.0 6.7
Norway 21.8 214 -106 206 55 83 1279 35 -183 64 -19 279 -158 7.4 158 =216 325 =22 43 -1.0
Portugal 2 . . - . . . = L5 . ” 5 .. " . . . . - .
Spain 100 68 198 16.0 9.3 S 07 32 1.6 -09 1.5 -64 43 0.0 -87 0.4 141 203 141 13.9
Sweden 6.8 2.6 6.5 9.2 0.3 5.6 74 58 =165 7.2 83 6.8 1.5 38 76 123 255 7.0 59 114
Switzerland 73 129 -13 5.3 19 -7.0 -155 43 7.2 41 114 29 -1.3 3.7 4.2 9.0 128 104 9.4 59
Turkey . . . . . . . = . . . . . . - - = 2
Total smaller European

countries 10.4 .0 4.6 9.8 3.6 3.6 0.9 1.8 ~I1.1 2.6 32 35 12 1.6 29 60 100 6.7 93 9.1
Australia 6.6 87 -6.8 23 03 -29 0.7 1.4 9.5 39 50 164 24 94 47 134 -16 58 9 Y7
New Zealand 17.1 43 83 156 59 -18.6 45 -11.7 57 0.5 12 MA37 37 =09 @y 3.1 90 9.6 0.6 9.4
Total smaller countries 10.1 5.4 33 9.1 33 -39 0.9 1.5 0.1 2.7 36 08 05 0.3 34 6.8 8.2 6.7 9.0 9.4
Total OECD 7.0 0.8 4.1 116 -15 =70 26 5.8 6.7 7.4 16 -3.0 04 103 .9 2.1 6.5 11.0 8.
Four major European countries 9.0 4.2 1.6 6.7 -44 57 4.6 4.1 4.5 5.8 35 47 -15 06 4.0 6.4 35 82 114 7.4
OECD Europe 9.4 4.4 25 76 -20 -5.1 355 34 219 49 34 44 -14 0.0 3.7 6.3 5.4 7.7 108 i:9
EEC 9.0 36 2.4 75 -28 59 42 39 44 5.0 27 54 -1.1 0S5 34 6.4 49 79 113 8.0
Total OECD /ess the United

States 12.3 25 23 100 -24 44 227 2.6 39 13 5.5 0.1 -0.6 0.3 6.0 8.5 52 80 125 11.0

a) Aggregates were computed on the basis of 1987 GNP/GDP weights expressed in 1987 US dollars.



L81

Table R 7.

Growth of gross private residential fixed capital formation in the OECD area“

Percentage changes from previous period, volume

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1984 1985 1986 1987 1988 1989
United States -53 293 179 -19 203 -118 226 194 59 40 -7.6 -16.9 : 14.5 21 122 04 -03 -29
Japan 13.0 48 179 149 -129 1.3 8.5 1.0 6.1 -1.5 -2.5 07 : -2.0 2.4 84 224 119 29
Germany 09 106 125 1. -149 -10.6 4.6 3.5 33 7.3 26 46 48 545 20 -100 -12 -14 4.8 542,
France 34 8.2 88 10.2 52 -87 02 -12 6.2 40 -03 -31 63 26 -44 -2.1 0.3 3.3 4.6 1.8
Italy -74 -1.0 =25 -1.1 1.3 41 -80 00 -03 219 47 -01 43 41 -06 -35 -16 -25 -13 1.0
United Kingdom -84 216 9.2 31 -126 -l1.1 1.2 08 6.7 9.0 -55 -10.8 7.1 6.6 44 42 107 6.5 103 -6.2
Canada -89 168 9.2 7.3 34 09 180 1.2 1.1 -10 -54 6.6 -163 17.0 0.5 9.8 133 164 4.6 4.1
Total of above countries 0.6 163 145 38 -130 -73 124 8.8 51 -02 -104 49 88 18.0 5.8 0.0 8.0 5.8 4.1 0.1
Austria 310’ I3 057 27 26 -15 7.6 1.0 49 3.7 48 20 -18 -1.7 -1.0 -15 2.3 1.9 7.8 3.7
Belgium 83 -21.3 52 253 144 -35 158 1.8 6.1 -13.1 -12 -416 58 -1.6 -03 4.6 4.7 76 223 220
Denmark =29 -15 319 34 -250 -145 199 95 09 08 -168 -257 -85 11.5 203 -21 213 -86 -100 -5.0
Finland 16.4 09 134 9.0 58 -13 8.0 5.0 1.3 15 47 25 59 -03 -27 30 -83 0.7 166 200
Greece -14.9 18.0 277 32 -48.1 287 70 211 140 4.7 3.8 =227 58 46 -197 05 146 34 9: 7.0
Iceland 3 - = = = = - - - £ - - = - . . . . = =
Ireland 03 197 284 134 105 -135 1.4 76 160 137 1.0 -1.3 =23 -3 37 09 -80 4.0
Luxembourg . = = = = e - . - - s . . . = = - =
Netherlands 49 59 9.8 1.3 125 81 -12 167 1.4 =50 96 5.6 44 07 4.1 20 129 1.3
Norway 52 130 9.5 1.1 03 7.9 2.5 29 9.1 24 1.1 8.0 -14 125 ol 40 -49 -19.6
Portugal = = = - - L .. . . . - . . . 2 o . .
Spain 1.4 43 115 123 30 -73 1.0 20 —-60 -7.6 1.7 =29 -6.3 -1.5 2.0 6.6 162 9.9
Sweden —4.7 0.5 21 =32 91 -1.2 -86 -24 141 1.8 -4.7 7.4 06 34 132 7.1 8.0
Switzerland 6.2 6.1 16.6 44 -147 313 -132 76 128 121 2.5 {72 gi3 1.5 4.4 3.6 5.0
Turkey = - - = . = = s - = " = = = . - -
Total smaller European
countries -0.6 1.6 13.0 74 55 =10 0.6 3.6 37 -1.2 15 0.3 3.6 43 9.4 6.2
Australia 4.8 40 100 133 -165 —-64 271 43 41 9.3 20.6 2.9 7.6 I:38 12319 6.1
New Zealand -2.5 03 192 275 130 -145 -34 -184 -208 47 1I5:1 1.3 86 27 5.4 7.4
Total smaller countries 0.0 1.9 128 85 64 7.1 3.6 22, 23 -0.1 4.0 0.6 2.0 38 110 6.2
Total OECD -0.5 144 143 44 121 -713 112 78 48 -0.2 5.6 0.1 7.0 S5 5.0 0.8
Four major European countries -2.7 73 8.3 3.1 -54 -83 0.9 1.2 39 5.8 03 54 1S 1.1 4.5 1.1
OECD Europe -2.1 5.6 9.7 44 55 -79 0.8 1.7 4.1 3.8 08 -38 1.7 2: 1 5.9 2.6
EEC -3.0 5.6 9.6 47 -54 -79 A 1.6 3.6 3.7 0.5 -45 2.0 1.6 519 2.4
Total OECD /ess the United
States 23 58 122 80 -74 48 4.7 1.2 42 2.0 05 -1.0 4.0 8.9 8.1 29

a) Aggregates were computed on the basis of 1987 GNP/GDP weights expressed in 1987 US dollars.
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Table R 8. Growth of real total domestic demand in the OECD area 2
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