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Abbreviations and symbols used

Member States

B Belgium

DK Denmark

D Germany

EL Greece

E Spain

F France

IRL Ireland

I Italy

L L uxembourg

NL The Netherlands

A Austria

P Portugal

FIN Finland

S Sweden

UK United Kingdom

WD West Germany

EU European Union

EU-12— European Community, 12 Member States excluding East Germany
EU-12+ European Community, 12 Member States including East Germany
EU-15 European Community, 15 Member States

EUR-11 Group of 11 Member States participating in monetary union (B, D, E, F, IRL, I, L, NL, A, P, FIN)

Currencies

ECU European currency unit
EUR Euro

ATS Austrian schilling
BEF Belgian franc
DEM German mark (Deutschmark)
DKK Danish krone

ESP Spanish peseta
FIM Finnish markka
FRF French franc

GBP Pound sterling
GRD Greek drachma
IEP Irish pound (punt)
ITL Itaian lira

LUF L uxembourg franc
NLG Dutch guilder
PTE Portuguese escudo
SEK Swedish krona
CAD Canadian dollar
CHF Swiss franc

JPY Japanese yen

SUR Russian rouble
usb USdollar



Other abbreviations

CPI Consumer price index

ECB European Central Bank

ECSC European Coal and Steel Community
EDF European Development Fund

EIB European Investment Bank

EMCF European Monetary Cooperation Fund
EMS European Monetary System

EMU Economic and monetary union

ERM Exchange rate mechanism

Euratom European Atomic Energy Community
Eurostat Statistical Office of the European Communities

FDI Foreign direct investment

GDP (GNP) Gross domestic (national) product

GFCF Gross fixed capital formation

HICP Harmonised index of consumer prices

ILO International Labour Organisation

IMF International Monetary Fund

LDCs Less developed countries

Mio Million

Mrd 1 000 million

NCI New Community Instrument

OCTs Overseas countries and territories

OECD Organisation for Economic Cooperation and Devel opment
OPEC Organisation of Petroleum Exporting Countries
PPS Purchasing power standard

SMEs Small and medium-sized enterprises

VAT Value added tax

: Not available

— None
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Summary and main conclusions

Summary of the report

The aim of this report

Achieving and sustaining sound positions in public
finances is essential to raise output and employment in
Europe. Low public debt and deficits help maintain low
interest rates, facilitate the task of monetary authorities
in keeping inflation under control and create a stable
environment which fosters investment and growth.
Furthermore, high public savings will help countries
prepare for the budgetary consequences of ageing popu-
lations. The Maastricht Treaty clearly recognises the
need for enhanced fiscal discipline in economic and
monetary union (EMU) to avoid overburdening the sin-
gle monetary authority and prevent fiscal crises which
would have negative consequences for other countries.
Moreover, the loss of the exchange rate instrument
implies the need to create room for fiscal policy to tackle
adverse economic shocks and smooth the business cycle.
The Stability and Growth Pact (SGP) is the concrete man-
ifestation of the shared need for fiscal discipline.

Public confidence in EMU will to a large degree hinge
on the tangible achievement of ambitious budgetary
goals. First and foremost, all Member States must reach
as soon as possible the target of the SGP, that is budget
positionswhich are ‘ close to balance or in surplus’. How-
ever, the degree of ambition must go beyond achieving
broadly balanced budgets and avoiding fiscal crises.
Member States must now demonstrate a willingness to
tackle deep-rooted structural budget problems, especially
in the light of the opportunity provided by favourable
growth prospects. The recent special European Council in
Lisbon referred to these challenges as improving the
quality and sustainability of public finances.

With these considerations in mind, the Directorate-
Genera for Economic and Financial Affairs has prepared
this report specifically dedicated to Public finances in
EMU. It is an attempt to upgrade the Commission's

analysis with aview to contribute to the policy debate on
the fiscal challengesin EMU and to enhance the external
scrutiny of Member States' budgetary performance. A
further aim of the report is to encourage a broad public
discussion on these fiscal policy chalenges. Overdl, the
report strengthens the analytical basis of work on fiscal
policy at EU level, especialy in the implementation of
the Stability and Growth Pact and the preparation of the
broad economic policy guidelines. It is a contribution to
the mandate of the special Lisbon European Council.

Part | is a retrospective examination of the successful
fiscal consolidation in the 1990s. Part |1 reviews current
fiscal developments and short-term budgetary prospects,
as well as medium-term plans set down in the updated
stability and convergence programmes. Part |11 assesses
the working of the Stability and Growth Pact one year
after its provisions came fully into force. Part IV
explores an important aspect of the ‘quality’ of public
finances, taxation. It compares the evolution of tax struc-
tures across Member States and describes recent reforms.
Part V contains for each Member State a brief summary
of budget developments and policy challenges.

Sgnificant consolidation in the 1990s,
but debt levels and tax burden remain high

Part | of the report is a retrospective examination of the
factors behind the successful fiscal consolidation of the
1990s. Over the past 30 years, the size of the public sec-
tor in the economy has increased by 50%, largely driven
by expanding social transfers and rising interest pay-
ments. Throughout this period, Member States' fiscal
policies have suffered from two main weaknesses. First,
high structural deficits led to an uncontrolled rise in the
stock of public debt until the mid-1990s. Secondly, bud-
getary behaviour has tended to be pro-cyclical, amplify-
ing the effects of cyclical swings rather than having the
desired stabilising effect. Instead of reducing govern-
ment deficits and debt ratios when economic growth was
favourable, governments have tended to undertake adis-
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cretionary loosening of the budgetary stance. This neces-
sitated budgetary tightening during downturnsto prevent
deficits and debt from spiralling out of control.

With budget positions on a clearly unsustainable path and
aso on account of the Maastricht convergence criteria,
policy-makers enacted a strong budgetary adjustment as
from 1992-93. The general government deficit for the
euro area fell by 3.5 percentage points of GDP between
1993 and 1997. Viewed at Member State level, some
spectacular turnarounds in fiscal performance were
achieved such that no EU country has an ‘excessive
deficit’ position as of 1999. The scale of the budgetary
retrenchment is all the more impressive as it took place
against an unfavourable economic background: never-
theless, it implied a cost in terms of lost output as fiscal
policy was largely pro-cyclical during the 1990s. As to
the composition of the budgetary adjustment for the euro
area as awhole, it was essentially revenue-based during
1992 and 1993. Thereafter, expenditure retrenchment
played a greater role in reducing deficits with primary
expenditures falling by 2 percentage points of GDP
between 1993 and 1997, although tax revenue continued
to increase.

Two important lessons can be learned from the success-
ful budgetary retrenchment in the 1990s. First, a rule-
based approach to fiscal policy (convergence criteriaand
subsequently the SGP), backed up with a strong political
commitment, can yield significant improvementsin bud-
get positions. Second, as the experience of some
Member States shows, expenditure-based budgetary
adjustments send a strong signal of a government’s com-
mitment to fiscal consolidation and are likely to generate
positive expectations.

While budget deficits have been substantially reduced,
the process of fiscal consolidation isfar from over. Some
Member States still have some way to go to meet the
SGP goal of budget positions which are close to balance
or in surplus. In addition, there is an urgent need to
reduce government debt levels which remained above
70% of GDPin 1999 for the euro area. Thislevel ishigh
in historical terms (more than double the 1980 level), and
three Member States still have debt ratios close to or
above 100% of GDP. Findly, the tax burden which
amounted to 43% of GDP in the euro area (some 14 and
16 percentage points higher than in the US and Japan)
must be substantially reduced if the EU isto boost poten-
tial output and employment.

Better than expected budgetary outcome in 1999,
but emerging risk of a pro-cyclical stance

Part Il of the report presents current developments and
short-term budgetary prospects based on the spring 2000
economic forecasts of the Commission services. Results
for 1999 exceeded expectations despite growth being
lower than initially projected in severa Member States.
The most recent data point to a general government
deficit of 1.2% of GDP for the euro area, down from
2.3% in 1998. All Member States met the nominal bud-
getary targets fixed in the original 1998/99 stability and
convergence programmes, and in some cases targets
were surpassed by awide margin.

As regards the composition of budgetary adjustment in
1999, the lowering of the deficit resulted from higher
revenues rather than reduced spending. The revenueratio
in the euro area went up by around half a percentage
point of GDP. However, several factors suggest that this
rise was not a consequence of deliberate policy decisions.
In particular, tax receipts were buoyant as the growth
slowdown in the first part of the year was mainly due to
afall-off in externa demand which had little impact on
tax revenues. On the expenditure side, the ratio of total
expenditures to GDP in the euro area decreased margin-
aly but this was entirely due to lower interest payments,
with primary spending (total expenditures net of interest
payments) actually showing a slight increase.

The spring 2000 forecasts of the Commission anticipate
a further, albeit small, decline in the deficit ratio for the
euro area to 0.9% of GDP in 2000 and 0.8% in 2001.
Again, however, this is mostly due to an acceleration in
growth and a decline in interest expenditure on govern-
ment debt. One reason behind this relatively slow
progress is that attention is turning away from deficit
reductions to other objectives, namely cutting taxes.
After the increase in the revenue ratio in 1999, tax cuts
will lower the euro area tax burden by a combined total
1.5% of GDP in 2000 and 2001. In the euro area, the
combined reduction in primary expenditure as a percent-
age will be 1.6% of GDP over the same period.
Government debt is projected to continue its downward
path from over 72% of GDP in 1999 to 68% in 2001.

With the likelihood of economic growth above trend in
2000 and 2001, the Commission forecasts point to the
risk of a pro-cyclical budgetary stance in some Member
States, as indicated by a weakening in the cyclicaly
adjusted primary balance. Particular care to avoid a pro-
cyclical stance is required in countries where there are



risks of overheating. To this end, and as a genera rule,
Member States should allow fiscal stabilisers to operate
fully during the upswings. This is the counterpart to
allowing deficits to rise in downturns and is a necessary
condition for budgets to be close to balance over the
economic cycle.

Medium-term prospects are favourable,
but countries should be more ambitious

Part |1 also contains an overview of the updated stability
and convergence programmes that were submitted and
evauated in late 1999 and early 2000. The programmes
provide for the deficit of the euro areato fall to 0.3% of
GDP in 2003 and to balance for the EU. By 2002
or 2003, eight of the Member States aim for a budget
surplus and afurther five expect a deficit of no more than
0.5% of GDP. Hence, the medium-term goal of budget
positions which are ‘close to balance or in surplus’ is
now within reach, especially as these commitments were
entered into on what now appear to be cautious assump-
tions about growth.

While progress towards the medium-term targets is wel-
come, the‘quality’ of the budgetary adjustment is mixed.
On the expenditure side, most of the reduction comes
from lower interest payments, which is largely outside
the discretionary control of governments. However, the
decline in general government investment observed in
recent yearsis finaly halted and in some cases reversed.
As regards the revenue side, most Member States are
generally pursuing a budgetary strategy involving reduc-
tions in the overall tax burden, although at a rather slow
pace considering the favourable growth environment.
Overdl, the updated programmes provide for only a
small improvement in the underlying budget position,
with the cyclically adjusted primary surplus showing no
improvement between 2000 and 2003.

The updated stability and convergence programmes con-
firm atendency on the part of some Member States to set
actual deficit targets on the basis of cautious growth
assumptions. Prudenceis of course required when setting
medium-term targets. However, overly cautious scenarios
on economic developments complicate the assessment
and discussion of programmes, as the adjustment effort
actually needed to reach the targets becomes unclear.
Over time, economic agents might disregard budgetary
projections based on unrealistic assumptions, and this
could undermine the public’s confidence in the SGP.

Summary and main conclusions

Moreover, Member States must ensure that all important
fiscal policy measures, actua or planned, are included
and explained in their stability and convergence pro-
grammes. Otherwise, the process of peer review cannot
work effectively. To build up mutual trust and sustain
confidence, all participants must respect the spirit aswell
asthe letter of the SGP.

The Sability and Growth Pact one year on

Part 111 assesses the working of the Stability and Growth
Pact one year after its provisions came fully into force. It
starts by recognising that the framework of the SGP is
working effectively, and that it can help Member States
avoid a repetition of past fisca failures, namely high
structural deficits and pro-cyclical budgetary behaviour.
A number of conceptual issues which have arisen in the
implementation of the SGP are then tackled.

Consideration is given to the factors that should be taken
into account when setting the medium-term budget tar-
gets for each Member State. Setting the right target is
important if Member States are consistently to respect
the 3% of GDP deficit reference value while letting
automatic stabilisers work freely to smooth the business
cycle. Calculations presented in the report suggest that
the medium-term targets of most Member States should
build in a safety margin of 2 percentage points of GDP
to guard against the effects of the cycle. An additional
safety margin to deal with unforeseen budgetary devel op-
ments should also be established. This additional safety
margin would cover unexpected tax shortfalls or spend-
ing overruns not due to cyclical fluctuations, and is esti-
mated to be in the order of between 0.5% and 1% of
GDP. All in dl, broadly balanced budgets seem an ade-
quate target for most Member States, but some should
aim for a surplus. Adherence to ambitious medium-term
targetswill lower the stock of government debt over time
and thereby reduce interest payments. Thiswill partially
offset the pressure on public finances arising from age-
ing populations.

Part |11 then turns to how budgetary surveillance of SGP
targets can be improved. This monitoring role will
become increasingly important as new policy challenges
emerge in a situation when Member States approach
balanced budget positions and in a high growth environ-
ment. To ensure confidence in the fiscal policy frame-
work of EMU, it is important to apply a consistent and
analytically sound approach to the emerging fiscal policy
challenges, avoiding ad hoc solutions that create uncer-
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tainty and provide scope for political bargaining. Two
current ‘monitoring’ challenges warrant particular atten-
tion.

e With growth forecasts higher than what was assumed
in the updated stability and convergence program-
mes, the budgetary targets — which are expressed in
actual terms — become less stringent. This makes it
difficult to assess the ‘real’ degree of budgetary
ambition in the programmes. To overcome this risk,
it is necessary for the commitment of Member States
in the stability and convergence programmes to go
beyond actual targets for budget balances. account
must be taken of changing growth conditions which
implies an examination of underlying or cyclically
adjusted budget balances.

e There is now greater scope for cutting taxes and
reforming tax systems, which could make an impor-
tant contribution to raising potential output and
improving employment incentives. Getting the right
balance between cutting taxes and sustaining fiscal
consolidation is vital. It would be counterproductive
to make tax cuts now, only to find that they are not
sustainable in the long run and have to be raised
again during a future economic downturn.

Tax reform to raise output and employment without
jeopardising fiscal discipline

Part IV explores an important aspect of the ‘quality’ of
public finances, taxation, and is a contribution by request
of the special European Council of Lisbon. It describes
and compares the evolution of tax structures and effec-
tive tax rates across Member States. Major reforms of
recent years are reviewed, in particular measures to
reduce the tax burden on labour. This analysis presents
evidence that the driving force behind high tax rates in
the EU is high public expenditure: increased expenditure
leads to increased taxation and not vice versa. This sug-
gests that for tax cuts in EMU to be sustainable in the
medium to long run, they need to be matched with
primary expenditure reductions.

The results of a number of tax reform simulations using
the Commission services QUEST econometric model
are presented to assess their long-run economic and
employment effects. They show that reforms lowering
the tax burden, especialy on labour, are likely to have
positive effects on investment, employment and output.
However, tax cuts are not self-financing and would need

4

to be compensated with spending cuts to prevent gov-
ernment deficits from rising. An across-the-board tax cut
of 1% of GDP matched by areduction in current spend-
ing would increase employment by some three quarters
of amillion jobs. If the tax cut istargeted at reducing the
burden on labour, the estimated effect on employment
creation would double to 1Y/ million jobs. A smaller
increase in employment of about half amillion would be
achieved by shifting the tax burden from labour to other
tax bases such as consumption, but leaving the overall
tax burden unchanged.

While caution must be exercised when interpreting these
illustrative results, they do confirm the strategy endorsed
by the special European Council of Lisbon to reduce the
tax burden in general and, especially, on labour. In addi-
tion, they support the case for framing tax cuts within a
comprehensive reform package on account of the inter-
actions of tax and welfare systems.

Main policy challenges

New fiscal challenges are coming to the fore

Based on the analysisin the report, it is possible to draw
anumber of conclusions on the main fiscal policy chal-
lengesin EMU. The report, of course, is not exhaustive.
Important challenges such as the efficiency of public
spending and the need for its substantial restructuring
have not been addressed. The Commission plans further
work in this field.

As broadly balanced budgets are approached and with a
favourable economic outlook, new fiscal policy chal-
lenges are coming to the fore. The EU is approaching the
end of along phase of striving to place budget positions
on a stable path, where the inevitable emphasis was on
meeting strict targets for actual government deficits. The
EU is now entering a new phase of budgetary reform,
where the challenge is to sustain budget discipline and at
the same time undertake restructuring which enhances
the quality and long-term sustainability of public
finances.

In sum, the EU is approaching a defining period in its
long-term commitment to fiscal discipline. Having
demonstrated a capacity to undertake fiscal consolidation
in the run-up to EMU when the economic environment
was less than favourable, Member States must now
demonstrate their willingness to pursue responsible fis-
cal behaviour during ‘good’ times: in many ways thisis
an even more challenging goal.



The most immediate challenge is to avoid a
pro-cyclical budgetary stance

High economic growth will ensure buoyant tax revenues
and somefall in current spending, especially on transfers
to the unemployed: overall the actual budget balance
should improve. However, this can lead to pressure for
large tax cuts and discretionary spending increases that
would worsen the underlying budget balance.

To avoid such a pro-cyclical loosening of the budgetary
stance, Member States must let the automatic fiscal
stabilisers operate fully during the upswing and allow
budget balances to improve. Government debt should be
run down at a faster pace. To the extent that growth is
higher than the assumptions contained in stability and
convergence programmes, Member States should sur-
pass the agreed targets for budget balances, which are
expressed in actual terms, and in most cases move into
budget surplus.

Need to get the right balance between further deficit
reductions and tax cuts

As well as avoiding pro-cyclical behaviour, Member
States must seize the opportunity of high growth to make
the difficult structura reforms going beyond measures
announced in the updated stability and convergence pro-
grammes that will lead to a lasting reduction in the tax
burden. However, to ensure that tax cuts are permanent
(and will not have to be reversed when the economy
slows down), they need to be accompanied with match-
ing cuts in spending. In sum, the only way to generate a
real ‘growth dividend’ is by tackling head on the under-
lying reasons for the high tax burden, that isto introduce
the necessary reforms to reduce and restructure public
expenditure.

Reflecting the importance of getting the right balance
between cutting taxes and pursuing deficit reductions,
the Ecofin Council of 28 February 2000 broadly
endorsed four criteria for assessing whether a Member
State actually has the capacity to cut taxes safely without
jeopardising the SGP commitments. They are: (1)
uncompensated tax reductions can only be envisaged in
Member States that meet the medium-term budget target
of ‘close to balance or in surplus’; (2) tax reductions
must not be pro-cyclical; (3) account must be taken of
the level of government debt and long-term budget sus-
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tainability; and (4) tax reductions should form part of a
comprehensive reform package. The Commission
intends to apply these criteria when assessing budgetary
plans for 2001 and future updates to stability and con-
vergence programmes.

The quality and sustainability of public finances
must also be improved

At the same time as bringing down the debt and tax
burden, the recent special European Council in Lisbon
emphasised the need to improve the quality and sustain-
ability of public finances. The term ‘quality’ of public
finance is multidimensional, and covers both the expen-
diture and revenue sides of the budget. This report high-
lights the scope for improving ‘quality’ on the revenue
side. In particular it shows that reforms of the tax system
to lower the burden on labour can improve incentives for
employment and investment without jeopardising fiscal
discipline.

Asregards |ong-term sustainability, the running-down of
government debt can make an important contribution
towards preparing for the budgetary impact of ageing
populations. This is illustrated by calculations which
show the reduction in the future interest burden that can
be achieved by adhering to ambitious medium-term
budgetary targets. However, it would be inappropriate to
rely only on the consolidation of public finances to
prepare for the budgetary impact of ageing populations.
Adhering to a budget target (even an ambitious one)
must not divert attention away from the need to make
structural reforms to the features of tax and benefit sys-
tems which accentuate age-related budgetary pressures.

*kk

EU countries, after striving for severa years to achieve
fiscal discipline and stability, are entering a new phase of
budgetary reform where the challenge is to sustain and
further improve budget discipline, and at the same time
to enhance the quality and sustainability of public
finances. The current growth upswing should provide the
opportunity to make significant progress towards these
objectives which are essential for raising growth and
employment in Europe and to ensure the long-term
success of EMU.
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1. Introduction

The Maastricht Treaty recognises that maintaining sound
public finances is critical to the success of EMU. It
contains provisions which in the first instance aim at
preventing large fiscal imbalances from emerging (via
regular monitoring and surveillance of public finances at
Member State level) but, where necessary, require coun-
tries to take corrective action to lower public deficits and
debt (the so-called excessive deficit procedure).

The provisions in the Maastricht Treaty were reinforced
by the Stability and Growth Pact (SGP), ensuring that the
commitment to fiscal disciplineissustained in EMU and
not simply viewed as an entry requirement (see Part 11,
Chapter 1 for a detailed description of the SGP).
Essentially, the Treaty and the SGP establish a rule-based
approach to fiscal policy with targets for public sector
deficits, i.e. initialy the 3% of GDP reference value in
the convergence criteriaand subsequently the SGP goal of
budget positionswhich are ‘ closeto balance or in surplus'.

Such a strong emphasis on fiscal prudence and stability
in the Maastricht Treaty derived from the belief that the
deterioration of public finances was an important cause
behind the poor economic performance of many EU
countries since the early 1970s. The subsequent decades
taught Europe a salutary lesson of how economic pros-
perity cannot be sustained in an unstable economic poli-
cy environment. Inappropriate fiscal policies frequently

overburdened monetary policy leading to high interest
rates. On the supply-side, generous welfare systems con-
tributed to structura rigidities in EU economies and
fuelled inappropriate wage behaviour. The net effect was
a negative impact on business expectations and on
investment, thus contributing to a slower rise in actua
and potential output. As aresult, employment stagnated.

This chapter beginswith a brief exposition of the sources
of growing budgetary imbalances during the 1970s and
1980s which prompted the considerable fiscal adjust-
ments in the run-up to EMU. It considers the different
strategies pursued by Member States, in particular the
composition of the consolidation, i.e. revenue increases
versus expenditure reductions, capital versus current
expenditure cuts. The role played by the economic cycle
and by the reduction in the interest burden on public debt
isalso considered, as well as the role of monetary policy
in the adjustment effort. Finally, the struggle to reverse
an increasing trend in the stock of public debt is outlined.

Overdll, this part of the report aims to identify lessons
from past successful budgetary adjustment efforts that
could be applied to the fiscal policy challengesin EMU.
In particular, there may be insights on how to recover
room for manceuvre for automatic stabilisers and on
what type of fiscal adjustment will need to be pursued in
the years to come.






2. Growing budgetary imbalances:
from the 1970s to the mid-1990s

2.1. Rising debt and deficits

Beginning in the 1960s and through to the mid-1990s,
the general government sector in the EU and the euro
area has accounted for arapidly rising share in the econ-
omy (1). From 36% of GDP in 1970, total government
expenditures in countries belonging to the euro arearose
by over 16 percentage points to a peak of over 52% of
GDP in 1993 (see Graph 1). A breakdown of this
increase of amost a half in the size of the share of public
spending in the economy in less than 25 years is pre-
sented in Graph 2 and shows that it was largely the result

(1) To reflect the new framework for fiscal policy in EMU, this report
generaly refers to the budget position of the euro area Where
appropriate, figures for the EU as a whole are presented.

of expanding social transfers and interest payments.
Fiscal consolidation in the run-up to EMU has led to a
fall in the expenditure ratio to approximately 48% of
GDP in 1999 and 47% of GDP in 2000, but this only
returns government spending as a share of GDP to just
below its 1990 level. This ratio is very high compared
with the US and Japan, where expenditure ratiosin 1999
were 32% and 40% of GDP respectively.

Graph 1 illustrates that the ratio of revenuesto GDP also
increased steadily over the same period which, as docu-
mented in Part 1V, was driven by the need to finance
growing public expenditures. However, unlike expendi-
tures which peaked in 1993, the revenue ratio is only
expected to start falling from its historically high level of
46% of GDP as of 1999.

Graph 1: Rising share of general government in the economy, euro area, 1970-2000
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The growth in the size of the public sector occurred in
tandem with the emergence and persistence of large gov-
ernment deficits. Almost without exception, the average
general government deficit for the euro area countries
was above 3% of GDP from 1975 onwards. In the after-
math of German reunification and the strong recession of
the beginning of the 1990s, the budget deficit for the
euro area surged, attaining a historical high of 5.5% in
1993.

High and persistent budget deficits in turn led to rapidly
increasing government debt and a mounting interest
burden. The ratio of government debt to GDP for the
euro areaincreased from less than 30% in the late 1970s
to nearly 75% in 1997.

The sense of budgetary crisis that pervaded the EU can
be gauged only by examining the situation at Member
State level. Prolonged fiscal laxity meant that almost all
EU countries faced serious fiscal imbalances by the early
1990s. In some cases public finances were on clearly
unsustainable paths such that there was no alternative to
radical consolidation in order to prevent an uncontrollable
increase of public debt.

Denmark and Ireland already embarked on the consolida-
tion path in the 1980s, the latter having run double-digit

deficits from 1979 to 1986 and accumulating govern-
ment debt amounting to 111% of GDPin 1987. Italy and
Greeceran very large deficits well into the 1990s leading
to a very rapid rise in public debt levels to well over
100% of GDP (124% and 111%, respectively, in peak
years). Large and persistent deficits in Belgium pushed
up the public debt ratio which reached a historical high
of 135% in 1993. Due to very severe recessions and
bank failures in the beginning of the 1990s, budgetary
crises erupted in Sweden and Finland. Both countries
saw the surpluses of the 1980s disappear almost
overnight to be replaced with very large deficits: Sweden
recorded a deficit of some 12% of GDP in 1993 after
enjoying a surplus of over 4% of GDP in 1990, a deteri-
oration of some 16 percentage points in three years.
Having fallen back during the second half of the 1980s,
deficits in the UK rose rapidly during the economic
downturn of the early 1990s and peaked at over 8% of
GDPin 1993.

2.2. Pro-cyclical fiscal polices since
the early 1970s

Apart from the worsening budgetary positions, EU fiscal
policies since the 1970s have suffered from an additional
weakness, in that they have tended to be pro-cyclical.

Graph 2: Growth in general government expenditurein the euro area
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Several indicators, besides actual public debt and budget
balances, are used in economic analysis to appraise the
various aspects of fiscal policy. The cyclica adjustment of
actual public finance data is important to analyse the
underlying or structural budgetary positions, the fiscal
stance and the demand impact of fiscal policy.

e Adjusting for the economic cycle. Fluctuations in
economic activity influence government revenue and
expenditure autonomously. During economic upturns,
tax bases grow and unemployment goes down while
the opposite happens during recessions. As a result,
tax revenue and unemployment-related social security
expenditures fluctuate according to the cycle and the
budget balance responds automatically to cyclica
movements in the economy. The size and volatility of
the budget’ s cyclical component are determined by the
size and volatility of cyclical fluctuations in output
and by the sensitivity of government revenues and
expenditures to the cycle. The cyclically adjusted bud-
get balance measures what the budget balance would
be in the absence of cyclical fluctuations, i.e. if econ-
omic activity were at its potential or trend level.
Chapter 1 of Part VI presents the Commission method
of cyclical adjustment.

» Fiscal policy stance. The fiscal stance measures the
direction of fiscal policy by summarising the effect of
various discretionary policy actions taken by fiscal
authorities. Cuts in government expenditures other
than changesin the interest burden, and/or increasesin
taxes improve the underlying/structural fiscal position
and lead to atightening of fiscal policy. Decisions to
increase various expenditure items and/or cut taxes
worsen the underlying/structural budgetary position
and lead to arelaxation of fiscal policy compared with
the previous period. Annual changes in discretionary
policy are used to evaluate the vigorousness of con-

Box 1: Fiscal policy indicators

solidation efforts. In this report, the change in the
cyclically adjusted primary balance is chosen as the
main indicator on fiscal stance (1). A positive change
indicates a policy tightening and a negative change a
relaxation of fiscal policy. An advantage of using the
cyclically adjusted primary balances is that these are
not influenced by changes in interest expenditures,
which are not under the direct control of the fiscal
authorities and cannot be regarded as purely discre-
tionary.

« Demand impact of fiscal policy. Because the various
forms of government expenditures and taxation have
different effects on aggregate demand, the impact of
budgetary policy cannot be inferred simply from an
examination of the cyclically adjusted budgetary posi-
tion or any other simple policy indicator. In order to
obtain a measure of the effect of fiscal policy on
aggregate demand, one needs more detailed empirical
models in which the interrel ationships of various policy
measures and economic behaviour are specified. The
quantitative and qualitative results of model-based
policy simulations are by definition model-dependent
and, hence, subject to many uncertainties about the
specification and parameterisation of the model.
Measures on the demand effect of fiscal policy are
thus conditional on the assumptions of how the econ-
omy works, as well as on the level of income, interest
rates, and exchange rates (2). To evaluate the impact of
fiscal policies on aggregate demand, Part Il (Box 5)
presents simul ations based on the Commission services
QUEST model.

(1) Other measures of the fisca stance have been used in
academic literature and policy debate. For a survey, see
Blanchard (1990) and Alesina and Perotti (1995).

(® Buiter (1985) and Chouraqui et al. (1990).

Fiscal policy affects the economy both through discre-
tionary changes and through automatic budget stabilisers.
Positive output gaps characterise periods when actual
output exceeds potential and buoyant revenues and lower
social security transfers (especially unemployment ben-
efits) tend to keep deficits low. The opposite occurs in
periods of negative output gaps. The working of the auto-

matic stabilisers helps smooth the cyclical fluctuations of
the economy in booms and recessions (%).

() Simulations with QUEST, the Commission services econometric
model, show that the working of the automatic stabilisers smooths
output fluctuations by between 20 and 30% in EU countries. This
is broadly in line with results of other studies, surveyed in
European Commission (1998). See also OECD (1999a).
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The cyclically adjusted or structural budget balance mea-
sureswhat the budget balance would be in the absence of
cyclical fluctuations, i.e. if economic activity were at its
trend level. As such it removes the effect of economic
growth conditions from the actual budget balance. The
cyclicaly adjusted primary balance removes from the
cyclicaly adjusted balance the impact of interest pay-
ments. Hence, achangein thisvariable indicates amove-
ment in the structural or underlying budgetary position
mainly due to discretionary policy actions but not due to
fluctuations in economic activity or change in interest
payments which are essentially outside the control of
fiscal authorities. These indicators are explained in more
detail in Box 1.

Graph 3 illustrates the pro-cyclical stance of fiscal poli-
ciesin euro areacountries since 1977 (1). Deficits did not
fall as expected during periods of high economic growth,
implying that countries offset the working of the auto-
matic stabilisers via discretionary tax cuts or expenditure
increases. As a consequence, public debt continued to
rise. Such fiscal relaxation in good times in turn necessi-
tated a tightening during economic downturns. Hence,
instead of smoothing the business cycle, fiscal policies
have contributed to amplifying the output swings.

(1) Data on public debt on a consolidated basis are not available
before that date.

Deficits rose between 1976 and 1981 when there was a
positive output gap, but were placed on a downward path
afterwards when the economy was in a prolonged period
of below trend GDP growth. Pro-cyclical behaviour
continued into the 1990s when the inevitable reduction
in deficits took place to return budget positions to a sus-
tainable footing: this partly contributed to a period of sub-
dued economic growth. This expansionary stance reflect-
ed the developments following German unification and
took placein the wake of the strong recession hitting sev-
eral EU countries at the beginning of the 1990s.

Whilst Graph 3 shows the behaviour of the euro area
countries as a whole, individual countries behaved dif-
ferently as not all countries ran pro-cyclical policies.
Thisis shown in Graph 4 which picturesthe total and the
cyclicaly adjusted budget balances over the period
197090 against the estimated output gap. EU countries
are split between high-debt and low-debt countries (3).

(® A country is classified as belonging to either the high-debt or low-
debt group depending on whether its government debt was situat-
ed above or below the EU average during each year of the sample
period. Germany, Spain, France, Luxembourg and Finland always
belong to the low-debt group, while Belgium, Ireland, Italy and the
Netherlands are always classified as high-debt countries. The other
countries switch position during the period. See Buti et d. (1998).

Graph 3: Rising budgetary imbalancesin the euro area, 19762000
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The former group recorded much higher structural
deficits, partly reflecting the higher interest burden. They
also tended to pursue a pro-cyclical fiscal policy for al
positive output gaps and for strongly negative output
gaps. Thus they have tended to continue to accumulate
public debt over the cycle.

On the other hand, lower debt countries let the automat-
ic stabilisers function freely. In good times when there is
apositive output gap, we observe a broadly neutral fiscal
stance that allows the budget to move into surplus, thus
running down the stock of debt which was accumulated
in periods of recession. Finaly, they did not alow their

budgets to get out of hand during periods of economic
slowdown, but instead capped their overall deficit at 3%
of GDP during such periods. Hence, low-debt countries
behaved in the 1970s and 1980s very much as if the
requirements of the Stability and Growth Pact were
aready in place (see Part I11) (1.

(M) Interestingly, low-debt countries used fiscal policy for stabilisation

in periods of negative output gaps more than high-debt countries.
This is shown in Graph 4 by the black curve showing the behav-
iour of the structural component of fiscal policy. On the positive
interplay between budgetary discipline and stabilisation, see Box 1
inPart [11.

Graph 4: Output gap and budget deficit — high- and low-debt EU countries, 1970-90
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3. Budgetary adjustment in the 1990s

3.1. Déficit reductions despite an
unfavour able economic climate

Faced with the inevitable need of putting public finances
on a sounder footing and in some cases to come to grips
with alooming unsustainability problem, policy-makers
enacted a strong adjustment as of 1992-93 in spite of
rapidly deteriorating economic conditions. Although the
exact timing differed amongst Member States, Graph 3
above clearly shows a structural break in budgetary per-
formance from 1993 onwards for the euro area, which
marked the start of the second stage of EMU.

Under pressure from the Maastricht calendar for joining
EMU, the unprecedented fiscal consolidation continued
through 1996 and 1997 aided by lower interest rates.
Between 1993 and 1997, the actual deficit fell by 3.5 per-
centage points in the euro area, and was brought back
below the 3% threshold. Since then, deficits have con-
tinued to fall and broadly balanced positions are expect-
ed to be reached by 2003.

Viewed from Member State level, some spectacular turn-
aroundsin fiscal performance occurred. Italy and Greece
managed to reduce their budget deficits by 12 and
8.5 percentage points of GDP respectively between 1990
and 1997. Finland and Sweden quickly regained control
of their public finances after the crisis of the early 1990s.
A strong improvement occurred also in the UK after the
1992 ERM crisis. On the contrary, countries such as
Germany and France, traditional bastions of fiscal pru-
dence, struggled to keep control of budget deficits which
were fuelled, respectively, by the costs of unification and
subdued economic performance.

The scale of the budgetary retrenchment is all the more
impressive as it took place against an unfavourable
economic background. Faced with serious budgetary
situations, governments had little choice but to pursue
consolidation even if that implied a continuation of pro-
cyclical fiscal policies. This is confirmed by Graph 5,

which shows the evolution of the fiscal stance against the
cyclical developmentsduring the 1990s. A positive value
for the fiscal stance represents a tightening of discre-
tionary fiscal policy. Indeed, despite strong growth, there
was adiscretionary relaxation of fiscal policy inthe early
1990s, after a pro-cyclical expansionary stance in the
second half of the 1980s. As from 1992, however, this
trend was reversed as the need to put public finances in
order took precedence over output stabilisation ().

The fiscal retrenchment of the 1990s cannot be assessed
without considering the broader picture of nominal con-
vergence. This requires bringing monetary policy into
the picture. While basically cautious because of the need
to bring down inflation, monetary policy was broadly
supportive of fiscal consolidation in that the tightening
of the budgetary stance was matched by a relaxation of
monetary conditions. Thisisillustrated in Graph 6 which
summarises the average policy-mix in euro area countries
during the 1990s.

Along the vertical axis, the graph depicts the fiscal
stance, defined as the change in the cyclically adjusted
primary balance as a share of GDP (CAPB). For mon-
etary policy, along the horizontal axis, it givesthe change
in overall monetary conditions, as condensed in the
variation of each country’s monetary conditions index
(MCI) (3. The upper-left and lower-right quadrants of
Graph 6 characterise a policy-mix where monetary and

(1) The counterfactua, however, is not evident as several EU coun-
tries had no choice but to tackle the deep-rooted public finance
imbalances. As argued in a recent study on Italy’s growth in the
1990s, failure to come to grips with the mounting debt and deficits
could have led to an outright financia crisis taking an even bigger
toll on output (European Commission, 1999a).

(®» Themonetary conditionsindex (MCI) is aweighted average of the
real interest rate and the exchange rate. The concept was original-
ly developed at the Bank of Canada and is currently used by inter-
national organisations, central banks and market analysts. The
weights of the two variables should reflect their relative impor-
tance in affecting aggregate demand. The weights that have been
used in the chart are 1 for the interest rate and 1/6 for the exchange
rate.
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Graph 5: Fiscal policy and cyclical conditionsin the euro area
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fiscal policies move in opposite directions: a tightening
of fiscal policy goes hand in hand with an easing of mon-
etary conditions (upper-left), while an easing of fisca
policy is combined with monetary tightening (lower-
right). The two policies movein the same direction in the
lower-left quadrant, as both fiscal and monetary policy is
relaxed, and in the upper-right quadrant where simulta-
neous tightening of both policies takes place. Although
this characterisation of the policy-mix is highly simpli-
fied (1), the graph traces some well-known stylised
developments in the past decade, e.g. the pro-cyclical
loosening of thefiscal stance linked to the German reuni-
fication, and the tight monetary conditions in 1992, fol-
lowed by a strong relaxation in monetary conditions in
the subsequent years after the ERM crisis.

It emerges that in the Maastricht retrenchment period,
with the exception of 1995 and 1998, the euro areafalls
in the top-left quadrant, i.e. where a fiscal tightening is
accompanied by easier monetary conditions (partly in

(1) Inparticular, the ‘retrospective’ construction of an aggregate mon-
etary stance and fiscal stance may be questionable. Other caveats
concern the weights of the two variables, the level versus the
changes in the index, etc. However, an in-depth analysis of these
issues goes well beyond the scope of this report.
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view of the poor growth conditions). It can therefore be
concluded that monetary policy while remaining cautious,
has on average played a supportive role in the public
finance retrenchment of the 1990s (2). On average mon-
etary policy seems to have facilitated fiscal adjustment,
although this was not true for all countries. In particular,
this may not have been the case in countries combining
strong consolidation needs on the fiscal side and high
inflation, such as Itay (see European Commission,
1999a).

3.2. What type of consolidation?

The success of the consolidation processin reversing the
25-year deterioration in the public finances of EU coun-
tries warrants a closer examination with a view to iden-
tifying key contributory factors. Analysing the type of
adjustment is crucial because, as recent literature has

(3 Evidence of a coordinated behaviour of monetary and fiscal
authoritiesisalso found in other studies. Wyplosz (1999) finds that
the policy-mix in EU countries since 1980 has tended to be of the
‘substitutability’ type: fiscal relaxation is accompanied by mon-
etary tightening and vice-versa. These results correspond closely
to those obtained by Mélitz (1997).
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Graph 6: Policy-mix in the euro area, 1990-2000
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emphasised, the composition of retrenchment efforts is
important, alongside the size of the consolidation, in
determining their success and durability (see Box 2).

Table 1 highlights the ‘ quality’ of the adjustment for the
EU countries and the euro area as a whole. The table
shows the change in the structural balance and the
sources of the retrenchment (whether it comes from the
revenue side or from various spending categories) (%).
Although the timing and composition of budgetary
adjustment differed between Member States, it ispossible
to discern two distinct sub-periods at the level of the euro
areaduring the Maastricht years . To begin with in 1992
and 1993, the consolidation was essentially revenue-based.
Strong increases in structural revenue of over 3 percent-
age points of GDP more than offset continued rises in
structural primary expenditures to achieve a reduction of
0.7% of GDP in the overall structural balance. This
tightening of the fiscal stance brought a halt to the
increase in actual deficits, and may have yielded positive

(1) The country-specific consolidation periods have been selected by
looking at the years of virtually uninterrupted improvement in the
cyclically adjusted primary balance.

Changesin MCI

@ Negative output gaps

expectation effects by sending a strong signal that
serious steps at last were being taken to shift budget
polices back onto a sustainable path.

In the second phase from 1994 to 1997, budgetary
adjustment was more expenditure-based. Primary struc-
tural expenditure fell by over 2 percentage points of
GDP over that period, in contrast to almost a 2 percent-
age point increase between 1992 and 1993. Structural
revenues continued to increase but at a slower pace com-
pared with the first phase of the retrenchment process.
As a result, the overall structural balance improved by
3.3% of GDP. As described in Box 2, this expenditure
based adjustment path signals a stronger commitment to
the consolidation process by the government and, as such,
is more likely to be successful and to trigger so-called
‘non-Keynesian’ effects.

At country level, France, Ireland and Portugal essential-
ly pursued a revenue-based retrenchment. Rises in taxes
prevailed also in Italy and Greece, athough the sheer
magnitude of their adjustment implied also reductionsin
structural primary expenditure. In contrast, Denmark,
Finland, Sweden and the UK pursued a fully fledged
expenditure-based retrenchment, with both Sweden and
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Table 1
Composition of budgetary consolidation in the 1990s
(% of GDP)
Of which:
Consolidation Change in Change in Change in Change in Change in Change in
period structural structural structural capital current interest
balance revenue primary spending primary payments
expenditure expenditure
Revenue-based retrenchment
EL 1990-98 11.8 11.1 -1.0 0.8 -1.8 0.3
F 1995-97 3.3 2.6 -0.9 -01 -0.8 0.2
IRL 1990-94 2.3 3.0 25 0.6 1.9 -1.8
I 1991-97 9.4 6.4 -31 -1.0 -21 0.0
P 1992-96 3.6 7.4 6.1 0.9 5.2 -23
Expenditure-based retrenchment
DK 1996-99 5.2 0.6 -29 -03 -2.6 -17
FIN 1993-99 4.0 -46 -95 -07 -88 1.0
S 1994-98 10.9 3.0 -75 -0.1 -7.4 -0.4
UK 1994-98 6.6 4.2 -2.8 -05 -23 0.5
‘Switching’ strategy
A — 1st phase 1995-96 13 23 0.8 -04 12 0.2
- 2nd phase 1997 2.2 -04 -23 -0.9 -1.4 -0.4
B — 1st phase 1992-93 17 2.9 0.5 0.2 0.3 0.7
- 2nd phase 1994-96 3.6 1.4 -0.2 0.1 -0.2 -1.9
DK — 1st phase 1992-93 14 3.3 1.3 0.1 11 0.6
- 2nd phase 1994-97 1.7 15 -0.7 -0.8 0.0 0.4
NL — 1st phase 1991-93 4.3 4.2 -04 0.0 -0.4 0.2
- 2nd phase 1994-97 1.7 -45 -54 0.9 -6.4 -08
E — 1st phase 1992-93 -0.3 3.9 2.8 -0.6 35 13
- 2nd phase 1994-97 35 -1.4 -4.6 -1.0 -3.6 -0.2
EUR-11 - 1st phase 1992-93 0.7 3.1 1.8 -0.2 2.0 0.6
- 2nd phase 1994-97 3.1 0.7 -2.0 -04 -1.6 -0.4

Source: Commission services.

Finland reducing the ratio of structural primary expendi-
tures by some 10 percentage points of GDP. While these
countries marginaly trimmed public investment, the
bulk of the adjustment effort came from the reduction in
structural current primary spending.

Asinthe case of the euro areaaswhole, akind of two-step
‘switching’ strategy (initially revenue-based switching to
expenditure-based) is most striking in Belgium,
Germany, the Netherlands and Spain. Interestingly, with
the exception of the Netherlands, the improvement in the
structural balance was much more pronounced in the
second than in the first phase (1).

(1) This has prompted some authors to conclude that no ‘switching
strategy’ actually occurred, as claimed in European Commission
(1998), but countries were forced to move to an expenditure-based
retrenchment by the failure to reduce substantially the fiscal imbal -
ances in the early phase of revenue-based retrenchment. See Von
Hagen et a. (2000).
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Fiscal consolidation affected the effective tax rates (2) of
labour, capital and consumption in different ways.
Although between 1992 and 1997 the cyclically adjusted
tax rates on labour, capital and consumption increased by
similar amounts (1.3, 0.9 and 1.2, respectively), the
behaviour of the rates was very different in the two sub-
periods 1992-93 and 1994-97: the rise in structural rev-
enuesin 1992 and 1993 was achieved — mainly through
discretionary increasesin labour taxes (mainly non-wage
labour costs), whilein the following years, with the shift
to amore expenditure-based retrenchment, the burden of
the adjustment was shared by the three tax bases. This
trend continued through 1998 and 1999.

(9 Effective tax indicators are explained and analysed in detail in
Part 1V.
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Box 2: Factors determining the success of a budgetary adjustment

A growing body of literature has made it possibleto single
out the main factors affecting the success of fiscal
retrenchments.

First, the size and persistence of budgetary adjustments
matter. Large and sustained budgetary adjustments which
return public finances to a sustainable path can have a
positive impact on demand, thereby offsetting the direct
contractionary effect of the fiscal correction. A non-linear
relationship between national saving and fiscal impulses
had been identified as the main explanatory factor for
these results. In situations of large fiscal imbalances, the
perception that a fiscal correction prevents either a finan-
cia crisis or a bigger consolidation at a later stage may
lead to anticipation of lower taxesin future, and hence boost
private consumption. Risk premiums may fal leading to
lower interest rates and an increase in the market value of
stocks, bonds and housing. In addition, the behaviour of
labour market participants may adjust to credible shifts
in fiscal policy (Perotti, 1999, Giavazzi et a., 1998,
Blanchard, 1990, Feldstein, 1982, and Drazen, 1990).

Secondly, the composition of budgetary adjustment isalso
important. While the size of budgetary adjustment matters,
there is growing evidence that its composition is the most
important factor determining its success, both in terms of
sustaining an improved budget balance and achieving a
positive growth effect. Successful and lasting consolida-
tions appear to occur when the bulk of the adjustment
takes place on the expenditure side, and especially current
transfers and public wage expenditures with limited or no
increasein labour taxation. Thisis attributed to the supply-
side impact of fiscal policy on labour costs, profitability,
private investment and competitiveness (Alesina et al.,
1999). The literature suggests that the behaviour of private
investment explains a large share of the response of GDP
growth to fiscal adjustments. Greater focus on the compo-
sition of public expenditure is warranted as very specific
budget items are usually responsible for sharp deteriora-
tions in budgetary performance (Perotti et al., 1998).
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4. Lowering public debt: an uphill struggle

In spite of the strenuous effort to reduce budget deficits,
the average public debt—-GDP ratio in the euro area con-
tinued to rise until recent years. Going back to the 1970s
and 1980s, it can be observed that the build-up of debt
did not take place only during periods of economic slow-
down — as prescribed by the ‘tax smoothing’ approach
to fiscal policy — but continued during periods of posi-
tive output gaps when the economy was running at above
its trend growth path (Graph 3 above and European
Commission, 1998). As shown in Graph 7, the stock of
public debt, having exceeded the 60% Maastricht refer-
encevaluein 1992, continued to climb until 1996-97 and
in subsequent years only started to show a slow decline.
The ‘dabilisation gap’ — defined as the difference
between the actual and the debt-stabilising cyclicaly

adjusted primary balance — turned negative only in
1998, but it is expected to improve further in the period
1999-2001.

To explain the time lag between the reduction in the
deficit and the stabilisation and the subsequent lowering
in the debt ratio, Table 2 breaks down the change in the
debt ratio into its various components. It presents different
approaches to the decomposition of the changes in the
debt ratio (3).

(1) The arithmetic of the relationship between budget deficit and debt
is presented in Box 3.

Graph 7: The stock of debt and the stabilisation gap in the euro area

% of GDP

Stabilisation gap

Stabilisation gap

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Source: Commission services.
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The time lag between deficit and debt reduction is due
mainly to the so-called ‘snowball’ effect on public debt
accumulation which is shown in column 5 of Table 2.
The snowball effect arises from the differential between
the interest rate on public debt and the growth rate of
GDFP: if the interest rate is higher than the growth rate,
the ratio of public debt to GDP tends to increase over
time, unlessthe primary surplusis sufficiently high. This
differential was positive throughout the 1990s, contribut-
ing to the upward pressure on public debt. In particular,
the differential was very high during the 1993-97 years
of subdued growth and relatively high real interest rates.

In the later years, the snowball effect decreased, not |east
under the influence of steadily falling real interest rates.
Columns 6 and 7 highlight further the interplay between
discretionary public finance adjustment (represented as
the fiscal stance in column 6) and the impact of growth
and nominal variables on public debt. Column 7 sum-
marises the effect on debt accumulation due to the snow-
ball effect together with the impact on the deficit of the
cyclical conditions of the economy (1). Again, it emerges

(1) Clearly, the two variables are not independent. The links, however,
are not unequivocal. If the strong public finance and nominal
adjustment in stage two of EMU contributed to the subdued growth
of the euro area economy, it also crested the conditions for lower
interest rates and better growth prospects in the following years.

clearly that ‘economic’ conditions contributed to increas-
ing the stock of debt and it was only as from 1998 that
this variable, though remaining positive, started to fall,
thereby allowing the historically high structural primary
surplusesto feed into lower debt ratios. The final column
gives a residual component, the so-called stock-flow
adjustment which includes the accumulation of financial
assets, changes in the value of the foreign debt due to
exchange rate changes and remaining statistical adjust-
ments. The stock-flow adjustment had a positive value
for most of the period and it aone explains some 7 per-
centage points of GDP of the total rise in the debt ratio
for the euro area in the 1990s. This component became
negative in 1997-98, explaining why the stock of debt
started declining before the ‘stabilisation gap’ itself
turned negative (see Graph 7).

The difficulty in reducing the stock of debt in the 1990s
is shown also by looking at country-specific develop-
ments. Table 3 presents the total change in the debt GDP
ratio over the period 1990-2000, during periods of posi-
tive and negative output gaps. Some Member States —
namely Ireland, the Netherlands, Portugal and Belgium
— managed to reduce the debt throughout the period. In
four EU countries, the debt that was accumulated in peri-
ods of recession was offset, at least partly, in periods of
positive output gaps. This group includes, in particular,

Table 2
Disentangling public debt accumulation, euro area
(% of GDP)
Year Change Budget Nominal Primary ‘Snowball’ Cyclically ‘Economic’ Stock
public deficit growth deficit effect adjusted conditions flow
debt contribution primary
deficit
& @ ®) 4 (©) (6) () (8)
1990 1.4 4.2 -47 -0.7 0.1 0.7 -13 1.9
1991 1.7 4.5 -3.7 -04 1.2 0.9 -0.1 0.9
1992 33 4.7 -3.0 -08 25 0.2 15 1.6
1993 4.9 5.5 -0.6 0.0 4.9 -04 5.3 0.0
1994 23 5.0 -238 -03 25 -05 2.7 0.1
1995 3.1 5.0 -3.0 -0.6 25 -0.8 2.7 1.2
1996 3.3 4.3 -29 -14 2.8 -2.0 3.4 1.9
1997 -0.2 2.6 -15 -25 3.6 -31 4.2 -1.2
1998 -15 2.0 -2.8 -27 1.9 -31 2.3 -08
1999 -0.9 1.2 -29 -31 1.4 -36 1.9 0.8
2000 -18 0.9 -33 -31 0.8 -3.2 0.8 0.6
2001 -23 0.8 -3.4 -3.1 0.5 -29 0.3 0.3

O=@+@3)+(@®
o AH+OB+(®
o (®)+(N+(

Source: Commission services.
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Table 3

Business cycle and public debt accumulation, 1990-2000

Change in debt/GDP (percentage points) Peak year Public debt/GDP (%)
public debt at the end of 1999
Positive output gap Negative output gap
Debt reduction throughout the period
IRL -35.2 -18.4 1993 52.4
NL -45 -12.8 1993 63.6
Offsetting in non-recession periods
DK -21.0 124 1993 52.5
FIN -11.9 39.8 1994 47.1
UK -10.5 15.2 1996 45.9
S -54 14.3 1994 65.5
Debt accumulation also in non-recession periods
E 3.8 17.2 1996 63.5
F 4.7 19.6 1998 58.6
A 6.6 0.0 1996 64.5
I 12.0 3.8 1994 114.9
D 19.6 3.7 1999 61.0
EL 275 7.9 1996 104.4
Notes:

1. Theoutput gap is defined as the difference between the actual and trend GDP measured as a share of trend GDP.
2. The build-up of debt in Finland and Sweden during the 1991-93 recession is partly attributable to financial operations and other factors not
affecting the deficit (the so-called stock-flow adjustment). Similarly, the debt increase in Germany is due to the takeover by the government

of unification related liabilities, amounting to around 10 % of GDP.

Source: Commission services.

Finland and Sweden where a build-up of debt took place
during the severe recession of the early 1990s. These
countries have managed to reduce debt in the subsequent
years.

In the rest of the countries, however, the debt ratio
increased, on average, both in periods of negative and
positive output gaps, showing the difficulty that govern-

ments may have in tackling entrenched imbalances in
public finances. Interestingly, the four countries where
the debt increases in recessions have been offset during
expansions are coincidental with the group of countries
pursuing an expenditure-based retrenchment (Denmark,
Finland, Sweden and the UK, see Table 1). In addition,
inthisgroup of countries, thelevel of the debt was below
60% of GDP at the end of the 1990s.
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Box 3: The arithmetic of public debt and deficits

The basic equation in the analysis of public debt accumu-
lation is the so-called government budget constraint,
which, as a share of GDP, can be written as follows:

1) b=d—(y+ n)b+sf

where b isthe stock of debt, d isthe budget deficit, yisrea
GDP growth, i isthe inflation rate and sf is the stock-flow
adjustment. b stands for the change in b. The eguation
indicates that, beside ‘pure’ public finance variables, the
behaviour of the stock of debt is influenced by nominal
GDP growth, through a ‘denominator’ effect which
reduces the real value of the existing stock of debt. For
given long trend values of the deficit and nominal GDP
growth (and assuming a zero value of sf in the long run),
the debt tends to converge to thevalue of d / (y + ). This
has prompted observers to point out that the 3% and 60%
reference values of the Maastricht Treaty can be reconciled
to the extent that long-run nominal GDP growth is 5%.

Note that identity (1) can be re-written as follows:

2 b= —s+ (r—y)b+sf

where sisthe primary balance and (r —y) isthereal inter-
est rate/growth rate differential. The term (r —y) b is the
so-called ‘snowball’ effect. If such a term is positive, a
high enough primary surplus is needed to keep the public
debt from rising.

Finaly, the primary balance can be broken down into a
discretionary and a cyclica component. Hence (2)
becomes:

3 b=—s,+ [aG+ (r—y) b] + sf

where s, is the structural primary surplus, « is the sensi-
tivity of the budget to the cycle and G is the output gap.
The term in square brackets captures the effect on the debt
of general ‘economic’ conditions. By setting b = 0 and
leaving aside the stock-flow adjustment, we can solve for
s, which is the debt-stabilising, cyclically adjusted
primary balance.

(4 s, =aG+ (r-y)b

The difference between the cyclically adjusted primary
balanceand s " isthe ' stabilisation gap’ pictured in Graph 7.
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1. Short-term fiscal developments

and prospects

1.1. Budgetary outcomein 1999

In 1999, budgetary policy in the EU and euro area was
conducted for the first time in the context of the single
monetary policy and the fiscal rules laid down in the
Stability and Growth Pact (SGP). In this new framework,
Member States submit stability or convergence program-
mes every year in which they set out their adjustment
strategy and medium-term budgetary targets. The first
set of stability programmes was assessed by the
Commission and Council in late 1998 and early 1999.
The annual updated programmes were submitted by
Member States towards the end of 1999 and have been
assessed in the first months of 2000.

Fiscal policies must also be consistent with the broad
economic policy guidelines (BEPG). The 1999 BEPG
recommended Member Statesto (i) meet fully their 1999
budgetary targets; (ii) achieve budgetary positions close
to balance or in surplus no later than by the end of 2002;
and (iii) improve simultaneoudly the ‘quality’ and sus-
tainability of public finances. These objectives have been
reiterated in the 2000 BEPG.

Fiscal performance in 1999 turned out to be better than
expected and budgetary targets were met or even over-
achieved, despite growth being lower than projected in
several Member States. The overall budget deficit for the
euro area as awhole decreased to 1.2% of GDPin 1999,
a reduction of 0.8 percentage points from 1998 (see
Table 4). The improvement was especialy strong in
Spain, France, Italy (1), the Netherlands and Finland.

Outside the euro area, budget surpluses increased con-
siderably in Denmark and the UK, while in Sweden the

(1) The deficit projection for Italy was adjusted upward during 1999.
However, not only did the expected deterioration not materialise,
but the actual outcome turned out to be marginally better than the
initial target.

budget surplus remained at the 1998 level. In Greece the
budget deficit fell by 1.5 percentage points of GDP to
1.6%, enabling the Council to abrogate its decision on
the existence of an ‘ excessive deficit’ position (9). There-
fore, by the end of 1999, budget balances in all 15
Member States were below the 3% reference value set in
the Maastricht Treaty and no country was deemed to
have an excessive deficit position.

Overal, the better than expected fiscal performance in
1999 can be mainly attributed to higher revenues rather
than reduced spending. The revenueratio in the euro area
went up by around a half percentage point of GDP to
reach a new historical high. The tax burden increased
most in France, Germany, Ireland, the Netherlands and
Portugal. To a large extent the rise in the tax ratio was
due to temporary factors. An element that played arole
was the ‘tax-friendly’ composition of growth in 1999, as
the deceleration in economic activity was mainly due to
afall in exportswhich isless ‘tax intensive’ than afall in
domestic demand (). Moreover, on-going tax reforms
may have led to unexpected short-run fluctuations in tax
receipts in several Member States. Measures to improve
the efficiency of tax administration have a so contributed
to higher tax revenue.

The ratio of total expenditures to GDP in the euro area
decreased marginally in 1999. However, this was entire-
ly dueto lower interest payments, with primary spending
(total expenditures net of interest payments) actually
showing a slight increase. Interest expenditure fell most
in Spain, Ireland and Italy. Of these three countries,
Ireland and Italy did not use the lower interest expendi-
tures to further deficit reduction but let their primary

(3 Council Decision abrogating the decision on the existence of an
excessive deficit in Greece, No 13630/99, 13.12.1999.

(3 This effect is anaysed thoroughly in section 5.2 in Part I1l. An
accounting breakdown of the various factors explaining the better
than expected 1999 budgetary out-turn is provided in Box 4.
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Table 4
Budgetary developmentsin 1999
(% of GDP)
Of which change in:
Change in
Budget the balance Revenue Primary Interest Public Change
balance from 1998 expenditure expenditure debt in debt
B -0.9 0.2 -01 0.2 -05 114.4 -3.0
D -11 0.7 0.7 0.1 -0.1 61.0 0.3
E -11 1.4 0.4 -04 -0.7 63.5 -14
F -18 0.9 0.9 0.1 -0.2 58.6 -0.7
IRL 2.0 -01 0.7 18 -0.9 52.4 -32
| -1.9 0.9 0.4 0.7 -13 114.9 -1.4
L 2.4 -0.9 -0.7 0.2 0.0 6.2 -03
NL 0.5 13 11 0.2 -0.4 63.6 -33
A -20 0.4 -03 -05 -02 64.5 1.1
P -2.0 0.1 2.9 2.9 -0.2 56.7 0.2
FIN 2.3 1.0 -0.3 -1.1 -0.2 47.1 -19
EUR-11 -1.2 0.8 0.6 0.2 -0.4 72.1 -0.9
DK 3.0 1.8 0.4 -07 -0.6 52.5 -33
EL -1.6 15 15 0.3 -0.4 104.4 -1.0
S 1.9 0.0 -02 0.5 -07 65.5 -6.8
UK 1.2 0.9 -0.2 -04 -0.7 45.9 -25
EU-15 -0.6 0.9 0.4 0.1 -05 67.6 -14

Source: Commission services, spring 2000 forecast.

expenditures as a share of GDP rise quite substantially:
in Ireland the increase was even larger than the decrease
in interest expenditure. Developments in Portugal fol-
lowed roughly the same pattern. One positive feature on
the expenditure side, however, was that government
investment as a share of GDP, after falling in most coun-
triesin recent years, did not decline further.

Despite the significant improvement in the government
balances during recent years, the ratio of government
debt to GDP has gone down &t a relatively slow pace in
the euro area. In 1999, the debt ratio was still above 72%
of GDP. The pace of the debt reduction has shown asig-
nificant variation across Member States, partly reflecting
differences in the amount of privatisation proceeds used
to repay debt. In 1999, the speed of debt reduction was
fastest in Belgium, Ireland and the Netherlands, whereas
in Germany, Austria and Portugal debt ratios actually
went up marginally. In countries outside the euro area, the
debt ratio went down, the reduction being particularly
strong in Sweden.
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1.2. Fiscal developmentsin 2000 and 2001

According to the spring 2000 forecasts of the Commis-
sion services, growth is expected to pick up noticeably
in 2000 to 3.4% in both the EU and the euro area. The
government deficit in the euro areais expected to narrow
to 0.9% of GDP and to 0.4% in the EU as awhole; see
Table 6.

After the 1999 increase in the revenue ratio, tax cuts are
planned to lower the tax burden by 0.6 percentage points
of GDP. A lowering of the tax burden will take place in
virtually all countries, the only exceptions being Portugal
and Spain. Significant tax reductions (close to 1 percent-
age point of GDP or more) are set to take place in
France, Ireland, the Netherlands, as well as in Denmark
and Sweden. In the euro area, primary expenditure as a
share of GDP is forecast to go down by 0.7 percentage
points of GDP. Asthe ratio of interest payments to GDP
will also continue on a declining path, the ratio of total
expenditures to GDP is expected to fall by 0.9 percent-
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A number of factors contributed to the better than expected
budgetary outcome in 1999, beside the buoyant tax
receipts. The actual starting position in 1999 was better
than had initially seemed, following revisions to the bud-
getary outcome for 1998. Moreover, interest expenditure
on government debt in 1999 turned out to be lower than
projected. In some cases, the changeover of the economic
accounting system from ESA79 to ESA95 had a positive
impact on the budget balance (see Chapter 1 in Part VI)

To appraise the relative importance of the factors behind
the better than expected budget outcome in 1999, Table 5
compares the actual budget outcome for 1999 (Commis-
sion services' spring 2000 forecast) with what was expect-
ed in autumn 1998. In the autumn 1998 forecast, growth in

Box 4: Why the better than expected budgetary outcome in 1999?

the euro area was forecast to be 2.6% in 1999, which is
0.4 percentage points higher than the out-turn. The actual
deficit in 1999 turned out to be 0.7% of GDP lower than
forecast by the Commission services in autumn 1998. Of
this better than expected performance, 0.3 percentage
points of GDP were due to the better starting position for
1999 (which includes aso the level effects from the
changeover from ESA79 to ESA95), 0.1 percentage point
was due to a lower than expected interest burden, while
0.3 percentage points were due to unexpectedly high tax
revenue and other factors (%).

(1) For an analysis of the implications of GDP composition on
the cyclical sensitivity of the budget in 1999, see section 5.2
inPart 1.

Table 5
Contributory factorsto euro area budgetary outcome in 1999
(% of GDP)
Expected deficit Deficit outcome Difference
Autumn 1998 Spring 2000
) @ @-Q)

Deficit for 1999 1.9 1.3 -0.7
Contributory factors
Starting position (1998 deficit) 1999 23 2.0 -03
Interest burden in 1999 4.4 43 -0.1
Unexpectedly high receipts
and other factors -03

Source: Commission services.

age points in the euro area and the EU. Considerable
progress in expenditure reduction will be made in
France, the Netherlands, Finland and Sweden. The ratio
of primary expenditures to GDP is expected to rise only
in Portugal.

With favourable growth of 3.1% expected in 2001, the
Commission services forecast a further, abeit small,
decline in the government deficit ratio for the euro area
t0 0.8% of GDP (see Table 7). Both the primary expen-
diture and revenue rati os are expected to decrease further
in 2001. Planned and already implemented tax cuts in
several Member States should decrease the tax burden in
the euro area by 1.5 percentage points of GDP in
2000-01. Tota expenditures as a share of GDP are fore-

cast to decline more, by 2 percentage points, of which
0.4 percentage points are due to lower interest expendi-
ture. Outside the euro area, the budget balance is pro-
jected to improve further in al other countries except
Denmark, reflecting lower tax revenue.

The government debt ratio in the euro areais forecast to
decrease to 68% by 2001, with the pace of debt reduc-
tion being fastest in Belgium, Ireland, Italy, the
Netherlands and Finland. While 11 Member States will
have debt ratios below the 60% of GDP threshold in
2001, Belgium, Italy and Greece will till have debt
ratios close to, or higher than, 100% of GDP. On aver-
age, the debt reduction will proceed faster in Member
States currently outside the euro area.
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Table 6
Forecast budgetary developmentsin 2000
(% of GDP)
Of which change in:
Change in
Budget the balance Revenue Primary Interest Public Change
balance from 1998 expenditure expenditur debt in debt
B -05 0.4 -0.6 -0.7 -0.3 110.0 -4.4
D -1.0 0.1 -05 -05 -01 60.7 -04
E -0.7 0.4 0.0 -0.3 -0.1 62.3 -1.2
F -15 0.2 -10 -10 -0.2 58.2 -04
IRL 1.7 -0.3 -13 -0.6 -0.4 45.2 -7.2
1 -15 0.4 -06 -0.6 -05 110.8 -41
L 2.6 0.2 -0.3 -05 0.0 5.8 -0.3
NL 1.0 0.5 -0.8 -09 -04 58.7 -5.0
A -17 0.3 -05 -0.7 -01 64.0 -0.6
P -15 0.4 0.9 0.5 -01 56.9 0.2
FIN 4.1 1.9 -03 -1.9 -0.2 42.6 -45
EUR-11 -0.9 0.3 -0.6 -0.7 -0.2 70.3 -18
DK 2.4 -0.5 -1.2 -0.4 -0.3 49.3 -33
EL -13 0.2 -0.2 -0.1 -0.3 103.7 -0.6
S 2.4 0.5 -19 -17 -0.8 61.3 -4.2
UK 0.9 -03 -04 -0.2 0.0 42.4 -36
EU-15 -0.4 0.2 -0.7 -0.7 -0.2 65.1 -24
Source: Commission services, spring 2000 forecast.
Table 7
Forecast budgetary developmentsin 2001
(% of GDP)
Of which change in:
Change in
Budget the balance Revenue Primary Interest Public Change
balance from 1998 expenditure expenditur debt in debt
B -0.2 0.3 -05 -06 -0.2 105.2 -438
D -14 -04 -15 -11 -01 59.5 -11
E -04 0.3 0.0 -01 -0.2 59.9 -23
F -12 0.4 -05 -0.9 0.0 57.1 -11
IRL 2.7 1.0 -0.8 -15 -0.3 38.1 -71
| -0.8 0.7 -0.3 -0.6 -0.3 106.6 -4.2
L 2.7 0.1 -0.8 -0.9 0.0 5.3 -05
NL 0.4 -06 -22 -12 -0.4 54.4 -4.2
A -20 -0.2 -09 -0.6 -01 63.6 -04
P -15 0.0 0.4 0.4 0.0 55.1 -1.8
FIN 5.0 0.9 -0.7 -13 -0.3 38.0 -4.6
EUR-11 -0.8 0.1 -09 -0.9 -0.2 68.0 -23
DK 25 0.0 -0.7 -0.3 -05 46.3 -3.0
EL -0.6 0.7 -0.3 -04 -0.6 99.7 -4.0
S 2.9 0.5 -09 -0.8 -0.6 55.4 -59
UK 0.7 -0.2 -0.2 0.1 -0.2 39.3 -3.0
EU-15 -0.3 0.1 -0.7 -0.7 -0.2 62.5 -2.6

Source: Commission services, spring 2000 forecast.
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2.1. Cyclically adjusted balances and
the fiscal stance

Fiscal developments in the recent past as well as the
short-term projections show a continuous improvement
in the fiscal position of both the EU and the euro area.
However, it isimportant to go beyond the examination of
actual budget balances presented above when seeking to
assess the underlying structural budget position of
Member States. For this purpose, there is a need to dis-
entangle changes in actual budget balances which are
due to short-term cyclical factors and movements in
interest rates from those which are due to discretionary
measures taken by governments. This will alow the
‘fiscal stance’ to be examined, i.e. whether the policy
measures taken imply a relaxation or tightening of bud-
getary policy (Box 1).

As stressed in Part |, while these indicators provide use-
ful guidance to policy-makers, care needsto be exercised
when interpreting results (1). The behaviour of the cycli-
cally adjusted primary balance indicates that the pace of
fiscal consolidation in the euro area has slowed down
after the vigorous consolidation efforts that were made
during the run-up to EMU (see Tables 8 and 9). Never-
theless, the stance of fiscal policy in the euro area con-
tinued to be restrictive in 1999 due to the already men-
tioned rise in the tax burden. Part of the tightening effect
of the higher tax burden was, however, offset by the
simultaneous increase in structural primary expendi-
tures. Although the calculations imply that the area-wide
cyclicaly adjusted primary balance improved by half a
percentage point to GDP in 1999, it is quite likely that
this was not a consequence of a deliberate policy deci-

(1) Given theimportance of the cyclically adjusted budget balance for
monitoring budget performance in EMU, Chapter 5 of Part 111
explains the factors that should be taken into account when inter-
preting the results. The Commission services method of cyclical
adjustment is explained in Chapter 1 of Part VI.

sion: the change is related to special factors boosting tax
receipts rather than discretionary fiscal consolidation
efforts on the part of the governments (2).

For 2000 and 2001, the projected improvement in the
actual budget balance can be almost entirely attributed to
high economic growth and lower interest expenditure.
Thisis evident when one considers the cyclically adjust-
ed budget deficit for the euro area which is projected to
worsen dlightly from 0.7% of GDP in 1999 to 1% of
GDP in 2001. Moreover, the cyclically adjusted primary
surplus balance will deteriorate by 0.7 percentage points
of GDP as the interest burden is expected to decline
further by 0.4 percentage points of GDP.

The situation is, however, uneven across Member States,
as a pronounced deterioration in the underlying bud-
getary position and pro-cyclical relaxation in the fisca
stance from 1999 to 2001 is projected to take place in
Belgium, Germany and the Netherlands, whereas a con-
siderable improvement in the cyclically adjusted primary
balances and tightening of fiscal stance is projected for
Ireland and Finland.

The forecast weakening of the structural budget position
in the euro area for 2000 and 2001 can in part be
explained by the fact that, as budget balances are sub-
stantially improved, the emphasis is moving away from
deficit reductions as the exclusive focus of budgetary
policy towards lowering historically high tax burdens.
This new policy orientation becomes evident when rev-
enues and primary expenditures are adjusted for cyclical
developments. During 2000 and 2001, the cuts in struc-
tural tax revenue in the euro area are expected to be
0.7 percentage points of GDP larger than the cutsin pri-
mary spending, thereby resulting in astructural weakening
of the primary balance.

(® Itisalso noteworthy, however, that the tightening in the euro area
fiscal stance in 1999 took place in a situation of historically high
structural primary surpluses (see Part 1).
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Table 8

Cyclically adjusted budgetary outlook

(% of GDP)

Budget balance Primary balance

Primary expenditure Total resources

1999 2000 2001 1999 2000 2001 1999 2000 2001 1999 2000 2001
B -03 -05 -0.6 6.8 6.3 6.1 43.6 43.1 42.6 50.5 49.5 48.7
D -03 -07 -15 3.2 2.8 1.9 44.2 43.8 42.7 47.5 46.5 44.6
E -11 -038 -0.6 2.6 2.7 2.8 37.5 37.2 37.1 40.1 39.9 39.9
F -13 -16 -14 21 16 1.7 48.9 48.0 47.1 50.9 49.5 48.8
IRL 0.8 0.5 2.0 3.4 2.7 3.9 34.2 33.6 32.0 375 36.3 35.8
| -14 -13 -0.9 55 51 5.2 41.9 41.4 40.7 47.4 46.5 45.9
NL 0.7 0.6 -0.2 5.1 4.7 3.5 41.7 41.1 40.0 46.8 45.8 43.5
A -17 -17 -20 iLe) 1.9 15 47.5 46.8 46.2 49.4 48.6 47.6
P -18 -15 -1.6 1.6 18 1.7 44.4 45.0 45.4 46.0 46.8 47.1
FIN 1.9 3.3 4.2 5.4 6.6 7.3 46.4 44.6 43.3 51.8 51.2 50.5
EUR-11 -0.7 -09 -1.0 3.6 3.2 2.9 44.0 43.4 42.6 47.6 46.6 45.5
DK 2.6 25 2.8 7.3 6.9 6.6 50.3 49.9 49.5 57.7 56.7 56.1
EL -1.6 -17 -13 5.8 5.5 5.3 35.7 35.6 35.2 41.6 41.1 40.5
S 2.0 1.7 1.9 7.5 6.4 6.0 53.0 51.5 50.9 60.5 57.9 56.9
UK 13 0.7 0.3 4.3 3.7 3.0 36.2 36.1 36.3 40.5 39.8 39.4
EU-15 -0.2 -05 -0.6 3.9 3.5 3.1 43.0 42.4 41.8 46.9 45.9 44.9

Source: Commission services, spring 2000 forecast.

Whether this devel opment poses arisk to plansto reduce
public debt ratios depends on the future interest burden.
If the interest burden continues to decline, asis forecast,
then the level of primary surplus required to stabilise
public debt will also decline (1). Continued vigilance is
nonetheless needed as the level of public debt is il
high. This increases the exposure of Member States to
interest rate shocks and places governments in a weaker
financial position to meet the budgetary consegquences of
ageing populations.

2.2. Policy-mix in 1999 and 2000

As argued above, fiscal policy tightened in 1999 and, as
indicated in Box 5, thisis estimated to have had anegative
direct effect on demand and GDP in most EU countries.
However, the fiscal policy stance cannot be fully
assessed without considering the overall policy-mix in
the euro area at Member State level. Indeed, as argued
below, the continuation of fiscal consolidation may have
been instrumental in facilitating a growth-friendly mon-
etary stance.

(1) SeeBox 2in Part | on debt and deficit arithmetic.
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The analysis of the policy-mix isimportant also because
the objective of the single monetary policy isto maintain
price stability in the euro area as a whole. Since, in this
new framework, the resulting monetary conditions may
not suit equally well the needs of all euro area countries,
the stabilisation role of fiscal policy is clearly height-
ened.

The fiscal and monetary policy-mix in the euro area and
individual Member States in 1999 is summarised in
Graph 8. Asin Part |, thefiscal stanceis measured by the
change in the cyclically adjusted primary balance
(CAPB) and the change in the monetary conditions by the
variation in the monetary conditions index (MCl) (). As
aready stressed in Part I, this kind of characterisation of
the policy-mix is of course highly simplified and should
be interpreted with caution.

The euro areaand most Member Statesfall in the top-left
quadrant, indicating that fiscal tightening was coupled
with expansionary monetary conditions in 1999. Hence,

(® In the calculation of the Member States MCI, weights of 1 and
1/3, respectively, have been used for the real interest rate and the
real exchange rate. Asin Part |, for the euro area weights of 1 and
1/6 have been used, reflecting its lower share of external trade.
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contrary to the fears of many observers during the policy
controversies a the beginning of 1999, the cyclica
downturn did not trigger a general move towards expan-
sionary fiscal policies which could have implied aloss of
credibility of the commitment to budgetary discipline.
This contributed to the credibility of the whole EMU
stability-oriented policy framework. As a result, mon-
etary policy could be eased in the course of 1999 so asto
support growth without jeopardising price stability in the
euro area.

The mix of policies in 1999 suggest that, overal, EU
multilateral surveillance exerted an effective constraint
on fiscal policies. However, the degree of fiscal tighten-
ing and monetary easing as well as the cyclical position
varied to alarge extent across Member States. A relative-
ly large dispersion in monetary conditions within the euro
area can be attributed to the interest rate convergence dur-
ing the transition to EMU, which in some countries
implied arapid fall in short-term interest rates, as well as
to increasing inflation differentials during 1999.

Severa countries with negative output gaps tightened
their fiscal policies relatively vigorously (France,
Germany and the Netherlands), even though the relax-

ation in monetary conditions was less than the euro area
average. The fact that France and Germany ran pro-
cyclical fiscal policies can be explained by their need to
strengthen their budgetary positions which were still far
from the SGP target (Part 111). Of countries with a posi-
tive output gap and expansionary monetary conditions,
only Finland tightened its fiscal stance to avoid the risk
of overheating the economy. Ireland, on the contrary,
had a strongly expansionary fiscal stance, athough
buoyant growth coupled with expansionary monetary
conditions would have suggested a more prudent stance.

Outside the euro area, the overall policy-mix was restric-
tiveinthe UK. Denmark and Greece implemented strong
fiscal tightening in the face of the significant monetary
relaxation. In Sweden, the apparent relaxation in the
fiscal stance in 1999 was, however, due to one-off
measures in 1998, which improved the budget balance
temporarily by 0.9% of GDP. Taking this into account
the fiscal stance in Sweden was broadly neutral.

In the Commission spring 2000 forecast, monetary condi-
tions are assumed to remain favourable to growth in 2000,
abeit less so than in 1999. Given the projected increase
in growth, the output gaps in most Member States are
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Graph 9: Policy-mix in EU countries, 2000
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estimated to turn positive and at the same time the fiscal
stance is forecast to move from restrictive to expansion-
ary. A majority of Member States will thus fall in the
lower-left quadrant in Graph 9. This fiscal relaxation
may turn out to be problematic especially in the event of
a stronger cyclical recovery than currently expected. Of
the countries featuring a positive output gap, only
Finland is expected to compensate for the expected mon-
etary relaxation through a decisive tightening of fiscal
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policy. Moreover, pro-cyclical fiscal easing may be risky
for countries that still do not comply with the ‘close to
balance’ rule of the Stability and Growth Pact. Outside
the euro area, Greece is expected to show a slight deteri-
oration in the cyclically adjusted primary balance which,
coupled with the substantial easing in monetary condi-
tions due to the interest rate convergence before euro
area entry, will result in an strong expansionary policy
stance.
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Box 5: The demand impact of fiscal policy, 1998-2000

In order to evaluate the impact of discretionary changesin
taxation and spending actually implemented in 1998-99
and those planned for 2000 on economic activity in
Member States, simulations have been carried out using
the Commission services QUEST model. The results
reported here should be regarded as illustrative since there
is no simple and straightforward way to measure the
impact of fiscal policy on economic activity. Because all
measures are essentially ‘ model-dependent’, different views
on how the economy works may give rise to different
results.

To assess the effect of implemented and planned tax and
spending changes on economic activity in 1998-2000, one
first has to simulate what the aggregate demand would
have been had no further fiscal adjustment taken place
since 1997. This was done by keeping the structural com-
ponent of tax revenue and various expenditure categories as
a percentage of GDP at their 1997 levels over the medium
term. In order to gauge the ‘pure’ effect of fiscal policy, it
was assumed that monetary policy, and hence short-term
interest rates, follow the observed pattern, despite the
change in fiscal policy. This is of course a simplifying
assumption, because in reality the no-fiscal-adjustment
scenario could have trigged higher interest rates which
would have had a negative impact on economic activity. In
other words, the favourable monetary conditions which
prevailed in 1999 (Graph 8) would have not occurred had
fiscal consolidation not continued. However, because the
focus hereis on ‘pure’ fiscal policy effects, monetary pol-
icy reactions were disregarded. The demand impact of
implemented fiscal measures was computed by comparing
the simulated no-fiscal-adjustment path for aggregate
demand to the actual development.

Before appraising the simulation results, it is worthwhile
summarising the main policy measures taken after 1997.
On the revenue side, taxation was raised in severa
Member States in 1998-99. Measured by structural effec-
tive tax rates, most Member States appear to have raised
the tax burden particularly on firms (see Part |V for further
details). In some countries, notably Finland, the UK and
France, the rise in corporate taxes has been substantial.
Spain, Italy and the Netherlands have kept corporate tax-
ation roughly at 1997 levels, while only in Ireland has there
been areduction in corporate taxes. Taxation on labour was
reduced in the Netherlands, Ireland and Finland, and dsoin
Italy, where the one-off tax hike of 1997 (the so-called
‘euro-tax’) was reversed. In other countries, however,
taxes on labour income were raised further. The general
trend towards higher taxation of consumption has contin-
ued in all Member States, with the exception of Finland

and Sweden, which are the only two countries that saw a
small reduction in indirect tax rates.

On the government expenditure side, the most notable
trend has been a general reduction in transfer payments to
households, in particular in 1998, with a partial reversal
again in some countries in 1999. This reduction was
strongest in Finland, Denmark and the Netherlands. Struc-
tural levels of government consumption as a percentage of
GDP have generally fallen by less, although Finland and
Ireland also saw arelatively large decline in this expendi-
ture category.

Table 9 reports the GDP impact of measures taken
between 1998 and 2000. According to the simulations, the
direct demand impact of the fiscal adjustment in
1998-2000 has generally been negative, with the largest
adverse impact falling on those countries which have seen
the sharpest rise in corporate taxation, namely Finland and
the UK. Ireland and the Netherlands are the only countries
where fiscal policy has made aminor positive contribution
to the GDP growth in 1999 and 2000. The positive impact
in these countries is due to a shift from labour taxation
(and, in the case of Ireland, also corporate taxation) to
indirect taxation.

In general, the negative demand effects of the expenditure
cuts (reductionsin transfer payments to households and to
alesser extent also in government consumption) have been
reinforced by the combined demand and supply effects of
thetax increases. Where labour income tax wasraised, this
has reduced disposable income, but also had a negative
effect on employment, while the opposite was true when
income taxes were cut. The general increase in corporate
taxes has reduced the expected future profitability of
investment projects and so led to lower investment spend-
ing. Asit was assumed that the tax increases were perma-
nent, and this is fully anticipated by firms, the effect on
investment expenditure is large and comes already
through in the first year of the simulation. However, since
part of these increases was due to temporary factors, the
negative effect may be overstated in the simulations. The
direct impact of anincreaseinindirect taxesis negative, as
it reduces consumer spending, although a shift from more
distortionary labour and corporate taxes to consumption
taxes has a positive effect in the model in the medium term
(see Part IV).

While these simulations illustrate the direct negative
impact of fiscal policy on economic activity in 1998-2000,
it is important to stress that it only gives a short-term and
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Table 9

GDP effects of tax and expenditure changesin 1998—-2000 (compared to the no-fiscal-adjustment scenaric)

1998 1999 2000
B -0.10 -011 -0.14
DK -0.11 -0.12 —-0.08
D -0.26 -0.10 -0.17
EL -0.13 -0.28 -0.17
E -0.24 -0.34 -0.17
F -0.33 -0.23 -0.15
IRL -0.03 0.01 0.06
[ -0.05 -0.10 -0.09
NL -0.10 0.05 0.16
A - 0.06 -0.13 =0:19
P -0.06 -0.02 -0.12
FIN -0.45 —-0.68 -0.31
S -0.04 -0.05 -0.09
UK -0.50 -0.33 -0.17

Source: Commission services.

partial analysis of the effects of fiscal policy. As stressed
above, the absence of any further budgetary adjustment
after 1997 would undoubtedly have had a negative effect
on confidence and led to an increase in the interest rates,
which could have hampered the improvements in the

economic climate considerably. Positive effects of fiscal
consolidation do not come through instantly, but only in
the medium term, and the short-term cost of the fiscal
adjustments in terms of lower GDP are small compared
with the gains in the medium term.

38




3. Medium-term outlook:
the stability and convergence programmes

Under the Stability and Growth Pact (SGP), EU coun-
tries have to present their medium-term budgetary out-
look and consolidation strategies in so-caled stability
programmes, for those belonging to the euro area, and
convergence programmes, for the other countries (1).
The first set of programmes was submitted at the end of
1998, beginning of 1999 (see Box 6). At the end of 1999
and the beginning of 2000, Member States updated their
programmes. The updates generally cover the 1999-2003
period, thus adding one projection year compared with
the first set of programmes. As the ‘close to balance

(1) A description of how the SGP worksisfound in Part 111, Chapter 2.

position is approached, the policy objectives in updated
programmes are no longer solely focusing on budgetary
consolidation; they also start to pay attention to other
policy objectives such as lowering the tax burden and
improving the quality and sustainability of public
finances.

The medium-term growth projections given in the
updates are generally on the prudent side: economic
growth is projected to rise in 2000 with average yearly
growth of 2.7-2.8% a year over the 2000-03 period.
These assumptions appear to be conservative in the light
of the recent spring 2000 forecasts of the Commission
services.

Member States submitted the first set of stability and con-
vergence programmes under the SGP rules in late 1998
and early 1999. Given that deficits in the euro area were
on average above 2% of GDP in 1998, the programmes
focused on protecting budgetary consolidation in the face
of the (partly) anticipated economic slowdown in 1999,
and on ensuring progress towards the medium-term target
of budget balances which, according to the SGP, should be
close to balance or in surplus.

On the basis of average GDP growth of 2.7% a year over
the 1999-2002 period, the programmes established a tar-
get for the actual budget deficit of the euro areato fall to
0.8% of GDP in 2002. This implied a projected improve-
ment of 1.5% of GDP between 1998 and 2002. About a
third of this improvement was to be achieved through
spending cuts scheduled to take place towards the end of
the projection period, with reductionsin interest payments
and improving growth conditions accounting for the rest
of the improvement.

Box 6: Summary of the first set of stability and conver gence programmes

In its assessments, the Council found that the 2002 bud-
getary targets for most Member States were based on real-
istic assumptions and included a safety margin large
enough to allow automatic stabilisers to operate fully in
the event of a cyclica slowdown without the risk of
breaching the 3% deficit ceiling. Some Member States
were judged to fully respect the requirements of the Pact
aready. For example, Sweden, Finland, Denmark, Ireland
and Luxembourg were found to fulfil the SGP reguirements
dready in 1999 as they all posted budgetary surpluses.
However, a number of countries (namely the Netherlands,
Austria, Portugal, France and Germany) were urged to
improve budgetary safety margins for 2002 when updating
their programmes to help them withstand unforeseen bud-
getary devel opments and pre-empt, at least partly, the bud-
getary impact from the ageing of populations. Regarding
government debt, the projected budget balances would
keep the debt ratio on a downward path, alowing the EU
average debt ratio to fall below 60% of GDP in 2002.
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On the basis of the targets presented by Member States
in the updated programmes, deficits are expected to be
reduced to 0.3% of GDP in 2003 for the euro areaand to
an amost balanced position for the EU as a whole (see
Table 10). Nine Member States are expected to feature
balanced budgets or surplusesin 2002, and possibly two
more Member States may do so by 2003. The cyclicaly
adjusted budget deficit for the euro area is estimated to
be reduced from 1% of GDP in 1999 to 0.4% of GDPin
2003.

A closer look at the sources of budgetary adjustment pro-
vided for in the updated programmes over 1999-2003 is
presented in Table 11. It clearly shows that, over the
period 2000 to 2003, there will be a further reduction in
deficit amounting to 1.2% of GDP for the euro area. How-
ever, the reduction will be brought about by a combined
effect of a fal in the interest burden and improving
growth conditions, while there will be no structura
improvement in the budget positions over the period.

Over the period 2000 to 2003, the falling interest burden
will contribute by 0.6 percentage points of GDP towards

reducing the deficit in the euro area. Most of this contri-
bution occurs in the early part of the assessment period,
i.e. 2000 and 2001. Thisis because the period of interest
rate reductions evident in the run-up to and the early
years of EMU, especially for high-debt countries (the
so-called ‘convergence dividend’) is coming to an end,
and thereafter only declining debt ratios will contribute
to lower interest payments. A quantitatively similar con-
tribution (0.6 percentage points of GDP) to reducing
deficitsis expected to come from the upturn in economic
growth which is particularly strong during the early
years of the assessment period.

All in all, the targets for the actual budget balances are
appreciably better than what was projected in the first
round of programmes. However, the improvement is
mostly due to a better starting position in 1999, while
cyclicaly adjusted primary balances are set to deterio-
rate dightly compared with the initial programmes. This
implies that given the current growth prospects, the
updated targets can be met without any major additional
effort.

Table 10

Projectionsin the updated stability and conver gence programmes

1998 1999 2000 2001 2002 2003

B -1.0 -11 -1.0 -05 0.0 0.2

D -1.7 -1.2 -1.0 -15 -1.0 -0.5

E -2.3 -1.3 -0.8 -0.4 0.1 0.2

F () -2.7 -21 -17 -13 -0.9 -05
IRL 2.1 1.4 1.2 25 2.6

| -27 -2.0 -15 -1.0 -0.6 -0.1

L 2.6 2.3 25 2.6 2.9 3.1
NL (3 -0.8 -0.6 -0.6 -1.3 -1.1

A -25 -2.0 -17 -15 -1.4 -13

P -21 -20 -15 -1.1 -0.7 -03(
FIN 1.4 3.1 4.7 4.2 4.6 4.7
EUR-11 -2.0 -1.4 -1.1 -1.0 -0.6 -0.3
DK 0.9 29 2.1 2.2 2.3 25 %
EL -25 -15 -1.2 -0.2 0.2

S 2.3 1.7 2.1 2.0 2.0

UK (5) 0.5 0.4 0.2 0.2 0.0 -0.3 ()
EU-15 -1.4 -0.9 -0.7 -0.7 -0.4 -0.1
Notes:

(Y) Prudent scenario. Deficitsof 1.7 %, 1.2 % and 0.8 % of GDP over the period 2001-03 in the favourable scenario. () Cautious scenario. Deficit
of 1/4 % of GDP and surplus of 1/4 % in 2002 under middle and favourable scenarios respectively. (3) Balance is projected for 2004. (4) Surplus
of 3.5 % of GDP projected for 2005. (5) The figures provided in the United Kingdom’s convergence programme are on a financial year basis.

(6) Deficit of 0.5 % of GDP projected for the financial year 2004/2005.

The aggregate was calculated as follows: 1) the figures for the UK were converted on a calendar year basis; 2) a linear reduction towards the
medium-term obyjective was assumed when the full adjustment path was not given; 3) the same figure as in the year 2001 was taken when a pro-
jection for the year 2002 was not provided in the programme; 4) the weights are based on harmonised GDP at current market prices.

Source: National stability and convergence programmes and Commission services.
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Table 11
Budgetary adjustment in updated stability and conver gence programmes
(% of GDP)
1999 2000 2001 2002 2003 Cumulative change
2000-03
Euro area
Government budget balance -14 -1.1 -1.0 -0.6 -03
Change in budget balance 0.6 0.3 0.1 0.4 0.3 1.2
Due to: Cycle -01 0.3 0.2 0.1 0.0 0.6
Interest payments 0.4 0.2 0.1 0.1 0.1 0.6
Primary structural balance 0.3 -0.1 -0.3 0.2 0.2 0.0
European Union
Government budget balance -0.9 -0.7 -0.7 -04 -0.1
Change in budget balance 0.5 0.2 0.0 0.3 0.2 0.8
Due to: Cycle -01 0.2 0.1 0.1 0.0 0.4
Interest payments 0.4 0.2 0.2 0.1 0.1 0.6
Primary structural balance 0.2 -0.1 -0.2 0.1 0.1 -0.2

Note:

Differences in totals are due to rounding. The information provided by the Member States in the stability and convergence programmes was not
aways complete or comparable and certain assumptions therefore had to be made to estimate the aggregates: 1) the same figure as in 2002 was
taken when a projection for 2003 was not provided in the programme; 2) the Commission services' spring 2000 forecasts were taken when data
were not provided in the programme; 3) the weights are based on harmonised GDP at current market prices. The information on interest
paymentsisonly indicative, asthe programmes did not provide harmonised figures for this expenditure category. The cyclical component has been
calculated on the basis of the Commission services' cyclical adjustment method.

Source: Commission services estimates based on partial data provided in national stability and convergence programmes.

As to the composition of the budgetary adjustment, both
total revenue and total expenditure ratios stabilise and
start to decline, although remaining at very high levels.
After 1999, when the adjustment was mainly the result of
higher revenues, the bulk of the adjustment will be
brought about by expenditure reductions. Table 12 shows
that between 2000 and 2003, revenue in the euro area
will decrease by 2% of GDP and expenditures by just
over 3% (i.e. some 0.8% of GDP per year).

On the expenditure side, as already pointed out above,
the falling interest burden contributes significantly to
this development. This is especially the case in Italy,
France, Belgium and the Netherlands. As most Member
States explicitly or implicitly build their budgetary strat-
egy on control of primary expenditures, the reduction in
interest payments will feed into lower overall spending.
In some cases, rules have been put in place to limit the
growth in spending to rates below the expected real GDP
growth, thus putting the share of primary expendituresto
GDP on a downward trend. Equally encouraging is the
fact that the decline in general government investment
expenditures of recent years has finally halted and even

turned around in some Member States, e.g. Greece and
the UK.

Most of the projected fall in the revenue ratio is
scheduled for 2000 and 2001. This may be because
specific tax proposals have not been decided for the later
years, while expenditure plans are increasingly formu-
lated in a medium-term context. The appropriateness of
concentrating the tax cuts in those early years should be
assessed both in terms of the credibility of the adjust-
ment to the medium-term target and in cyclical terms,
since risks of overheating may become an issue for a
number of countries (see Chapter 4 in Part 111).

According to the updated stability and convergence pro-
grammes the government debt/GDP ratio in the euro area
isset tofall to 68% in 2002 and 66 % in 2003 (Table 13).
In the high-debt countries, Belgium and Italy, as well as
in Finland, Sweden and Denmark, debt ratios are pro-
jected to fall by more than 10 percentage points of GDP
over the period. In Germany and France, the debt ratios
are set to edge down slowly below the 60% level. The
debt ratios continue on their downward trend thanks to
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the high primary balances posted in al countries. difficulty of projecting the stock-flow effects. It could
However, while the so-called stock-flow adjustment has  also be explained by the faster accumulation of assetsin
also contributed in the past to reducing debt levels, this  pension funds or simply by the prudent projections on
is less characteristic of the trends set out in the updated  privatisation receipts which leave a good chance that the
programmes. This may partially be due to the technical  debt targets will be overachieved.

Table 12
Budget composition in updated stability and conver gence programmes
(% of GDP)
1998 1999 2000 2001 2002 2003 Cumulative change
2000-03
Euro area
Government budget balance -20 -14 -1.1 -1.0 -0.6 -0.3 +1.2
Revenue 46.6 47.0 46.5 459 45.5 45.1 -1.9
Expenditure 48.6 48.4 47.6 46.7 46.1 45.3 -31
— Primary expenditure 43.9 44.1 43.5 42.7 42.2 41.6 -25
— Interest payments 4.7 4.3 4.1 4.0 3.9 3.7 -0.6
p.m. Investment expenditure 2.7 2.8 2.8 2.8 2.8 2.8 0.0
European Union
Government budget balance -14 -0.9 -0.7 -0.7 -04 -01 +0.8
Revenue 46.1 46.5 46.0 45.4 45.1 44.8 -1.7
Expenditure 47.5 47.4 46.7 46.0 45.5 44.9 -25
— Primary expenditure 42.9 43.2 42.7 42.2 41.8 41.3 -1.9
— Interest payments 4.6 4.2 4.0 3.8 3.7 3.6 -0.6
p.m. Investment expenditure 2.7 2.8 2.8 2.8 2.8 2.9 +0.1

Note:

Differences in totals are due to rounding. The information provided by the Member States in the stability and convergence programmes was not
aways complete or comparable and certain assumptions therefore had to be made to estimate the aggregates: 1) a linear reduction towards the
figure given at the end of the projection period was assumed when the full adjustment path was not given; 2) the same figure asin 2002 was taken
when a projection for 2003 was not provided in the programme; 3) the Commission services' spring 2000 forecasts were taken when data were
not provided in the programme; 4) the weights are based on harmonised GDP at current market prices. The information on the budget components
is only indicative, as the programmes did not provide complete and harmonised figures for these categories.

Source: Commission services estimates based on partial data provided in national stability and convergence programmes.

Table 13
Decomposition of changes in government debt ratio
(% of GDP)
1999 2000 2001 2002 2003 Cumulative change
2000-03
Euro area
Government debt ratio 72.4 711 69.7 67.9 66.0
Change in debt ratio -10 -13 -14 -18 -19 -6.4
— Primary balance -3.0 -3.1 -31 -34 -3.6 -13.2
— Interest and growth contribution 1.8 1.0 1.1 11 0.9 4.1
— Stock-flow adjustment 0.2 0.8 0.6 0.5 0.8 2.7
European Union
Government debt ratio 67.8 65.9 64.2 62.4 60.7
Change in debt ratio -17 -19 -17 -18 -17 -71
— Primary balance -35 -34 -33 -35 -35 -13.7
— Interest and growth contribution 1.5 1.0 1.1 1.2 1.0 43
— Stock-flow adjustment 0.3 0.5 0.5 0.5 0.8 2.3

Source: Commission services. Differences in totals are due to rounding.
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1. Introduction

Budgetary discipline is an essential ingredient in ensur-
ing the success of EMU. However, the importance of
sound public finances goes beyond the question of EMU.
As recalled in European Commission (1998), low
deficits and debt help in maintaining low interest rates
and ‘crowding in’ private investment; foster low and
stable inflationary expectations; by reducing the interest
burden, help the restructuring of public spending and
reduce taxation; alow an increase public saving to make
room for the budgetary consequences of ageing popula-
tions; and, finally, create room for fiscal policy to cope
with adverse economic disturbances.

The Stability and Growth Pact (SGP) is the concrete EU
answer to the budgetary discipline concern. Adopted in
1997, the SGP strengthened the Treaty provisions on fis-
cal disciplinein EMU, and the full provisionstook effect
when the euro was launched on 1 January 1999.

The principa concern of the SGP was enforcing fisca
discipline as a permanent feature of EMU. However, it
was aso implicitly recognised that the loss of the
exchange rate instrument in EMU would imply a greater
role for automatic fiscal stabilisers at national level to
help economies adjust to asymmetric shocks. Thisisthe
rationale behind the core commitment of the SGP, i.e. to
set the *... medium-term objective of budgetary posi-
tions close to balance or in surplus...” which ‘... will
alow Member States to deal with the normal cyclica
fluctuations while keeping the government deficit within
the 3% reference value'. This approach builds on a
recent body of literature which stresses the complemen-
tarity between fiscal discipline and fiscal stabilisation.
As summarised in Box 7 below, sound fiscal behaviour
in ‘good times when economic conditions are
favourable provides room for the effective use of auto-
matic fiscal stabilisersin ‘bad’ times.

Formally, the SGP consists of three elements as follows:

« preventive elements which through regular surveil-
lance aim at preventing budget deficits going above

the 3% reference value. To this end, Council Regula-
tion 1466/97 reinforces the multilateral surveillance
of budget positions and the coordination of economic
policies;

e dissuasive elements which in the event of the 3% ref-
erence value being breached, require Member States
to take immediate corrective action and, if necessary,
alow for the imposition of sanctions. These el ements
are contained in Council Regulation 1467/97 on
speeding up and clarifying the implementation of the
excessive deficit procedure;

e apolitical commitment by al parties involved in the
SGP (Commission, Member States, Council) to the
full and timely implementation of the budget surveil-
lance process. These are contained in two resolutions
agreed by the Amsterdam European Council of
17 June 1997. This political commitment ensures that
effective peer pressure is exerted on a Member State
failing to live up to its commitments.

After briefly reviewing the main provisions of the SGP,
the next chapter examines how the Pact can help address
past fiscal failure in the EU, namely high and persistent
budget deficits, and the tendency to run pro-cyclical bud-
getary policies.

Chapter 3 analyses the various factors to be taken into
account when setting the medium-term budget target for
each Member State in the stability and convergence pro-
gramme. It provides estimates for the safety margin
required to cope with cyclical fluctuations in the econ-
omy; in addition, it analyses the need for an extra safety
margin to cope with unexpected or ‘erratic’ fiscal devel-
opments; finally, consideration is given to the benefit of
adhering to ambitious medium-term targets with aview to
preparing for the budgetary impact of ageing populations.

Chapter 4 turns to the monitoring of Member States
budget performance, i.e. the early-warning system. This
monitoring role will become increasingly important as
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Member States approach budget positions of ‘close to
balance or in surplus’ and the policy focus shifts away
from attaining the medium-term targets towards sustain-
ing these positions. Several aspects to the monitoring
role of the Commission and the Council are addressed:
first, how to assess compliance with nominal budget tar-
gets (set down in stability and convergence programmes)
in a high growth environment; second, how to cut taxes

without jeopardising fiscal discipline; and finally, how to
assess whether a divergence from a budget target is ‘sig-
nificant’ such that corrective measures are warranted.

Chapter 5 addresses a technical, but nonetheless vital
issue, i.e. how to measure cyclically adjusted budget
balances which is a key step in setting and identifying
divergences from medium-term targets.

A number of economists have considered whether the
Maastricht convergence criteria and the medium-term goal
of the SGP hamper fiscal stabilisation. The theoretical
literature as well as the empirical evidence suggest that
sound budgetary positionsin ‘normal’ times may beimpor-
tant for the effective use of fiscal policy for stabilisation
purposes in periods of cyclical slowdown.

According to the recent literature, the traditional
Keynesian effects of fiscal policies may be reversed when
there are considerable imbalances in public finances.
When public debt is high or growing rapidly, a fiscal
expansion may generate fears of unsustainability and
result in substantial interest rate risk premiums. This may
crowd out private investment, thereby offsetting the direct
effect of the budgetary expansion. On the consumption
side, high and rising debt levels bring forward the likeli-
hood of a stahilisation programme cutting spending and
increasing taxes. In these situations, a budget deficit can

Box 7: Fiscal discipline and fiscal flexibility: are they conflicting objectives?

have a contractionary effect on consumer spending
(Sutherland, 1997). Empirical evidence in favour of non-
Keynesian effects in the presence of high fiscal imbalances
isfound by Perotti (1999). Focusing on EU countries during
1971-93, Arreazaet al. (1998) find that |ow debt countries
achieved more cyclical smoothing through the govern-
ment deficit compared with high debt countries. However,
this does not hold for the OECD group. Alesina and
Ardagna (1998) and Giavazzi et a. (1998) find no strong
evidence that high or increasing debt ratios are associated
with non-Keynesian effects.

Other studies look at the behaviour of governments during
periods of slowdown. Buti et a. (1997) show that low
debt/deficits countries resorted to fiscal policy during
economic slowdowns much more than countries with large
budgetary imbalances. Evidence of a positive interplay
between fiscal discipline and fiscal stabilisation is also
found in Leeftink (2000).
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2. How the SGP works

2.1. Thepreventive function

The preventive elements of the SGP provide an early-
warning system so that a Member State experiencing a
budgetary slippage can take corrective measures prior to
breaching the 3% reference value. To this end, countries
participating in the euro area must submit stability
programmes on an annual basis, whereas countries not
participating in the euro area submit convergence pro-
grammes. In these multiannual programmes (usually
covering a three-year period), Member States set their
medium-term target, as well as the adjustment path
towards the target. As outlined in Part |1, the first set of
programmes was presented at the end of 1998/beginning
of 1999 and was updated one year later.

To enable a detailed assessment by the Commission and
the Council, the SGP requires the programmesto explain
the assumptions on which targets are based, i.e. expect-
ed economic developments, measures envisaged to reach
these targets as well as provide sensitivity analyses. In
addition to what is explicitly required in the SGP,
Member States have agreed a code of conduct on the
content and format of stability and convergence pro-
grammes (Y). This requires Member States to provide
information on the way they determined their medium-
term budgetary objectives, on the status of implemen-
tation and nature of the measures announced in previous
programmes, on the revenue and expenditure components
of the budget as well as on institutional reforms in the
budget process.

Moreover, countries must use harmonised data estab-
lished in accordance with European accounting standards
in their programmes. For the updated programmes sub-

(1) Opinion of the Monetary Committee on the content and format of
stability and convergence programmes, Document MC/11/482 final
of 16 September 1998, endorsed by the Ecofin Council of 12
October 1998. This document was published as an annex to the
conclusions of the Council.

mitted in late 1999, figures were provided on the impact
of the changeover from ESA79 to ESA95 accounting
standards (see Part VI, Chapter 2).

Each programme is assessed by the Commission, which
then sends a recommendation to the Council. On the
basis of the Commission recommendation, the Council
examines and delivers an opinion on each programme. In
its opinion, the Council can invite a Member State to
adjust its programme if it considers that the objectives
and contents of the programme need to be strengthened.
The whole procedure is completed within two months of
the submission of the programme by the Member State
concerned.

The Council and the Commission regularly monitor
whether the programmes are being fully implemented. In
case the Council finds a ‘significant divergence’ from
the targets set in the programmes, or from the adjustment
path towards these targets, it must issue a recommen-
dation under Article 99 (ex Article 103) of the Treaty. In
this recommendation, the Council would urge the Member
State concerned to take the necessary adjustment mea-
sures. In case of a continued worsening of the budgetary
position, the Council can issue afurther recommendation
asking the country concerned to take prompt corrective
measures. To increase pressure, the Council can also
make its recommendations public.

As part of the continuous surveillance, updates of the
programmes have to be submitted each year. The updates
are assessed by the Commission and the Council, but a
formal Commission recommendation and Council exam-
ination and opinion is not needed in all cases. Recourse
to the full assessment procedure only occurs if there has
been significant slippage from the previous programme,
when there is a mgjor shift in budgetary strategy or a
change in government. The decision on the type of pro-
cedure to be followed is taken on an ad hoc basis.
However, in order to establish the credibility of the SGP
processin thefirst year of the euro, it was deemed appro-
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priate to put the updated programmes on the agenda of
the Council. Consequently, in late 1999 and early 2000,
the Council adopted opinions (see Chapter 3 in Part V1)
on al the updated programmes following the same pro-
cedure applied for the original programmes.

2.2. Thedissuasive function

With the abrogation by the Council in December 1999 of
the excessive deficit decision against Greece, no
Member State is now judged to have an excessive deficit
position (1). This means that the dissuasive elements of
the SGP have not yet been used. The dissuasive arm of
the SGP clarifies and speeds up the excessive deficit pro-
cedure as follows:

e arecession is considered ‘exceptiona’ if there is an
annua fall inreal GDP of at least 2%. A fall of GDP
of less than 2% could nevertheless be considered
exceptional in the light of further supporting evi-
dence, such as the abruptness of the downturn or the
accumulated loss of output relative to past trends. In
any event, there is agreement that Member States
would not invoke the exceptionality clause for reces-
sions involving a fal in GDP of less than 3/4 of a
percentage point;

« theexcessof the deficit over 3% of GDP will be con-
sidered ‘temporary’, and thus allowed by the Pact,
only insofar asthe ‘exceptional’ conditions mentioned
above persist;

« the SGP specifies the scale of sanctions in the event
of persistent excessive deficits. Sanctions are applied
only on members of the euro area. In the first year
when sanctions are imposed, the Member State con-
cerned must pay a non-interest bearing deposit com-
posed of a fixed component equal to 0.2% of GDP
and a variable component equal to one tenth of the
difference between the deficit and the 3% reference
value. A ceiling of 0.5% of GDP is set. In each sub-
sequent year until the excessive deficit decision is

(1) According to Article 104 (ex Article 104c) of the Treaty, the
deficit criterion is satisfied when the government deficit ratio
remains below the 3% of GDP reference value or has fallen sub-
stantially and continuously and comes close to that level. A
temporary and limited excess over the 3% of GDP threshold is
permitted only under particular circumstances.

abrogated, only the variable component will be
applied. As arule, adeposit isto be converted into a
fine after two years if the excessive deficit persists;

* to ensure that the excessive deficit procedure has real
teeth, strict time limits are set for each step in the
excessive deficit procedure. Tight deadlines are pro-
vided also for Member Statesto take corrective action
so as to bring their deficits back below the reference
value.

2.3. Can the SGP prevent a repetition
of past fiscal failures?

There are anumber of factors which suggest that the SGP
has improved the monitoring and assessment of fiscal
policy at the EU level compared with the multilateral
surveillance procedures followed in stage two of EMU.

A positive development in stage three of EMU isthat the
SGP creates a forward looking framework where more
emphasis is put on the distinction between cyclical and
non-cyclical movements in the budget balance. In its
analysis of stability and convergence programmes, the
Commission and Council now examine cyclically adjust-
ed budgetary balances in addition to the actual budget
balance. Notwithstanding the difficulty and the uncer-
tainty surrounding the best way to measure cyclicaly
adjusted budget balances (see Chapter 5), this analysis
improves policy evaluation by distinguishing between
‘automatic’ movements due to cyclical factors and dis-
cretionary measures.

An additional improvement compared with stage two is
the setting of medium-term budgetary targets. As stated
in the SGP, the medium-term target ‘should take into
account the relevant cyclical and structural characteris-
tics of the economy of each Member State.” This allows
budget targets for Member States to be tailored to reflect
specific economic characteristics in the country con-
cerned rather than relying on a uniform target ().

(® In the initial proposal for a ‘Stability pact for Europe of the
German government, countries were called upon to set a medium-
term goal of a deficit of 1% of GDP, thereby providing a safety
margin of 2 percentage points of GDP. During the subsequent
negotiations, it emerged that a uniform safety margin was not
appropriate given the different sensitivity of the budget balance to
the economic cycle and the different cyclical behaviour across EU
countries.



Ultimately, the success of the SGP will be judged on the
basis of results over the medium to long term, and
whether it can prevent the repetition of the EU’s fiscal
failures highlighted in Part I, i.e. persistent structural
budget deficits and pro-cyclical budget policies. Graph
10 provides a stylised presentation of this challenge and
presents the actual and the SGP compatible fiscal behav-
iour against the estimated output gaps. Only positive
values of the output gap are pictured.

The blue line shows the behaviour of the structural bud-
get balance assuming the SGP is ‘ correctly’ implement-
ed. It runs along the X-axis given that budget balances
are supposed to be ‘close to balance’ over the economic
cycle. The black line represents the aggregate fiscal out-
come of EU countries between 1970 and 1990. In spite
of the smplified presentation, it capturesthe typical bud-
getary behaviour of EU countries in the pre-Maastricht
era (European Commission, 1998) (%).

(1) See the discussion on the differentiated behaviour between high-
debt and low-debt countriesin Part |, section 2.2.

Part Il
The Stability and Growth Pact one year on

The SGP provision requiring Member Statesto set medi-
um-term targets of ‘close to balance’ would eliminate
high and persistent structural deficits: when the output
gap is zero, actual budget balances should be close to
balance and not at a deficit of about 3% of GDP asin the
past (indicated by the intersect of the black line with the
Y-axis).

The monitoring provisions of the SGP require corrective
measures to be taken when a ‘significant divergence’
from budget targets is identified, and this would tackle
the traditional failing of pro-cyclical behaviour in good
times. As shown in the graph, governments in the past
‘spent’ the benefits of growth. This is shown by an
increase in the structural deficit from B to A when there
is a positive output gap of 2% of GDP. Equivaent
behaviour in EMU would be deemed a* significant diver-
gence from budget targets and the Member State con-
cerned would be requested to take corrective actions. A
Member State, having achieved a position of close to
balance, is expected to maintain this position over the
economic cycle, i.e. when there is a positive output gap,
the budget should be in balance at point D and not at
point C which indicates a structural deterioration.

Graph 10: How the SGP could correct past fiscal failures

% of GDP

\
2

Output gap

— Structural balance when SGP ‘ correctly’ applied
— Structura balance, average EU countries 1970-90

Source: Commission services.
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3. Setting the medium-term budget targets

Setting appropriate medium-term budgetary targetsis an
important policy choice, for severa reasons. Firstly,
maintaining medium-term fiscal positions of ‘close to
balance or in surplus would ensure that there is no
repeat of the past fiscal policy mistake of high and per-
sistent structural deficits which contributed to the accu-
mulation of public debt. Secondly, it would provide
room to allow automatic fiscal stabilisersto operate fully
during norma economic downturns, thereby helping
economies to adjust to economic shocks in the absence
of the exchange rate instrument. Thirdly, it would rein-
force credibility in the commitment to fiscal disciplinein
EMU, as breaches of the 3% reference value would be
alowed only during very severe economic downturns or
due to exceptional occurrences. Finally, it would help to
create the room for mancauvre to pre-empt, at least partly,
the long-term budgetary consequences of ageing.

However, no operational method is given in the SGP pro-
visions on how to define a budget objective of ‘close to
balance or in surplus'. In the absence of a precise defini-
tion, the Commission services calculated so-called ‘min-
imal benchmarks' for each Member State when assessing
the first set of stability and convergence programmes
(European Commission, 1999c). These benchmarks take
into account only one factor needed for selecting country-
specific targets, namely the influence of fluctuations in
economic growth on the government’s budget. One year
into EMU, this chapter provides fresh evaluation on the
appropriate level of medium-term targets. To this end:

» acloser look istaken at the method for estimating the
cyclical safety margin, and new estimates are made
which take into account the latest data;

e consideration is given as to whether medium-term
budgetary targets should, in addition to a margin for
cyclical developments, incorporate a margin for
‘erratic’ budgetary developments;

e consideration is aso given as to whether Member
States should take other objectives into account,
namely preparing for the budgetary impact of ageing
populations.

3.1. Estimating the cyclical safety margin

Table 14 presents the estimates of the cyclical safety
margin for each Member State (column 2) which were
prepared by the Commission for the first set of stability
and convergence programmes. They were obtained by
multiplying the budgetary sensitivity to the cycle (in col-
umn 1) with an output gap estimate which encapsulates
the size and frequency of cyclical fluctuations in output
for each Member State. Naturally, the higher the sensitiv-
ity of the budget to the cycle and the higher the volatility
of the economy, the higher the estimated safety marginis.

Estimates of the budgetary sensitivity to the cycle are
arrived at by measuring the impact of arise/fall in GDP
on public expenditures and revenues. For the euro area,
it has been estimated that a 1% fall in GDP relative to
trend will increase the deficit by around 0.5 percentage
points of GDP (see Chapter 1 in Part VI). As to the
largest negative output gap which a Member State is
likely to encounter, the Commission calculations took
the mid-point of two worst output gaps of the following
estimates: (a) the largest negative output gap recorded in
each Member State between 1960 and 1997; (b) the
unweighted average of the largest negative output gaps
in EU Member States over the period 1960-97, which is
estimated to be to 4% of trend GDP; and (c) the average
volatility of the output gap in each Member State, as
measured by two times its standard deviation ().

The difference between the 3% reference value and the
estimated cyclical safety marginisthe so-called country’s
‘minima benchmark’. Overall, these estimates of the
cyclica safety margin show that Belgium, Denmark,

() When output gaps are normally distributed, around 95% of the
observations fall within the range of two times the standard devia-
tion around the mean. Thus, only 2.5% of the observations fall
outside this range in the case of negative output gaps.
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Table 14

Estimates of the cyclical safety margins

Former estimates

New estimates

Budgetary Cyclical safety Budgetary Cyclical safety
sensitivity margin sensitivity margin
1997 (% GDP) 2000 (% GDP)
B 0.60 2.0 0.65 2.2
D 0.50 1.9 0.50 1.9
E 0.65 2.6 0.40 1.6
F 0.55 15 0.45 1.4
IRL 0.55 2.1 0.40 1.8
I 0.50 1.8 0.40 1.4
L 0.60 3.0 0.60 2.9
NL 0.75 2.9 0.85 2.9
A 0.50 17 0.30 1.0
P 0.50 24 0.30 1.5
FIN 0.65 43 0.65 3.4
EUR-11 0.55 2.0 0.50 1.8
DK 0.70 2.3 0.85 32
EL 0.40 1.6 0.35 1.6
S 0.90 3.8 0.80 2.6
UK 0.70 2.9 0.45 1.9
EU-15 0.60 2.2 0.50 1.9

Source: Commission services.

Spain, Ireland, Luxembourg, the Netherlands, Portugal
and the United Kingdom should aim for a structural
deficit of between 0% and 1% of GDP. Germany, Greece,
France, Italy and Austria could aim for a deficit target
even dlightly above 1% of GDP. Sweden and Finland
would have to aim for a surplus as their budgets have a
high sensitivity to the cycle and their economies havein
the past shown a high degree of volatility. These minimal
benchmarks are largely in line with those computed in
other studies (see Box 8).

As mentioned above, these calculations were originally
performed in 1998-99. Two relevant devel opments have
taken place since the estimates were first made.

e Theintroduction of ESA95 has changed the historical
GDP time path (see Chapter 2 in Part VI). In general,
GDP levels are higher, but the changes smoother.
This does not have a major impact on the estimated
maximum negative output gaps, with the exception
of Greece where such a variable worsens somewhat.

e Thecyclical sensitivity of the budget has been recal-
culated recently on the basis of new provisional
OECD estimates (OECD, 1999a). The new budget
sendgitivitiesare shown in the third column of Table 14.

52

While the average euro area sensitivity does not
change appreciably, there are some noticeable differ-
ences at country level. For instance, a substantial fall
occurs for Austria, Spain, Portugal and the UK, and,
to aminor extent, France, Italy, Ireland and Sweden.
This reduction may reflect the reforms in the past
decades which trimmed the generosity of the welfare
state and lowered the progressivity of tax systems
(Part 1V). The only countries where the budget elas-
ticity appears to have increased significantly are
Denmark and the Netherlands.

New estimates of the cyclical safety margins are pre-
sented in the last column of Table 14 (1). The cyclical
safety margin remains broadly unchanged in eight coun-

(1) Given the provisional character of the new budgetary elasticities,

these estimates are to be considered highly tentative at this stage.
In addition to elements above, the estimates also take into account
the fact that some of the largest negative output gaps in the origi-
nal estimates have occurred in periods of severe recession, which,
according to the SGP rules, could have triggered the application of
the exceptionality clause alowing countries to exceed the 3%
limit (section 2.2). Adjusting the calculation for events where real
GDP growth was lower than — 0.75% has a non-negligible effect
only in Finland and Sweden. Thisis of course not surprising given
the economic downturn these countries experienced in 1992-93.
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Using a similar approach to that presented above, IMF
(1998) and OECD (1997a) find that a structural deficit in
the range of 0.5% to 1.5% of GDP and below 1.5% of
GDP, respectively, would be enough to allow the auto-
matic stabilisers to operate without breaching the 3% of
GDP deficit threshold even in periods of pronounced
cyclical slowdown. Similar conclusions were obtained by
applying more sophisticated methodologies. Dalsgaard
and de Serres (1999), in the context of an estimated struc-
tural VAR (vector autoregressive model), show that for a
majority of EU countries a structural deficit between 1%
and 1.5% of GDP would help to avoid breaching the 3%
of GDP threshold with a 90% certainty over a three-year
horizon. If governments aimed for a structural position
between zero and 1% of GDP, the confidence horizon was
extended to between five and seven years.

Stochastic simulations on the NiGEM model of the
National Institute for Economic and Social Research show

Box 8: Estimates of the cyclical safety margin: other studies

that, for the five large EU economies, the probability of
breaching the 3% of GDP threshold is still high at present
for France and Italy, but drops significantly by 2002
(see Barrell et a., 1999). In a later paper, also based on
stochastic simulation of the NiGEM model, Dury and Pina
(2000) indicate very low probabilities of collision with the
sanctions procedures of the Pact, a result that is robust to
variation in assumptions about the monetary strategy pur-
sued by the ECB. Similarly, Barrell and Pina (2000)’ s esti-
mates of the automatic stabilisers by applying methods of
stochastic simulation are generally lower than normally
assumed. Their study confirmsthat, if the countries adhere
to the budgetary targets laid down in their stability and
convergence programmes, the full working of built-in
stabilisers and the respect of the 3% deficit ceiling are
expected to be compatible.

tries (Belgium, Germany, Greece, France, Ireland, Italy,
Luxembourg and the Netherlands), while it goes up in
Denmark. In all other countries, the cyclical safety mar-
gin is reduced somewhat reflecting a lower budgetary
sensitivity and/or smoother cyclical fluctuations.

These estimates have to be treated with caution. In par-
ticular, factors influencing the cyclical fluctuations may
change in the new EMU framework. A number of argu-
ments point towards a higher synchronisation of business
cycles in the future, thereby raising the stabilisation role
of the single monetary policy (1). However, it istoo soon
to verify whether the pattern of cyclical fluctuations will
change in EMU. If evidence of a changing cyclica
pattern emerges in EMU, these estimates will need to be
revised.

3.2. A safety margin for unforeseen
budgetary developments
As pointed out above, the medium-term budget target

should not only take account of cyclical factors, but aso
incorporate a safety margin for unforeseen fiscal devel-

(1) For asummary of the arguments, see European Commission (1998).

opments not directly linked to the working of built-in
stabilisers. This erratic component reflects sources of
fiscal instability such as the risk of unexpected shortfalls
in tax revenues or spending overruns. The budgetary
impact of interest rate shocks may also be a problem for
highly indebted countries (although this depends also on
the maturity structure of their debt), arisk recognised by
the Council in its opinions on the 199899 stability and
convergence programmes.

Whilst several studies provide estimates of the cyclical
component of the safety margin, empirical evidence on
the erratic component in the budget is scant. A prelimi-
nary analysis of this issue is presented in Box 9. The
approach tries to disentangle the erratic budgetary com-
ponent by comparing budget deficit forecasts made in
spring each year by the Commission services with actual
out-turns for the same year. The overall error reflects the
budgetary consegquences of mistakes in growth forecasts.
Once the estimated budgetary effects of forecast errors
on GDP growth are netted out, what is left can be taken
as an approximation of the ‘pure’ risk of erratic bud-
getary developments. A simple example can help clarify
the reasoning. Assume that economic growth in a given
country is 1% lower than forecast and the country has a
budgetary sensitivity for the cycle of 0.5: the deficit
should be 0.5 percentage points of GDP higher than fore-

53



Public finances in EMU - 2000

seen, i.e. 1% times 0.5. If the actual deficit is 0.8 per-
centage points of GDP higher than forecast, then the
‘pure’ erratic component in the budget is 0.3% of the
GDP, i.e. 0.8% — 0.5%.

If EU countries want to be on the safe side and to avoid
an excessive deficit, they should take into account this
erratic component in setting their medium-term target.
Asshown in Box 9, an additional margin for ‘ pure’ fiscal
shocks of between 1/2 and 1% of GDP would seem
appropriate. High-debt countries, which are more
exposed to the risk of interest rate shocks, would aso

need to incorporate in their medium-term objectives an
additional safety margin close to the top of that range.
The ensuing budgetary targets would secure a steady and
rapid decline in their debt ratio, thereby reducing at
source the risk of budgetary volatility linked to interest
rate hikes.

3.3. Ambitioustargetsto prepare for
ageing populations

Ageing populations in the EU will result in declining
labour forces and substantial increases in old-age depen-

The erratic component is captured by looking at the fiscal
forecast errors not explained by the budgetary effects of
errors in output growth projections. Clearly, the latter
component hasto be netted out in order to gauge the ‘ pure’
fiscal forecasting error.

Estimates of the ‘ pure’ erratic component of budget deficits
are set out in Table 15, which is taken from Artis and Buti
(2000). The data shown pertain to the period 1986-97. The
first two columns show the overall mean of positive and
negative deviations and variance of the ‘pure’ fiscal shock
component. As can be seen, the overall mean is relatively
small and around zero for the EU as awhole. A high vari-
ability isfound in some Member States.

Box 9: Capturing the erratic component in the budget

In order to highlight *bad’ risks— namely deviations |ead-
ing to arise in the deficit — the table shows the mean of
the positive deviations. In view of the fact that the sample
period includes years in which budget deficits were much
higher and more variable than today, the mean of positive
deviations is probably more representative than other
‘extreme’ measures in highlighting the current risks of
erratic budgetary developments. Asshown in thetable, the
mean exceeds 1/2% of GDP in about half the EU countries
and, for the large majority of countries, is below 1% of
GDP. Values outside the range are found only for Ireland
and Luxembourg.

Table 15
Measuring ‘erratic’ budgetary developments
(% GDP)
Mean of all deviations Variance Mean of positive deviations
B 0.1 0.58 0.3
DK -0.3 0.74 0.3
D 0.4 1.45 0.7
EL -0.2 6.10 0.9
E -01 2.75 0.6
F -0.1 0.72 0.3
IRL 1.6 3.16 1.9
| 0.1 0.46 0.4
L 0.6 5.09 1.2
NL 0.6 0.78 0.8
P 0.6 2.00 1.0
UK -0.0 1.30 0.4
EU 0.1 0.48 0.4

Note: The sample period is 1986-97.

Source: Artis and Buti (2000).




dency ratios after 2010 with the retirement of the baby-
boom generation. On the basis of existing policies, age-
related public expenditure will increase in most Member
States and, according to Commission projections, reach
anew plateau between 2020 and 2030 (Franco and Munzi,
1997). While the size and timing vary considerably, most
Member States could see expenditures on public pensions
increase by 3 to 5 percentage points of GDP between
now and 2050. Over the same period, the OECD (1996)
forecaststhat the direct effects of ageing on public health
care spending will amount to 3 percentage points of GDP
in the EU and Japan and 2% in the US. Although uncer-
tainty exists on long-term projections, it is clear that
unless appropriate steps are taken, deficits in the EU
could start to rise.

Achieving and sustaining sound public finances has an
important roleto play in helping countries prepare for the
budgetary consequences of ageing populations. Indeed,
the fiscal consolidation resulting from the Maastricht
convergence process and the SGP means that Member
States are in a much stronger position today to meet the
budgetary consequences of ageing populations compared
with several years ago. Strict adherence to the SGP
medium-term objective will lead to afall in the stock of
debt and interest payments, and go some way towards
creating room to cope with the budgetary costs of ageing.

Part Il
The Stability and Growth Pact one year on

This conclusion isillustrated in Table 16 which presents
projections of the stock of public debt and interest pay-
ment savings under two different scenarios. Under the
first scenario, EU countries stick to the ‘minimal bench-
marks computed by the Commission. Under the second
scenario, Member States go beyond the ‘minimal bench-
marks by 1% point of GDP, which in most cases
implies a balanced budget.

Obvioudly, long-term projections are very sensitive to
the assumption underlying the calculations. Projections
in Table 16 assume areal interest rate of about 3% and
a growth rate between 2 and 3%, which corresponds to
the steady state solution of the Commission’s QUEST
model (Roeger and In’t Veld, 1997, and McMorrow and
Roeger, 1999).

The table shows that sticking to the ‘minimal bench-
marks would allow countries to reduce their stock of
debt substantially and achieve a fall in the interest bur-
den which would partly cover the extra budgetary costs
of ageing. Interest savings depend on the initial level of
debt. For high-debt countries such as Italy and Belgium,
respect of their minimal benchmark would already bring
about a fall in the interest burden by 2020 of around
2.5% points of GDP. Countries with ‘demanding’ mini-
mal benchmarks, such as Finland and Sweden, would

Table 16
Pre-empting ageing: reduction in interest burden
(% of GDP)
Minimal benchmark Minimal benchmark - 1 %
‘Minimal Public Public Change in Public Change in Public Change in Public Change in
benchmark’ debt debt interest debt interest debt interest debt interest
(deficit: + 2000 2010 burden 2020 burden 2010 burden 2020 burden
surplus: -)

B 1.0 112.4 88.1 -1.2 65.9 -23 82.0 -15 53.8 -29
DK 0.7 50.1 35.3 —(0)7/ 29.0 -11 29.2 -1.0 16.8 =17
D 1.1 61.0 50.1 -0.5 41.7 -1.0 44.0 -08 29.6 -1.6
EL 1.4 103.3 75.9 -1.4 58.0 -23 69.3 -1.7 46.0 -29
E 0.4 62.8 427 -1.0 30.1 -16 36.7 -13 18.3 -22
F 1.5 59.4 51.7 -04 45.8 -0.7 45.7 -0.7 33.8 -1.3
IRL 0.9 46.0 30.9 -0.8 26.7 -1.0 24.2 -11 14.5 -16
| 1.2 111.7 81.1 -1.5 62.3 -25 75.1 -1.8 50.3 -3.1
NL 0.1 62.3 44.0 -09 29.4 -16 37.2 -13 16.9 -23
A 1.3 63.6 53.1 -0.5 45.3 -0.9 45.6 -0.9 32.3 -1.6
P 0.6 57.1 40.2 -0.8 29.8 -1.4 34.2 -11 18.1 -1.9
F -13 429 18.1 —-12 1.2 -21 12.1 -15 -10.8 -27
S -0.8 58.8 31.2 -1.4 13.7 -23 24.5 -17 1.2 -29
UK 0.1 43.6 29.3 —(0)7/ 19.8 -12 23.2 -1.0 7.8 -18

Source: Commission services.
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also enjoy interest savings above 2 percentage points of
GDP by 2020.

As shown in the table, an adjustment by 1% point of
GDP over the minimal benchmarkswould bring about an
additional reduction in public debt of 6% and 12 per-
centage points of GDP by 2010 and 2020, respectively.
All countries would be below the 60% Maastricht
threshold and, in the case of Finland, the debt would be
turned into an asset. The new debt levels imply an addi-
tional fall in the interest burden by 0.3% of GDP by
2010 and 0.6 percentage points of GDP by 2020.

Inits opinion on the first set of stability and convergence

programmes, the Council invited Germany to prepare for
the future burden on the budget of demographic devel-
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opments. Spain and Finland were also advised to take
measures to address the problem of population ageing. In
the updated stability and convergence programmes, sev-
eral Member States explicitly mention the need to pursue
fiscal consolidation and reduce debt levels at a fast pace
as a means of pre-empting the budget impact of ageing
populations.

Whereas sticking to ambitious medium-term budget tar-
gets will help countries meet the budgetary impact of
ageing populations, this should be accompanied with
reforms that tackle growing imbalances in pension and
health care systems. Focusing on a budget target (even
an ambitious one) should not divert attention away from
the need to make structural reforms to the underlying tax
and benefit system.



4. Monitoring the implementation

of the SGP

4.1. Growingimportance of the
monitoring function

Considerable importance is attached in the SGP to mon-
itoring the implementation of stability and convergence
programmes in order to provide for an effective early-
warning system. Viaregular monitoring, the Commission
isrequired to identify and draw the Council’ s attention to
possible ‘significant divergences of budgetary position
from the medium-term budgetary target or the adjust-
ment path towards it. In the event of a significant diver-
gence being identified, the Council can request that the
Member State concerned take corrective action.

This monitoring function is likely to become increasingly
important in coming years for several reasons. As budget
balances in Member States approach a position of ‘close
to balance or in surplus’, the policy objective will move
away from budgetary retrenchment aiming at attaining the
medium-term targets, towards one of sustaining this posi-
tion and monitoring possible slippages. More prominence
will be attached to other budgetary objectives such as
lowering the tax burden, reform of the tax system, and
improving the long-term sustainability of public pensions
and health care systems. An effective monitoring system
is important to make sure that such reforms do not jeop-
ardise the hard-earned fiscal discipline.

In brief, a new phase in the SGP framework is approach-
ing. The first phase consisted of fixing and reaching
medium-term targets, a goal which most Member States
should achieve by, if not before, 2002/03. This will cor-
rect the past fiscal failure of persistently high structural
deficits. The new phase isin some ways even more chal-
lenging: it requires tackling key structural budgetary
problems while at the same time respecting the medium-
term budget targets.

This chapter addresses three emerging and related chal-
lenges facing the Commission and the Council in the
implementation of SGP:

a) how to asses the ‘rea’ ambition of budget targets
contained in stability and convergence programmes,
especialy in a high growth environment which may
render nominal targets less stringent;

b) as budgets approach balanced positions, there will be
more scope for cutting taxes. Consideration is given
as to the guiding principles which could be used
when assessing whether a Member State has the
capacity to safely cut taxes without jeopardising the
SGP commitments;

¢) to successfully address the key policy challenges
above, the Commission and Council need a consistent
approach to remove uncertainty and scope for ‘polit-
ical bargaining’. Within the SGP, this would require
developing an operational framework for identifying
‘significant divergences from budget targets agreed
in stability and convergence programmes. Thiswould
alow any budgetary dlippage, including apro-cyclica
loosening, to be rapidly detected.

4.2. Assessing budgetary ambition in
a high growth environment

Stability and convergence programmes contain targets for
actual government balances together with a description of
the macroeconomic assumptions on which they are
based. When looking at the actual targets submitted by
Member States in their respective programmes, the
Commission aready takes into account its own growth
forecasts in order to identify the underlying fiscal posi-
tion. Similarly, when monitoring the implementation of
programmes, the Commission looks at developments in
structural balances and not just whether actual deficit tar-
gets have been attained.

Two specific challenges are currently arising in monitor-
ing compliance with the SGP. First, growth forecasts are
higher than what was assumed in the updated program-
mes, and consequently the targeted actual budget bal-
ances are becoming quickly outdated. For example, the
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updated programmes project actual budget deficits of
1.1% of GDP in 2000 and 1% in 2001 for the euro area
as a whole. These targets are based on a GDP growth
assumption of 2.8% in 2000 and 2.7% in 2001. How-
ever, the recent Commission forecasts point to growth of
3.4% in 2000 and 3.1% in 2001. If this high growth
scenario of the Commission actually materialises and
Member States allow automatic stabilisers to operate
fully, then the nominal budget targets should be sur-
passed by 0.2 or 0.3% GDP for the euro area (assuming
abudget sensitivity to growth of 0.5) (1).

Should Member States only meet the nominal deficit tar-
get contained in the stability and convergence program-
mes, ceteris paribus this would imply less budgetary
consolidation occurs than what was agreed in the stabil-
ity or convergence programme. In other words, the
Member State would have ‘spent’ (via uncompensated
tax cuts or discretionary spending) the budgetary gains
of growth rather than pursuing deficit reductions (as rec-
ommended in the broad economic policy guidelines). To
overcome this risk, it is necessary to acknowledge that
the commitment of Member States in the stability and
convergence programme goes beyond nominal targets
for budget balances: account must be taken of growth
conditions which implies an examination of cyclically
adjusted budget balances.

Second, this emerging bias in the SGP targets due to
better than expected growth is being compounded by a
tendency on the part of some Member Statesto base their
budget plans on overly cautious growth assumptions
and/or budget projections. Caution is of course required
when setting medium-term targets and indeed it may be
politically expedient to play down the prospects of large
budget surpluses. Similarly, embodying in the projec-
tions for interest payments, prudent assumptions on
interest rates — thereby maintaining a safety margin for
interest rate shocks — appears to be a sound principle
of budgetary planning. However, overly cautious
assumptions complicate the assessment and discussion
of programmes as the rea adjustment effort actually
needed to reach the targets becomes unclear. Over time,
this could undermine confidence in the SGP as an effec-
tive budgetary surveillance instrument.

(Y) Asdiscussed in Chapter 5 below, the composition of GDP growth
can affect its budgetary impact. However, as the expected growth
acceleration stems mainly from higher domestic demand, the
‘normal’ budgetary impact may be expected.
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4.3. Balancing tax cuts and
deficit reductions

With budget positions approaching balance, the question
increasingly arises whether to cut taxes or pursue further
deficit reductions (or even a move to budget surpluses).
The Commission firmly supports attempts to reduce the
tax burden which isat historically high levels, and recog-
nises that reducing the tax burden and reform of the tax
system can make an important contribution to raising
potential output and improving employment incentives.

Getting the right balance between pursuing the fiscal
consolidation and cutting taxes is vital. While not repre-
senting a miracle cure for Europe's structural problems,
reducing the tax burden may help shift the EU economy
onto a path of higher potential output and employment
(see Part IV). However, in order to produce favourable
effects, the reduction in taxation needs to be perceived as
permanent: a dash to reduce taxation now, only to dis-
cover in afew years' time that such cuts are not sustain-
able and should be reversed, would be counter-productive.

The challenge is therefore to assess in a rigorous and
consistent manner whether and how tax cuts could be
implemented without compromising fiscal prudence.
Four criteria, which were broadly endorsed by the Ecofin
Council of 28 February 2000, should guide policy deci-
sions.

e First and foremost, Member States should abide by
the close-to-balance rule. If the close-to-balance rule
is not yet met in structural terms, tax cuts should be
accompanied with compensatory cutsin expenditure,
which not only offset any revenue losses but at the
same time ensure that the medium-term budget target
is achieved in accordance with the timetable in the
stability or convergence programme.

e Tax cuts must not be pro-cyclical. During an
upswing, a relaxation in taxation while keeping
spending constant gives an expansionary fiscal boost
to the economy, which may lead to overheating and
increase inflationary pressure. This underlines the
importance of matching tax cuts with expenditure cuts
during periods of robust economic growth. Thisisthe
counterpart to allowing deficits to rise in recessions
and is a necessary condition for budgets to remain
close to balance over the economic cycle.

e Account must be taken of the level of public debt and
long-term sustainability of public finances. As argued



in the previous section, countries with high levels of
public debt or facing severe budgetary pressuresfrom
popul ation ageing will need to set and maintain ambi-
tious budgetary objectives. As discussed above, such
targets may have to go beyond levels necessary to
safeguard the 3% ceiling during economic downturns.
It would be inadvisable for such countries to have
uncompensated tax cuts before they reached these
medium-term targets.

e Tax reductions should form a part of a comprehen-
sive reform package. Since interactions of tax and
welfare systems play an important role in the func-
tioning of labour markets, tax reforms should be
implemented in connection with other structural
reforms. As discussed in Part IV, only in this case
would tax reductions boost substantially output and
employment.

The role of this assessment does not stop at evaluating
whether a Member State has scope to cut taxes or not.
Once it has been determined that reducing the tax burden
is an advisable policy option, other policy choices arise
as to the type of measures envisaged (e.g. general versus
targeted tax cuts, tax cuts versus selected increase in
spending on infrastructureinvestment, R & D, education,
etc. (1)). The 2000 broad economic policy guidelines
include recommendations in this direction.

4.4. ldentifying ‘significant divergences

from budgetary targets

The previous two sections emphasise that new fiscal pol-
icy challenges are emerging in EMU, namely the risk of
pro-cyclical deterioration in a high growth environment
and the challenge of ensuring the right balance between
tax cuts and deficit reductions. To ensure continued pub-
lic confidence in the SGP, it is important that there is
strict monitoring of commitments which are entered into
by Member States, and that budgetary questions are tack-
led in a sound and consistent manner.

The importance attached to respecting the budgetary
targets in the SGP is found in the so-called ‘significant
divergence clause’ (?). This clause requires the Com-
mission to identify and draw the Council’s attention to
‘actua or expected significant divergence of the bud-

(1) Some of these options are examined in Part V.
(® Articles6and 10 of Council Regulation (EC) No 1466/97, OJL 209,
2.8.1997, p. 1.
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getary position from the medium-term budgetary objec-
tive, or the adjustment path towards it, as set in the pro-
gramme for the government surplus/deficit’. In the event
of a‘significant divergence’ being identified, the Council
can request the Member State concerned to take correc-
tive action.

However, the SGP provides no operational guidance as
to how a significant divergence should be defined. The
starting point in devising an operational framework for
measuring significant divergence from budget targets is
listing the criteria on which ajudgement could be based.
In broad terms, the following elements need to be taken
into account.

e The SGP provisions make it clear that the
Commission and the Council are required to monitor
divergences in budget balances from both the medi-
um-term objective and the adjustment path, i.e. it is
not only the end point of the programme which is of
interest but also the intermediate years.

e The SGP refers to ‘actual’ or ‘expected’ significant
divergences. Firgt, this implies that both the ex-post
budget out-turns and the ex-ante, planned budgetary
positions are subject to monitoring. Also, to be effec-
tive, this provision entails that the monitoring takes
place both at the very moment of the submission of
updates, by comparing the updates with the previous
programmes, and as an ongoing process, by compar-
ing the actual/expected budgetary positions with
those defined in the updates.

e The attention should be mainly concentrated on
cyclicaly adjusted developments. Only to the extent
that the 3% reference value is threatened, should
nominal divergences be taken into account. While
deviations from targets due to the operation of auto-
matic stabilisers are allowed under the SGP, structura
deterioration in the budget balance should be avoided.

e Account should be taken of the closeness of the bud-
getary position to the medium-term target: dippagein
countries at or near to their medium-term target poses
less risk than those which till have some way to go.

* Thesize of the allowed deviation should be related to
the distance between the 3% ceiling and the close-to-
balance target. Countries with wider safety margins
may be allowed arelative larger deviation than coun-
tries with smaller safety margins.
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Box 10: An illustrative application of a scheme to identify a ‘significant divergence

This box presents a tentative exemplification of the
approach sketched out in the text for identifying * significant
divergences of budget outcomes from the agreed targets.
Three stylised cases are presented and the framework is
summarised in Table 17. The discussion below does not
take into account the statistical uncertainty in the budgetary
figures used. Of course, nominal budget balances and
specificaly cyclicaly adjusted budget balances are sur-
rounded with a degree of uncertainty. Therefore the appli-
cation of this framework must also allow for a scrutiny
based on the ‘statistical significance' of the deviation.

A distinction is made between the cases when there is till
an adjustment effort to be made to attain the close-to-bal-
ance target (case A and B below) and when the medium-
term budget target is aready achieved (case C below).
When there is still an adjustment effort to be made, a fur-
ther distinction is made according to the closeness to the
medium-term target: case A, if the country is till far from
thetarget; case B if itiscloseto it. It is tentatively suggest-
ed that whether acountry is close or not to the medium-term
target is decided by whether the distance is smaller or not
than one quarter of the safety margin (that is, one quarter
of the difference between the medium-term target and the
3% deficit ceiling). This figure is obvioudly arbitrary and
it is used here only for illustrative purposes.

Taking the example of a country with a medium-term tar-
get of balance (thus implying a safety margin of 3%), this
implies:

Case A is when the country is still far from the medium-
term target, that is, it has a structural deficit above 0.75%
of GDP (i.e. more than one quarter of a 3% safety margin).
In this case, the risk of exceeding the 3% deficit ceiling is
still high. Hence any divergencein either nominal or struc-
tural balances would be deemed ‘significant’.

Case B is when the country is close to meeting the medi-
um-term target, that is, it has a structural budget deficit
lower than 0.75% of GDP but still positive. Then the
country can afford some deviation in the actual balance
due to the working of automatic stabilisers but not yet in
the structural balance. Regarding deviations in the actual
balance, only a‘sizeable’ divergence will be considered as
significant. For instance, athreshold for a‘sizeable’ devi-
ation could be set at 20% of the safety margin. This
implies that the country could be allowed a nominal devi-
ation up to 0.6% point of GDP (0.2 times 3%). However,
if the actual balance diverges less than 0.6 % but the struc-
tural balance worsens then it would still be a significant
divergence. Thisis the case of a pro-cyclical relaxation in
a high growth scenario.

Case C is when the country meets the medium-term tar-
get, thus it has a balanced budget position or a surplusin
cyclically adjusted terms. In this case, deviations from tar-
gets would only be considered significant if there is a
‘sizeable’ deterioration in the structural balance.

Table 17

Significant divergence: an illustration

Limit for significant
structural divergence

Limit for significant
nominal divergence

Countries not close to medium-term target

No divergence allowed
for these countries

No divergence allowed
for these countries

Countries close to the medium-term target

No divergence allowed
for these countries

No ‘sizeable’ nominal
divergence allowed

Countries having achieved the medium-term target

No ‘sizeable’ divergence allowed

Nominal balance can show a
divergence but the deficit cannot
exceed the 3 % ceiling
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The upshot of such an approach would be to classify
countries according to whether or not they already meet
their medium-term target. Anillustration of the approach
to astylised case is presented in Box 10, and it could be
used when assessing future updates to stability and con-
vergence programmes.

For countries that already meet or surpass their medium-
term target, the monitoring of possible significant diver-
gences essentially aims at preventing pro-cyclical behav-
iour. For countries that are close to meeting the
medium-term target but do not do so aready, some devi-
ation from the target for the actual budget balance could
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be tolerated (without being considered significant) pro-
vided that it is not sizesble. However, no deviation
should occur as regards the structural balance.

For countriesthat still have along way to go to meet the
medium-term target, the monitoring of possible signifi-
cant divergences also aims at preventing pro-cyclical
behaviour, but essentially occurs to ensure that the SGP
goal is attained within the agreed deadline. To this end,
any dstatistically relevant divergence of the actual or
structural balance from the target agreed in stability pro-
grammes will be deemed ‘significant’.
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5. Budgetary indicators:
the cyclically adjusted budget balance

When setting and monitoring targets, there is a need to
take explicit account of the cyclical position of the econ-
omy and its effect on the budget. This is recognised in
the provisions of the SGP according to which, in addition
to fixing targets for actual budget balances, Member
States must provide enough detailed information on
GDP developments in their stability and convergence
programmes to enable ‘a proper analysis of the cyclica
position of the economy’ (1). Hence, while there is no
formal requirement to supply figures on cyclically
adjusted budget balances, the distinction between actual
and structural budgetary positions is implicitly recog-
nised. Some Member States actually provide cyclically
adjusted figures. On the basis of information included in
the programmes, the Commission applies its own method
to single out fluctuations which are due to short-term
cyclical developments from the underlying trend.
However, since cyclical developments are unobservable,
this type of calculation is always surrounded by a degree
of uncertainty.

This chapter examines general issues on the methods
used to estimate structural budget balances and compares
the approach used by the Commission and other interna-
tional ingtitutions. In the second section, some sources of
uncertainly in analysing cyclically adjusted balances on
ayear-by-year basis are outlined, and special referenceis
made to the case of the euro area’s budgetary 1999 out-
turn.

5.1. Approachesto estimating
structural balances

In an ideal world with sufficient information on all bud-
getary items and discretionary policy measures, it would

(1) Opinion of the Monetary Committee on the content and format of
stability and convergence programmes, document MC/11/482 final
of 16 September 1998, endorsed by the Ecofin Council of 12
October 1998. This document was published as an annex to the
conclusions of the Council.

be possible to adjust each budget item directly to reflect
their ‘true’ structural position. In practice, information of
such quality is not available. Consequently, indirect meth-
ods are used where the cyclical budgetary component is
inferred from the co-variation of government revenues
and expenditures with output fluctuations.

In estimating cyclically adjusted balances, the Commis-
sion uses the same method for all countries. This method
is described in detail in Chapter 1 of Part V1. The cycli-
cal budget component is inferred from the estimated
cyclical position of the economy and estimates of the
budget sensitivity parameters. Whereas there is a broad
agreement on the magnitude of the estimated budgetary
sensitivities, thereisless agreement on the best approach
for estimating potential output and output gaps. The
issues of how to estimate the output gap and budget sen-
sitivities are now addressed in turn.

M easuring the output gap

The output gap plays an important role in the calculation
of cyclically adjusted budget balances. To compute the
output gap, an estimate of the potentia or trend output
is needed. Because these are not directly observable, a
number of assumptions must be made to disentangle
trend and cycle in actual GDP developments.

The Commission services have so far used the so-called
Hodrick-Prescott filter (hereafter, HP) to estimate trend
output and related output gaps. This method is simple to
use and the results can be easily reproduced. It also min-
imisesthe need for judgmental interventions and so allows
a consistent treatment of Member States. Moreover, the
method is parsimonious on data requirements and the cal-
culations can be made on the basis of information pro-
vided in the stability and convergence programmes. The
HP filter has also the advantage that the estimated output
gaps, and hence the cyclical components of the budget
balance, cancel out over the cycle. A clear disadvantage
of the HP filter, however, is its lack of economic foun-
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dations which makes its results and underlying assump-
tions difficult to interpret economically.

Another commonly used method to compute potential
output and output gaps involves estimating a production
function. Under the production function approach,
potential output estimates, beings based on theoretical
grounds, can be interpreted from an economic stand-
point. This allows the assessment of the underlying
factors driving the results. On the other hand, the results
depend strongly on assumptions on the functional form
of the production technology, e.g. returns to scale, the
trend growth of technical progress aswell as on estimates
of the structural unemployment rate. All these assump-
tions are subject to heated economic debate.

The Commission services use the production function
from the QUEST model to check the robustness of the
results obtained by the HP filter. Output gaps generated
by the QUEST production function approach do not dif-
fer strongly from the output gap calculations based on
the HP filter basically because the HP filter is used to
estimate the structural unemployment. The correlation
between the output gaps produced with the two methods
arein the range between 0.8 and 0.9 for all EU countries.
Such high correlation can aso be observed when compar-
ing HP filter gaps to the production function based gaps
made by the OECD and the IMF, even if their specifica-
tion is different from the QUEST production function.

While high correlations indicate that the estimated out-
put gap changes produced by various methods are quite
similar, in level terms the output gap estimates may still
show considerable variation.

These differences are particularly evident in calculating
potential output during the disinflation period of the
1980s and the 1990s. A production function approach
usualy establishes a direct link between growth and
inflation by incorporating a Phillips curve capturing the
short-term trade-off between output and inflation. The
output loss needed to bring down inflation is considered
to have little effect on the production potential of the
economy. Hence, large negative output gaps emerge. A
statistical filter, instead ‘interprets part of the subdued
growth performance as afall in potential output. Hence,
the estimated output gaps are smaller.

This implies that unlike the HP filter trend method, a
method based on production function does not necessar-
ily produce symmetrical output gaps. In the context of
budgetary surveillance, the question is how much of
these accumulated negative output gaps will in the end
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be retrieved. If the accumulated output loss is not going
to be recovered, the corresponding revenue will actually
never materialise. However, with a more stable macro-
economic environment, the importance of this issue
should be reduced in the future. The stability-oriented
macroeconomic framework of EMU would itself con-
tribute to smooth out these differences.

Budget sensitivity parameters

The budgetary sensitivity parameters used by the
Commission services are based on tax and expenditure
elasticities which have been recently calculated by the
OECD (OECD, 1999a). The different tax elasticities
(indirect taxes, personal income taxes, corporate taxes
and social security contributions) are weighted using
their relative shares in overall tax income over the
198599 period. The government expenditure sensitivity
parameter refers to unemployment related expenditures.

This approach implies that the budget sensitivity para-
meters express the average cyclical response of the bud-
get to the cycle and not the response in any one year (%).
Generally this poses no problem when considering bud-
getary trendsin the longer term, but it can complicate the
interpretation of results for an individual year for sever-
a reasons. Firstly, tax reforms at different pointsin time
are not reflected in changes of the budget sensitivity
parameters. Specifically, tax reforms after 1996 will only
be reflected when the tax elasticities will be updated the
next time. Secondly, as shown in the next section, in
individual years different tax bases may react atypically
to the cycle. A third issue is the lag in the collection of
taxes, especially when there are abrupt cyclical swings,
uncertainty concerns particularly corporate taxes, which
are not only quite volatile but also collected with sub-
stantial lags.

An additional issue is the coverage of the budgetary
items included in the measurement of the cyclical com-
ponent. Other expenditure items besides unemployment
benefits — for instance, social and health care expendi-
ture — may fluctuate with the cycle. However, it has
proven empirically difficult to find a consistent pattern.
A related issue is how to deal with the different bud-
getary rules on expenditures and revenues that have been
introduced in several Member States in the last few
years. For example, the Dutch budget system includes

(Y In particular, on the revenue side the OECD tax elagticities are
based on the 1996 tax codes.



specific budgetary rules which partially offset the bud-
getary impact of the automatic stabilisers, making it dif-
ficult to distinguish between automatic and discretionary
changes.

More generally, it may be argued that governments tend
to react systematically to the cycle and that this ‘govern-
ment reaction function’ should be taken on board. A
number of studies, as well as evidence provided in other
parts of this report, have found that ‘quasi-automatic’
behaviour linked to systematic reactions by budgetary
authorities is not symmetric over the cycle and, in gen-
eral, tends to be pro-cyclical. Hence, ‘actua’ stabilisers
may be smaller than ‘purely automatic’ stabilisers.
However, the SGP is largely about breaking this tradi-
tional behaviour in order to let the automatic stabilisers
play freely over the cycle. Thus, to the extent that the
Pact’s monitoring system works effectively, this kind of
policy reaction should not characterise the future bud-
getary behaviour.

Comparing cyclically adjusted budget balances

The Commission, the OECD and the IMF &l use the
same overall framework to compute cyclically adjusted
figures, that is, applying a set of budgetary sensitivity
parameters to an estimated output gap. As signaled
above, the differences that appear are mainly due to dif-
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ferent methodol ogies in the estimation of the output gaps
where the OECD and the IMF use a production function
while the Commission services use a trend estimation
method.

Table 18 below shows figures on cyclically adjusted bud-
get balances computed by the Commission, the OECD
and the IMF for al EU Member States for the 1997-99
period in their respective, most recent forecasts (1). For
example, for 1997 the IMF indicates that the structural
deficit in the euro area was 1.3% of GDP while the
Commission has a figure of 2.0% of GDP, a substantial
difference. On average, differencesin levels are gradually
reduced in 1998 and 1999, even if they remain sizeable
for some countries, especially for the large economies.

5.2. Taking atypical circumstances
into account

Approaches used by the Commission, the IMF and the
OECD for caculating cyclically adjusted budget bal-

() The Commission and IMF figures are from their respective spring
2000 forecasts while the figures from the OECD are from their
autumn 1999 forecast.

Table 18
Structural budget balances of the Commission, OECD and IMF
(% of GDP)
1997 1998 1999

Commission OECD IMF Commission OECD IMF Commission OECD IMF
B -16 -07 -07 -0.7 -0.3 0.0 -0.3 -0.2 0.0
D -2.0 -1.8 -1.1 -1.2 -1.1 -0.3 -0.3 -0.8 0.6
E -26 -27 -1.8 -23 -2.4 -18 -11 -15 -1.0
F -21 -1.9 -1.0 -21 -2.2 -15 -13 -1.8 -0.8
IRL 0.3 -03 0.3 1.2 1.0 1.1 0.8 1.8 1.9
| -25 -1.9 -16 -25 -16 -16 -13 -0.7 -0.5
NL -0.7 -1.8 -0.9 -05 -1.8 -1.0 0.7 -1.7 -0.1
A -15 —-17 =10 -22 -23 -1.6 -17 -22 -0.8
P -23 -2.2 -2.1 -20 -2.2 -21 -1.8 -1.8 -2.0
FIN -12 -08 -08 0.6 0.7 1.3 1.9 2.8 3.0
EUR-11 -2.0 -1.9 -1.3 -1.6 -1.6 -0.7 -0.7 -11 0.0
DK -0.9 -0.7 -0.2 -0.3 -0.2 0.3 2.4 29 2.1
EL -41 -32 -37 -3.0 -21 -26 -16 -1.3 -21
S -0.6 0.2 1.9 29 3.4 5.0 2.0 25 4.0
UK -23 -26 -1.8 0.2 -0.5 -0.1 1.3 -0.3 0.1
EU-15 -20 -19 -13 -12 -13 -07 -02 -07 0.0

Source: Commission services, OECD, IMF.
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ances (CABSs) assume that developmentsin any one year
are aways of an ‘average’ nature. However, the annua
conditions seldom correspond to the average conditions.
Thus, CAB estimates for any one year risk being biased
due to atypica conditionsin that year.

A number of possible sources of bias when considering
estimates of a CAB in any year should be considered. In
particular, the approach does not take into account the
composition of GDP growth. GDP growth which is
largely due to private consumption tends to have a
higher tax content than growth coming from external
demand, investments or the building-up of stocks (%).

The analysis of the 1999 budgetary outcome of the euro
area helps to illustrate this issue. As pointed out in Part
[1, the euro area 1999 real GDP growth was lower than
what had been incorporated in the 1999 budgetary plans.
Nevertheless, in spite of the fact that no significant addi-
tional budgetary measures were enacted, the actual bud-
getary targets were met or overachieved. How can these
elements be reconciled? A crucia role appears to have
been played by the growth composition in 1999 that was
favourable from a budgetary point of view: private con-
sumption (which isrich in tax revenues) held up strongly

(1) Over alonger time horizon, shifts in the distribution of income
between wages and profits can have a budgetary impact on CABs
since wages are generally higher taxed than profits, especialy at
the margin.

whereas growth fell due to sluggish export performance
(which havelittleimpact on the budget) (3). This element
contributed to make the cyclical component of the budget
balance and the cyclical budgetary sensitivity substan-
tially lower than ‘normal’. As shown in Box 11, rather
than the normal value of 0.5 used in the Commission ser-
vices and the OECD calculations, the ex-post * adjusted’
budget sensitivity seems to have been closer to zero in
1999.

In order to validate this result, the effect of growth com-
position on budget balances has been investigated by
simulations with the QUEST model. Two types of shocks
to the euro area economy were examined. Thefirst shock
was asharp fall in exportsto the rest of the world in com-
bination with areduction in private investment. The sec-
ond shock was generated by a fall in private consump-
tion. Both shocks were assumed to cause a temporary
slowdown in real GDP growth by 1 percentage point
compared with the baseline growth rate. Monetary policy
was kept unchanged in both simulations. The actual
growth profile in 1999 followed a similar pattern to the
one sketched out in thefirst scenario, whereas the second
scenario applies to situations where the shock is purely
of domestic origin and thusis closer to the ‘norma’ GDP

(® A further element may have been the behaviour of corporate prof-
its which were particularly high in 1998, as an important share of
these was paid in the first half of 1999. Also, private consumption
accelerated towards the end of the year. While this had a smaller
effect on the 1999 average GDP growth, it nevertheless boosted
substantially government tax revenues in some countries.

Table 19

Operation of automatic stabilisers under different shocks (*)

Shock in external demand

Shock in private

and investment consumption

Effects of the shock on the economy (% change)

Real GDP growth rate: -1.0 -1.0
— Export () -3.8 -1.2
— Private investment -22 2.0
— Private consumption 0.3 -3.2

Effects of the shock on the government budget (in % points of GDP)

Government deficit: 0.2 0.6
— Expenditure 0.0 0.0
— Revenue -0.2 -0.6

Government debt 11 1.4

(*) Difference from the baseline scenario for the euro area.
(**)Including intra-EU trade.

Source: Commission services.
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composition assumed in computing standard budget
classifications.

Table 19 presents simulation results for the euro area on
the working of automatic stabilisers under different type
of shocks. Compared with the baseline scenario, a sharp
deceleration in growth by 1 percentage point generated
by a fal in extra-EU exports and reduction in private
investment increases the government deficit in the EU

Part Il
The Stability and Growth Pact one year on

and euro area as a whole by only 0.2 percentage points
of GDP, if budgetary stabilisers are allowed to work
fully. If the Slowdown were entirely due to afall in pri-
vate consumption, the deficit would increase by 0.6 per-
centage points of GDP, a value close to the estimated
‘normal’ budgetary reaction to the cycle (0.5). Overall,
the simulation results confirm that in 1999, the cyclical
sensitivity of the budget was considerably lower than the
estimated average sensitivity.

The actual improvement in the 1999 euro area budget
deficit can be written in terms of the actual deficit in 1998
(dgg), the change in the structural primary balance (Asy),
the change in the cyclical component of the budget deficit,
A(a, . OGgy), Where a, isthe sensitivity of the budget to the
cycle and OG the output gap, and the change in the interest
burden (AIBg):

(1) dgg= dgg—Asyu—A(a,. OGyy) + AlByg

The corresponding breakdown in terms of expected budget
deficit is given by:

(2)  dgy= dfg — Ay —A(ay. OGgy) + AlBg,

The unexpected improvement in the 1999 budget deficit
can be expressed as the difference between the actua out-
come (1) and expected outcome (2). Defining a, = af+ Aa,
where a®isthe ‘normal’ budget sensitivity, then the better
than expected outcome for the 1999 deficit can be written
as.

(3 (dgg_dg) = (dgg —gp) — (ASyg—AS5g)
[ae. (AOGy, _AOGE)] —Aa.0G, +
(AlBg,—AIBE)

Thus, the better than expected outcome in 1999 is
explained in turn by a different starting position, addition-
al structural measures, the budgetary impact from a differ-
ent cyclical position and a change in the budgetary elastic-
ity and a change in the interest burden. To solve here for
the different components and the change in the cyclical
sensitivity of the budget, Aa, it is assumed that al the
structural measures taken in 1999 were included in the
1999 budgets and were therefore incorporated in the
expectations, i.e. the term (As,, — AsSy) is zero. If thereal
trend GDP was not affected by the slowdown in growth,

Box 11: What was the ‘true’ budgetary sensitivity to the cycle in 1999?

the difference in the expected and actual output gap can
be measured by the difference between the actual and
expected rate of GDP growth.

Then, the implied effect on the cyclica sensitivity of the
budget from the growth composition and other factors can
be computed as:

(4 Aa= [(dgs —d5g) — (dgg —d5g) —
(af. (AOGy, —AOGE,)) + (AlBy,—Al ng)] /0Gy,

The inputs can found in bold in Table 20 below, where it
is clear that the 1999 outcome was 0.7% of GDP better
than expected, 0.3% can be referred to a better starting
position and 0.1% to a lower interest burden than expect-
ed. The expected change in the cyclical budget component
with the normal budget sensitivity would have been an
increase of 0.2% of GDP. Bearing in mind that since the
change in the cyclical sensitivity of the budget is derived
as a residual, all computation errors are ascribed to it.
Also, it is implicitly assumed that the normal budget
sensitivity can correctly be applied to 1998. Then, with the
inputs from the table below, the term Aa becomes — 0.5
and with a normal budget sensitivity of 0.5, the implied
adjusted budget easticity for 1999 thus becomes close to
Zero.

This figure, however, may be on the low side to the extent
that measures aiming at improving tax collection have
contributed to boost fiscal revenues in 1999. There is
anecdotal evidence that this effect may have been impor-
tant in anumber of countries (e.g. Italy). Thiswould imply
that the term (Asyg — AsS) i's positive which would result
in a positive, though small value of a. As shown in the
text, thiswould be broadly in linewith QUEST simulations
of the ‘type’ of slowdown which affected GDP growth in
1999.

67



Public finances in EMU - 2000

Table 20

Breakdown of 1999 budgetary outcome, euro area

Autumn forecast 1998 (expected) Spring forecast 2000 (outcome) Difference

Deficit 1999, % of GDP 1.9 1.2 -0.7
Deficit 1998, % of GDP 2.3 2.0 -0.3
Interest burden 1998, % of GDP 4.7 4.7 0.0
Interest burden 1999, % of GDP 4.4 4.3 -0.1
GDP growth 1999, % 2.6 2.2 -04
Output gap 1999 (- 0.6) -10 -04
‘Normal’ budget sensitivity (a®) 0.5 0.5

Ex-ante cyclical component 0.3 0.5 +0.2
Results

Implied cyclical components (0.3) 0.0 -0.3
Implied budget sensitivity (0.5) 0.0 -05

Source: Commission services.
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1. Introduction

The main purpose of taxation is to finance the provision
of public services. Normally, the benefits provided by
the public sector are not in direct proportion to the pay-
ments of individual taxpayers, and hence taxation also
plays a redistributive role. By influencing incentives to
save, invest and work, taxes also affect the functioning
of the rea economy (). These incentive effects vary
according to the type of tax in question. Capital taxes
reduce the rate of return on physical capital, thus lower-
ing capital accumulation: analogoudly, they may create
disincentives to save over the life-cycle. Labour taxes
increase the cost of labour and so reduce employment
and increase unemployment, especialy when coupled
with rigid labour markets and generous benefit systems.

In brief, tax systems are a key factor in determining the
overall efficiency of the economy. Ensuring that tax sys-
tems provide the right incentives to save, work and invest
is therefore an essential element in the EU’s economic
strategy to raise potential output and employment. Tax
reform is a vital component of the ‘quality’ of public
finances as stressed by the recent special European
Council in Lisbon.

(M In addition to such financia, redistributive and alocative roles,
taxes also have stabilising affects, which are not discussed in this
part of the report.

To contribute to this debate, this part of the report assess-
es and compares the structure of tax systems across EU
Member States. It considers the reasons behind the rapid
increase in tax burdens, especially on labour income. In
addition, the most important policy challenges which lie
ahead in the field of taxation are discussed in the context
of the new economic policy framework brought about by
the start of EMU.

The next chapter provides an overview of the tax systems
in EU Member States during the 1990s and compares
developments with those in the US and Japan. It traces
the evolution of and reasons behind changes in effective
tax rates on labour, capital and consumption. Chapter 3
turns to factors which shape tax systems in the long run,
and describes the link between the rise in public expen-
ditures and the corresponding need to raise tax revenues;
the role of tax competition in the shift of the tax burden
from capital to labour is also examined. Chapter 4 analy-
ses the effects of various tax reform strategies for
employment, economic growth and public finances on
the basis of analytical results from the QUEST model of
the Commission services. Chapter 5 provides an
overview of recent tax reformsin Member States, identi-
fying common features and pointing out possible direc-
tions for reforms in the future. Chapter 6 concludes.
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2. Thestructure of tax systemsin the 1990s

2.1. Tax burden

The tax burden in the euro area, defined as the ratio of
government tax receipts to GDP, is very high by inter-
national standards. In 1999, it was 43% of GDP, some
14 and 16 percentage points higher than in the US and
Japan, respectively. The overall tax burden differs, how-
ever, significantly across Member States: it is relatively
high in the Nordic countries, Belgium, France and
Austria, whereas it is relatively low in Spain, Portugal,
Ireland, Greece and the UK.

Differences in the tax burdens across Member States are
mostly due to the weight of the public sector in the econ-
omy. Thereis a close relation between tax receipts and
government expenditures as a percentage of GDP, the

Graph 11: Taxesand GDP per capitain 1999

|atter being to alarge extent explained by the level of per
capita income (Graph 11) (3). High-income Member
States tend to spend more per capita than low-income
ones, especially on welfare programmes. 65% of the
differences within the EU in transfers to households are
related to differences in GDP per capita.

A further distinction of the euro area compared with its
main trading partners is the structure of tax revenues. In
the euro area, social security contributions accounted for
38% of total tax receiptsin 1999, with indirect and direct
taxes representing 32% and 30%, respectively. The high
share of social security contributions in the EU contrasts

(1) The same kind of relationship is found when considering other
years.
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with the US where direct taxes are the most important
component of tax revenues. These differences in the tax
structures between the US and the euro area are closely
related to the comprehensiveness of public welfare sys-
tems which in the latter are mainly financed via social
security contributions.

Although the structure of tax revenuesis broadly similar
across Member States, there are some notabl e differences:
in Denmark and to alesser extent also in Ireland and the
UK, the contribution of social charges to tax receiptsis
low by EU standards (%).

2.2. Effectivetax rateson production
factors and consumption

It is not possible to obtain afull picture of where the tax
burden actually falls by looking solely at the structure of

(M) In Denmark, the share of social security contributions in govern-
ment receipts is negligible as most welfare spending is financed
out of general taxation. Consequently, the contribution of direct
taxesto thetotal tax burden is high compared with the EU average.

social security contributions, direct taxes and indirect
taxes. For example, direct taxes consist of income and
property taxes paid by individuals and corporations:
hence the burden falls on both labour and capital. To sep-
arate the incidence of the tax burden falling on each fac-
tor (labour, capital and consumption), it is necessary to
look at so-called ‘effective’ tax rates. Effective tax rates
on labour, capital and consumption are obtained by relat-
ing the broad categories of tax revenues to the corre-
sponding tax bases: labour income (gross wage), capital
income (gross operating surplus) and consumption
expenditure. The method used to calculate effective tax
ratesis explained in Box 12.

In the euro area, the effective tax rate on labour amounts
to 40% of the wage bill, with 70% of this accounted for
by non-wage labour costs (social security contributions
and other payroll taxes) and 30% for personal income
taxes (Table 21). In contrast, the effective tax rate on
labour isjust 24% in the US, with non-wage labour costs
representing only 12% of the average gross wage.

Table 21

Effective tax rates, 1999 (*)

Non-wage Personal income Labour effective Capital effective Consumption effective
labour costs tax rate tax rate tax rate tax rate
B 26.5 24.9 44.8 23.7 20.5
D 318 17.8 44.0 15.9 17.9
E 21.9 10.2 29.9 18.5 17.7
F 32.1 15.2 42.4 22.6 24.5
IRL 12.2 13.7 24.2 20.8 24.8
| 23.1 16.5 35.8 26.2 22.9
L 20.9 12.8 31.0 34.0 25.7
NL 28.3 12.0 36.9 25.1 19.5
A 26.2 19.5 40.6 18.8 23.4
P 19.9 9.8 27.8 24.6 22.7
FIN 23.6 25.9 43.3 24.1 24.5
EUR-11 28.1 16.2 39.8 20.9 20.9
DK 5.64 1.2 445 28.0 30.5
EL 22.9 8.3 29.3 195 20.0
S 25.4 34.7 51.3 27.9 28.0
UK 11.9 15.1 25.2 35.1 18.2
EU-15 24.8 17.0 37.6 23.6 20.8
us 11.6 13.9 23.9 22.7 9.3
P 16.5 4.6 20.3 18.7 13.6

(*) Calculated on the basis of the 2000 spring forecast of the Commission services.

Source: Commission services and OECD.
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‘Effective’ tax rates are used to analyse the sources of
changes in tax systems (Mendoza et al., 1994). On an
annual basis, the European Commission (1998a) publishes
so-caled ‘implicit’ tax rates for employed labour, other
production factors and consumption. They are now avail-
able until 1997 for all EU Member States (European
Commission, 1999b).

The effective tax rate indicators analysed in this report are
obtained by adapting the concepts of implicit taxation to
the analytical needs and data availability of DG ECFIN.
While conceptualy eguivalent, effective tax indicators
alow one to compute the tax burdens on labour, capital
and consumption for EU and other OECD countries in
correspondence with the regular Commission’s spring and
autumn forecasts. The available data cover the last three
decades (from 1970 to 2001). A detailed explanation of
the ECFIN databank on effective taxation can be found in
Martinez-Mongay (2000). The OECD has also devel oped
asimilar databank (OECD, 1999b).

The indicators used here can be summarised as follows:

Effective tax rate of labour. There are two sources of tax
revenue on labour income. First, social security contribu-
tions and other payroll taxes (also called non-wage labour
costs) are levied on wages; the effective rate of non-wage
labour costsistheratio of total socia security contributions
(including those paid by the self-employed) to total labour
costs. The rate includes social security contributions paid
by employers and employees. Second, persona income
taxes are levied on remaining income. Taxes on personal

Box 12: Effective tax indicators

income are further decomposed into the personal income
tax attributable to labour income, and the personal income
tax attributable to capital income. The effective tax rate of
labour isthe ratio of the sum of non-wage labour costs and
the personal labour income taxes to gross wages.

Effective tax rates on capital. Taxes on capita income
include personal income taxes attributable to capital income,
taxes on corporate income and property taxes. A proxy for
the tax base is the adjusted gross operating surplus (%).

Effective tax rate on consumption. The effective tax rate
on consumption can be calculated as the ratio of indirect
tax revenues to the value of final (private and public) con-
sumption, excluding wages paid by general government.
Such an indicator conceptually coincides with the ‘implicit’
tax rate on consumption.

(Y It is worth noting that both the European Commission
(1999b) and the OECD (see Carey and Tchilinguirian, 2000)
use the net operating surplus as the tax base of capital. A con-
sequence of using the net operating surplus instead of the
gross operating surplus is that the effective or implicit tax
rates on capital income increase significantly, by more than
10 percentage points. A further consequence is that the rates
are much more volatile, since capital consumption experi-
ences large cyclical swings. However, similar conclusions
can be drawn from both approaches as regards the evolution
over time (see Chapter 3 below) and cross-country differ-
ences. Since the analysis in this chapter is concerned with
long-run features and comparisons across countries rather
than levels, the gross operating surplus is preferred here as it
is more reliable in these respects.

Within the euro area, the effective tax rate on labour is
significantly below average in Ireland and to a lesser
extent in Portugal and Spain. It is aso relatively low in
the UK and Greece. The highest tax ratesin the euro area
are recorded in Belgium, Germany and Finland and, out-
side the euro area, in Denmark and Sweden.

The effective tax rate on capital income is similar in the
euro areaand the US, amounting to some 21-23% of the
gross operating surplus of the economy; in Japan it is
around 19%. In the euro area, the lowest effective tax
rate on capital is recorded in Germany (16%) and the
highest in Luxembourg (34%) (%).

(1) Note that such a high effective tax rate of capital in Luxembourg
refers to domestic capita income and contrasts with the specia
fiscal treatment of capital income of non-residents.

Indirect taxes account for 21% of the prices paid by con-
sumersin the euro area whereas the figure isonly 9% in
the US and 14% for Japan. In general, the common VAT
system in the EU has resulted in lower differences
between consumption tax rates within the euro area than
internationally. However, despite VAT harmonisation,
there are still marked differencesin the effective tax rates
on final consumption across Member States. Such diver-
gences are largely due to differences in normal and
reduced VAT rates, excise duties, as well as in energy
and environmental taxes.

As shown in Graph 12, tax revenues from labour income
in the euro area account for approximately half of total
tax revenues, similar to the US and Japan. However, in
Belgium, Germany and Austria, which all are high-tax
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countries, the share of tax revenues from labour is
noticeably larger than in the euro areaas awhole. In low-
tax countries like Ireland and the UK, as well as some
low-income countrieslike Portugal and Greece, the share
of tax revenues from labour income tends to be smaller
than on average.

Inthe US, tax receipts from capital income represent 25%
of the total tax revenue, while the figureis only 15% in
the euro area. In Ireland, Luxembourg (1) and the UK,

(1) See footnote above on the fiscal treatment of non-resident capital
income in Luxembourg.

the share of tax revenue from capital income is close to
that of the US, while the share of capital income is par-
ticularly small in Germany and Austria.

Consumption tax revenues account for one third of total
tax revenues in the euro area and Japan, but only one
quarter in the US. Tax receipts from consumption are
particularly important in Greece, Ireland, Portugal and
the UK, where the share of labour taxes is the lowest in
the EU. Consumption taxes play a considerably lesser
role in Belgium, Germany and the Netherlands.

Graph 12: The structure of tax revenuesin 1999 (% of tax burdens)
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3. Factorsshaping tax systemsin

thelong run

The overall tax burden has risen substantially during the
past three decades and at the same time the tax structures
in Member States have undergone major changes. The
large increase in the tax burden in the euro area since
1970, more than 11 percentage points of GDP, contrasts
with the small increase of 2.5% of GDP recorded in the
US (Graph 13) (3).

The most striking feature of these past devel opments has
been the increasing tax burden on labour. In the euro

(1) In Graph 13 the changein total tax revenues has been broken down
into the changes of its three components. As a result, the height of
the bars givesthe changein the total tax burden for al the countries,
except for Germany, Ireland, the US and Japan, where the reduction
in consumption or capital tax revenues has not been deducted.

area, taxes on labour increased by 7 percentage points of
GDP compared with only 2 percentage points’ increase
in capital taxation and 1 percentage point increase in
consumption taxation during the 1970-99 period. The
marked decrease in the relative importance of indirect
taxes can be partly explained by the progressive liberali-
sation of internationa trade, which has eliminated tariff
revenues almost completely.

The long-run evolution of effective tax rates (Graph 14)
shows that changes in tax revenues have not been driven
by equivalent changes in the corresponding tax bases,
but rather by changes in tax rates. All in al, there has
been a substantial increase in the effective taxation on
labour, a relatively moderate rise in the tax burden on

Graph 13: Changesin labour, capital and consumption tax revenues, 1970-99
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capital while the effective tax rates of consumption have
remained relatively stable at the euro area and EU level.
Already in 1970, the average effective tax rate on labour
in euro area countries was higher than the rate on capital
and consumption, Since then, the gap has continually
increased. Overall, in the past three decades, the effec-
tive tax rate on labour increased by almost 14 percentage
points of gross wages in the euro area (12 percentage
points in EU-15), whereas the effective tax burden on
capital increased only by 5 percentage points and that on
consumption remained broadly constant.

The long-run increase in the overall tax burden is close-
ly related to the growing share of the public sector in the
economy. Between 1970 and 1999, almost 75% of the
changes in the tax burden in EU Member States, the US
and Japan are related to changes in public expenditure.
Indeed, there exists ample empirical evidence that spend-
ing ‘leads taxation. First, short-run causality analyses
for the EU show that spending increases are matched by
increases in tax receipts one year later (1). Secondly,
empirical analyses suggest that the long-term trend in

(1) See Martinez-Mongay and Fernandez (2000), where standard
causality analyses have been applied to a variety of fiscal indica-
tors including the tax burden, the spending ratio and the transfers
ratio in the EU as awhole and in the US.

both tax revenues and current spending — especially
welfare spending — is driven by the same demographic
factors, namely dependency ratios (3).

In other words, taxes are pulled up to finance increasing
levels of spending and, in particular, labour taxes appear
to have been steadily rising in industrial countries in
order to finance welfare spending, especially pensions,
health care and other socia benefits. More than 40% of
the changes in the effective tax rate on labour are associ-
ated with changes in current spending and over 70% of
the across-country differencesin the effective tax rate on
labour correspond to differences in the ratio of current
transfers to GDP.

This conclusion has important consequences for tax
reforms. To be sustainable, tax reductions have to be
matched with equivalent reductionsin public expenditures.
In particular, tax cuts on labour may not be sustainable in
the long run unless welfare systems are adequately
reformed.

(® Thisis based on results shown in Martinez-Mongay (1999) using
co-integration techniques applied to each Member State, aswell as
on the basis of pooled data for the Member States, the US and
Japan over the period 1970-99.

Graph 14: Evolution of EU labour, capital and consumption tax rates, 1970-99
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Graph 15 (continued): Tax convergence (*) within the EU, and with the US and Japan, 1970-99
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Graph 16: Changesin labour and capital rates, 1970-99
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The increasing tax burden on labour to meet the mount-
ing financing needs of the welfare state is also related to
constraints faced by governments to increase the tax bur-
den on mobile tax bases. Levying taxes on capital has
become increasingly problematic because of the deepen-
ing economic integration and liberalisation of the capital
flows. Hence, increased international tax competition
may have contributed to the structural change in the tax
systems and the growing gap between the tax burdens on
labour and capital. If this is indeed the case, one may
argue that tax competition has been one of the driving
forces behind the convergence of the effective tax rates
experienced in the past decades.

This development is shown in Graph 15 which pictures
the convergence of tax systemswithin the EU, on the one
hand, and between the EU as awhole, US and Japan, on
the other (4).

While the growing financing needs of the welfare state
and the intensification of tax competition may have both
played a role in explaining the rise in labour taxes and
the convergence of the tax systems within the EU and at
the international level, anumber of qualifications need to
be made.

(1) Aswith any other empirica analysis, the evidence presented is not
fully conclusive and should be assessed against alternative indica-
tors. Convergence diagnoses depend on the country sample and the
period, as well as on the particular convergence indicator applied.
For instance, in European Commission (1999b), tax convergence
within the EU is assessed by means of the average absolute dis-
tances between Member States' rates and EU averages over the
period 1980-97. The findings point to a strong convergence
process in taxes on other factors of production (capital plus self-
employed labour), to significant convergence in consumption
taxes and to a slight divergence in taxes on employed labour. In
this latter case, average absolute deviations dightly increased in
the 1980s and stabilised in the 1990s.

Part IV
Focus on taxation

e Similarities in the tax burden on capital across

Member States and with the US and Japan could
already be observed in the early 1970s. Enhanced
international capital mobility has increased the simi-
larity of capital tax rates between EU countries and
their main trade partners over the last 30 years.

e The bulk of the convergence in effective rates on

labour took placein thelate 1970s and the early 1980s
when social protection systems in most countries
reached maturity. However, tax rates on labour are
much more similar within the EU compared with rates
in the US and Japan.

e The largest differences between Member States and

other industrial countries concern consumption taxes.
In general, tax rates on consumption have tended to
converge among EU Member States much more than
between the US and Japan dueto VAT harmonisation
in the EU.

* Thereisno evidence that tax competition has reduced
the tax burden on capital, which has remained broad-
ly stable over the past three decades (2). Neither is
there evidence that changes in labour tax rates keep
pace with those of capital. As shown in Graph 16,
there does not seem to be a close link between
changes in the burdens on labour and capital in the
long run.

(® This concurs with OECD data (OECD, 1999b, and Carey and

Tchilinguirian, 2000).

81






4. Lowering taxes. how can it be done?

As shown in Parts | and Il of this report, fiscal consoli-
dation during the 1990s has not reversed the long-run
trend of ever increasing tax burdens, particularly on
l[abour. With a few notable exceptions, budgetary con-
solidation may at best only have slowed down such
trends. Even though increased tax revenues have been
instrumental in bringing about compliance with the
Maastricht convergence criteria, the distortions caused
by high tax burdens and the current structure of taxes
need to be addressed promptly. There is a growing
recognition of the need to lower the overall tax burden,
and, in particular, the tax burden on labour to boost
employment creation.

Although the empirical evidence on efficiency and growth
effects of taxes is somewhat ambiguous, the supply-side
effects of tax cuts could be sizeable especidly if framed
within comprehensive economic reform programmes. To
maximise their positive effects the interactions of tax and
welfare systems need to be taken into account when
designing tax reforms.

The BEPG have called for lowering the tax burden, espe-
cially on labour. However, as there is no unique way to
implement tax reforms, the relative merits of alternative
strategies — which range from a generalised tax cut to
targeted reductions of labour taxes and tax shifts— need
to be investigated. To illustrate the potential effects of
various tax reforms on the economy, simulations based
on the Commission services QUEST model were per-
formed. The results, shown in Table 22, are the average
for the EU.

Clearly, the effects of tax cuts depend on whether or not
they are accompanied by spending retrenchment. A tax
cut, fully offset by a reduction in government consump-
tion, is likely to have a positive economic impact in the
longer run. Depending on the type of tax reform areduc-
tion of taxes in the order of magnitude of 1% of GDP
could increase GDP between 0.5 and 0.8% after 10 years.
Employment could be increased by between 0.5 and 1%.

The economic expansion would also lead to a reduction
of government deficits of roughly 0.5% of GDP after 10
years. A tax cut, without offsetting spending cuts, would
entail a deterioration in the budget balance: according to
the simulation results, a 1% of GDP tax reduction without
spending cuts would lead to an increase in the budget
deficit (as % of GDP) of around 0.75% points. That
means that the degree in which tax reforms are self-
financing is only about 25%.

The impact on employment would be larger if the tax cut
is targeted on labour. The long-run effects on employ-
ment of areduction by 1% of GDP in the tax burden on
labour income offset by a reduction in government con-
sumption amount to 1% (1.5 million jobs). This contrasts
with the 0.5% increase obtained for general tax cuts (1).

A possible aternative to expenditure reductions is a tax
shift from labour income to indirect taxes, such as taxes
on consumption or energy (2). Consumption taxes are
less distortionary than labour income tax because they
fall onall production factors and not only on labour. The
positive effects are not, however, straightforward since
the impact of a tax shift from labour income to con-
sumption depends very much on the benefit system and
especially on the accompanying policies towards recipi-
ents of social transfers and unemployment benefits. A
reduction of labour taxes by 1% of GDP, coupled with
an increase in value added taxes, would increase empl oy-
ment by almost 0.7% in the long run if transfer recipients
are not compensated for their income loss. However, if
transfer recipients were fully compensated for the
increase in value added taxes, the employment effect

(1) That result must, however, be interpreted with caution; it depends
strongly on the assumed reaction of welfare transfers (see explica-
tive notes in Table 22).

(®» Tax shifts away from labour towards energy are sometimes ex-
pected to generate a ‘double dividend’ by reducing simultaneously
pollution and unemployment. Shifting taxes on consumption is
expected to generate positive employment effects.
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would be half that figure. Similarly, the reduction in non-
wage labour costs for low-paid workers would have
larger effects when financed by cutting spending than
through tax shifting.

All in all, tax cuts can have sizeable effects on output,
investment and employment. However, unless accompa-
nied by offsetting spending retrenchments, the reduction
of taxes may not be sustainable in the long run. This is

particularly important in countries where socia protec-
tion represents a large fraction of total spending and
where the growth in government spending has been
mainly driven by rising welfare expenditure such as pen-
sions and social transfers to households. The need to
frame tax reductions within comprehensive economic
reforms is aso important to enhance the beneficia
effects of shifting the tax burden away from labour to
other tax bases.

Table 22

Long-run effects of a 1% of GDP tax reform

(growth in %)

GDP Employment Investment
(1) Reduction of labour, corporate and valve added taxes (*) 0.54 0.54 1.28
(2) Reduction of labour and corporate taxes only (*) 0.65 0.57 1.88
(3) Reduction of labour taxes only (*) 0.81 0.97 1.24
(4) Tax shift from labour to VAT without compensating transfer recipients (**) 0.66 0.82 0.73
(5) Tax shift from labour to VAT with compensating transfer recipients (***) 0.37 0.48 0.32

(*) The simulations in rows (1) to (3) are conducted under the assumption that unemployment benefits are kept constant in real consumption
terms, i. e. the reservation wage is assumed to remain constant. In this case the labour tax reduction is partly shifted onto firmsin the form
of lower wage costs. Under the assumption that unemployment benefits are linked to net wages, the real output and employment effects of

a labour tax reform would be less strong and could even be absent.

(**) The experiment reported in row (4) assumes that unemployed workers (and other transfer recipients) are not compensated for the increase
in consumer prices, i. e. the reservation wage is assumed to fall by an amount equivalent to the rise in consumer prices.
(***) Unemployed workers (and other transfer recipients) are compensated for the increase in consumer prices.

Source: Commission services.



5. Taxreform in Member States

5.1. Reformsare under way

In the 1999 updates of the stability and convergence pro-
grammes, Member States indicated plans to reform their
tax systems. Thereformsvary in coverage and depth, but
most of them provide for reducing the tax burden on
labour, especially at the lower end of the wage scale and
for enhancing incentives for venture and risk capital.
Reforms of indirect taxes as well as proposals for tax
shifts are more diverse in nature (1). The announced
reforms are summarised in Table 23 and described here-
after.

Social security contributions: in line with the 1999
BEPG, several Member States refer to measures aiming
at reducing social security contributions. A number of
Member States (Germany, Austriaand Finland) envisage
general reductionsin non-wage labour costs. In Germany,
social security contributions to finance pension systems
will be reduced by 0.8 percentage points, while in
Austria the new government is planning to reduce social
security contributions by 0.4% of GDP. Some Member
States (Belgium, France, Italy, the Netherlands and the
UK) put forward targeted reductions of non-wage labour
costs at the low end of the wage scale, while others
target creating new jobs (Greece, Italy) or favouring the
shift to permanent labour contracts (Spain). In Portugal,
the reform aims at harmonising social security contribu-
tions paid by the employed with those paid by the self-
employed, which are usually lower. In Denmark, the
‘Whitsun package' makes permanent atemporary contri-
bution to supplementary pension systems. In real terms,
this does not entail an increase in non-wage labour costs,
since the contribution already existed.

Personal incometax: amajority of Member States men-
tion reform of personal income tax codes. They mainly

() Measures not announced in the programmes (viz. recent budgetary
measuresin France) are not discussed here. Some measures descri-
bed in Table 23 were aready applied in 1999.

consist of lowering marginal tax rates at the lower end of
the income distribution, as well as raising the minimum
level of tax exempted income and a number of family
dlowances. In Germany, Spain, Ireland, Finland and
Sweden the measures have a more general character. In
Germany, the minimum marginal rate will be reduced
from 25.9 to 19.9%, while rates at the top will fall from
53 t0 48.5%, Similarly, in Ireland top and standard rates
will be reduced by 2 percentage points. The top rate will
go down from 46 to 44%, and the standard rate from 24
to 22%. In Spain, margina rates at the top have been
reduced by 8 percentage points. In Finland, persona
income tax rates have been cut by 1.7 percentage points
since 1997 and new cuts are planned between 2001 and
2003. A genera lowering of personal income taxes will
take place in Sweden in 2000-01.

Indirect taxation: no Member State envisages funda-
mental reforms in indirect taxation. Where VAT is con-
cerned, most Member States (Belgium, Greece, Spain,
France, Italy, Luxembourg, the Netherlands, Portugal
and the United Kingdom (2)) plan to apply reduced VAT
rates to labour-intensive service sectors. In addition,
Ireland and Austria will increase some excise duties
(tobacco), while the Netherlands plans to increase VAT
rates by 1.5 percentage points in 2001. On the other
hand, in a number of Member States such as Denmark,
Germany, France, Italy, Austria, Finland and the UK,
energy and/or environmental taxes are expected to
increase. In Germany and the UK, eco-taxes are meant to
finance reductions in non-wage labour costs. In France,
the same category of tax increases will finance the reduc-
tion in working time.

Taxes on capital income: a major goa of reforms of
capital and corporate taxes is the improvement of the
functioning of capital markets (Denmark, Germany,
Spain, Italy). Another aimisto create incentives for risk,

(® Only intheIsle of Man.
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Table 23

Tax reformsin EU countries

Social security
contributions

Personal income
taxes

Corporate and capital
taxes

Consumption
taxes

Others

(energy, environment)

exempted income (1999).

Reduction of the top rate
(46 to 44%) and of the
standard rate (24 to 22%).
Increase of the minimum

Increasing the minimum

Reduction of direct taxes
on labour income (2001).

B Lowering of SSC,
specially for the
low paid.

DK (Y The temporary Reduction of marginal
contribution to the tax rates for low
supplementary incomes.
pension systems is
made permanent.

D@® Reduction of SSC to Across-the board
the pension system reduction of income
by 0.8 pps. taxes: minimum

marginal rate

from 25.9 to 19.9 %;
maximum from 53
to 48.5 %. Minimum
exempted income
will be raised.

EL Reduction of employers’ Tax cuts for low
SSC (50 %) on new staff. incomes.

E Targeted SSC cuts for Reduction (8 pps) of
permanent contracts marginal rates at the
(0.2 pps employers, top. Increasing of
0.05 employees in 2000).

F (3 Employers’ SSC cuts at
the lower end of
the wage scale.

IRL

exempted income.

| SSC rebates for new jobs, Tax rate of the second
as well as at the lower band down 1 pp
end of the wage scale. (from 27 to 26 %).

L

NL (%) Reduction of SSC at the
lower end of the wage exempted income.
scale.

P Harmonisation of SSC for
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the self-employed and
the employed.

Simplification of tax
rules on shareholdings
for individuals. A 5%
tax on stock-return to
pension funds has been
introduced.

Corporate tax rate cut
to 25 % (from 40 % and
30 % for non-distributed
and distributed profits,
respectively). No taxes
on capital gains when
holdings are sold
between companies.

Tax relief for venture
capital.

No withholding tax
on securities. Tax
incentives for
venture capital.

Tax incentives for
young innovative
companies.

Tax relief and reduced
rates for capital gains
for venture capital.

More incentives to
capitalisation of profits.
Incentives for risk capital.

Lowering of VAT
on labour-intensive
services.

Lowering of VAT
on labour-intensive
services.

Lowering of VAT
on labour-intensive
services.

Reduced VAT rates on
household repairs
and services.

Increase in indirect
taxes on tobacco.

Reduced VAT rates on

labour-intensive services.

Reduced VAT rates on
some labour-intensive
services.

Reduced VAT rates on
some labour-intensive
services. Increase of VAT
(1.5 pps in 2001).

Lowering of VAT on

labour-intensive services.

Increased energy
taxes.

Ecological taxes were
introduced in 1999
and will gradually
increase to finance
reductions in SSC.

Some excise duties have
been re-classified
as CO, taxes.



Personal income
taxes

Social security
contributions

Corporate and capital
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Others
(energy, environment)

Consumption

taxes taxes

A Increase of family
allowances. Reduction
of rates at the bottom
and the middle.

FIN (3 Reduction in SSC. Rates reduced by 1.7 pps
since 1997. New
reductions planned

by 2001-03.

S Lowering of income tax
(2000-01).

UK Reduction of SSC at the
bottom. Reduction of
employers’ SSC by 0.3%
(2001).

Increasing the minimum
exempted income when
working and guaranteeing

a minimum income

(Working Families Tax Credit).

Rates increased
from 28 to 29 %.

Increase of energy and
environmental taxes.

Lowering of VAT on
labour-intensive services
(only in the Isle of Man).

Climate change levy
to finance SSC cuts.

(}) Thisrefersto the 1998 tax reform, named the ‘Whitsun package’, which was adopted in June 1998 and is being gradually implemented

between 1999-2002.
(® Tax Relief Act 1999/2000/2002.

(® Thereformsdisplayed in thetable do not refer to the recent budgetary measures' reforms not included in the update of the French stability programme.

(4 The Dutch stability programme (update 1999) foresees the review of the tax system by 2001.

(®) Thereductionsin SSC and persona income taxes are meant to be partialy financed by higher capital, corporate, energy and environmental taxes.
Income tax cuts will be applied in 2001-03, but Finnish authorities do not exclude the possibility of applying the tax cuts already |ate this year.

Source: Commission services.

venture and intangible capital (Greece, Spain, France,
Italy, Ireland). Germany plans to reduce the corporate
income tax to 25%, which represents afall of 15 percent-
age points for non-distributed profits and of 5 percentage
points for distributed profits. Finland raised the corporate
tax rate by 1 percentage point (from 28% to 29%) as of
2000.

5.2. Need for comprehensive and
coordinated tax reforms

Based on the measured change in the effective tax rates
(Graph 17) (%), the recent reductions of social security
contributions have been substantial in Belgium, Ger-
many, Ireland and the Netherlands. In other countries,

() While the description of tax reforms has been taken from the
stability and convergence programmes, the figures represented in
the chart are the changes between 1999 and 2001 cal culated on the
basis of the Commission services' 2000 spring forecast. Since the
programmes go well beyond 2001, the effects of tax reforms
planned or lasting after that year may not show up in thefigure. By
the same token, measures announced after the elaboration of the
spring forecast cannot be included in our calculations. In addition,
when interpreting the figures, it should be borne in mind that they
refer to forecasts without disentangling cyclical and structural evo-
lution. In other words, part of the changes displayed in the figure
could be of a purely cyclical nature and only partially reflect dis-
cretionary changes.

developments in non-wage labour costs suggest that the
reduction of social security contributions have had aneg-
ligible impact on the corresponding effective rates. This
is not surprising since most of the measures are targeted
(new jobs, low end of the wage scale) and affect only a
relatively small fraction of the tax base.

The reduction in personal income effective tax rates is
expected to be particularly important in Germany,
Denmark, the Netherlands, Austria and Sweden. As a
result, the effective tax rate on personal income is
expected to fall by more than 1% in both the euro area
and the EU as a whole. Such reductions in personal
income taxes are the magjor factor driving the fall of the
effective tax burden on labour which is projected to be
particularly significant in Belgium, Denmark, Germany,
Ireland, the Netherlands and Austria. Only in Portugal isa
positive change in the effective tax rate of labour predict-
ed for the period 1999-2001. The reduction in personal
income taxes observed in Sweden largely offsets the
increase in social security contributions. In addition, the
combination of buoyant growth and the progressivity of
personal income tax is inducing cyclical swings in the
tax rate in Spain which offsets the expected fall driven by
the reform introduced in 1999.

The effective tax rate on capital is projected to decrease by
morethan 1 percentage point in Germany, Greece, France,

87



Public finances in EMU - 2000

Ireland, Italy, the Netherlands, Austriaand the UK. Again,
Portugal is the only country where an increase of the tax
burden on capita is anticipated. Finaly, the expected
changes in consumption taxes are relatively small in
most Member States. An important exception is Sweden,
where the consumption tax rate could fall by amost
4 percentage points.

Although making tax systems more employment-
friendly is a major goal of tax policy in Member States,
enhancing their efficiency isaso behind certain tax mea-
sures. Reforms of persona income taxes may improve
transparency, while reducing distortions. In some coun-
tries, the reform of the personal income tax has consisted
of an across-the-board reduction of marginal tax rates.
Lower marginal persona income taxes have positive
effects on income and employment. In addition, targeted
policies will reduce distortionary effects of taxes, espe-
cialy at the lower end of the wage scale (viz., unem-
ployment traps).

Where taxes on capital are concerned, some progress has
been made recently. For instance, a Code of Conduct to
combat harmful tax competition in corporate taxation

Graph 17: Changesin effective tax rates, 1999-2001

% points

has been agreed by the Council (Y). However, further
coordination efforts are needed, namely regarding the
fiscal treatment of interest income.

Finally, indirect taxation is the field where the EU has
progressed most, especially in the late 1980s. In 1999,
the possibility of applying reduced VAT rates for labour-
intensive service sectors was agreed by the Council.
However, further progress is needed. Where statutory
and effective VAT rates are concerned, large differences
still exist across Member States, not to mention differ-
ences in tax exemptions and special treatment of goods
and services. In addition, technology is changing the
nature of consumption taxes. E-commerce has an impact
on the operation of tax systems, especialy in the EU,
where one third of government receipts come from indi-
rect taxes. Electronic transactions make final consump-
tion highly mobile and expose VAT to potential tax
avoidance. They can aso radically change basic concepts
of tax administration and enforcement. These challenges
call for renewed and enhanced coordination in VAT and
other indirect taxes.

(1) The Code of Conduct Group, set up by the Council, has identified
the list of practices potentially harmful in each Member State.

Non-wage labour costs

B D E FIRL I

Source: Commission services; calculations based on spring 2000 forecast.
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6. Conclusions

The tax burden in the EU is very high by international
standards, some 15 percentage points of GDP above that
in the US and Japan. The tax burden has continued to go
up in recent years, reflecting the consolidation effortsin
the run-up to EMU, although its rate of change has been
slowed down in most Member States.

The structure of tax systems differs also considerably
from other industrialised countries with the EU featuring
a much higher tax burden on labour and consumption.
However, within the EU, there is a considerable degree
of variety in tax structures across Member States. The
largest differencesrelate to taxes on labour, with the bulk
of the differences explained by the level of social trans-
fers. There is less disparity in the effective tax rates on
consumption, reflecting the higher degree of harmonisa-
tion in indirect taxes resulting from the single market
programme. Tax rates on capital are similar across
Member States, and indeed are on a par with other indus-
trialised countries, on account of the highly mobile
nature of the tax base.

Overdl, the cross-country examination of tax systems
and tax rates clearly shows that high tax burdens in
Europe result from high levels of public spending. This
suggests that, in order to bring about the stated policy
objective of reducing overall tax burdensin the EU on a
sustainable basis, tax cuts will need to be matched with
corresponding reductionsin public expenditures (especial-
ly current transfers). As tax cuts are not self-financing,

expenditure retrenchment is also crucial to preserve fis-
cal discipline.

Tax reformslowering the tax burden, especially on labour,
will have a favourable impact on investment, output and
employment. Such positive effects will be enhanced if tax
cuts are framed within consistent economic reform pro-
grammes. In particular, the benefits will be higher if tax
cuts are accompanied by cutsin current transfers. Where
reductions in spending are unfeasible, shifting the tax
burden away from labour to other tax bases, such as con-
sumption or energy, may lead to positive employment
effects if tight control of transfers and social benefits is
established.

Reductions in the tax burden are envisaged in many
countries in the coming years. These reductions are
brought about by tax reforms lowering tax rates and
broadening and ‘cleaning up’ tax bases. Reforms focus
primarily on reducing the tax burden on labour, especial-
ly at the lower end of the wage scale. They also widen
the reform agenda to capital and corporate taxes with a
view to improving the functioning of financial markets.
The ongoing and planned changes will improve the effi-
ciency and effectiveness of tax systems across the EU.
However, measures tend to be scattered and, in most
cases, are not framed within a comprehensive reform
package, a feature which is crucial to enhance their pos-
itive effects on output and employment.
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1. Belgium

Recent developments

Data for 1999 point to a deficit of 0.9% of GDP, which
is substantially lower than the 1.3% projected in the
initial stability programme. A decline in the cyclically
adjusted deficit for 1999 to 0.3% of GDP underlines the
continuation of the fiscal consolidation process under
way since 1992. The debt ratio is estimated to have fall-
en to 114.4% of GDP at the end of 1999, implying afall
of 8.6 percentage points in the last two years and a
decline of 17.4 percentage points of GDP in four years.
The primary surplus, which reached 6.6% of GDP in
1998, fell by 0.3 percentage points of GDP in 1999, but
nonethel ess remained above the 6% target.

The favourable 1999 budgetary outcome was the result of
severa opposing influences. The 1999 starting position
was better than expected due to a downward revision of
the 1997 and 1998 outcomes for social security and local
authorities, but this was partly offset by the adverse
influence of the economic slowdown in 1999 and the
dioxin crisis. However, tax revenues were surprisingly
buoyant in 1999, partly because the economic slowdown
resulted from slackening exports rather than tax-rich
domestic demand. Primary expenditure, which had been
slowly declining as a percentage of GDP since 1996,
increased marginally in 1999.

During the last three years, some three quarters of the
improvement in the general government budgetary posi-
tion is attributable to the federal government and the
social security system, where primary expenditure as a
percentage of GDP declined by 0.6 percentage points. In
regions, communities and local authorities, primary
expenditures remained practically unchanged as a per-
centage of GDP and the growing primary surplus result-
ed from increases in revenue.

The budget for 2000, adopted on 24 December 1999,
incorporated a number of measures which will reduce
revenues, e.g. additional reductions in socia security
contributions (effectivefrom 1 April 2000), reintroduction

of full indexation of tax brackets, gradua phasing-out of
the additional crisis levy, reduction in VAT on labour-
intensive services and more generous tax deductions for
spending on child-minding services. The budgetary cost
of these measures for 2000 was estimated at 0.6% of
GDP.

The 2000 budget, together with the updated stability pro-
gramme, projects a general government deficit of 1% of
GDP. However, this projection was based on a cautious
growth assumption of 2.5%. According to the spring
forecasts of the European Commission, growth in 2000
will be 3.5% and consequently the deficit is expected to
fall to 0.5% of GDP in 2000. In contrast, the cyclically
adjusted balance would rise somewhat to — 0.5% of GDP.
This suggest that Belgium should use the favourable
growth prospects to exceed the targets for nomina
deficits contained in the updated stability programme,
and so avoid a pro-cyclically loosening of the budgetary
stance.

Medium-term budgetary strategy and
policy initiatives

Medium-term budgetary policy in Belgium is driven by
the overriding need to reduce the high level of public
debt. A central element of budgetary adjustment and debt
reduction is the commitment to maintain high primary
surpluses of 6% of GDP per year, a strategy which has
proved successful in the past. High primary surpluses are
to be maintained through the control of primary expen-
ditures: according to the updated stability programme,
growth of real primary expenditures will be limited to a
maximum of 1.5% per year over the period of the pro-
gramme.

The updated stability programme presented on 24 Decem-
ber 1999, covering the period 2000-03, provides for a
balanced budget for the general government in 2002 and
a small surplus of 0.2% of GDP in 2003. Government
debt is projected to fall to alevel close to 100% of GDP
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Table 24
Composition and balances of general government, Belgium (*)
(% of GDP)

1998 1999 2000 2001
Government balance -1.0 -0.9 -05 -0.2
Total receipts 50.2 50.1 49.5 48.9
Of which: — taxes 30.5 30.4 30.5 30.2
— social contributions 16.6 16.5 15.9 15.6
Total expenditure 51.3 51.0 50.0 49.2
Of which: — collective consumption 7.1 7.1 7.0 6.9
— social transfers 29.9 29.8 29.5 29.1
— interest expenditure 7.7 7.2 6.9 6.6
— gross fixed capital formation 1.6 17 1.7 1.7
Primary balance 6.6 6.3 6.4 6.4
Pm Tax burden 46.5 46.3 45.7 45.2
Government debt 117.4 114.4 110.1 105.2
Pm Cyclically adjusted balance -07 -03 -0.5 -0.6
Pm Cyclically adjusted primary balance 7.0 6.8 6.3 6.1

(*) Spring 2000 economic forecasts.

Source: Commission services.

in 2003. These targets imply an acceleration in the pace
of budgetary adjustment from 2001 onwards compared
with the initial 1998 stability programme. However, as
mentioned above, these targets are based on what now
appear to be rather low estimates for economic growth,
and they should be surpassed in the light of more
favourable growth prospects.

A positive development in the updated stability pro-
gramme is the commitment to twin objectives. quantita-
tive targets are set for both the primary surplus and the
government deficit. In the initial stability programme,
the government deficit was a consegquence of having
high primary surpluses. Setting a twin commitment has
potentially important implications, since under certain
conditions it would be necessary to run larger primary
surpluses to ensure that the government deficit target is
reached.

The updated stability programme also emphasises the
‘quality’ of public finances, in that it refersto the need to
ensure financial stability of the socia security system
(without raising taxes to this end), and the need to initiate
acontinuous decrease in the fiscal and parafiscal pressure
during the current legidlative period.

The government aims to reduce the tax and para—fisca
burden to levels applying in neighbouring countries.
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Over the period 200003, total revenue as a percentage
of GDP is projected to fall by 0.6 percentage points of
GDP. Primary expenditures are projected to decline
steadily by a cumulative 1 percentage point of GDP over
the period and interest payments are also expected to fall
by 1 percentage point of GDP.

The policy of reducing taxes on labour, already applied
to workers receiving the minimum wage, will be
strengthened: social security contributions should be
reduced by approximately 0.5% of GDP in 2000 and the
reforms will take complete effect in 2001. A genera
reform of the persona income tax system will be intro-
duced during the life-time of this Parliament. No details
about the content and exact timing of the reform were
announced as yet. In addition to reducing the tax and
para-fiscal burden, changes of emphasis within the tax
system will be also introduced in order to make it more
employment-conducive and environmentally friendly.

Since the beginning of the 1980s, the pension system has
been reformed on several occasions. In 1995, global
management of the social security system was introduced
by which contributions were no longer linked to a spe-
cific socia security scheme. The 1996 reform raised the
legal retirement age for women from 60 to 65 in order to
respond to the legal obligation to treat men and women

equally.



2. Denmark

Recent developments

On a steady consolidation path since 1993, the budget
balance turned into surplusin 1997 facilitated by several
years of strong economic growth. By 1998, the general
government surplus amounted to 1.2% of GDP and the
ratio of general government debt to GDP had been
reduced to 55.6%.

A fiscal retrenchment package (the so-called ‘Whitsun
package’), adopted in June 1998, started to be phased in
during 1999 and will continue until 2002. The main ele-
ments of thisreform are alowering of marginal tax rates
especially for low income earners, and a rise of energy
taxes. In addition, the mortgage interest relief is being
reduced and there are tax changes related primarily to
pension savings with a view to making the tax system
more neutral between different types of savings.
Moreover, the originally temporary contribution to the
supplementary pension system (ATP) is being made per-
manent.

Overdl, the Whitsun package implied a restrictive bud-
getary stance during 1999 in line with the Danish gov-
ernment’ s explicit intention to dampen domestic demand
and avoid overheating the economy. The general gov-
ernment surplus in 1999 reached 3% of GDP, higher
than the 2.5% expected at the time of the adoption of the
budget bill. The main reasons behind this better than
expected performance are lower primary expenditure
(especially unemployment transfers), buoyant tax rev-
enue, and an upward revision of the actua surplus in
1998. In cyclically adjusted terms, the genera govern-
ment balance improved from —0.3% of GDP in 1998 to
2.4% of GDP in 1999, implying a strong tightening of
the budgetary stance.

Budgetary consolidation during the period 1993 to 1998
predominantly relied on reductions in primary expendi-
ture, which declined by around 6 percentage points of
GDP, whereas current revenue as a percentage of GDP

remained almost unchanged. Under the impact of the
Whitsun package, the revenueratio to GDP rose in 1999,
and in particular the tax burden increased by dlightly
above 1 percentage point of GDP. Primary expenditure
as a percentage of GDP continued its decline by approx-
imately 0.5 percentage points.

In 2000, the general government budget surplusis fore-
cast by the Commission services to decline to 2.4% of
GDP. Government debt is forecast to continue its down-
ward path to 49.3% of GDP in 2000 and 46.3% in 2001.

Medium-term budgetary strategy and
policy initiatives

The updated Danish convergence programme is based on
the government’s multiannual structural and welfare
policy programme which lays down the targets for econ-
omic policy up to 2005. As regards public finances, the
main targets are to maintai n the government surplus above
2% of GDP and to reduce gross debt as a percentage of
GDPto below 36% by the end of 2005. The Danish gov-
ernment attaches a high priority to reducing gross debt
with the specific aim of preparing for the forthcoming
budgetary challenge of an ageing population.

Compared with earlier years when the budgetary consol-
idation strategy mainly relied on a reduction in primary
expenditure, lower interest payments will play a more
prominent role in sustaining government surpluses above
2% of GDP. The Commission services forecast (see
table below) the primary expenditure ratio to GDPto fall
dightly by 0.6 percentage points between 1999 and
2001. The ratio of total revenue to GDP is forecast to
decline from 57.9% of GDP in 1999 to 56% in 2001
(largely due to the lower tax burden envisaged in the
Whitsun package). Overal, the primary surplus is
expected to decline from 7.7% of GDP in 1999 to 6.4%
in 2001, and should continue to fall thereafter.
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Table 25
Composition and balances of general government, Denmark (*)
(% of GDP)

1998 1999 2000 2001
Government balance 1.2 3.0 2.4 25
Total receipts 57.3 57.9 56.7 56.0
Of which: — taxes 47.7 48.1 47.0 46.5
— social contributions 2.6 88 3.5 <H
Total expenditure 56.1 54.9 54.3 53.5
Of which: — collective consumption 8.1 8.2 8.1 8.1
— social transfers 35.7 354 34.9 34.7
— interest expenditure 5.3 4.7 4.4 3.9
— gross fixed capital formation 1.7 15 1.6 1.6
Primary balance 6.5 7.7 6.8 6.4
Pm Tax burden 49.3 50.4 49.5 49.1
Government debt 55.6 52.6 49.3 46.3
Pm Cyclically adjusted balance -03 2.4 2.3 2.6
Pm Cyclically adjusted primary balance 5.0 7.1 6.6 6.4

(*) Spring 2000 economic forecasts.

Source: Commission services.

As regards pensions, the Danish pension system is cur-  finances (Et baaedygtigt pensionssystem, Regeringen).
rently undergoing a transformation whereby funded According to this report the old-age-dependency ratio
labour market pension schemes and other supplementary  would increase from 22% in 1998 to 36% in 2035.
schemes complement the public old-age pension system.  Using an assumption of unchanged policies, the impact
The Danish authorities published in January 2000 a on public finances would imply a financing gap of
report on pensions and ageing and their impact on public  approximately 2% of GDP.
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3. Germany

Recent developments

Government finances in Germany have improved signif-
icantly since the mid-1990s, with the general government
deficit ratio falling to 1.7% of GDP in 1998. The unex-
pectedly favourable result for 1998 islargely attributed to
astrong improvement in local government finances, with
the statistical changeover from ESA79 to ESA95 shaving
a further 0.2 percentage points of GDP off the deficit
ratio. Theratio of the consolidated gross government debt
to GDP amounted to 60.7% at the end of 1998.

On taking office at the end of 1998, the new government
adopted a number of reforms in the area of taxes and
social security which took effect in 1999. Marginal tax
rates for lower income brackets were reduced, and a new
energy tax was introduced, the proceeds of which were
earmarked to finance acut in social security contributions.

Overdll, these reforms were expected to generate a mild-
ly expansionary budgetary policy stance in 1999. How-
ever, the general government deficit for 1999 camein at
1.1% of GDP. Given that growth was below potential
during 1999, the cyclically adjusted primary balance was
0.9% of GDP, thus indicating a restrictive budgetary
policy stance.

Thisimprovement was mainly due to tax revenues being
higher than expected (especially corporate and income
taxes, the latter also due to the phasing-out of tax
allowances for construction investment in the new
Lander). On the expenditure side, primary expenditure
as apercentage of GDP increased dlightly, whereasinter-
est payments declined marginally. The debt ratio inched
upwards, mainly due to the slow nominal GDP growth of
2.5%.

For 2000, the Federa budget provides for a decline in
nominal expenditures of 1% to be attained viatight con-
trols on government sector wages (combined with an
ongoing reduction in public sector employment) and on
social transfers, including public pension benefits.
Although these savings should ensure that the deficit

ratio remains on a downward tragjectory, it is unlikely to
fall significantly below 1% of GDP in 2000: this is
because expenditure cuts will be partly offset by further
reductions in margina income tax rates (the second
phase of income tax reform), and because the outcome of
regional governments and the security sector arelikely to
deteriorate compared with 1999 (1).

Medium-term budgetary strategy and
policy initiatives

Since the mid-1990s, the approach to reducing deficits
has been based on expenditure restraint, especially cuts
in government consumption and investment, whereas
transfers to households have increased as a percentage of
GDP. The strategy for deficit reduction as laid down in
the ‘Programme for the future’ (‘Zunkunftsprogramm
2000" presented by Federal Finance Minister Eichel to
the Bundestag on 24 June 1999) continues to emphasise
expenditure restraint, but is extended to include social
transfers. More specifically, it ams at cutting expendi-
ture in nominal terms at the Federal level in 2000 and
restricting any rise in government outlays in following
yearsto arate which is clearly below the expected annu-
a average growth of nominal GDP. Moderate increases
in government sector salaries and a further decline in
public sector employment should contribute to a contin-
uing low growth rise of government consumption, and
transfers to households will be contained by setting tight
limits on rises in pension benefits and other social ben-
efitsin 2000 and 2001.

In addition to expenditure restraint, reform of the tax sys-
tem is a key feature of the budgetary strategy. There are
three elements in the tax reform package put forward by
the Federal government: introduction of an ecological
tax, and reform of income and corporate taxation.

() However, the forecast for 2000 may be too pessimistic if the plan-
ned auctioning of UMTS licenses generate much higher revenues
than expected (DEM 15 billion).
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Table 26
Composition and balances of general government, Germany (*)
(% of GDP)

1998 1999 2000 2001
Government balance -17 -1.1 -1.0 -14
Total receipts 46.0 46.7 46.3 44.7
Of which: — taxes 231 24.2 24.3 235
— social contributions 19.2 18.9 185 18.0
Total expenditure 47.7 47.8 47.2 46.1
Of which: — collective consumption 7.9 7.8 7.7 7.5
— social transfers 30.0 30.1 29.8 29.1
— interest expenditure 3.6 35 35 3.4
— gross fixed capital formation 1.8 1.8 1.7 1.7
Primary balance 1.9 25 25 2.0
Pm Tax burden 42.0 43.0 42.7 41.3
Government debt 60.7 61.1 60.7 59.6
Pm Cyclically adjusted balance -1.2 -03 -0.7 -15
Pm Cyclically adjusted primary balance 24 3.2 2.8 1.9

(*) Spring 2000 economic forecasts.

Source: Commission services.

* A so-caled ecological tax was introduced on 1 April
1999, with aview to stabilising or even reducing con-
tributions to the public pension system which will
come under increasing strain due to the ageing popu-
lation. Thistax will gradualy rise at the beginning of
each year (implying an annual rise in petrol taxes of
DEM 0.06).

e A three-step income tax reform commenced in 1999
which aims at improving employment incentives at
lower income levels, thereby reducing the depen-
dence on social security benefits. The first two steps
have already taken effect and reduced tax rates across
the whole range of incomes: the starting tax rate has
fallen from 25.9% to 22.9% and the highest from
53% to 51%; simultaneoudly, tax-free allowance
were increased. In addition, children allowances
were raised in both 1999 and 2000. The third step of
the reform was originally planned to take effect in
2002, but shall be brought forward to 2001. It pro-
vides for a further reduction in income tax rates (the
lowest tax rate will fall to 19.9% and the highest rate
to 48.5%) and the tax-free income will be further
raised. The overall tax relief provided in thisthird step
will be dightly above EUR 8 billion (0.4% of GDP).

e A reform of company taxation will take effect in
2001 to enhance the attractiveness of Germany as a
location for foreign direct investment. The proposed
law, parts of which are subject to approva by the
Bundesrat, envisages a cut in the corporate tax rate

100

for incorporated companies to 25%; currently, it is
40% for non-distributed profits and 30% for distrib-
uted profits. Including the locally-levied trade tax
(‘ Gewerbesteuer’), effective company taxes should be
reduced to some 38% in 2001. Unincorporated compa-
nies in Germany may aso benefit from the reform by
opting to be taxed asincorporated companies. Taking
into account various counter-financing measures, the
reform of corporate taxation will afford companies a
net relief of at least EUR 4.5 billion in 2001.

The updated stability programme takes account of these
measures, and sets a goal of reducing the general gov-
ernment deficit ratio to 0.5% of GDP by 2003 and to bal-
ance the federa deficit by 2006. However, projections
clearly point to a temporary deterioration in the deficit
ratio for 2001 on account of the announced reforms to
corporate and income taxation.

Government debt is forecast in the updated stability pro-
gramme to edge down from 61% of GDP in 1999 to
58.5% of GDP in 2003, largely driven by the primary
surplus which should increase from around 2.5% of
GDP in 1999 to approximately 3% in 2003. While the
updated stability programme forecasts a decrease in pri-
vatisation proceeds in the current year, more recent
information indicates that these revenues should at least
reach the level attained in previous years (about 1% of
GDP). Therefore, the debt ratio should fall below the
60% of GDP reference value faster than is projected in
the updated stability programme.



4. (Greece

Recent developments

Greece has made significant progressin correcting fiscal
imbalances in recent years. Having peaked at 13.8% of
GDPin 1993, the general government deficit fell to 3.1%
in 1998. The debt ratio peaked at 111.3% of GDP in
1996 and decreased by almost 6 percentage pointsin the
two subsequent years to 105.4% of GDP in 1998.

For 1999, the government decided to tighten further the
stance of fiscal policy in an effort to contain inflationary
pressures stemming from the exchange rate adjustment
of the drachma entering the ERM in March 1998.
Despite a temporary deceleration in real output growth,
the general government deficit was reduced to 1.6% of
GDPin 1999 while the debt ratio continued to declinefor
a third consecutive year. The improvement in the bud-
getary position in 1999 was mostly the result of budget
revenues while the decline in debt servicing costs was
partly offset by larger general government investment. On
the basis of these achievements, the Council abrogated its
decision on the existence of an excessive deficit in
Greece in November 1999.

The primary surplus reached 5.8% of GDP, the highest
level ever achieved in the current consolidation phase.
Indirect taxes and taxes on capital transactions were the
main contributors, reflecting further progress achieved in
combating tax evasion and strong activity in the Athens
Stock Exchange. Furthermore, social contributions
increased significantly, implying the effectiveness of the
1998/99 first phase reform of the social security system,
which inter alia addressed the legalisation of a large
number of foreign workers and the combating of contri-
bution evasion.

On the basis of Commission forecasts, the budget for
2000 will result in adeficit of 1.3% of GDP for the gen-
eral government whereby lower debt servicing costs are
partly offset by lower revenues. The primary surplusis
projected to remain high. The fact that budgetary adjust-

ment in 2000 will be modest compared with earlier years
stems from a tax and benefit package adopted in
September 1999. Revenues are expected to fall as a
result of an increase in income tax allowances and tax
credits for children, as well as areduction of the tax rate
for general and limited partnershipsfrom 35%t0 25%in
2000; moreover, employers’ social security contributions
for each new employee are reduced by 50%. However,
the budgetary cost of the above measures will be partly
offset by the increase in the tax rate on stock exchange
transactions from 0.3% to 0.6 %.

On the primary expenditure side, the impact of the pack-
age will proceed from the increase in the unemployment
benefit of 10% and in farmers' pensions by 30%; the
increase in the supplementary assistance for pensioners
receiving the minimum pension; and the increase in low
pensions in the public sector above the rate planned for
public sector employees. Finaly, the civil servants wage
bill in 2000 is set to increase roughly at the same rate as
in 1999, implying no reduction in real terms.

Medium-term budgetary strategy and
policy initiatives

The 1999 update of the Greek convergence programme
restates the economic strategy with aview to the smooth
entry for Greece into the euro-zone in 2001. The pro-
gramme projects the government balance to turn into a
surplus of 0.2% of GDP in 2002, while the level of the
government debt should fall to below 100% of GDP in
2001. However, the cyclically adjusted budgetary balance
suggests that medium-term budgetary adjustment will
primarily proceed from the rapid reduction in interest
payments, i.e. no additional discretionary adjustment is
provided.

This points to the need to tackle structural challenges if

the debt ratio isto decline at afaster pace. Firstly, the size
of the public sector needs to be addressed, as reflected in
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Table 27
Composition and balances of general government, Greece (*)
(% of GDP)

1998 1999 2000 2001
Government balance -31 -1.6 -13 -0.6
Total receipts 43.6 44.7 44.6 44.3
Of which: — taxes 23.9 23.8 235 23.3
— social contributions 13.2 13.7 13.8 13.8
Total expenditure 46.0 46.3 459 44.8
Of which: — collective consumption 9.1 8.8 8.5 8.4
— social transfers 21.8 21.8 21.8 21.8
— interest expenditure 7.8 7.4 7.2 6.6
— gross fixed capital formation 3.7 4.2 4.3 43
Primary balance 4.7 5.8 5.8 5.9
Pm Tax burden 36.4 36.8 36.6 36.5
Government debt 105.4 104.4 103.7 99.7
Pm Cyclically adjusted balance -3.0 -1.6 -17 -13
Pm Cyclically adjusted primary balance 4.8 5.8 55 53

(*) Spring 2000 economic forecasts.

Source: Commission services.

the still high primary expenditure ratio which has not yet
started to decline. Current primary expenditure is char-
acterised by rather inflexible wages and grants, despite
some progress made in improving their control with the
implementation of laws adopted since 1997. The wage
bill for civil servants is projected to decline by 0.3 per-
centage points of GDP per annum, in 2000 and 2001.

Privatisation as a means to reduce the size of the public
sector started only in recent years. A list of public enter-
prises that have or will be privatised in the coming two
years is annexed to the 1999 updated convergence pro-
gramme, and includes electricity and fixed telephony
sectors as from 2001. However, athough the govern-
ment debt ratio is now on aclearly declining trend and is
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expected to fall below 100% of GDP in 2001, the
projected speed of decline is much slower than would
normally be implied by the successful implementation
of budgetary policy.

Reform of pension systems is aso on the agenda. The
pension system in Greeceis characterised by the co-exis-
tence of severa large funds granting primary pensions,
and a large number of supplementary funds: while the
former are in deficit and receive considerable grants from
the central government, the latter are immature as regards
pensions and for the time being record large surpluses. In
the absence of reform, the situation will progressively
deteriorate with ageing populations, and place a consider-
able burden on Greece' s medium-term budgetary position.



5. Spain

Recent developments

Substantial fiscal consolidation was achieved between
1995 and 1998, with the public deficit ratio falling from
6.6% to 2.6% of GDP. The ratio of the general govern-
ment debt has been placed on a steadily decreasing path
and amounted to 64.9% of GDP at the end of 1998.

Fiscal consolidation continued in 1999, and indeed results
have turned out to be better than expected: ageneral gov-
ernment deficit of 1.1% of GDP was achieved, and the
primary surplus reached 2.5% of GDP. The fiscal policy
stance could be considered restrictive as the cyclically
adjusted primary surplusincreased from 2.0% of GDPin
1998 t0 2.6% in 1999.

The deficit reduction has relied more on expenditure
restraint than on increased revenue. Tota receipts have
increased by 0.4 percentage points (p.p.) of GDP in
1999, whereas total expenditures went down by 1.1 p.p.
This latter reduction is based on lower interest payments
(0.7 p.p.) and areduction on primary current expenditure
(0.6 p.p.).- In contrast, gross fixed capital formation
increased by 0.1 p.p. as a percentage of GDP. Asfor the
debt/GDP ratio, it is now expected to have decreased to
63.5% of GDP in 1999.

The budgetary outcome was influenced by anew income
tax law that came into force in 1999, which according to
officia estimates reduced revenues by 0.6% of GDP.
Inter alia, active labour policies were enhanced through
social contribution rebates, and the State assumed full
responsibility for financing health care as part of the
process of rationalisation of social security.

For 2000, the Commission services forecast a deficit of
0.7% of GDP and adeclinein public debt ratio to 62.3%.
The fiscal policy stance seemsto be restrictive, although
to a lesser extent than in 1999, judging by cyclicaly
adjusted balances.

The budget aims at continuing current expenditure con-
straint, while reinforcing public investment and pursuing
an active labour market policy. Pensions and civil service
sdarieswill rise in line with the officia inflation forecast
and pensioners will be compensated for the excess of
actual over forecast inflation in 1999. Socia contribu-
tionswill be cut by 0.25 percentage points for permanent
contracts, and the long-term unemployed over 45 with
dependent relatives will receive a subsidy linked to an
active search for job. From 2000, the State will finance
also the complete cost of non-contributory social
benefits, leaving social contributions to finance only the
contributory social benefits. This makes room for the
creation of a socia security reserve fund, starting with
EUR 600 million or 0.1% of GDP in 2000, to addressthe
problem of the ageing population.

Medium-term budgetary strategy and
policy initiatives

The updated stability programme for the period
19992003 reaffirms the existing strategy, and aims at
reaching a general government deficit surplus of 0.1%
and 0.2% of GDP in 2002 and 2003 respectively. The
debt/GDP ratio is expected to fal below 60% in 2001
(according to Commission forecasts) and reach a figure
of 55.8% in 2003.

The quality of the budgetary adjustment is favourable as
it will mainly be achieved through a primary current
expenditure cut. Whereas the total revenue/GDP ratio is
expected to decrease slightly by 0.3 p.p. between 2001
and 2003, the programme provides for asteady reduction
of the total expenditure/GDP ratio to 39.5% in 2003.
Current expenditure ratio would fall by 2.2 p.p. over the
life-time of the programme, while capital expenditure
would rise by 0.3 p.p.

The fact that the programme is based on cautious macro-
economic assumptions suggests there may be room for
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Table 28
Composition and balances of general government, Spain (*)
(% of GDP)

1998 1999 2000 2001
Government balance -26 -1.1 -0.7 -04
Total receipts 39.6 40.0 40.0 40.0
Of which: — taxes 21.4 22.0 22.2 22.4
— social contributions 13.2 13.2 131 13.0
Total expenditure 42.2 41.1 40.7 40.5
Of which: — collective consumption 7.6 7.5 7.7 7.8
— social transfers 22.8 222 21.6 21.2
— interest expenditure 4.4 3.7 35 3.4
— gross fixed capital formation 3.2 3.3 34 35
Primary balance 1.8 25 2.8 2.9
Pm Tax burden 34.7 35.4 35.5 35.6
Government debt 64.9 63.5 62.3 59.9
Pm Cyclically adjusted balance -23 -1.1 -0.8 -0.6
Pm Cyclically adjusted primary balance 2.0 2.6 2.7 2.8

(*) Spring 2000 economic forecasts.

Source: Commission services.

an even faster reduction in the deficit level or tax cuts.
However, the choice needs to take into consideration the
importance of counterbalancing overheating risks in the
economy given the high economic growth rate.
Following the victory of the Popular Party in the general
election of 12 March 2000, the Prime Minister
announced recently that Spain will speed up plans for
eliminating its budget deficit, bringing public finances
into balance in 2001, one year earlier than scheduled.

A medium-term budgetary policy challenge facing Spain
is the need to prepare for the impact of ageing popula-
tions. Although the updated stability programme does
not provide pension payment projections, thereis a com-
mitment to increase further the social security reserve
fund created in 2000. This should be implemented along
with new reformsin the framework of the * 1995 Pacto de
Toledo' and with further developments of complementary
social coverage.
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The current Spanish public pension scheme, based on the
pay-as-you-go system, is expected to be in surplusin the
next years due to the positive performance in the labour
market (social security contributors are growing at more
than 5%) and the decel erating number of retirees. Never-
theless, in the long term, the financia viability of the
public pension system could be negatively affected by
the ageing popul ation.

Negotiations on the rationalisation of the current pay-as-
you-go system are due to take place in 2000 to address
demographic and labour market changes. They will need
to consider a set of possible measures. inter alia, to
increase the retirement age gradually and discourage
early retirement, to change contribution requirements, to
align specia regimes (self-employed, agricultural work-
ers, etc.) with the ‘general regime’ (wage earners), and
incentives to promote private pensions schemes.



6. France

Recent developments

French public finances improved clearly in 1999, with
the deficit falling from 2.7 % of GDP in 1998 to 1.8% of
GDP. The improvement was largely due to buoyant tax
receipts, especially direct taxes. The evolution of tax
receipts is only partially attributable to economic devel-
opments during 1999 or to tax measures, as alarge share
of direct taxes is levied on incomes accrued one year
prior to collection. However, indirect taxes and social
contributions, which are collected with shorter lags, also
performed quite well.

The favourable evolution of tax revenues allowed the
government to cut taxes, notably VAT, when it presented
its budget for 2000 in September 1999. These tax cuts
took immediate effect, and aready had a significant
impact in 1999. Buoyant tax receipts, however, have
meant that the tax burden increased to reach an unprece-
dented level of 45.6% of GDP, in spite of successive
government pledges to reduce the tax burden.

State spending was kept under tight control, but socia
security expenditure, and in particular health care, again
recorded some dlippage vis-avis targets. However, most
of the spending in excess of initial targets was due to
spillover effects of spending in 1998. A falling govern-
ment debt ratio, and adeclinein the implicit interest rate
on the government debt allowed interest expenditure to
declinein 1999 by 0.3 percentage points of GDPto 3.3%
of GDP. The cyclically adjusted government deficit, as
estimated by the Commission services, also improved; it
declined from 2.1% in 1998 to 1.3% of GDP. Thisillus-
trates the tightness of the budgetary stance in 1999.

The ratio of the general government gross debt amounted
to 58.6% of GDP by the end of 1999, compared with
59.3% in 1998. This was the first decline in the debt
ratio for amost 20 years, which continuously increased
from 1980 when it was around 20% of GDP.

According to the updated stability programme, the gov-
ernment deficit would decline to 1.7% of GDP in 2000.
However, as this target was prepared when the estimate
for the 1999 deficit was still 2.1% of GDP (against the
current more precise estimate of 1.8%), it is clearly out-
dated. According to the Commission services forecasts,
the deficit ratio for 2000 will be 1.5% of GDP.

This new reduction in the deficit ratio would come mainly
from the favourable economic circumstances, although
the continuing restraint in government spending would
also play arole. State spending is planned to remain con-
stant in real terms, while social security spending should
grow by 1.3%.

The budget for 2000, which was unveiled in September
1999, contained tax cuts worth 0.4% of GDP. Such cuts
mainly concerned VAT on housing maintenance and cor-
porate taxes. Moreover, in March 2000, the government
announced a new reduction of VAT (the normal rate was
cut by one percentage point to 19.6%, effective from
April), plus a reduction of the income tax (in particular
for low income households) and of the regional tax on
accommodation (taxe d habitation). Altogether, the tax
cuts announced since September 1999 amount to 0.8%
of GDP.

The above described measures and the reduction of
employers’ social contributions, which form part of the
scheme to switchover to the 35-hour working week, will
lead to afall in the tax burden by almost one percentage
point of GDP and absorb a major part of the growth div-
idend. Therefore the cyclically adjusted deficit would
deteriorate by 0.3 percentage points to 1.3%. The debt
ratio should decline further to 58.2% at the end of 2000.

Medium-term budgetary strategy and
policy initiatives

The updated stability programme presented in January
2000 restated the budgetary strategy pursued by the gov-
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Table 29
Composition and balances of general government, France (*)
(% of GDP)

1998 1999 2000 2001
Government balance -27 -1.8 -15 -1.2
Total receipts 49.7 50.6 49.5 49.0
Of which: — taxes 275 28.1 27.4 27.1
— social contributions 18.3 18.6 18.4 18.2
Total expenditure 52.4 52.3 51.1 50.2
Of which: — collective consumption 9.5 9.4 9.3 9.1
— social transfers 32.6 32.6 32.0 31.3
— interest expenditure 3.6 3.3 3.1 3.2
— gross fixed capital formation 2.9 2.9 2.9 2.9
Primary balance 0.9 16 1.6 2.0
Pm Tax burden 44.9 45.6 44.7 44.3
Government debt 59.3 58.6 58.2 57.1
Pm Cyclically adjusted balance -21 -13 -1.6 -1.4
Pm Cyclically adjusted primary balance 1.5 2.1 1.6 1.7

(*) Spring 2000 economic forecasts.

Source: Commission services.

ernment since 1998. By maintaining the real growth of
government expenditure below GDP growth, the share of
GDP absorbed or redistributed by the public authorities
will fall to between 50.4% and 51.1% of GDP in 2003,
down from 53.9% in 1999 (1). To this end, the stability
programme established limits for government expenditure
growth, including limits for government sub-sectors, and
in some cases for certain categories of expenditure.

According to the stability programme, the deficit will be
reduced by 0.4 or 0.5 percentage points of GDP per year.
In 2003, the deficit should fall within the range 0.3-0.5%
of GDP and the government debt ratio is expected to be
between 57.2% and 57.7 % of GDP.

The margins created by control of government spending
will aso alow a reduction in the tax burden, which
reached a historical high in 1999, some two percentage
points above the 1995 ratio. The update of the stability
programme suggests that the tax burden might decline
by up to 1.6 percentage points of GDP over the period
2000-03.

(1) The definition of total government expenditure in use by the
Commission services is not, for the time being, the same as the
French stability programme. Therefore, figures quoted from the sta-
bility programme are not entirely comparable with data shown in
the table. However, the technical reasons behind such a discrepan-
cy have no impact on the balances.
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Demographic projections show that theratio of pensioners
to employed personswill drastically increasefrom 52%in
1997 to more than 80% in 2040 putting enormous strain
on the public pension system which isfinanced on a pay-
as-you-go basis. A public debate on the reform of the
pension system had begun in July 1999 on the basis of
severa reports (of which, L'avenir de nos retraites, or
Charpin report, by the Commissariat général du Plan, is
the more prominent).

In March 2000, the French government announced its
intentions on the reform of the pension system. Accor-
ding to the government, the French pension system will
not shift to afunded scheme, but remains pay-as-you-go
based. However, the reserve fund set up in 1998 should
be enhanced and is expected to have FRF 1 000 hillion
(EUR 152 hillion) by 2020 (2). Moreover, the seniority
required for civil servantsto receive afull pension would
be put at the same level of the private sector (i.e. it would
increase by 2% years). However, this was not presented
as afina decision, but only as a guideline for new dis-
cussion with social partners. The specia pension schemes
(for railway workers, miners, sailors, etc.), which had
been specifically evoked by the Charpin report, remain

(3 Thisis50 times the assets currently managed by the fund.



unchanged. The general scheme for the private sector
also remains, in essence, unchanged, although the algo-
rithm for the calculation of pensionsis aso to be adjust-
ed to achieve a better actuarial balance, especialy for
people retiring before reaching the statutory age.

The government is also continuing the process of reduc-
ing the tax burden on labour at the lower end of the pro-
ductivity scale. The first step was a total exemption of
family contributions paid by employers (at the rate of
5.4%) for employees earning 1.1 minimum wages (SMIC)
or less, and a semi-exemption for wages between 1.1 and
1.2 SMIC. In 1996, this measure was integrated inside a

Part V
Member State developments

widened scheme aiming at lowering overall social con-
tributions paid by employers. In 1998, the measure was
limited to wages under 1.3 SMIC, and the social contri-
bution reduction concerning part-time workers became
proportional to the working time.

In 2000, alongside the implementation of the working-
time reduction, the relief and the ceiling have been
increased. For firms signing a working-time reduction
agreement, the social contribution reduction amounts to
some EUR 3 300 per year and per employee at the SMIC
level. The total cost of the scheme is estimated to be
EUR 1 billion (i.e. 0.7% of GDP).
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7. lreland

Recent developments

With GDP estimated to have grown by over 8% and the
shift toward domestic sources in the composition of
growth, budgetary targets for 1999 were surpassed. The
general government balance recorded a surplus of 2% of
GDP, amost the same as in 1998. However, had it not
been for special factors depressing the surplus, it would
have been much greater and well over 3% of GDP. This
relates essentially to a one-off capital transfer relating to
adecision to discharge Exchequer liabilitiesin respect of
employees' pensionsin the privatised telephone company
(Telecom Eireann). The favourable out-turn in 1999
resulted from greater than expected buoyancy in tax
receipts. The underlying primary surplus is estimated to
have been 4.6% of GDP (compared with aprojected 5.1%
by the authorities).

The cyclically adjusted general government surplus is
estimated to have been 0.8%. At first sight, this suggests
some loosening in the fiscal stance: however, a fisca
tightening may have taken place when the special factors
described above are taken in account. Lower service
costs on the debt in 1999 compared with 1998 represent
asignificant proportion of this tightening.

With respect to government debt, the debt/GDP ratio fell
to 52.4% in 1999. The debt ratio would have been
substantially lower (about 46%), except for the one-off
capital transfer and the impact of a securities exchange
programme to retire expensive debt. In 1999 genera
government expenditure was estimated to have been
36.4% of GDP, of which some 3% wasfixed investment.
With receipts at 38.4% of GDP, the tax and government
expenditure as a share of GDP is among the lowest in
the EU.

The budget for 2000 provides for income tax reform at a
gross cost of 1.4% of GDP in a full year mainly com-
prising a reduction in the standard tax rate to 22% from
24% and a reduction in the top rate to 44% from 46 %.

Thiswill be partly offset by increasesin indirect taxeson
tobacco and increases in expenditure on health and social
welfare equivalent to 0.7% of GDP in a full year.
Overdll, the budget was expansionary with the gross cost
estimated at 2% of GDP in afull year: nonetheless, the
general government finances are expected to remain in
strong surplus. A cyclicaly adjusted primary surplus of
2.7% of GDP is expected in 2000 as the economy con-
tinues to grow rapidly. However, the actual surplus is
likely to be rather lower at around 1.7% of GDP since
the government have chosen to pre-fund State pension
liabilities with respect to public sector employees to the
tune of EUR 2.8 hillion in 2000. Gross debt is expect to
fall to around 45% of GDP by the end of 2000.

Medium-term budgetary strategy and
policy initiatives

The overarching policy of the government with respect
to public finances is to maintain macroeconomic stabili-
ty and at the same time secure employment growth. In
particular, tax reform has been, and is being, used to
boost the supply-side of the economy while at the same
time maintaining sound public finances. The economic
strategy has been implemented via a series of consensus-
based agreements involving the government and social
partners, and the core element has been wage moderation
facilitated by reductions in personal income taxation.
This was exemplified in last December’s budget. These
supply-side measures are a rational medium-term
response in an economy that is possibly operating at or
above capacity. It should also be noted that the govern-
ment has already announced structural measures in, for
example, the National Development Plan that complement
the supply-side measures of the budget on the investment
side.

Nevertheless, policy-making faces adilemma. Symptoms

of overheating are evident and the chalenge for the
authorities is to achieve a soft landing in the context of
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Table 30
Composition and balances of general government, Ireland (*)
(% of GDP)

1998 1999 2000 2001
Government balance 21 2.0 1.7 2.7
Total receipts 37.7 38.4 371 36.4
Of which: — taxes 27.2 27.7 27.2 26.8
— social contributions 5.8 6.2 5.7 5.6
Total expenditure 35.5 36.4 35.4 33.6
Of which: — collective consumption 5.5 5.2 5.1 5.0
— social transfers 19.5 18.8 18.6 18.1
— interest expenditure 3.5 2.6 2.2 1.9
— gross fixed capital formation 2.7 3.1 3.1 3.2
Primary balance 5.6 4.6 3.9 4.7
Pm Tax burden 32.6 334 324 31.9
Government debt 55.6 52.4 45.2 38.1
Pm Cyclically adjusted balance 1.2 0.8 0.5 2.0
Pm Cyclically adjusted primary balance 4.6 34 2.7 3.9

(*) Spring 2000 economic forecasts.

Source: Commission services.

EMU where monetary conditions are determined for the
euro area as a whole. It seems that the monetary condi-
tions applying in the euro area are probably inappropriate
for an economy so advanced in the cycle as Ireland. That
heightens the inflation risk and fiscal policy, therefore,
has a potential role in stabilising the economy.

The dilemma is between using budgetary policy to pro-
mote supply-side measures or to use it for fiscal restraint.
Supply-side measures could ease some of the constraints
being felt, especially on the labour side, but other things
being equal, they a so ease the budgetary stance. Demand
restraint via fiscal tightening is likely to aleviate infla-
tionary pressures sooner but would mean deferral of the
supply-side reforms and could be difficult to justify to
the public given the strong public finances and the desire
to maintain the social consensus.

It remains to be seen how the budgetary measures will
work out, but given the extent of overheating that already
exigts, it might have been appropriate and prudent to have
deferred the tax cuts in the budget and so tighten the fis-
cal stance; after all, there have been substantia reductions
in tax pressure over the past 15 years. A postponement
may not, therefore, have been seen as aweakening of the
authorities' resolve to lower tax pressure in the medium
term.
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The proportion of the population over 65 will increase
dramatically this century. The government has started to
provide resources on a planned basis for the pensions of
arapidly ageing population. Beginning in 1999, 1% of
GNP is being set aside annually to pre-fund part of the
prospective costs associated with population ageing, and
in addition some of the proceeds from the sale of Tele-
com Eireann in 1999 and 2000 will be used to pre-fund
future pension liahilities.

Two funds have been established in 2000 as part of this
initiative. The first is a Social Welfare Reserve Fund
which will be inside the general government sector. It
will receive two thirds of al contributions. The second
fund will be a Public Service Pensions Fund which,
according to ESA95 conventions, will fall outside the
government sector and will receive one third of all con-
tributions. The impact of these transactions on the gov-
ernment finances, as described in the updated stability
programme, is shown in Table 31 (%).

(1) Note that the bottom line in this table showing the general govern-
ment surplus as presented by Irish authorities in the stability
programme differs from that in Table 31 on the structural aspects
of public finance which presents the Commission services spring
2000 forecast.
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Member State developments

Table 31
Effect on the general gover nment balance of pensions pre-funding, Ireland
(% of GDP)
2000 2001 2002
General government surplus (excluding pre-funding) 3.3 2.8 2.9
Impact of pre-funding -22 -0.3 -0.3
12 25 2.6

General government surplus after pre-funding

Source: Ireland — Stability Programme, December 1999 update.
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8. Italy

Recent developments

Italian public finances improved significantly in 1999,
with the general government deficit falling to 1.9% of
GDP, down from 2.8% in 1998. This outcome was
markedly better than expected by the Italian authorities
who had officially revised the projection upwards from
2%102.4% of GDPinMay 1999, inthelight of evidence
of a cyclical slowdown. However, a primary surplus of
4.9% of GDPin 1999 was distinctly lower than the 5.5%
target indicated in the initial stability programme of
December 1998.

The improvement in the Italian budgetary position
between 1998 and 1999 was due to substantially lower
interest payments (as a result of historicaly low interest
rates and skilful debt management) and to higher revenues,
particularly from direct taxes. These devel opments more
than offset an 0.5% of GDP rise in primary current
expenditure, reflecting an increase in socia transfers and
other intermediate government consumption. The
dynamism of tax receipts in spite of low growth can be
largely attributed to the 1997 tax reform. Thanks to the
merging of declarations onincometaxes, VAT and social
contributions, and also to the unification of the deadline
for the related payments, tax collection improved and the
tax base widened. Overdl, the tax and contribution
burden edged up to reach 43.4% of GDP, whereas total
government expenditure decreased significantly.

For 2000, the government deficit is expected to continue
to decline to 1.5% of GDP due to lower expenditure, a
further small reduction in interest payments and an
0.5 percentage point reduction in primary current expen-
diture. This should provide sufficient margins to alow
more resources to be devoted to economic devel opment,
namely by supporting public fixed investment and reduc-
ing taxation. In particular, the budget for 2000 provides
for a lowering of income tax rates, tax breaks in favour
of low-income households, a reduction of housing taxes
and the extension of the dual income tax. The latter is

intended to favour the capitalisation of companies by
providing atax incentive to invest and retain capital.

The ratio of the general government gross debt amounted
to 114.9% of GDP by the end of 1999, down from over
116% in 1998. This reduction was aided by large privati-
sation receipts, which partly offset the impact of lower
growth and of the depreciation of the euro on foreign
currency-denominated debt. The debt ratio should
decline further to 110.8% at the end of 2000.

Medium-term budgetary strategy and
policy initiatives

The update of the Italian stability programme projects a
sustained reduction in the government deficit to 0.1% of
GDPin 2003. Thisis to be achieved through savings in
interest payments of 0.4 percentage points of GDP each
year, while the primary surplus would edge up by 0.1
percentage points between 1999 and 2000 to reach 5.2%
of GDP in 2003.

The authorities have reiterated the budgetary strategy
announced in 1998, based on a moderate decrease in cur-
rent primary expenditure to allow more room for a reduc-
tion in the tax and contribution burden. A cumulative
decline of 1.8 percentage pointsin theratio of current pri-
mary expenditure to GDP between 1999 and 2003 will go
aongside cumulated projected savings in interest pay-
ments of 1.5 percentage points of GDP. Capital expendi-
ture as a percentage of GDP would decrease between
2000 and 2003, athough it is not possible to assess to
what extent this reflects greater efficiency. Current rev-
enues are planned to decline cumul atively as a percentage
of GDP by 1.8 pointsin the period to 2003. Through the
sale of State-owned real estate, capital receipts should
rise by 0.3 percentage points this year, but are projected
to decelerate thereafter.

The capacity to monitor and control current expenditure
is key to the success of Italy’s medium-term budgetary
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Table 32
Composition and balances of general government, Italy (*)
(% of GDP)

1998 1999 2000 2001
Government balance -28 -19 -15 -08
Total receipts 46.6 46.9 46.3 46.0
Of which: — taxes 29.8 30.4 29.9 29.8
— social contributions 12.9 12.7 12.6 125
Total expenditure 49.4 48.8 47.8 46.8
Of which: — collective consumption 7.6 7.7 7.6 7.5
— social transfers 27.4 27.8 274 27.1
— interest expenditure 8.1 6.8 6.4 6.0
— gross fixed capital formation 2.4 2.6 2.6 25
Primary balance 5.3 4.9 4.9 5.3
Pm Tax burden 43.2 43.4 42.8 425
Government debt 116.3 114.9 110.8 106.6
Pm Cyclically adjusted balance -25 -13 -13 -09
Pm Cyclically adjusted primary balance 5.6 55 5.1 5.2

(*) Spring 2000 economic forecasts.

Source: Commission services.

strategy. In this context, the implementation of the
domestic stability pact, which defines budgetary targets
for the decentralised administrations, is of particular rel-
evance. The domestic stability pact relies on a lagged
and rather loose constraint, which establishes that action
vis-a-visthe local administrationswould be taken only in
the event of an infringement of the Stability and Growth
Pact provisions by Italy. Furthermore, stricter control of
public expenditure can also be achieved in the context of
the 1997 reform of the State budget, which has set in
place a framework allowing a better evaluation of the
efficiency of public policies and administrative action.

Pension and other age-related budgetary expenditures
pose important medium-term challenges to Italian public
finances. The two pension reforms of 1992 and 1995,
adjusted in 1997, have contributed to stabilising the ratio
of pension expenditure to GDP in the medium term at a
lower level than previously projected. The ratio of pen-
sion expenditure is now projected by the Treasury to
increase from 14.2% of GDP in 1998 to 15.6% in 2015,
and thereafter to remain broadly stable until 2031, before
falling to 14.2% of GDP in 2045. The increase in the
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ratio of pension outlays to GDP will be fastest between
1998 to 2015, due to demographic and labour market
factors and to the slow phasing-in of pension reforms.

In the absence of corrective measures, ageing populations
could put strong pressure on the budget deficit. Increases
in general taxation or in social security contribution rates
would be at odds with the government’s abjective to
reduce the tax and contributions burden, and given the
fact that the cost of servicing the debt will remain signif-
icant in the yearsto come, the estimated trendsin pension
outlays imply astrong constraint on current primary non-
pension expenditure.

Further adjustments to the pension system are therefore
necessary. A reassessment of the parameters of the sys-
tem is scheduled for 2001, and should not be delayed as
uncertainty may encourage early retirement. The required
changes, which should include further steps to promote
funded pension provisions, would allow a broader over-
haul of the Italian welfare system. No decisions have
been announced in this respect, athough there is a
widely shared view that a major rebalancing needs
to be undertaken.



9. Luxembourg

Recent developments

The Luxembourg general government has almost contin-
uously recorded budget surpluses in the last decades,
generally ranging between 2% and 3.5% of GDP. Pre-
liminary estimates indicate that the general government
surplus dlightly decreased to 2.4% of GDP in 1999,
down from 3.2% of GDP in 1998. Like previous years,
the bulk of the surpluses was to be found in the social
security sector.

Gross public debt rose slightly as a percentage of GDPto
6.4% at the end of 1998 and then declined to 6.2% in
1999. It should decline further in coming years as the
Luxembourg authorities do not envisage new borrowing
as long as the cost of servicing new debt remains higher
than the yield on investment of government funds.
Moreover, it should be noted that the reserves of the
social security sector amounted to 23.2% of GDP in
1999 and should increase in coming years.

Thanks to fast economic growth and buoyant public rev-
enues, the general government surplus should stay
around 2.5% of GDP in 2000 and 2001.

Medium-term budgetary strategy and
policy initiatives

A new government was constituted on 7 August 1999
after the general election in June. In its programme, the
government emphasised the importance of pursuing a

prudent budgetary strategy based on the following prin-
ciples: the genera government balance should continue
to be in a net-lending position, the central government
budgetary balance should remain in equilibrium, its cur-
rent expenditure should increase less than the overal
budget, total expenditure should not grow faster than a
norm based on the expected GDP growth plus the fore-
cast increase in the average of the wage indexation
thresholds.

Moreover, budgetary policy will be implemented within
the framework of medium-term programmes. In this
respect, it was decided to present every year to Parliament
afive-year programme for capital spending by the central
government. Within this medium-term programme, annu-
al compliance with the budgetary norm will be checked.
Furthermore, the government will issue a study on the
financing of pensionsin the light of population ageing.

The 2000 update to the stability programme projects the
general government surplus to increase in coming years,
particularly in the social security sector but also in the
central government. Dueto fast GDP growth, receipts are
expected to remain buoyant, despite the announcement of
some tax cuts: the effective rate of corporate tax should
be lowered from 37.5% below 35%. Similarly, taxes
paid by households and individual enterprises should be
significantly lowered. At the same time, current expen-
diture, especially government consumption, will be mon-
itored closely. Overall, central government expenditure
is planned to decrease by 2 percentage points of GDP
between 2000 and 2003.
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Table 33
Composition and balances of general government, L uxembourg (*)
(% of GDP)
1998 1999 2000 2001
Government balance 3.2 2.4 2.6 2.7
Total receipts 47.2 46.5 46.2 45.4
Of which: — taxes : : : :
— social contributions 11.6 11.5 115 11.3
Total expenditure 43.9 44.1 43.6 42.7
Of which: — collective consumption 8.0 7.8 7.7 7.5
— social transfers 24.8 24.8 24.4 23.9
— interest expenditure 0.4 0.4 0.3 0.3
— gross fixed capital formation 4.6 4.9 5.1 5.2
Primary balance 3.6 2.8 2.9 3.0
Pm Tax burden 41.9 : : :
Government debt 6.4 6.2 5.8 5.3
Pm Cyclically adjusted balance 34 2.6 25 2.3
Pm Cyclically adjusted primary balance 3.7 3.0 2.8 2.6

(*) Spring 2000 economic forecasts.

Source: Commission services.
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10. The Netherlands

Recent developments

Considerable fiscal consolidation has been achieved in
recent years with the general government deficit falling
from 4.2% of GDP in 1995 to 0.8% in 1998. Moreover,
the ‘quality’ of the consolidation was favourable as it
took place largely on the expenditure side. Public expen-
diture decreased by about 4.6 percentage points of GDP
between 1995 and 1999. The bulk of the reduction in
public expenditure came from transfers to households,
which decreased by about 3 percentage points of GDP
from 1995 to 1998 thanks to falling unemployment and
a series of reformsin the field of social security.

Important reforms were also undertaken on the revenue
side: direct taxes paid by households were cut signifi-
cantly from 9.1% of GDP in 1995 to 7.6% in 1998.
Socia security contributions were also reduced, albeit
to a lesser extent. However, the overal tax burden
decreased only marginaly as the reduction in direct
taxes was compensated by the gradual and discretionary
increase of indirect taxes, and also by asignificant risein
company tax receipts due to higher profits.

The process of fiscal consolidation continued in 1999
when a surplus of 0.5% of GDP was recorded. This out-
come was much better than expected and was largely due
to much faster than expected growth: buoyant internal
demand aswell as dynamic job creation boosted revenues.
Preliminary estimates indicate that receipts of the central
government and social security (including health care)
turned out to be some 1.2% of GDP higher than forecast
inthe 1999 budget (1). Asaresult, the tax burden increased
by more than 1 percentage point of GDP. Meanwhile,
expenditure by the central government and socia security
was about 0.3% of GDP lower than forecast in the bud-
get. Asawhole, total general government expenditure is
estimated to have decreased by 0.3 percentage points of
GDP in 1999.

(Y Voorlopige rekening 1999, February 2000.

The debt ratio continued its downward path, falling more
than 3 percentage points of GDP in 1999. It should fall
below the 60% threshold in 2000.

Medium-term budgetary strategy and
policy initiatives

The updated stability programme continues the strategy
of reducing the share of public expenditure in GDP via
the imposition of ceilings on spending. It provides for a
balanced reduction of the tax burden and public debt
levels with a view to preparing for the impact of ageing
populations.

The programme presents a specific formula for alloca-
tion of so-called budgetary growth dividends (positive or
negative) between tax cuts and deficit reductions; this
formulawas established in the 1998 coalition agreement,
the main features being:

« three quarters of any structural revenue upturns are to
be used for deficit reduction and the remaining quarter
will be used for reducing the tax burden (including
social security contributions). If the general govern-
ment deficit falls below 0.75% of GDP, the ratio
changes to 50:50;

» three quarters of any downturn in revenue are to be
reflected in the deficit and one quarter to be clawed
back by reducing tax relief. However, if the general
government deficit risesto more than 1.75% of GDP,
the distribution would be changed to 50:50, provided
there is no conflict with the requirements of the
Treaty of Maastricht.

The application of this formula increases the priority
given to tax reductions when the government deficit falls
and implies a progressive reduction of the impact of
automatic stabilisers when the macroeconomic situation
improves. However, as the rise in revenues in 1999 was
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Table 34
Composition and balances of general government, the Netherlands (*)
(% of GDP)

1998 1999 2000 2001
Government balance -0.38 0.5 1.0 0.4
Total receipts 45.7 46.8 46.0 43.8
Of which: — taxes 23.8 245 24.0 24.1
— social contributions 16.4 17.1 16.9 14.8
Total expenditure 46.5 46.2 45.0 434
Of which: — collective consumption 11.0 11.1 10.8 10.5
— social transfers 24.9 24.7 241 233
— interest expenditure 4.9 4.4 4.0 3.6
— gross fixed capital formation 2.8 3.1 3.2 3.1
Primary balance 4.1 5.0 5.1 4.1
Pm Tax burden 40.4 41.6 40.9 38.9
Government debt 67.0 63.8 58.8 54.6
Pm Cyclically adjusted balance -05 0.7 0.6 -0.2
Pm Cyclically adjusted primary balance 4.3 5.1 4.7 35

(*) Spring 2000 economic forecasts.

Source: Commission services.

largely unexpected, the outcome did not match the for-
mula described above in that the tax burden increased
and the general government balance improved substan-
tially more than was planned.

The principle of a tax reform was decided in the 1998
coalition agreement and should be implemented in 2001.
A proposal was submitted to Parliament in September
1999 and was adopted by the lower house in February
2000. Its main features are:

¢ ariseinindirect taxes. the standard VAT rate will be
raised from 17.5% to 19% and environmental levies
will be increased. These measures should yield some
1% of GDP;

e asubstantial decrease in households' income taxes
and socia security contributions, which would cost
about 2% of GDP. The current employed person’s
allowances will be replaced by an earned income tax
credit, in order to raise the net after-tax income from
labour and to increase incentives to look for ajob;
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» areform of the taxation of wealth: the current wesalth
tax will be replaced by atax on an imputed income
from wealth. A 4% yield imputed on all assets will
be taxed at a rate of 30%, which implies a 1.2% tax
rate on the total wealth. This measure should generate
additional revenues of 0.4% of GDP.

Thetotal ex ante budgetary cost of thistax would be 0.6%
of GDP. As a result, the general government surplus
should decline to about 0.4% of GDP in 2001 after arise
to 1% in 2000. This decrease should be even more pro-
nounced in cyclically adjusted figures, from a surplus of
0.6% of GDP in 2000 to a deficit of about 0.2% in 2001.

The main challenge faced by the Dutch economy at the
moment is the acceleration in price inflation and mostly
in wages and labour costs after six years of fast GDP
growth and five years of strong increase in employment.
One of the goals of the tax reform is to convince wage-
earners to moderate their wage claims by offering them
a significant increase in after-tax income. Taking into
account the traditional moderation of Dutch trade unions,
this objective does not seem beyond reach.



11. Austria

Recent developments

Government finances improved strongly in the run-up to
EMU with the general government deficit falling from
5% of GDP in 1995 to 1.9% in 1997. However, a sub-
stantial part of the 1996-97 budget consolidation was
due to one-off measures, and a failure to pursue fisca
consolidation in 1998 resulted in the general government
deficit rising by 0.6 percentage points to 2.5% of GDP.
In cyclically adjusted terms, the deficit jumped from
1.2% of GDPin 1997 to 2.1%.

For 1999, provisional results point to some improvement
in general government finances with the deficit falling to
2% of GDP, the target set in the stability programme of
November 1998. However, the public debt ratio rose
sharply in 1999 by 1.4 percentage points to 64.9%, as
opposed to a reduction of 0.9 percentage points planned
in the stability programme; it should nonetheless be
noted that the increase was mainly due to a revaluation
of yen-denominated debt.

The challenge of returning to the path of fiscal consoli-
dation in 2000 has been compounded by a general tax
reform agreed by the former government in March 1999,
which became effective on 1 January 2000. Overall, itis
estimated that the reform will increase the government
deficit by EUR 2 300 million or 1.2% of GDP, 0.9 per-
centage points of which fall due in 2000. The reform
consists of:

e an increase in family allowances amounting to
EUR 900 million or 0.45% of GDP;

e reduced income tax rates from 1 January 2000 on,
especialy for low and middle income earners, esti-
mated to diminish tax revenues by EUR 1 250 million
or 0.6% of GDP,

* anumber of other tax alowancesworth 0.1% of GDP.

Whereas areduction in the tax burden was a move in the
right direction, in particular for low and middle income
earners, the reform package suffers from a number of
shortcomings. In particular, no provisions were made to
meet the budgetary cost of the reform, e.g. compensating
expenditure reductions. Secondly, it lacks elements of
genuine structural reform (such as a reduction of non-
wage labour costs), with only limited incentives for
investmentin R & D and human capital. Thirdly, with the
reform providing a fiscal stimulus at a time of a strong
acceleration of economic activity (which was foreseeable
in autumn 1999), its timing was hardly appropriate.

For 2000, the budget has not yet been formally adopted
owing to delays in forming a new government after the
general election of October 1999. The Council of
Ministers passed the draft budget on 20 March 2000, and
the parliamentary debate started the day after. Dueto the
obligatory legal delays, the budget for 2000 will probably
be adopted towards the end of May 2000.

The consolidation measures outlined in the draft budget
for 2000 are substantial and amount to EUR 2 200 mil-
lion or some 1.1% of GDP. They are expected to bring
the general government deficit down to some 1.7% of
GDP. However, a substantial part of the measures are
one-off and more than half of them are on the revenue
side (increases in excise duties, sale of licences and rea
estate property). Consequently, budgetary difficulties will
ease temporarily in 2000, but are bound to re-emerge in
2001. Significant structural budgetary reforms are thus
required to keep the deficit on a sustained downward
path.

Medium-term budgetary strategy and
policy initiatives

The Austrian government submitted an updated stability
programme in March 2000, and it reflects some of the
major budget policy initiatives outlined in the political
programme of the new government. In particular, sav-
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Table 35
Composition and balances of general government, Austria (*)
(% of GDP)

1998 1999 2000 2001
Government balance -25 -2.0 -17 -2.0
Total receipts 49.3 49.0 48.5 47.6
Of which: — taxes 28.7 28.6 28.1 27.8
— social contributions 17.2 17.1 16.9 16.7
Total expenditure 51.8 51.1 50.3 49.6
Of which: — collective consumption 7.5 7.5 7.4 7.1
— social transfers 30.7 30.7 30.6 30.4
— interest expenditure 3.8 3.6 35 3.4
— gross fixed capital formation 1.9 1.8 1.6 1.6
Primary balance 13 1.6 1.8 1.5
Pm Tax burden 44.8 44.7 44.0 435
Government debt 63.5 64.9 62.6 62.1
Pm Cyclically adjusted balance -22 -17 -17 -2.0
Pm Cyclically adjusted primary balance 1.6 19 19 15

(*) Spring 2000 economic forecasts.

Source: Commission services.

ings shall be realised in the health care and pension sec-
tors. Public sector reform should pave the way for signif-
icant reductionsin the number of government employees.
The government also plans a further tax reform to reduce
the tax burden and to simplify the tax code, with a view
to rendering Austria more attractive as a location for
enterprises. An expert group is currently elaborating the
details; results are due by the end of this year.

Incentives are being introduced to render the utilisation
of health care services more efficient, e.g. higher direct
contributions by consumers of health services. A pension
reform concerning the statutory and the public sector
regime was passed by the Council of Ministers at the
beginning of April. Starting in October 2000, the mini-
mum age for early retirement will be increased by 18
monthsin several steps. In addition, anew ‘bonus-malus
system will financialy discourage early retirement and
reward later retirement. Moreover, the calculation of the
annual pension adjustment will be modified temporarily
to contain its rapid rise. Nevertheless, a permanent
methodological change in annual pension adjustments
needs to be embarked upon which reflects demographic
developments.

The updated stability programme provides for the gener-

a government deficit to fall to 1.3% of GDPin 2003 and
to 1% of GDP in 2005. The debt ratio, which rose
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sharply in 1999 is projected to decrease to 61.2% of
GDP in 2003, and should reach the 60% reference value
by 2005. The ratio of current revenue to GDP should
decline from 51.7% in 1999 to 49.1% in 2003, while the
ratio of current primary expenditure is expected to fall
from 46.3% in 1999 to 43.7% in 2003. This significant
reduction in both ratios is a positive feature of the envis-
aged medium-term consolidation path.

However, the quantitative targets of the programme lack
ambition, afact that emerges from the stated objective of
the programme which isto reach a balanced federal bud-
get in the ‘long run’ rather than a position of ‘close to
balance or in surplus’ in the medium term. Overall, the
targets for the deficit and debt ratio are not in line with
the Council recommendation on the original stability
programme which called for a faster decline in both
ratios (). Between 2000 and 2002, the cyclicaly adjust-
ed deficit is projected to remain constant at 1.6% of
GDP. The total improvement of the cyclically adjusted
deficit from 1999 to 2003 is only 0.4 percentage points
in the updated stability programme.

(1) In fact, the cyclica safety margin (see Part |1, Chapter 2) which

would allow automatic fiscal stabilisers to operate safely during
normal economic downturns without the 3% reference value being
breached would be met only in 2003, the last year of the period
covered by the programme.



Moreover, achieving these targets relies heavily on one-
off measures, in particular the sale of real estate property
(see table below). When corrected for these real-estate
sales, the cyclically adjusted deficit increases substan-
tially in 2000, remaining at 1.9% of GDP until 2002, and
fallsto 1.6% of GDP in 2003: this corresponds to a total
reduction of only 0.1 percentage points from 1999 to
2003.

Furthermore, the targets provide no additional safety
margin for non-cyclical factors. Thisis a risky strategy
asthetargetsrely on an uncertain annual surplus of 0.5%
of GDPfrom the Lénder and social insurance institutions

Part V
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(the health insurance sector, for instance, risks posting a
significant and rising deficit).

The stability programme enumerates a number of addi-
tional planned measures which would have an expansion-
ary effect on public finances. e.g. prolonging parental
leave, increasing respective transfersand, in addition, dis-
connecting it from previous employment, raising subsi-
dies to the agricultural sector and lowering non-wage
labour costs. Given the inadequate targets of the stability
programme, it is vital that any additional spending or
reduced revenue resulting from these measures is made
contingent on appropriate counter-financing.

Table 36

General government finances according to updated stability programme, Austria

(ESAD5 basis, % of GDP)

1999 2000 2001 2002 2003
Government balance -2.0 -1.7 -15 -1.4 -13
Cycl. adj. gov. balance -1.7 -1.6 -1.6 -16 -13
Cycl. adj. gov. balance (net of one-off measures) -17 -19 -19 -19 -16
Cycl. adj. primary balance (net of one-off measures) 2.0 17 17 1.6 1.9
Consolidated gross debt 64.9 64.1 62.7 61.9 61.2
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12. Portugal

Recent developments

Fiscal consolidation has been under way in Portugal for
some years with the government budget deficit falling
from 4.6% of GDP in 1995 to an estimated 2% in 1999.
The consolidation results from a sharp increase in the
total revenue/GDP ratio from 40.5%in 199510 45.9%in
1999, together with an accumulated fal in interest
expenditure of 2.9 percentage points (p.p.) of GDP.
These two devel opments more than offset therapid risein
current primary expenditure that increased from 33.5%
of GDPin 1995 to 37.5% in 1999.

A deficit of 2.0% in 1999 indicates that little or no con-
solidation was achieved compared with 1998 when the
deficit was 2.1% of GDP, i.e. areduction of 0.1 percent-
age points. In fact, the cyclically adjusted primary surplus
remained in 1999 at the value of 1.6% of GDP attained
in 1998. The fact that little progress was made on fiscal
consolidation was due to the rapid growth in primary
current expenditure, which increased by 11.1% in 1999.

Average tax rates were kept largely unchanged in both
1998 and 1999, although a number of measures were
adopted to reinforce the fight against tax evasion and
fraud. Tax revenues were stronger than foreseen due to a
growth pattern biased towards domestic demand and, in
particular, private consumption. On the other hand, cur-
rent primary expenditure overshot significantly its target
value duelargely to overspending in the health sector and
afaster than expected rise in the government sector wage
bill. The major components of current primary expendi-
ture that increased most rapidly were government con-
sumption and current transfers (to households), both of
which in nomina terms rose over 10% in 1999. The
debt/GDP ratio declined from 60.3% in 1997 to 56.8%
in 1999,

In 2000, the budget projects areduction in the government
deficit to 1.5% of GDP, which is aso the Commission’s
spring 2000 forecast. However, there is cause for con-
cern about a possible tax shortfall, especially as domes-

tic demand may account for a smaller share of economic
growth in 2000. Moreover, the budget for 2000 relies
heavily on expected gains in the efficiency of tax admin-
istration: tax revenue is expected to rise by about 10%;
whereas, nominal GDP is projected to rise by only 6%.
The budget projects an increase in primary expenditure of
around 9%, although a significant fraction of budgeted
expenditure is frozen, requiring the explicit consent of
the government to be used.

Medium-term budgetary strategy and
policy initiatives

In the updated stability programme, the Portuguese gov-
ernment plans to reduce the deficit ratio to a balanced
position in 2004. The consolidation strategy is based on
further increasesin the revenue/ GDP ratio of some 2 p.p.
between 1999 and 2004, whereas current expenditure in
terms of GDP would be kept roughly unchanged. The
revenue/GDP ratio is expected to stabilise at about 48%
after 2000 and current primary expenditure is projected
to decline by approximately 1 p.p. to about 38% in 2004.
Interest expenditure is expected to decline by about 0.5
p.p. of GDP between 1999 and 2004. Capital expenditure
is projected to fal by 0.25 p.p. of GDP in the period
19992004, attaining 6.8% in 2004.

This revenue based consolidation runs counter to the
broad economic policy guidelines. Moreover, the burden
of the adjustment is concentrated on later years which
calls into question the credibility of the consolidation
process. In addition, there is arisk that the deficit target
of 1.5% GDP is not met in 2000 given fairly optimistic
assumptions on tax revenue, with possible knock-on
effects for the remainder of the programme period.

The government debt level is forecast to decline from
56.8% of GDP in 1999 to 48.4% of GDP in 2004 due to
primary surpluses and economic growth. Nevertheless,
the debt/GDP ratio is expected to rise to 57.0% of GDP
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Table 37

Composition and balances of general government, Portugal (*)

(% of GDP)

1998 1999 2000 2001

Government balance -21 -2.0 -15 -15
Total receipts 43.0 45.9 46.8 47.2
Of which: — taxes 24.9 26.1 26.8 27.3
— social contributions 10.8 12.3 12.6 12.7

Total expenditure 45.1 47.8 48.3 48.7
Of which: — collective consumption 7.7 8.0 8.1 8.1
— social transfers 25.3 25.7 26.2 26.5

— interest expenditure 3.6 34 3.3 3.3

— gross fixed capital formation 4.4 4.6 4.6 4.7

Primary balance 1.5 14 1.8 1.8
Pm Tax burden 35.8 37.6 38.5 39.0
Government debt 56.5 56.8 57.0 55.2
Pm Cyclically adjusted balance -2.0 -1.8 -15 -16
Pm Cyclically adjusted primary balance 1.6 1.6 1.8 1.7

(*) Spring 2000 economic forecasts.

Source: Commission services.

at the end of 2000 despite significant revenue from the sale
of public assets; this appears to reflect capital increases
in government-owned enterprises and debt assumptions
not explained by the development of the deficit.

A number of important reforms have been announced by
the government but have yet to be implemented. Among
the most urgent reforms isthe introduction of anew basic
law for the budget, and a new social security pensions
law. Also, measures announced in the area of health care
to improve expenditure control and efficiency are urgent-
ly needed to underpin the process of fiscal consolidation.
A rapid and determined implementation of these reforms
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would strengthen the sustainability of economic policy
of the Portuguese government.

Given an adjustment strategy that relies primarily on an
increase in the revenue/GDP ratio, there islittle room to
implement any ambitious tax reforms. In fact, the tax
reforms planned in the programme update are limited in
scope in comparison with the more comprehensive
reforms being implemented in other Member States. The
major aim of announced tax measures, which will be
implemented during the current term of Parliament
(1999-2003), will be to increase fairness and improve
business competitiveness. These objectives will be pur-
sued by broadening the tax base and improving the effi-
ciency of tax administration with the adoption of further
measures to combat tax evasion and fraud.



13. Finland

Recent developments

Due to buoyant economic growth and tight fiscal poli-
cies, the deep general government deficits of the early
1990s were converted into a surplus of 1.3% of GDPin
1998. Fiscal consolidation has been achieved essentially
through tight expenditure control while leaving the share
in GDP of total receipts relatively unchanged. The
expenditure share in GDP has thus fallen from 59% in
1993 to an estimated level of just under 50% in 1999,
while the share of receipts has remained fairly stable at
around 52%. However, while the general government
balance has turned to surplus, thisreflects alarge surplus
of the socia security sector, and the central government
still posted a deficit of 1.5% of GDP in 1998.

Unlike in other Member States, the budgetary outcome
for 1999, agenera government surplus of 2.3% of GDP,
was lower than had been expected. Although the out-turn
was close to the 2.4% of GDP featured in the September
1998 stability programme (on an ESA79 basis), it was
substantially bel ow the projection of 3.1% of GDPinthe
September 1999 updated programme. The lower out-turn
can largely be attributed to the central government which
eventually emerged with a deficit of 0.6% of GDP.

Genera government debt in 1999 rose marginaly in
nomina terms, declining as a percentage of GDP from
49.0% at the end of 1998 to 47.1% at the end of the year.
Central government debt was reduced by EUR 1.7 hil-
lion to EUR 69.0 hillion, approximately 58% of GDP.
Although the surplus and privatisation proceeds were
used to reduce debt, this was offset by the effect of cur-
rency fluctuations. In addition, managers of the social
security funds changed their investment policies to
reduce their government bond acquisitions, tending to
slow the reduction in gross debt.

The new government elected in April 1999 committed
itself to limit central government expenditures in rea
terms for its period of office (1999 to 2003) to the level

of the original 1999 budget (EUR 31.6 hillion, excluding
the redemption of net debt). Subsequent medium-term
expenditure ceilings adopted in May 1999 based on this
commitment nevertheless appeared to imply a dlightly
looser stance. They included a front-weighted real
increase for 2000 of about 1% on the previous year's
expenditure level, and an average annua expenditure
level for the 200003 period about 0.5% higher than the
1999 level in rea terms. The government is currently
developing a new system to involve Parliament more
closely in the framework budget process with the aim of
improving respect for expenditure limits.

The budget for 2000 approved by Parliament includes
expenditure of EUR 32.6 hillion compared with the origi-
nal government proposal of EUR 32.4 hillion. (Also
included in the budget, but not in the total sjust mentioned,
are planned net debt repayments of EUR 1 billion.) The
year 2000 should thus see a significant reduction in the
nominal level of outstanding central government debt, with
a planned central government surplus of 0.6% of GDP.
It should be noted that the public sector wage settlements
concluded in early 2000 providing for an earnings
increase in 2000 of 3.1% were not included in the bud-
get. Partly on this account, a supplementary budget may
be required with fina expenditure likely to exceed the
origina budget by approximately EUR 0.2 billion.

On the budget’ s revenue side, in January the government
decided upon modest cuts in labour taxes equivalent to
0.2% of GDP, to be implemented from mid-2000. Margi-
nal incometax rateswill decrease by 0.5 percentage points
in al income brackets. The cuts are a first instalment of
amedium-term commitment to further reduce the burden
on labour of income tax and social security contributions.
The move this year was partly to encourage moderate
wage increases, though without any guarantee that mod-
erate settlements would be concluded. Capital income
tax rates have been increased in the budget from 28% to
29%, and the tax base widened to include interest
income from all bank accounts.

125



Public finances in EMU - 2000

Table 38
Composition and balances of general government, Finland (*)
(% of GDP)

1998 1999 2000 2001
Government balance 1.3 2.3 4.1 5.0
Total receipts 52.4 52.1 51.8 51.1
Of which: — taxes 33.0 32.9 32.8 325
— social contributions 13.1 13.1 13.0 13.0
Total expenditure 51.1 49.8 47.7 46.1
Of which: — collective consumption 8.1 7.9 7.5 7.2
— social transfers 32.2 314 30.2 29.4
— interest expenditure 3.7 3.6 3.3 3.1
— gross fixed capital formation 2.9 2.8 2.7 2.6
Primary balance 5.0 5.8 7.5 8.1
Pm Tax burden 46.8 47.0 46.7 46.4
Government debt 49.0 47.1 42.6 38.0
Pm Cyclically adjusted balance 0.6 19 3.3 4.2
Pm Cyclically adjusted primary balance 4.4 5.4 6.6 7.3

(*) Spring 2000 economic forecasts.

Source: Commission services.

Overadl in 2000, Commission forecasts predict a genera
government surplus of 4.1% of GDP. According to cal-
culations of the Commission services, the fiscal stanceis
set to continue to tighten progressively during the fore-
cast period, with the cyclically adjusted primary balance
rising from around 5% of GDP in 1999 to over 6% in
2000 (and over 7% in 2001).

Medium-term budgetary strategy and
policy initiatives

In the updated stability programme submitted in
September 1999 the Finnish government is committed to
reduce further the general government debt ratio, consis-
tent with its aim of reducing central government debt to
below 50% of GDP by 2003. The government’ s medium-
term strategy is centred on continued tight expenditure
restraint. Thereis no specific aim regarding the tax/GDP
ratio, but a commitment to reduce the burden of tax and
social security charges on labour by 13 % of GDP by
2003 is conditional on at least partly-compensating rev-
enue increases elsewhere. This strategy thus leads to a
structural central (and general) government surplus that
increases within the programme period. A main justifi-
cation for these surpluses is the need to prepare for
severe budgetary effects expected from the ageing of the
population.
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In the September 1999 updated programme, general
government expenditure relative to GDP was projected
to continue to decline from 49.8% in 1998 to 44.6% in
2003. The revenue to GDP ratio was also expected to
decline, from 51.2% in 1998 to 49.3% by 2003, mainly as
aresult of reductions in labour income taxes. A general
government surplus of 4.7% of GDP was projected for
2003. General government gross debt was projected to
fall steadily from just under 50% of GDP at end-1998 to
reach 35% by 2003 (1).

In March 2000, prospects for expenditure control were
tightened in the new medium-term central government
expenditure guidelines announced by the government for
2001-04. At 2001 prices, these foresee annual growth in
expenditure ceilings of 0.2% and 0.3% for 2002 and
2003 respectively followed by a reduction of 0.9% in

(1) Notethat the updated stability programme's baseline data for 1998
have since been revised and there are aso some differences of
aggregation between these figures and those of the table. Revisions
to the stability programme projection period figures and their
extension to 2004 were published on 16 March 2000 in the
‘Government report to Parliament on budgetary appropriation
guidelines’. The government surplus for 2001 to 2004 was pro-
jected at 4.7%, 4.7%, 4.5% and 4.7 % of GDP respectively, while
the corresponding figures for the gross general government
debt/GDP ratio were 42%, 39%, 37% and 35% respectively.



2001. For 2001, however, the volume expenditure ceiling
represents a real reduction of over 1%% compared with
the 2000 budget as passed by Parliament, and announce-
ment of the guidelines was accompanied by an estimate
that a projected central government surplus of 0.6% of
GDP in 2000 would grow to 1.4% in 2001.

Because of the probability of more extensive privatisation
measures than assumed in the updated stability program-
me, with proceeds directed towards debt reduction, debt
levels could fall more rapidly than expectations in the
programme. Sales of shares in the Sonera telecommuni-
cations utility effected in October 1999 and March 2000
for about EUR 3.4 hillion (3% of GDP) and EUR 2.0 bil-
lion (1%% of GDP) respectively, with proceeds directed
largely towards debt redemption, were thus both signifi-
cantly additional to levels assumed in the programme (%).

As regards fiscal structural reform, the new government
in its 1999 programme underlined the need to reform
income and corporate taxation, and made the commit-
ment noted above to cut the tax and social security con-
tribution burden on labour by EUR 1.7-1.9 billion
(around 1%% of GDP) during its term of office (1999 to
2003). The latter commitment was made conditional on
continued economic growth, wage moderation and

() However, levels of general government debt are currently reduced
by the intra-sectoral holdings of the social security funds (with a
value of around 15% of GDP). The funds are likely to diversify
their investment portfolios to seek better yields and thus to invest
less in government bonds. The revised investment policy will tend
to raise the level of gross general government debt compared with
what it would otherwise have been.
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enhanced tax structures. Tax and contribution cuts will
most probably be phased in, although beyond the initial
measures included in the 2000 budget no firm timetable
has yet been decided. Both local and central government
labour taxes are likely to be fine-tuned by increasing
selected tax deductions, easing the tax burden in lower
income brackets. However, these labour income tax cuts
will not necessarily lead to lower income tax receipts,
since the effects of high marginal tax rates on sizeable
stock option and profit-sharing incomes may exceed
receipt losses by the tax cuts. In addition, compensating
revenues from other taxes are aso probable.

Among indirect taxes, excise duties on acohol and
motor vehicles face the prospect of pressure for greater
alignment with practice elsewhere in the EU; an EU
derogation limiting the amount of acohol tourists are
alowed to bring from another Member State runs out in
2004.

Reform proposals also cover the partly funded social
security system. There have been a number of proposals
to increase these funds substantially. In February 2000,
the State Audit Office published a report on the central
government civil servants' pension funds. According to
the report, the funds have been used to cover expendi-
tures in the central government budget, such that the
level isinsufficient to cover future pension expenditures.
The report recommends administrative changes and accu-
mulation of funds from the current level of EUR 2.9 bil-
lion to EUR 8.4 billion within the next 10 years. Present
indications are that the recommendations will be taken
account of in future budgets.
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14. Sweden

Recent developments

Having peaked at 11.9% of GDP in 1993, the general
government deficit had been converted to a surplus of
1.9% of GDP by 1998. It should, however, be borne in
mind that the sale of real estate owned by pension funds
contributed some 0.9 percentage points to the surplus,
indicating that the ‘ actual’ surpluswas 1% of GDP when
this extraordinary transfer is taken into account.

The very fast consolidation during the 1990s was
achieved mainly through a substantial consolidation pro-
gramme for government finances and a continuation of
tight expenditure control by means of expenditure ceil-
ings on the central government budget. The reform of the
budgetary process has also contributed to avoid slippage
in the budget. The ratio of the general government con-
solidated debt amounted to 72.4% of GDP by the end of
1998.

Government finances continued to show alarge surplus of
1.9% of GDP in 1999, above the ‘adjusted’ 1% surplus
achieved in 1998. Despite the continued tax reduction
directed towards low-income households, tax revenues
were better than expected due to the positive develop-
ments in the economy and in particular the strong
increase in employment. On the expenditure side, trans-
fers to households were higher than expected, partly due
to higher payments within the health insurance.

Although the surplus improved, the budgetary stance
was expansionary as indicated by the reduction in the
cyclicaly adjusted primary balance between 1998 and
1999, from 8.2% (again excluding the special factor of
pension fund real estate) to 7.5% of GDP. Furthermore,
partly due to rapid growth in nomina GDP, the
debt/GDP ratio fell to 65.5% of GDP in 1999.

In 2000, an increase of the surplusis foreseen to 2.4% of
GDP. Calculations made by the Swedish authorities and
the Commission services suggest an expansionary fiscal

policy stance in 2000 with the cyclically adjusted prima-
ry balancefalling from 7.5% in 1999 to 6.4% of GDPin
2000. This is mostly due to the lowering of the tax bur-
den in 2000.

In the spring budget bill presented on 13 April by the
government, the government balance for 2000 was
revised upwardsto 2.8% of GDP and the debt/GDP ratio
was revised downwards to 57.6%. These improvements
arein part due to better growth prospects and in part due
to the planned flotation of sharesin Telia(major publicly
owned tel ecommunications company). A large part of the
proceeds shall be used to amortise gross debt, and will
through lower interest payments increase the surplus.
Government surpluses of 2% of GDP in each year
between 2001 and 2003 are foreseen in the budget. The
budgetary strategy as laid out in the spring budget bill is
broadly in line with the updated convergence programme.

Medium-term budgetary strategy and
policy initiatives

The overriding goal of fiscal policy as set down in its
updated convergence programme of November 1999 is
to lower the tax burden, while maintaining sound gov-
ernment finances viatight expenditure control to achieve
asurplus of around 2% of GDP over the period 2000-02.
This strategy is to a large extent influenced by the fact
that Sweden continues to have the highest revenue/ GDP
ratio in the Community (60.4% in 1999), and similarly
the highest expenditure/GDP ratio (58.5% in 1999).
There is a clear commitment to reduce the tax burden
over time, but tax reductions are conditional on the ful-
filment of these budgetary targets and continued wage
restraint.

The cyclically adjusted balance will show surpluses of at
least 1.5% of GDP over the programme period. This is
because the economy is forecast to grow above or at
trend during this period.
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Table 39
Composition and balances of general government, Sweden (*)
(% of GDP)
1998 1999 2000 2001
Government balance 19 19 2.4 2.9
Total receipts 60.6 60.4 58.5 57.6
Of which: — taxes 38.1 39.4 36.1 35.3
— social contributions 16.1 15.1 16.6 16.7
Total expenditure 58.7 58.5 56.0 54.7
Of which: — collective consumption : : : :
— social transfers : : : :
— interest expenditure 6.2 5.5 4.7 4.1
— gross fixed capital formation 2.7 2.8 25 25
Primary balance 8.0 7.4 7.1 7.0
Pm Tax burden 53.4 53.5 51.9 51.2
Government debt 72.4 65.5 61.3 55.4
Pm Cyclically adjusted balance 2.9 2.0 17 1.9
Pm Cyclically adjusted primary balance 9.1 75 6.4 6.0

(*) Spring 2000 economic forecasts.

Source: Commission services.

This process of tax reductions conditional on expenditure
restraint is clearly evident in the updated convergence
programme targets. The expenditure ratio is projected to
fall from 56.2% of GDP in 2000 to 53.6% of GDP in
2002. Rolling three-year expenditure ceilings for central
government are decided by the Parliament annually and
will aid the achievement of this target. The nominally
fixed expenditure ceilings for central government, which
include the old-age pension system, amount to 39% of
GDP in 1999 and to 37% of GDP in each year for the
period 2000-02.

The updated programme also projects the revenue ratio
to decline from 58.3% of GDP in 2000 to 56.5% of GDP
in 2002. The tax cuts in 2000, totalling 0.7% of GDP,
consist mostly of lower income tax. Further conditional
tax cuts have been announced of around 0.9% of GDPin
both 2001 and 2002.

In the updated programme, the government debt level is
projected to fall from 58.8% of GDP in 2000 to 52.0%
of GDPin 2002.

From 2000 onwards, an obligation has been imposed on
local governmentsto balance their budgets. If, in agiven
year, the outcome shows that expenditure exceeds rev-
enue, the deficit must be eliminated within two years.
This balanced budget constraint replaces the ‘ freezing of
tax rates’ previously imposed on local governments.
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While the local government sector as awhole is expected
to fulfil the balanced budget constraint comfortably, it is
not clear how the constraint will be enforced for those
municipalities that face difficulties.

The Parliament passed the bill on pension reform in 1998
which is designed to be able to cope with both variations
in the business-cycle and demographic changes by
means of acloser match between the contributionsto and
payments from the system. It differs from the old system
in that the benefits are based on earnings during the full
working career, in contrast to arelatively short reference
period in the old system, which was the 15 years with
highest earnings of a required total of 30 years.
Furthermore, the age at which a ‘full’ pension will be
paid is subject to the change in life expectancy.

The new pension system is acompul sory national scheme
with two components: a minimum protection part and an
earnings related part. The latter consists of a thoroughly
reformed pay-as-you-go system and a new fully-funded
scheme.

The new pension system will be phased in over along
period and pensions will be calculated partly under the
new system from 2001 onwards and only in 2014 will
some persons have their pensions entirely based on the
new system.



15. United Kingdom

Recent developments

Government finances in the United Kingdom have
improved dramatically since 1993. In that year the gen-
eral government deficit peaked at around 8% of GDP.
Action was then taken to consolidate the public finances
in the form of direct and indirect tax increases and tight
restraint on government expenditure both current and
capital. As aresult of those measures, the deficit fell to
2% of GDP in 1997. The present government, when it
came to power in 1997, took measures to consolidate the
finances further. It introduced further tax measures, con-
tinued the policy of over-indexing some excise duties
and maintained, temporarily, the expenditure ceiling set
by the previous government.

As a result of the budget measures taken and strong
growth in those sectors of the economy that yield rela-
tively large amounts of tax (e.g. household expenditure),
the government deficit has continued to fall. A third fac-
tor has helped — consolidation has brought down gross
debt relative to GDP and consequently the ratio of inter-
est payments to GDP. The government finances are now
in surplus. In 1999 this was 1.2% of GDP, well up from
the 0.3% surplus of 1998. This is appreciably higher
than expected for 19992000 by the authorities and has
resulted from better than expected economic growth in
1999 and higher tax revenues after allowing for growth.
Further, expenditure plans have been rigorously adhered
to. These public expenditure plans now allow for real
growth on planned expenditure at around trend growth of
GDP — put at 2.25% a year for the public finance pro-
jections. These public expenditure plans are now framed
over athree-year horizon starting in 1999-2000.

Gross debt is estimated to have fallen to 46 % of GDP at
the end of 1999. The economy is now estimated to be
operating around productive potential. The 1.2% surplus
for 1999 is therefore close to the cyclically adjusted sur-
plus, estimated to be 1.4% of GDP.

For 2000, strong economic growth is expected and rev-
enues should benefit from this though there may be some
slowing down of growth of corporation tax receipts.
However, this year's budget was moderately expansion-
ary, largely due to a boost in health expenditure, and the
surplus is expected to fall to 0.9% of GDP. In cyclically
adjusted terms the surplus would be 0.7 %.

As consolidation has occurred, current receipts as a share
of GDP have risen, but remain well below the EU aver-
age at close to 40% of GDP. Current expenditure has
falen and, again, remains well below the EU average.
Public sector capital expenditure, in net terms after
depreciation, has fallen to very low levels over the past
several years amounting to little over 1/2% of GDP but
is planned to rise greatly over the next two years.

Medium-term budgetary strategy and
policy initiatives

The government’s fiscal strategy forms part of an over-
arching framework intended to redress the many years of
relative cyclical volatility that the United Kingdom econ-
omy has experienced. Accordingly on coming to power
in 1997, it set out two fiscal rules to which the public
finances were to conform. They are the golden rule by
which, over the economic cycle, the government will
borrow only to invest and not to fund current spending;
and the sustainable investment rule where public sector
net debt, as a proportion of GDP, will be held over the
economic cycle at a stable and prudent level. Consistent
with these rules, over the short term, fiscal policy is
intended to support monetary policy by letting the auto-
matic stabilisers play their part and, where prudent, pro-
vide further support to monetary policy through changes
in the fiscal stance.

The fiscal policy framework itself is based on the five

principles of transparency, stability, responsibility, fair-
ness (including between generations) and efficiency
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Table 40
Composition and balances of general government, United Kingdom (*)
(% of GDP)

1998 1999 2000 2001
Government balance 0.3 12 0.9 0.7
Total receipts 40.8 40.7 40.2 40.0
Of which: — taxes 30.0 30.2 29.9 29.8
— social contributions 7.7 7.6 7.5 75
Total expenditure 40.5 39.5 39.3 39.3
Of which: — collective consumption 7.5 7.5 7.4 7.5
— social transfers 245 242 24.0 24.2
— interest expenditure 3.6 2.9 3.0 2.7
— gross fixed capital formation 1.3 12 14 1.6
Primary balance 3.9 4.1 3.9 3.5
Pm Tax burden 37.9 38.0 37.7 37.4
Government debt 48.4 46.0 42.4 39.4
Pm Cyclically adjusted balance 0.2 14 0.7 0.3
Pm Cyclically adjusted primary balance 3.8 4.3 3.7 3.1

(*) Spring 2000 economic forecasts.

Source: Commission services.

called the Code for Fiscal Stability, introduced in 1998,
into which the two fiscal rules have been incorporated.
More generaly, the whole approach to projecting and
monitoring public sector finances is one of caution
where prudent assumptions are adopted to project the
public finance outlook and so frame budgetary decisions;
for example, in the medium term, GDP is projected to
have a trend growth of just 2.25% whereas the central
estimate is 2.5%. Expenditure plans for departments are
covered by the comprehensive spending review; this
allows departments the flexibility of allocating expendi-
ture between years and at the same time gives a surer out-
look to expenditure over the medium term. As mentioned
above, planned expenditure is estimated to grow at around
trend GDP growth to 2001-02, save for a budgetary boost
to health expenditure, thus locking the consolidation that
has been achieved on the expenditure side.

The government presented medium-term projections of
the public finances in its 1999 convergence programme.
However, these have now been superseded by the 2000
budget announced on 21 March 2000. These show sur-
pluses of 0.6% of GDPin 2000-01 and 0.3% in 2001-02
but then the finances move into deficit that, on the basis
of current policies, rises to 1.2% of GDP in 2004-05.
However, the budget on current account remainsin strong
surplus so the government continues to meet its own fis-
cal rules.
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Looking towards the longer term, the government has
made some illustrative projections of the public finances
over the next 30 years, to 2028-29, based on unchanged
policies and demographic projections. While the govern-
ment stresses caution with respect to such projections,
they show that government current consumption can
grow at around 23 % a year in real terms and still the
fiscal rules will be respected. The reason for this long-
term sustainability in the public finances is because
social security benefits will fall relative to GDP. This
results from the fact that most such benefits are indexed
by prices (not wage earnings). They remain constant in
terms of purchasing power but fall relative to GDP. This
trend is augmented by afalling ratio of interest payments
to GDP in its beneficial effect on the public finances. In
summary, ageing, on the basis of these projections, is not
aproblem for the public finances in the long term.

The government has, since 1997, chosen to use specific
fiscal measures to address economic and socioeconomic
shortcomings of the UK under some broad theme head-
ings while, a the same time, adhering to the fiscal rules.
These themes include raising productivity, delivering
fairness for families and communities and protecting the
environment. One of the most important themes has been
to increase employment opportunity for al, despite the
UK having alower than average unemployment rate and
higher than average employment and participation rates



compared with other Member States. Despite relatively
low unemployment the UK still has some disturbing fea-
tures — a high proportion of workless households for
example, so unemployment is concentrated. The govern-
ment is using tax and expenditure measures to redress
such features.

The first main strand to this policy is ‘Welfare to work’
which is meant to increase employment opportunities —
the ‘“New ded’. Thisis aimed at specific groups such as
unemployed youth and the long-term unemployed adult.
It includes a wide range of measures to help secure work
for such groups such as job search, career advice and
guidance. For those who do not find unsubsidised
employment there are options of subsidised employment,
full-time education and training, work on an environ-
mental task force or with the voluntary sector. This is
intended to improve job prospects. However, this new
deal also contains initiatives to create employment
opportunities for older people (50+), lone parents, dis-
abled people and partners of the unemployed. The
‘Welfareto work’ programme is estimated to cost around
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GBP 4 500 million over the period 1997-98 to 2001-02.
However, it has been funded completely by a one-off
windfall tax, in 1997-98 and 1998-99, on the excess
profits of the privatised utilities.

The second strand is entitled *Making work pay’. Thisis
meant to increase the attractiveness of work by improv-
ing the financial incentives to work. There are severa
measures that the government has introduced, largely on
the taxation side. It has introduced a new, lower, rate of
tax of 10% and lowered the basic rate to 22% from 23%.
It has raised the starting-point for employee national
insurance contributions. It has introduced a working
families tax credit, payable through the pay packet. This,
for example, raises the minimum take-home income for
a family with someone in full-time work to GBP 200 a
week. The effect of this, in conjunction with other poli-
cies, isto reduce by half amillion the number of families
who face marginal deduction rates, on their incomes, of
70% or more — thus reducing the poverty trap for low-
earning families.

133






Part VI

Resource section






1. Cyclically adjusted budget balances —
the Commission’s method

The cyclically adjustment method used by the
Commission’s Economic and Financial Affairs DG is a
simple and transparent method which provides a uniform
framework for the calculation of cyclically adjusted bud-
get balances for each Member State of the European
Union. As the adjusted balance estimates are calculated
mechanically, they do not require judgmental fine-tuning
and can therefore be easily replicated. The Economic and
Financial Affairs DG method involves three main steps.
In the first step, the output gap is computed as the differ-
ence between actual output and an estimated output trend.
In the second step, the budget sensitivity to the output gap
is computed. This allows the computation of the cyclical
component of the budget. Finally, the cyclically adjusted
budget balance is obtained by deducting the cyclica
component from the actual government budget balance.

First step: estimating trend GDP
and output gaps

To obtain estimates for the output trend, the Economic
and Financial Affairs DG cyclica adjustment method
applies the Hodrick-Prescott (HP) filter to the actual out-
put series. The HP filter minimises the sum of squared
deviations of actual output around its trend subject to a
congtraint on the variation of the growth rate of trend
output. The filter applies weighted moving averages to
the actual output series to obtain trend GDP estimates.

The HP filter calculates the trend as the solution to the
following minimisation problem:

@ win, T3+ 07230 - 06311
t

where the trend values yj are chosen for each period such
as to minimise (1) for a given value of the smoothing
parameter ). The second part of the expression in sguare
brackets determines the smoothness of the resulting
trend component which depends on the value of A. The

minimisation problem yields smoother trends as A
increases. For A — o a linear trend would result. For
A = 0, the trend line would coincide with the actual
series. There is no commonly agreed value for the
smoothness parameter. A lower limit for A is usually 10,
which impliesthat only cycles up to eight yearswould be
retained fully in the cyclical component. The
Commission services set avaluefor A equal to 100 which
isthe ‘industry standard’. This choiceimpliesthat cycles
up to 15 years are passed and only cycles with a period
larger than 20 years are fully eliminated. However, the
HP filter — as al moving-average-based methods — is
sensitive to the lack of information at the extremes of the
seriesto be analysed. When the extremes of the seriesare
approached, the filter becomes asymmetric as no obser-
vations are available at one side of the reference year.
Thisisthe so-called ‘end-point bias' (). Thusthe HPfil-
ter underestimates the length of the cycle close to the end
point, if no corrective measures are taken. Since this phe-
nomenon especially occurs for the last three or four
observations, one possibility to correct for this biasis to
extend the data set by adding GDP forecasts over arange
of three to five years.

The Economic and Financial Affairs DG tackles the end-
point bias problem by adding GDP forecasts and
mechanical time series projections of GDP. This ensures
asymmetric filtering of the trend at the end of the series.
This solution is consistent with the overall methodol ogi-
cal approach followed by the Economic and Financial
Affairs DG as this univariate statistical procedure is
mechanical, smple, can be easily reproduced and is
applied with minimal judgmental intervention.

The output gap is calculated as the difference between
the actual level of GDPin volume and that of trend GDP,
expressed as a percentage of trend GDP.

(1) Baxter and King (1995) show that close to the end points the HP
filter has a tendency to aready dampen the influence of cycles
with a period larger than four years.
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Second step: estimation of revenue and
expenditure sensitivities

In order to estimate the cyclical component of the bud-
get, the value of the budget sensitivity of revenue and
expenditure to the output gap is required. The sensitivity
of tax revenue is obtained by multiplying the output gap
with the marginal change of receipts with respect to
GDP. The overall revenue elasticity is a weighted aver-
age of four revenue elasticities (personal income taxes,
corporate taxes, socia security contributions and indirect
taxes), whereby the different components are weighted
by the relative share of each category in total revenue over
the period from 1980 to 1998. Elasticities for these spe-
cific tax categories, and also government unemployment
expenditures, are those calculated and recently updated in
OECD (1999a). A similar approach is followed in the
case of government expenditure. Government transfers to
households to cover costs related to unemployment are
the only expenditure category which is assumed to react
‘automatically’ to cyclical fluctuations.

The total budget sensitivity to the output gap, which is
given by the sum of the revenue and expenditure sensitiv-
ities, isaround 0.5 in the euro area and the EU as awhole
(Table41). Thisimpliesthat if the output gap changes by
1% point, the budget balance changes by 0.5% of GDP.
As shown in the table, the major determinant of the size

of the budget sensitivity is the overall size of the gov-
ernment sector in the economy (which is around 50% of
GDP in the EU). The revenue sensitivity is more impor-
tant than the expenditure sensitivity because most tax
revenue fluctuates with growth while only unemployment
expenditure, which forms only a small part of overall
government expenditures, is assumed to respond to
cyclical fluctuations. This implies that in this approach,
automatic stabilisers predominantly work on the revenue
side.

Third step: calculation of cyclically
adjusted budget balances

The application of the marginal sensitivity of revenue
and expenditure (€, and € o respectively) to the output
gap (OG) alows for the determination of the cyclical
component of the budget balance (cc). The cyclicaly
adjusted budget balance is obtained by subtracting the
cyclical component from the actual budget balance (def):

(2) CAB,= def,—cg = def,— (€, + £,0)*OG,

In view of the simplifying assumption and usual estima-
tion problems, the method produces only an approximate
decomposition of the budget balance into acyclical com-
ponent and a structural component. Itsresults must there-
fore be interpreted with the necessary caution.

Table 41

Budget sensitivities used by the Commission services

Budget revenue sensitivity to

Budget expenditure sensitivity to Total budget sensitivity to

the output gap the output gap the output gap
B 0.5 0.2 0.7
D 0.4 0.0 0.5
E 0.3 0.0 0.4
F 0.3 0.1 0.4
IRL 0.3 0.1 0.4
[ 0.4 0.0 0.4
NL 0.4 0.4 0.8
A 0.3 0.0 0.3
P 0.3 0.1 0.3
FIN 0.5 0.2 0.7
EUR-11 0.4 0.1 0.5
DK 0.5 0.3 0.9
EL 0.3 0.0 0.3
S 0.5 0.3 0.8
UK 0.4 0.1 0.5
EU-15 0.4 0.1 0.5

Source: Commission services.
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2. Themoveto ESA95

In 1999, a revised version of the European system of
integrated economic accounts, the ESA95 economic
accounts, was introduced in the EU. Thisis an important
step forward, as full sets of government accounts com-
piled under the same methodology will now be available
on across-country basis. The introduction of ESA95 also
impliesthat the methodol ogical framework for fiscal sur-
veillance has changed. Up to the end of 1999, budgetary
figures reported under the excessive deficit procedure
and the Stability and Growth Pact have been reported
under the previous ESA version, ESA79. However, as
from 2000, reported budget figures will now be on an
ESA95 basis instead.

A number of factors explain why ESA95 budget balances
may be somewhat different from the corresponding
ESA79 figures. First and foremost, ESA95 appliesa‘full
accruals' principleto thetime of recording, implying that
transactions are recorded when the underlying economic
event takes place rather than when the payment is made
(cash-based time of recording principle). Thisis particu-
larly important for the recording of interest payments.
Secondly, the sector classification criterion placing units
inside or outside the general government has been changed
somewhat. Thisimplies that some units that before were
considered to be inside the general government are now
classified outside and vice versa. Furthermore, apart
from methodological differences, historical figures may
also be revised because, with implementation of ESA95,
raw data sources and compilation methods have general-
ly been improved. Of course, the size of revisions varies
among countries and depends on the methods previously
used.

Table 42 indicates the magnitude of any ESA95/ESA79
differences in Member States' deficits over the period
1997-99 measured in percentage points of GDP. The
figures are based on information in the updated stability
and convergence programme where budget figures on
both accounting standards were provided (these are mar-
ked by * in the table). In other cases, information from
the Commission services' autumn 1999 forecast has been
used instead as, in that exercise, budget figures on both
accounting bases were calculated. As shown in the table,
differences are relatively minor and do not generally
change qualitative judgments. However, for specific
years larger differences occasionaly occur which are
generally due to one-off factors.

It should be noted that the government gross debt con-
cept retained in the excessive deficit procedureisin prin-
ciple defined outside the ESA as the aggregation of the
nominal values of anumber of financial debt instruments
(defined in Council Regulation 3605/93 on the excessive
deficit procedure as amended by Council Regulation
475/2000). Thus, while the Maastricht gross debt will
not be widely affected by the changeover, the gross
debt/GDP ratio will, however, be dlightly affected as
ESA95 nominal GDP levelsare generaly higher than the
corresponding ESA79 levels (this is because GDP cov-
erage has increased). Thiswill accordingly contribute to
reducing the debt ratios. However, the path of the debt
ratio will not be affected (this is of course also true for
the deficit to GDP ratios but the impact hereis more mar-
ginal as deficits are much smaller than debts).
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Table 42

Difference between ESA95 and ESA79 budget balance (3)
(% of GDP) (9

1997 1998 1999
B +0.2(%) +0.1(%) -0.1(%
D ~0.4(%) - 0.3(%) -03
E +07 +06 +0.1
F +0.0(*) -0.2(% +0.1(%)
IRL +0.3(%) +0.3(%) +0.3(%)
I +0.2 0.0 -05
NL +0.2 +0.1(%) +0.1(%)
A +0.0(*) +0.3(%) +0.2
P +0.1(%) -0.1(%) +0.1(%)
FIN +0.4 -05 -04
DK +03 +0.1(%) +0.2(%)
EL 0.0 0.0 0.0
s +13 -1.0(*) - 0.4(%)
UK +0.1 +0.4(%) +0.2(%)

(*) Information from the updated stability and convergence programmes. Other figures from Commission autumn 1999 forecast.

(1) A positive sign implies that the ESA95 budget balance is worse than the corresponding ESA79 figure, that is, that the ESA95 deficit is
higher or a surplus smaller.

(®» ESA79 GDP and ESA95 GDP respectively.

Source: Commission services.
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3. Council opinions on updated stability and
conver gence programmes

Council opinion on the updated stability programme of
Belgium for the period 2000 to 2003 (1)

On 28 February 2000 the Council examined the 1999
update of the stability programme of Belgium which
covers the period 2000 to 2003. The Council notes with
satisfaction that the general government deficit for 1998
was substantially lower than that estimated in the initial
stability programme and that budgetary adjustment con-
tinued in 1999 despite a slowdown in economic activity
and extra expenditure related to unforeseen events; the
debt ratio was reduced by 6.3 percentage points during
the last two years to an estimated 114.9% of gross
domestic product (GDP) at the end of 1999. The Council
considers that the updated programme is consistent with
the broad economic policy guidelines.

The budgetary projections of the updated stability pro-
gramme are based on a prudent macroeconomic scenario
assuming real GDP growth of 2.5% per year for 2000
and 2001 and a trend GDP growth rate of 2.3% for the
following years. The Council considers that the GDP
growth projections of the updated programme are likely
to correspond to the lower limit of a range of probable
macroeconomic projections; as a conseguence, the
Council expectsthat, in the event of stronger growth, the
budgetary outcomes will be better than projected in the
updated programme, particularly in 2000.

The Council notes the intention of the Belgian govern-
ment to advance, compared with the initial programme,
the target of balanced government accounts to 2002, and
to achieve a budget surplus in 2003; it commends the
commitment of the Belgian authorities to seek better
budgetary results in 2000 than those projected in the
updated programme. Such a development would facilitate
achieving a debt ratio close to 100% of GDP in 2003, as
projected in the programme. The Council considers that

(1) 0JC 98, 6.4.2000, p. 3.

the underlying budgetary position of the general govern-
ment since 1999 provides a safety margin against
breaching the 3% of GDP deficit threshold in normal cir-
cumstances, thus fulfilling the Stability and Growth Pact
regquirements; however, the Council takes the view that
the improvement of the fiscal position envisaged in the
programme is necessary in order to alow a steady
decline of the till high debt ratio and to create room for
the announced reform of income taxation.

The Council welcomes the renewed commitment in the
1999 update to maintain high primary surpluses as a cen-
tral element of the fiscal consolidation strategy in
Belgium; this strategy has proved its crucia role in
advancing budgetary adjustments in the recent past and
is considered essential in consolidating progress made in
this area and ensuring a continued reduction of the debt
ratio. The Council considers that a growth in primary
expenditure of 1.5% per year, in real terms, is appropri-
ate in order to achieve the targeted primary surplus and
encourages the Belgian government to implement it with
rigour.

The Council notes that a key objective of the updated
programme is to achieve a substantial increase in the
employment rate in Belgium and to enhance economic
efficiency by means of a package of reforms and policy
measures, in this context, the Council welcomes the
decision of the government to strengthen the effort
towards reducing the overall tax burden, in particular on
labour. In the vein of its opinion on the initial stability
programme (3), the Council encourages the Belgian
government, within the expenditure limits fixed by the
programme, to give priority to government investment in
order to improve infrastructure and the productive poten-
tial of the economy; it invites the government to provide,
in future updates of its stability programme, projections
on main categories of government expenditure, notably
government investment.

(® 0JC 124, 5.5.1999, p. 4.
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The Council welcomes the cooperation agreement under
which budgetary objectives, within a medium-term time
horizon, will be fixed for all levels of government in
Belgium as an important element enhancing transparency
and credibility of the updated stability programme.

Council Opinion on the updated convergence programme
of Denmark for the period 1999 to 2005 (%)

On 28 February 2000 the Council examined Denmark’s
updated convergence programme, which covers the peri-
od 1999 to 2005. The updated convergence programme
envisages budgetary surpluses of above 2% of GDP over
the entire programme period and projects the gross debt
to be further reduced to 36% of GDP in 2005.

The updated programme is based upon a macroeconom-
ic scenario which assumes that, following aslowdown in
1999 to 2000, the Danish economy will grow at an aver-
age rate of about 2% per year between 2001 and 2005.
The Council notes that, while such a growth scenario
appears redlistic, it is based on an ambitious target for
employment growth while the assumed gains in labour
productivity seem moderate. Moderate productivity
increases as assumed in the programme combined with
relatively high wage rises could lead to afurther erosion
of cost competitiveness of Denmark vis-a-vis its trading
partners, in particular in the euro area, on top of those
experienced already in the recent past.

Despite aconsiderable increase in consumer pricesin the
course of 1999, due mainly to strong wage increases and
arise in energy taxes, Denmark continued to fulfil the
convergence criterion on inflation. The updated conver-
gence programme notes, however, that thereisarisk that
inflation temporarily exceeds the reference value by a
small margin in the first half of 2000. Although infla-
tionary pressures should ease in the course of 2000 asthe
slowdown in domestic demand feeds through, the
Council encourages the Danish government to monitor
inflation closely and reiterates its recommendation to
take further action if needed (3). Moderate wage devel-
opments are of utmost importance in this regard and this
year's wage negotiations at company level might prove
challenging.

The Council notes with satisfaction that Denmark contin-
ues to fulfil the convergence criterion on the long-term

(1) 0JC 98, 6.4.2000, . 6.
(® 0JC3,6.1.1999, p. 1.
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interest rate and that the exchange rate has been stable
vis-a-vis the euro. Thisindicates that Denmark’s partici-
pation in the ERM |1 has further strengthened the credi-
bility of its monetary policy.

The Council welcomes the Danish government’ s strategy
of continued budgetary surpluses of above 2% of GDP
over the entire programme period. Denmark should thus
— with a comfortable margin — continue to fulfil the
requirement of the Stability and Growth Pact of a gov-
ernment position of ‘close to balance or in surplus’. In
view of the healthy situation of Danish government
finances the Council also welcomes the lower weight of
public finances in the economy in the forthcoming years
as thiswould increase economic incentives and contribute
to a more favourable medium-term outlook for growth
and employment.

The Council notes that the government gross debt ratio
in Denmark is expected to be further reduced over the
programme period and considers this priority commend-
able in facing the future budgetary challenges arising
from the ageing population.

The Council encourages the Danish authorities to keep
up the momentum with their comprehensive structural
reforms. In particular, the recent reforms regarding the
tax system and the labour market, which are in line with
the broad economic policy guidelines, are essential step-
ping stones in the achievement of the policy aims of the
updated convergence programme. However, given that
Denmark is currently experiencing its lowest level of
unemployment since the 1970s, the reforms already
undertaken in the labour market may need to be comple-
mented by further measures to reach the ambitious target
on employment growth set in the programme. Finaly, in
view of the future budgetary challenges deriving from
the ageing population in Denmark, further structural
labour market reforms may prove necessary in the medi-
um term to keep public finances on a sustainable path.

Council opinion on the updated stability programme of
Germany for the period 1999 to 2003 (3)

On 28 February 2000 the Council examined the updated
stability programme of Germany which covers the peri-
od 1999 to 2003. The Council notes with satisfaction that
the deficit outcomes both for 1998 and 1999 were clearly
better than expected in the initial programme. This

(3 0JC 98, 6.4.2000, p. 1.



achievement in conditions of lower than expected econ-
omic growth has significantly advanced the objective of
attaining a medium-term budgetary position of close to
balance or in surplus, as required by the Stability and
Growth Pact. The Council notes, however, that the better
results in 1998 were almost exclusively due to the diffi-
cult-to-predict development of regional and local gov-
ernment finances. These developments, therefore, tend
to underline the importance of an efficient cooperation
on government finances at national level to facilitate the
planning and monitoring of the budgetary consolidation
process.

The Council notes that the information provided in the
updated stability programme, as was the case for the pre-
vious programme, does not in all respects comply with
the code of conduct on the content and format of stabili-
ty and convergence programmes. In particular, the pro-
gramme lacks detailed information on the components of
government revenue and expenditure and on the factors
determining the debt ratio. The Council, therefore,
repeats the request made in its opinion on the previous
stability programme (%) that the German authorities pro-
vide this additional information, at the latest, in the next
update of the stability programme.

The macroeconomic scenario of the updated programme
(3) assumes that the German economy will enjoy average
annual growth of some 2.5% over the programme period.
The Council considers this scenario redistic, provided
that wage moderation and structural reforms on product
and labour markets continue.

The updated programme foresees a decline in the gener-
al government deficit to 0.5% of GDP by 2003, while
the gross debt ratio is expected to decrease to 58.5% of
GDP over the same period. The Council considers it
appropriate that the budgetary consolidation envisaged
in the programmeis achieved by a decrease in the expen-
diture ratio which is only partially offset by a decline in
the revenue ratio. The Council commends, in particular,
the envisaged approach of controlling government
expenditure by limiting its overall nominal increase to
less than the expected nominal GDP growth. The
Council recognises that the planned expenditure savings
will create some room for tax relief in the framework of
the reforms of income and corporate taxation which are
welcome as they will lead to a desirable reduction in the

() 0JC124,55.1999, p. 3.
(® In its revised version as of 1 February 2000, i.e. including the
addendum to the updated stability programme.
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high overal tax burden in Germany. The Council rec-
ommends, however, that the reforms be implemented
with greatest caution so as to minimise the risk of alast-
ing deterioration of the structural government deficit.

The Council considers that the envisaged medium-term
deficit objective of 0.5% of GDP in 2003 is in confor-
mity with the provisions of the Stability and Growth
Pact, as is the objective for 2002. Moreover, Germany’s
budget balance will remain close to the minimum bench-
mark position, which alows the automatic stabilisers to
work without risk of the deficit breaching the 3% of
GDP reference value, already from 1999 on. The
Council recommends, however, that in the event of
higher growth than expected the fiscal gains be used to
reduce the deficit below the targeted level with aview to
widening the safety margin and creating additional room
for the desirable further tax reductions planned beyond
the programme’'s horizon. Furthermore, available pri-
vatisation opportunities should be used at all levels of
government in order to make sure that the debt ratio is
firmly kept on a downward trend.

The Council notes that, despite the programme’s inten-
tions of a restructuring of the budget in favour of gov-
ernment investment, the federa government plans to
reduce investment spending in nomina terms from its
current level. The Council reiterates its recommendation
that the German government review its investment plans
without, however, jeopardising the budgetary targets of
the programme.

The Council welcomes the reform measures announced
in the programme, in particular in the domains of the
pension and health systems and in public administration,
which are key to sustainable public finances and employ-
ment growth. A determined implementation of the
reforms, in combination with measures aimed at increas-
ing the flexibility of product and labour markets, as rec-
ommended by the broad economic policy guidelines and
envisaged in the German structural progress report for
the Cardiff process, would be conducive to the achieve-
ment of the objectives of the stability programme.

Council opinion on the updated convergence programme
of Greece, for the period 1999 to 2002 (3)

On 31 January 2000 the Council examined the 1999
update of the convergence programme of Greece which

(3 0JC 60, 2.3.2000, p. 4.
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covers the period 1999 to 2002. The Council notes that
the 1999 update maintains as a central objective the com-
pliance with the convergence criteria which will allow
Greece to participate in monetary union from January
2001. The budgetary and structural policies outlined in
the programme are in compliance with the 1999 broad
economic policy guidelines.

The Council notes with satisfaction the significant
improvement in public finances in recent years.
Developments over the past year indicate that the bud-
getary target set in the 1998 convergence programme has
been met: the general government deficit is estimated at
1.5% at the end of 1999, 0.6% of GDP lower than pro-
jected in the 1998 programme; the debt ratio was reduced
by 1.2 percentage points to 104.2% of GDP.

The updated programme is based on macroeconomic
projections showing strong investment-led growth and
medium-term price stability. The 1999 update, building
on the budgetary consolidation achieved so far and on
good prospects for GDP growth, is projecting the gener-
a government deficit to turn to a surplus of 0.2% of
GDPin2002. The debt ratio is projected to fall to 98.0%
of GDPin 2002. The Council considersthat the underlying
budgetary position of the general government provides an
adequate safety margin in the course of the programme
to prevent the deficit from breaching the 3% of GDP
threshold in norma circumstances. In this sense, the
updated convergence programme complies with the
requirements of the Stability and Growth Pact.

Considerable progress has been made over the past year
in reducing price inflation; the deflator of private con-
sumption exceeded marginally the projection of the 1998
programme in 1998, while no deviation is estimated for
1999 from the projected average rate of increase of 2.5%.
However, the increase in oil prices is slowing down the
process of disinflation at present.

The Council considers that within the high growth envi-
ronment projected in the convergence programme, par-
ticular effort must be made by Greece to ensure that the
progress made towards disinflation acquires a lasting
character; such an effort seems to be all the more neces-
sary in view of the convergence of monetary conditions
in Greece to those prevailing in the euro zone and the
potential implications of such a development on demand
and prices; in this context, the Council welcomes the
revaluation of the central rate of the Greek drachma as
from 17 January 2000 which will support the authorities
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in their efforts to reduce inflation further in Greece. The
Council invites the Greek government to reinforce the
anti-inflationary stance of the policy instruments at its
disposal, including budgetary and incomes policies; the
wage agreements in 2000 in both public and private sec-
tors and the cooperation of al socia partners are essen-
tial to secure an environment of low inflation. Asregards
budgetary policy, the budgetary targets set in the pro-
gramme are considered by the Council as a minimum
and the Greek authorities are invited to do their best to
achieve better outcomes than planned; in addition, the
Council considers that the Greek authorities must be
ready to tighten fiscal policy further from 2001 if infla-
tion pressures emerge.

The Council acknowledges that considerable progress
has been made recently in Greece in introducing struc-
tural reforms, namely in the functioning of the wider
public sector; it invites the Greek government to contin-
ue decisively in this direction by accelerating the pace of
the necessary reforms with a view to enhancing compet-
itive conditions and the good operation of |abour, goods
and capital markets. Such reforms are necessary both in
order to enhance the productive potentia of the economy
and to reduce inflationary pressures.

Council opinion on the updated stability programme of
France for the period 2000 to 2003 (%)

On 13 March 2000, the Council examined the update of
the stability programme of France, which covers the
period up to 2003. From a forma point of view, the
Council notes that the French authorities presented the
Programme pluriannuel de finances publics, 2001-03, as
the update of its stability programme, but regrets, partic-
ularly in view of the Council’s declaration of 15 March
1999, that such a programme does not publicly and
specificaly identify itself as a stability programme and
calls on France to entitle its document ‘stability pro-
gramme’.

The Council notes with satisfaction that the French gener-
a government deficit for 1999 was lower than projected
in the initial stability programme. This outcome was
mainly the result of buoyant tax revenue. However, the
Council also notes that the norms for the evolution of
government expenditure in real terms, which had been
established in the initial programme, have not been fully
met. This was partially the result of lower than estimated

() 0JC 111, 18.4.2000, p. 1.



prices, but also of higher than projected expenditure, at
current prices, in the health insurance and local authori-
ties sectors.

The updated stability programme assumes a real GDP
growth of at least 3% in 2000. For the period 2001 to
2003, macroeconomic projections are presented for two
scenarios (cautious and favourable), according to which
growth is expected to be within the band 2.5% to 3%.
The Council notesthat the lower end of the range presents
a GDP projection close to growth potential; however, it
considers that given the latest developments and short-
term perspectives, the higher growth scenario may be
seen as aredlistic basis for economic policy.

In line with its opinion (%) on the initial stability pro-
gramme, the Council considers as appropriate the bud-
getary strategy based on control of expenditure in rea
terms allowing a reduction of government expenditure
relative to GDP; in particular this approach addresses the
problem of relatively high government expenditure in
France and the impact it may have on economic efficien-
cy. However, practical management of such a strategy
may become difficult in circumstances of price develop-
ments below expectations or if expenditure targets are
overshot in specific sectors, aswas the casein 1999. The
Council considersthat the effectiveness of the strategy of
the programme is highly dependent on prompt corrective
measures in the event of any significant slippage from
targetsin specific sectors. The Council recommends that,
whenever possible, such corrective measures should be
implemented within the same year, or at the latest in the
following year.

The Council notes that the French economy is currently
in afavourable cyclical position. The Council also notes
that the programme update already includes a tax reduc-
tion programme. The Council considers that in case of a
wider budgetary room for mancauvre, either asaresult of
higher growth or for other reasons, including a 1999
deficit ratio lower than the estimate of 2.1% of GDP
mentioned in the programme, the opportunity should be
taken to reduce the deficit more quickly. Thiswould allow
government accounts to be in balance in 2003 and the
fulfilment of the Stability and Growth Pact maybe even
this year, or in 2001 with a more comfortable margin.

The Council considers that the underlying budgetary
position which corresponds to the targeted deficit ratios

(1) 0JC 124, 551999, p. 2.
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from 2001 would provide a sufficient safety margin to
prevent the deficit from breaching the 3% of GDP
threshold under normal cyclical conditions; the medium-
term target for the government finances of the updated
stability programme is therefore in conformity with the
provisions of the Stability and Growth Pact. Further-
more, the Council considers that the updated stability
programme is consi stent with the broad economic policy
guidelines.

Council opinion on the updated stability programme of
Spain for the period 1999 to 2003 (?)

On 28 February 2000 the Council examined Spain's
updated stahility programme which covers the 1999 to
2003 period. The Council notes with satisfaction that the
programme reaffirms the strategy adopted in the 1998
stability programme: promoting healthy economic
growth through fiscal consolidation and structural
reforms. The programme’ s objectives are to turn the esti-
mated 1999 general government deficit of 1.3% of GDP
into a surplus of 0.2% of GDP in 2003, while the gross
debt ratio will decrease to 55.8% of GDP. Moreover, the
programme builds on the continuation of the budgetary
consolidation based on expenditure containment.

The Council welcomes the record of implementation of
the 1998 stability programme, where GDP has grown
briskly along with strong job creation. As regards public
finances, general government balance and debt targets
seem to have been exceeded. However, price develop-
ments since the second half of 1999 have been worse
than expected.

The macroeconomic scenario in the updated programme
assumes output growth to decelerate from its present
high rate (3.7 % in 1999) towards close to trend over the
period 2000 to 2003 (3.3% on average). The Council
notes that this macroeconomic scenario appearsrealistic.
Following its opinion on the initial stability programme
(3) the Council considers that a continuation of the strat-
egy adopted, based on structural reforms along with the
stable monetary framework under EMU and sound bud-
getary consolidation, should allow the Spanish economy
to develop in line with the medium-term macroeconomic
scenario.

The Council notes with satisfaction that the update con-
tinues with the budgetary strategy, which relies on the

(® 0JC 98, 6.4.2000, p. 4.
() 0JC 124, 55.1999, p. 1.
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restraint of primary current expenditure, and allowsfor a
reinforcement of government investment and for areduc-
tion in tax burden. As the reduction of the government
deficit is based on the expenditure side, the implementa-
tion of the still-pending reform of the national budget
law to reinforce the control of public spending would be
welcome.

The underlying budgetary position corresponding to the
targeted surplus of 0.1% of GDP in 2002 would provide
a sufficient safety margin to prevent the deficit from
breaching the 3% of GDP threshold during a norma
cyclical downturn and would also allow for an additional
margin in case of unforeseen developments; the safety
margin will increase further in 2003. The Council there-
fore considers that the medium-term budgetary target of
the updated stability programme is in conformity with
the provisions of the Stability and Growth Pact. The
Council considers the envisaged widening of the safety
margin is justified in order to cope with the budgetary
consequences of ageing. In thisrespect, the Council wel-
comes the commitment made to increase further the
social security reserve fund created in 2000.

The Council notes with satisfaction that the budgetary
adjustment is to be shared by all sub-sectors of govern-
ment, in particular the fact that the territorial govern-
ments, in the framework of the existing internal stability
pact, are targeted to be in balance from 2001 on. The
Council stresses that the increasing role of territoria
governments in various categories of expenditure
requires the continued functioning of the present inter-
governmental coordination mechanisms.

In the light of recent developments on prices, the Council
considers essential that wage developments in Spain
must continue to be geared towards price stability.
Additionally, the Council considers that fiscal policy
should be ready to tighten further to counteract any poss-
ible overheating risk.

The Council considers that the programme is consistent
with the broad economic policy guidelines. The Council
notes with approval that the update acknowledges the
increasing role of structural policies and fiscal consoli-
dation in the EMU. Structura reforms have indeed
played an important role in increasing the potential out-
put of the Spanish economy, keeping a positive growth
differential with respect to the EU area along with strong
job creation. The Council, therefore, encourages the
Spanish government to continue implementing the pend-
ing structural reforms.
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Council opinion on the updated stability programme of
Ireland for the period 2000 to 2002 (%)

On 31 January 2000, the Council examined Ireland’s
updated stability programme, which covers the period
2000 to 2002 (2). The Council welcomes the record of
implementation of the programme in 1999. The Irish
economy continued to expand rapidly, with real GDP
rising by 8.4% and employment increasing by about
4.75%. In the context of this very favourable economic
performance, the projections made for the improvement
in the budgetary situation were exceeded by a significant
margin. The Council notes with satisfaction that the Irish
general government balance remained in substantial sur-
plus in 1999 and that there was another sharp decline in
the government debt/GDP ratio.

Ireland already fulfilled its obligations under the
Stability and Growth Pact in 1999. This will continue to
be the case in the period 2000 to 2002. The Council notes
that the projected surplus on the general government bal-
ance, even after taking account of significant pre-funding
of State pension liabilities, is clearly sufficient in each
year to provide a safety margin against breaching the 3%
of GDP reference value of the Treaty in the event of nor-
mal cyclical fluctuations. The Council notes also that the
government debt/GDP ratio will decline steadily over the
programme period.

The Council considers the macroeconomic scenario pre-
sented in the updated stability programme to be realistic.
However, the economy is now at an advanced stage of
the cycle and there is a need to use available domestic
policy instruments to address the risk of inflation pres-
sures. In this context, the Council recalls the recommen-
dations to Ireland provided in the 1999 broad economic
policy guidelines and urges the national authorities to be
ready to use budgetary policy to ensure economic stabil-
ity. Given the extent of overheating in the economy, the
Council considers such action to be warranted in imple-
menting the budget for 2000 and in planning beyond,
while acknowledging the supply-side objectives of
Ireland’ s medium-term budgetary strategy.

The Council welcomes the fact that the updated pro-
gramme addresses the issue of structural reforms. In par-

() 0JC60,2.3.2000, p. 2.
(® The stability programme for Ireland 1999-2001 was the subject of
a Council opinion of 18 January 1999 (OJ C 42, 17.2.1999, p. 4).



ticular, the publication of the National Development Plan
2000 to 2006 responds to the suggestion of the Council
for a detailed plan to meet the physical and human capi-
tal needs of the still rapidly expanding economy, while
taking account of an expected reduction in transfers from
the Structural Funds.

Council opinion on the updated stability programme of
Italy for the period 1999 to 2003 (%)

On 28 February 2000 the Council examined Italy’s
updated stability programme, which covers the period
1999 to 2003. The Council notes with satisfaction that
despite the cyclica slowdown, the initial programme’s
objective of a budget deficit of 2.0% of GDP in 1999
appears to have been attained, as recommended in the
broad economic policy guidelines. Lower than expected
interest payments and higher than expected revenues,
namely from improved tax collection, have contributed
to this outcome. The decrease in the gross government
debt/GDP ratio kept pace in 1999, as large privatisation
receipts offset the negative impact of lower growth. The
Council notes the confirmation of the objectives for the
net borrowing of the general government in 2000 and
2001 (respectively, 1.5% and 1.0% of GDP). It wel-
comes the commitment to further budgetary consolida-
tion, which would support a decline by over three per-
centage points per year in the debt/GDP ratio, to reach
100% in 2003. The Council considers that the updated
programme is consistent with the broad economic policy
guidelines.

The macroeconomic projections in the updated stability
programme assume a gradual acceleration in GDP
growth, from an annual rate of 1.3% in 1999 to nearly 3%
in 2002 to 2003. The Council notes that such an acceler-
ation constitutes a realistic scenario and that the cyclical
upswing in 2000 and 2001 could turn out stronger than
assumed in the updated programme; on the other hand,
the new assumptions on interest rates could be too opti-
mistic in the light of recent developments in financial
markets.

The Council notes the continuation of the budgetary
strategy outlined in the initial programme, aiming at pur-
suing the stabilisation of public finances and promoting
growth and an equitable distribution of income. The
strategy is based on keeping the primary surplusat ahigh

(1) 0JC 98, 6.4.2000, p. 2.

Part VI
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level and on reducing current expenditure as a percent-
age of GDP, in paralel with some easing of the till
heavy tax burden and an expansion of public investment,
particularly in the south. The Council notes that the
deficit targets are maintained even though the primary
surplus is now planned to stabilise at the level of 5% of
GDP lower than in the initia programme. The Council
notes the commitment of the Italian authorities to reduce
non-interest current expenditures as a percentage of GDP
from 37.9% of GDP in 1999 to 36.2% of GDP in 2003.

The Council considers that the underlying budgetary
position in 2000 should be sufficient to provide a safety
margin against breaching the 3% of GDP deficit thresh-
old in normal cyclical fluctuations; the proposed path of
budgetary consolidation would widen such a safety mar-
gin, implying that Italy would continue to satisfy the
requirements of the Stability and Growth Pact up to
2003. However, the Council reaffirms that Italy must
secure a steady decline in its still high government debt
ratio, and it considers that the budgetary objectivesin the
updated programme should be fulfilled in order to respect
the commitment on the part of the Italian government to
reduce the debt/GDP ratio to below 100% by 2003.
Should growth turn out stronger than projected in the
updated programme, the Council expects Italy to achieve
better budgetary outcomes than planned and thus acceler-
ate the reduction in the debt/GDP ratio towards the 60%
reference value.

Following its opinion (2) on the origina stahility pro-
gramme, the Council urges the Italian government to
address with determination the medium-term structural
challenges to public finances from pension and other
age-related budgetary expenditures. Recent government
proposals to promote the expansion of funded pension
provisions go in the right direction but would not elimi-
nate the need to re-examine the parameters of the present
system. A timely reassessment of the parameters of the
pension system would allow the expected increase in the
ratio of pension expenditures to GDP to be contained.
The Council further encourages the Italian government
to pursue with vigour its privatisation programme and to
enhance the structural reforms of labour and product
markets and of the public administration, which are al
needed in order to foster competition and efficiency and
revitalise the Italian economy.

(3 0JC68,11.3.1999, p. 1.
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Council opinion on the updated stability programme of
the Netherlands for the period 1999 to 2002 (%)

On 31 January 2000 the Council examined the 1999
update of the stability programme of the Netherlands
which coversthe period 1999 to 2002. The Council notes
with satisfaction that the Dutch general government
deficit for 1998 and that estimated for 1999 are lower
than those projected in the initial 1998 stability pro-
gramme; in fact the budgetary outcome for 1999 is esti-
mated to be in small surplus instead of a planned deficit
of 1.3% of GDP. The general government debt ratio was
aso lower than projected in both 1998 and 1999.
Economic growth in 1999 also exceeded the projection
of the initial programme. The Council considers that the
updated programme is consistent with the broad econ-
omic policy guidelines.

The 1999 update maintains the approach of the initia
1998 stahility programme identifying three macroecon-
omic scenarios as a basis for the fiscal projections to
2002; the update is based on actua forecasts for 2000
and uses the cautious scenario as the basic framework of
assumptions for 2001 and 2002. Under this scenario
annual growth would be 2.0% in 2001/02 and the genera
government deficit would reach 1.1% of GDP in 2002.
The 1999 update al so takes into account the fiscal reform
to be implemented in 2001 the budgetary cost of which
is estimated at about 0.6 % of GDP.

As in this opinion on the initial programme (?) the
Council acknowledges that the adoption of the cautious
macroeconomic scenario as basis for the fiscal strategy
of the government was made on grounds of prudence;
the Council notes, however, that recent economic devel-
opments render unlikely the average GDP growth rates
underlying the budgetary projections of the cautious sce-
nario. Moreover, recent economic forecasts of GDP
growth for the Netherlands, including the Commission
autumn 1999 forecasts, point to real GDP growth rates
for 2001 being substantially higher than that assumed in
the cautious scenario.

The Council considers that the Dutch method of using
cautious growth assumptions and expenditure targeting
and control has been instrumental in achieving the good
results registered until now. However, this method also

(1) 0JC 60, 2.3.2000, p. 1.
(® 0JC3,6.1.1999, p. 2.
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tends to make it more difficult to assess whether the
medium-term outcome of the deficit is compatible with
the requirements of the Stability and Growth Pact. Based
on the information now available, the Council considers
that the middle and favourable scenarios provide arange
of more plausible macroeconomic assumptions and
therefore a more relevant framework in assessing the
public finance projections of the updated stability pro-
gramme than the cautious scenario. The underlying bud-
getary position of the general government in 2002 would
broadly provide an adequate safety margin to prevent the
deficit from breaching the 3% of GDP threshold in normal
circumstances, thus fulfilling the Stability and Growth
Pact requirements.

The Council notes that tax reductions in recent years
have contributed to wage moderation and improvement
in employment; in this context the Council welcomesthe
tax reform planned to be implemented in 2001 which
aims at reducing the tax burden on earned income.
Taking into account the government surplus already
achieved in 1999, current strong economic growth and
possible inflationary pressures, the Council recommends
to the Dutch authorities to strengthen the envisaged bud-
getary position in 2000 and the following years, unless a
significant deceleration in activity materialises. Such
strengthening of the budgetary position would be fully
consistent with the recommendations of the broad econ-
omic policy guidelines. The Council welcomesthe inten-
tion of the Dutch government to submit future updates of
its stability programme shortly after the presentation of
its annual budget memorandum which will reflect the
most recent forecasts for the economy.

Council opinion on the updated stability programme of
L uxembourg for the period 1999 to 2003 (°)

On 13 March 2000 the Council examined the 1999
update of the stability programme of Luxembourg which
covers the period 1999 to 2003. The Council notes with
satisfaction that the situation of public finances
improved further in the last two years and the budgetary
targets set in the initial stability programme of Luxem-
bourg have been exceeded. The general government
surplus for 1999 is now estimated at 2.3% of GDP com-
pared with 1.2% initially projected, while the general
government gross debt was reduced further to about 4.3%

(3 0JC 111, 18.4.2000, p. 2.



of GDP. The Council considers that the updated stability
programme is consistent with the broad economic policy
guidelines.

The Council notes that continuing commitment to sound
economic policies, in particular budgetary policies,
enabled Luxembourg to achieve high GDP growth rates
and created the conditions for improved growth prospects
in the years ahead; real GDP growth is estimated to have
reached 4.9% in 1999, while forecasts for 2000 and 2001
point to growth rates clearly above 5%.

The Council notes that the updated programme, based on
better budgetary outcomes in the last two years and im-
proved economic prospects, is projecting more ambitious
budgetary outcomes than the initial programme; the gen-
eral government surplus is projected to rise to 2.5% of
GDP in 2000 and to 3.1% in 2003. The Council consid-
ers that the underlying financial position of the genera
government corresponding to the projected surpluses
over the period of the programme to 2003 provides an
adequate safety margin against breaching the 3% of
GDP deficit threshold, under normal circumstances.

The Council acknowledges that policies aimed at
enhancing the capacity of asmall open economy such as
Luxembourg to face unfavourable external influences
are appropriate; it commends in this regard the measures
aimed at strengthening the reserve funds; it also com-
mends building sufficient reserves in the area of pension
provision and socia security in general; it encourages
the government to continue combining such prudential
measures with policies and reforms aimed at enhancing
the potentia of the economy; it welcomes the increased
resources allocated to government investment.

The Council notes the commitment, included in the ini-
tial stability programme, to limit the increase in central
government expenditure. The Council acknowledges,
that the public finance projections of the updated pro-
gramme show adeclinein total expenditure-to-GDP ratio
by almost two percentage points at central government
level, between 2000 and 2003, a development which
would allow the reduction in the revenue-to-GDP ratioin
the same period; it encourages the L uxembourg govern-
ment to pursue these expenditure targets.

The Council encourages the government to be ready to
tighten the stance of fiscal policy in the event of risks of
inflationary pressure, notably in view of the current and
prospective high rates of economic growth.

Part VI
Resource section

Council opinion on the updated convergence programme
of Austria for the period 2000 to 2003 (%)

On 8 May 2000 the Council examined the updated
stability programme for Austria which covers the period
2000-03. The Council notes with satisfaction that the
new Austrian government was able, despite the relative-
ly short time available, to present a programme update
which is based on the draft budget for 2000 and gives
detailed information on the expected developments of
macroeconomic and budgetary aggregates up to the pro-
gramme’s horizon. The Council welcomes the fact that
the deficit targets agreed in the original stability pro-
gramme were met in 1998 and 1999. However, growth
was above trend in the period 1998 to 1999, even though
somewhat below what was anticipated in the origina
stability programme. Therefore, the Council regrets that
no further headway in budgetary consolidation was made
during this period. The Council notes, moreover, that the
debt ratio, which is still above the 60% reference value,
increased in 1999.

The updated programme envisages a decline in the gen-
eral government budget deficit from 2.0% of GDP in
1999 to 1.3% of GDP by 2003, while the gross debt ratio
is expected to decrease from 64.9% of GDP to 61.2%
over the same period. These projections are based on a
macroeconomic scenario expecting output growth to fall
gradually from its current cyclical peak of 2.8% to 1.9%
by 2003, amounting to annual average growth of 2.5%,
i.e. dightly above trend. In view of the presently good
supply and demand conditions in the Austrian economy
and the favourable external environment, the Council
considers that such a growth outlook appears feasible
without igniting inflationary pressures, as assumed in the
programme.

The Council notes that the new Austrian government has
maintained the targets for the general government bal-
ance as set out in the original programme until 2002. The
Council regrets, however, that the goal of attaining the
60% of GDP reference value for the gross consolidated
debt has been postponed by three years to 2005. The
Council recalls that in its opinion on the original pro-
gramme (?) it recommended that a more ambitious con-
solidation of government finances be pursued. The
Council acknowledges that, owing to the former govern-

(1) 0JC 162, 10.6.2000, p. 1.

(» 0JC42,17.2.1999, p. 5.
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ment’s decision on a substantial reform of income taxes
and family benefits taking effect in 2000, budgetary con-
solidation has been made more challenging. The Council
notes, however, that, to meet the cost of this reform, the
updated programme resorts heavily to one-off measures
in each of the years covered by the programme. The
Council emphasises that the necessary sustainabl e reduc-
tion in the government deficit cannot be achieved on a
lasting basis by these measures. In addition, the Council
considers that, net of these measures, the envisaged
medium-term government deficit in the updated stability
programme is not fully in line with the requirements of
the Stability and Growth Pact, as it does not give alarge
enough safety margin to prevent the deficit from breach-
ing the 3% of GDP reference value in the event of
cyclical downturn.

The Council, therefore, urges the Austrian government
to reduce the deficit targetsin the next update of the pro-
gramme. In addition, the Council invites the Austrian
government to revert to its original goa for the govern-
ment debt ratio to attain the 60% of GDP reference value
by 2002. To prepare the ground for such a revision, the
Austrian government should aim at a better deficit out-
come than projected in 2000, especialy if growth should
turn out higher than expected. All levels of government
are called upon to achieve better budgetary outcomes than
planned. Special attention must be given to the budget
for 2001. Most notably, the one-off revenue measures,
on which the attainment of the deficit targets relies,
should be replaced by permanent measures, prioritising
expenditure savings, from 2001 onwards. In this context,
the Council notes that the stetistical treatment of real
estate sales is still under consideration by Eurostat.
Furthermore, any additional spending or further revenue
reductions, including those envisaged in the programme
in the years 2001 and beyond, should be made contingent
on expenditure savings in other areas.

The Council considers that, to achieve the aim of a sus-
tained consolidation of government finances, wide-
ranging structural reforms, as outlined in the programme,
are essential. In particular, the public sector reform as
well as reforms in the transfer and benefit systems
should be pursued with determination. Moreover, in the
framework of the upcoming negotiations on the financial
equalisation scheme between the federal government and
the regions, efforts should be undertaken to better align
the competencies for taxing and spending.

The Council considers the planned structural reform
measures outlined in the programme to be key measures
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for the required improvement in the functioning of prod-
uct and labour markets. The general thrust of these
reforms appears appropriate and in keeping with the
broad guidelines for the economic policies of the Member
States and the Community. The Council encourages the
Austrian government to implement these reforms with
determination.

Council opinion on the updated stability programme of
Portugal for the period 2000 to 2004 (%)

On 13 March 2000 the Council examined the updated
stability programme of Portugal which covers the period
2000 to 2004. The Council notes with satisfaction that
the Portuguese economy has been growing at rates above
the EU average, to which the implemented structural
reforms have contributed. The Council also notes with
satisfaction that the deficit targets for 1998 and 1999 set
in the original stability programme were met despite
somewhat lower than expected economic growth. The
updated programme envisages a gradual decline in the
general government deficit from 2.0% of GDP in 1999
to abalanced position in 2004.

The macroeconomic scenario of the updated programme
assumes that the Portuguese economy will grow at an
annual average of 3.5% over the period 2000 to 2004, a
quarter of a percentage point above the original pro-
gramme’'s assumption and mainly driven by domestic
demand, while the contribution of net exports remains
negative, thus widening further the already high external
imbalances. While considering that an average growth
rate of 3.5% cannot be considered as over-ambitious for
a catching-up country like Portugal, the Council consid-
ers that the growth pattern assumed in the programme
relies mainly on domestic demand with investment being
its most dynamic component; the Council, therefore,
encourages the Portuguese government to monitor close-
ly macroeconomic developments and to take corrective
action if needed. This might require, in addition to rein-
forcing competitiveness through, inter alia, amoderation
of wage increases and structural measures, and atighten-
ing of budgetary policy with a view to dampening
domestic demand.

As regards government finances the Council notes that

the deficit out-turn in 1999 (and 1998) was made poss-
ible mainly because higher than projected revenue, thanks

() 0JC 111, 18.4.2000, p. 3.



mainly to domestic-demand driven growth, was able to
offset significant overruns of current primary expendi-
ture, due chiefly to overspending in the health sector and
astrong rise in the government’ s wage bill. Government
revenue and primary expenditure are planned to contin-
ue to increase strongly in 2000, and only after that year
are they projected to decline marginally. The Council
considers that the implementation of this adjustment
strategy should be in keeping with the broad economic
policy guidelines, as aready noted in its opinion (1) on
the original programme. Moreover, the Council consid-
ers that the reduction of the ratio of current primary
expenditure to GDP after 2000 should be achieved by
enlarging the scope for expenditure restraint in a more
efficient and sustainable way.

The Council considers that the budgetary position under-
lying the medium-term deficit target of the Portuguese
stability programme update is in line with the require-
ments of the Stability and Growth Pact. However, as the
government balance is projected to reach the required
minimum position only from 2002, the Council reiterates
the recommendation in its opinion on the origina pro-
grammethat afaster declinein the deficit ratio should be
achieved with a view to increasing the necessary safety
margin allowing Portugal to let the automatic stabilisers
work in the event of acyclical downturn. The Portuguese
authorities should do their best to achieve better than
planned results. Moreover, the Council urges the
Portuguese government to adhere firmly to the deficit
target for 2000 by tightly controlling expenditure; the
Council welcomes the ex-ante freezing of some expendi-
tures in the budget for 2000 and considers that, if neces-
sary for achieving the target, they should not be used.

The Council welcomes the planned budgetary and struc-
tural reform measuresthat are outlined in the programme
which are broadly in line with the recommendations on
the broad economic policy guidelines. Among those, the
most urgent are the implementation of a new basic law
for the budget, and a new law on social security pen-
sions. The measures announced in the area of health care
to improve expenditure control and efficiency are aso
needed to underpin the process of budgetary consolida-
tion. A rapid and determined implementation of these
reforms, some of which were aready announced in the
origina programme, would therefore be necessary in
order to strengthen the effectiveness of the economic

policy strategy.

(1) 0JC 68, 11.3.1999, p. 2.
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Council opinion on the updated stability programme of
Finland for the period 1999 to 2003 (%)

On 31 January 2000 the Council examined Finland's
updated stability programme, which covers the period
1999 to 2003. The Council notes with satisfaction that
the Finnish general government balance turned into a
surplus in 1998 and, after an expected out-turn of just
over 3% of GDP in 1999, is projected to register sur-
pluses above 4% of GDP throughout the period 2000 to
2003, while the general government debt/GDP ratio is
projected to continue to decline. Moreover, the Council
considers that the programme is consistent with the
broad economic policy guidelines.

The Council welcomes the record of implementation of
the 1998 programme (%), where the projections then
made for the improvement of the budget balance and the
reduction in government debt have been exceeded.

The macroeconomic scenario presented in the updated
stability programme appears realistic for 1999 and 2000,
but it carries the risk that the economy may overheat and
threaten price stability if wage moderation weakens. Itis
therefore important that wage moderation is sustained.

The Council commends the fiscal strategy of the updated
stability programme. This builds on the previous pro-
gramme and aims at reaching surpluses above 4% of GDP
through a reduction in government expenditurein relation
to GDP but at the same time reduces the tax burden.

The Council notes with satisfaction that the debt reduc-
tion could now actually exceed the expectations in the
updated programme due to more extensive privatisation
measures — with proceeds directed towards debt reduc-
tion — than assumed in the programme.

Finland has already fulfilled the requirements of the
Stability and Growth Pact in 1999. This will continue to
be the case during the updated programme period as the
surplus target of 4.7% of GDP in 2003 is clearly suffi-
cient to provide a safety margin against breaching the
3% of GDP deficit threshold in normal cyclical fluctua-
tions. Moreover, the Council considers that the continued
fiscal consolidation effort embodied in the updated pro-
gramme is also justified in view of the future effects of
population ageing.

() ©JC 60, 2.3.2000, p. 3.

(® The first stability programme of Finland, 1998 to 2002, was the
subject of a Council opinion of 12 October 1998 (OJ C 372,
2.12.1998, p. 1).
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The Council welcomes the fact that the updated pro-
gramme addresses the issue of structural reforms. Fiscal
and labour market reform is needed to reduce the current
heavy overall taxation and socia contribution burden on
labour. Regarding public expenditure, it is opportune to
review benefit entitlements and the structure of the pen-
sion system. The reductions in government expenditure
and revenue relative to GDP foreseen in the programme
are themselves consistent with increasing employment,
which the government identifies as its main economic
objective. Further structural reforms in market services
and in the labour market would also support employment
creation. The Council recommends that such reforms be
applied with energy and consistency.

Council opinion on the updated convergence programme
of Sweden for the period 1999 to 2002 (%)

On 31 January 2000 the Council examined Sweden’s
updated convergence programme, which covers the peri-
od 1999 to 2002. The Council notes with satisfaction that
the updated programme envisages continued government
surpluses throughout the period to 2002 as the authorities
make further progress towards their medium-term objec-
tive of abudget surplus of 2% of GDP over the cycle. The
Council considers this target appropriate and welcomes
the emphasis given by the programme on macroeconom-
ic stability. The Council further notes with satisfaction
that the debt ratio is expected to fall over the programme
period, reaching 52% of GDP in 2002.

The improvement of government financesin Sweden has
been impressive: from a deficit of about 12% of GDP in
1993 the budgetary position turned to a surplus of more
than 2% of GDP by 1998. This budgetary consolidation
process, together with the adjustment from a high to a
low inflation environment, has laid the ground for solid
economic growth, which will be harvested during the
period covered by the programme. The updated pro-
gramme’'s cautious assumptions on economic growth,
particularly towards the end of the period, augment the
probability of achieving the objectives set for government
finances. The surpluses targeted in the updated pro-
gramme provide a large enough safety margin for the
general government not to breach the 3% of GDP refer-
ence value in normal circumstances. The Council thus
considers that Sweden continues to comply with the
requirements of the Stability and Growth Pact.

(1) 0JC 60, 2.3.2000, p. 5.
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Inflation has been low since 1996 and Sweden continues
to fulfil comfortably the convergence criterion. How-
ever, while actual output is widely judged to have been
below or close to potentia for a number of years, this
will change in future and efforts need to be maintained to
keep inflation under control. Continued wage modera-
tion is of utmost importance, perhaps particularly so in
Sweden, and the wage negotiations for 2001 will prove
challenging in an environment of recent high economic
growth. In this context, the Council notes that the fiscal
policy stance followed since 1999 could become too
expansionary in the current high-growth environment.

Trends in Swedish long-term interest rates in recent
years clearly reflect the favourable devel opment of econ-
omic fundamentals, which is expected to continue in the
future. The spread of Swedish long-term interest rates
against euro rates has remained fairly stable during 1999,
with Sweden fulfilling the interest rate criterion.
Regarding the exchange rate, although the krona has dis-
played less volatility in recent years, the Council reiter-
ates that Sweden needs to demonstrate its ability to stay
in line with an appropriate parity between the krona and
the euro over a sufficient period of time without severe
tensions. To thisend, the Council, as stated in its opinion
of the 1998 convergence programme (2), expects Sweden
to decide to join the ERM 1l in due course.

In order to obtain sustainable economic growth, structural
measures are being undertaken with a view to enhancing
the supply-side of the economy. In this context, the
Council notes with satisfaction that the strategy adopted
in the updated programme is consistent with the broad
economic policy guidelines, particularly the efforts to
lower the very high tax burden. To this end, both the
benefit and taxation systems have been scrutinised and
effortsto reform the ‘welfare’ state have been taken. The
Council welcomes these efforts and encourages the
Swedish government to continue these initiatives with
determination.

Council opinion on the updated convergence pro-
gramme for the United Kingdom for the period 1998-99
to 2004-05 (3)

On 28 February 2000 the Council examined the updated
convergence programme of the United Kingdom which

(3 Council opinion of 8 February 1999 on the convergence pro-
gramme of Sweden, 1998 to 2001 (OJ C 68, 11.3.1999, p. 4).
(3 0JC 98, 6.4.2000, p. 5.



covers the period 1998-99 to 2004—05. The programme
envisages a government surplus of 0.3% of GDP in
19992000, small surplusesin the two following yearsto
200102 and small deficits in the years 2002-03 to
2004-05. The Council commends the clear presentation
of the convergence programme update that facilitates the
analysis of the United Kingdom’ s current and prospective
macroeconomic and fiscal developments. The Council
considers it appropriate that the programme stresses the
securing of macroeconomic stability supported by a sound
budgetary position and continued structural reform.
Moreover, the Council considers that the programme is
fully in line with the broad economic policy guidelines.

The programme is built upon a macroeconomic frame-
work showing a recovery in GDP growth from 1%:% in
1999 to growth close to trend — put at 2%/>% — which
the Council considers to be redlistic. Moreover, the pro-
jectionsin the programme for the public finances are, for
reasons of caution, based on a lower assumption for
trend growth — namely 2%:% — which the Council
considers to be appropriate.With respect to inflation and
interest rates, the United Kingdom continues to fulfil the
convergence criterion with some margin. The Council
notes that the monetary framework of inflation targeting,
with operational responsibility for interest rate changes
given to the Bank of England, has been an important
condition for securing low inflation expectations. The
Council notes that under the current policy framework,
the programme projects the United Kingdom inflation
target to be achieved over the programme period; it fur-
ther notes that such an out-turn is likely to be consistent
with the EMU’ s definition of price stability.

The United Kingdom has fulfilled the convergence criteri-
on on the long-term interest rate for sometime. This helps
confirm the credibility given to the United Kingdom' s sta-

(1) Council opinion of 8 February 1999 on the convergence pro-
gramme of the United Kingdom, 1997/98 to 2003/04 (OJ C 68,
11.3.1999, p. 5).
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bility oriented framework for macroeconomic policy. It
notes that while there are signs of reduced exchange rate
volatility, it cannot yet be concluded that this policy
framework has delivered a stable exchange rate. There-
fore, asin the opinion on the previous convergence pro-
gramme (1), the Council recommends that the United
Kingdom continue with the stahility oriented policieswith
aview to securing exchange rate stability which, in turn,
should help re-enforce a stable economic environment.

The Council notes with approval that over the programme
period — to 2004-05 — the general government finances
are projected to be close to balance in underlying terms
thus fulfilling the reguirements of the Stability and
Growth Pact. The Council nevertheless notes and wel-
comesthe raising of government investment as a share of
GDP within the expenditure totals. It also notes that the
move to three-year alocations of departmental expendi-
ture has placed the government finances on a more stable
footing and the mechanism should help ensure that the
tight budgetary position is locked in over the economic

cycle.

The Council notes that the government gross debt ratio
in the United Kingdom remains below 60% of GDP and
is expected to fal to 45% in 1999-2000. The Council
welcomes the envisaged further reduction of the gross
debt ratio to below 40% of GDP by 2004-05.

The Council welcomes the structural reformsincluded in
the programme. It notes, with approval, that the progress
on economic reforms should help provide the flexibility
required to improve the underlying performance of the
economy and ensure that divergencesin economic cycles
between the United Kingdom and its European partners
are minimised.
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4. Glossary

Adjustment path The profile of projected budgetary
adjustment over the medium term. As defined in the
Sability and Growth Pact it refers to the planned devel-
opment in the budget balance, which has been set out in
anational stability or convergence programme.

Automatic stabilisers Various features of the tax and
spending regime which react to the economic cycle and
reduce its fluctuations. As a result, the budget balance
tends to improve in years of high growth, and deteriorate
during economic slowdowns.

Broad economic policy guidelines (BEPG) Annual
guidelines for the economic and budgetary policies of the
Member States. They are prepared by the Commission
and adopted by the Council of Ministers responsible for
Economic and Financial Affairs (Ecofin).

Budget balance The balance between total public
expenditure and revenue in a specific year, with a posi-
tive balance indicating a surplus and a negative balance
indicating a deficit. For the monitoring of Member State
budgetary positions, the EU uses general government
aggregates. See also structural budget balance, primary
budget balance, and primary structural budget balance.

Close-to-balance rule A rule contained in the Stability
and Growth Pact, according to which Member States
should, over the medium term, achieve an overall budget
balance close to balance or in surplus.

Consumption taxes See indirect taxation.

Conver gence programmes Medium-term budgetary and
monetary strategies presented by each of those Member
States that have not yet adopted the euro. They are updat-
ed annually, according to the provisions of the Stability
and Growth Pact. Prior to the third phase of EMU, con-
vergence programmes were issued on a voluntary basis
and used by the Commission in its assessment of the
progress made in preparing for the euro. See also stabil-
ity programmes.

Cyclical component of fiscal policy That part of the
change in the budget balance that follows automatically
from the cyclical conditions of the economy, due to the
reaction of public revenue and expenditure to changesin
the output gap. See automatic stabilisers, tax smoothing
and structural budget balance.

Cyclically adjusted budget balance See structural bud-
get balance.

Dependency ratio A measure of the ratio of people who
receive government transfers, especially pensions, rela-
tive to those who are available to provide the revenue to
pay for those transfers.

Direct taxes Taxes which, in contrast to indirect taxation
and social security contributions, are levied directly on
personal or corporate incomes and property.

Discretionary component of fiscal policy See fiscal
stance.

Economic and Financial Committee Formerly the
Monetary Committee, renamed the Economic and
Financial Committee as from January 1999. Its main task
is to prepare and discuss Council decisions with regard
to economic and financial matters.

Effective tax rate The ratio of broad categories of tax
revenue (labour income, capital income, consumption) to
their respective tax bases.

ESA95/ESAT79 European accounting standards for the
reporting of economic data by the Member States to the
EU. Asfrom 2000, ESA95 hasreplaced the earlier ESA79
standard with regard to the comparison and analysis of
national public finance data.

Excessive deficit procedure (EDP) A procedure accor-

ding to which the Commission and the Council monitor
the development of national budget balances and public
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debt in order to assess the risk of an excessive deficit in
each Member State. Its application has been further clar-
ified in the Stability and Growth Pact. See also stability
programmes and Sability and Growth Pact.

Fiscal stance A measure of the discretionary fiscal poli-
cy component. In this report, it is defined as the change
in the primary structural budget balance relative to the
preceding period. When the change is positive (negative)
the fiscal stance is said to be expansionary (restrictive).

General government As used by the EU in its process
of budgetary surveillance under the Stability and Growth
Pact and the excessive deficit procedure, the general
government sector covers national government, regional
and local government, as well as social security funds.
Public enterprises are excluded, as are transfers to and
from the EU budget.

Government budget constraint A basic condition
applying to the public finances, according to which total
public expenditure in any one year must be financed by
taxation, government borrowing, or changes in the mon-
etary base. In the context of EMU, the ability of govern-
ments to finance spending through money issuance is
prohibited. See also stock-flow adjustment.

Indirect taxation Taxes that are levied during the pro-
duction stage, and not on the income and property arising
from economic production processes. Prominent exam-
plesof indirect taxation are value added tax (VAT), excise
duties, import levies, energy and other environmental
taxes.

Interest burden General government interest payments
on public debt as a share of GDP.

Maastricht reference values for public debt and defi-
cits Respectively, a 60% general government debt/GDP
ratio and a 3% general government deficit/GDP ratio.
These thresholds are defined in a protocol to the Maas-
tricht Treaty on European Union. See also Excessive
deficit procedure.

Maturity structure of public debt The profile of total
debt in terms of when it is due to be paid back. Interest
rate changes affect the budget balance directly to the
extent that the general government sector has debt with
a relatively short maturity structure. Long maturities
reduce the sensitivity of the budget balance to changesin
the prevailing interest rate. See also public debt.
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Minimal benchmarks Medium-term reference values
for the budget balances providing sufficient safety mar-
ginsfor the automatic stabilisersto operate freely during
economic slowdowns without leading to excessive
deficits. The benchmarks have been estimated individu-
aly for the various Member States by the European
Commission (1999).

Monetary conditions index An overall measure of the
monetary policy conditions, based on aweighted average
of the real interest rate and the real exchange rate. The
weights attributed to these variables correspond to the
relative importance of their changes on output.

Non-wage labour costs See social security contributions.

Output gap The difference between actual output and
estimated potential output at any particular point in time.
See also cyclical component of fiscal policy.

Peer review A process of mutua surveillance among
independent authorities, using argument and persuasion
in order to ensure compliance with agreed goas. This
form of coordination is for example characteristic of the
multilateral surveillance of national budgetary policies
under the Sability and Growth Pact.

Poalicy-mix The overall stance of fiscal and monetary pol-
icy. The policy-mix may consist of various combinations
of expansionary and restrictive policies, with agiven fis-
cal stance being either supported or offset by monetary
policy.

Price stability A situation characterised by low average
inflation. The European Central Bank has defined price
stability as an annual increase in prices of less than 2%.

Primary budget balance The budget balance net of
interest payments on general government debt.

Primary structural budget balance The structural
(or cyclically adjusted) budget balance net of interest
payments.

Pro-cyclical fiscal policy A fiscal stance which amplifies
the economic cycle by increasing the structural primary
deficit during an economic upturn, or by decreasing it in
a downturn. It can be contrasted with (discretionary)
counter-cyclical policy which has the opposite effect. A
neutral fiscal policy keeps the cyclically adjusted budget
balance unchanged over the economic cycle but lets the
automatic stabilisers work. See also tax smoothing.



Public debt Consolidated gross debt for the general gov-
ernment sector. It includes the total nominal value of all
debt owed by public institutions in the Member State,
except that part of the debt which is owed to other public
ingtitutions in the same Member State.

QUEST The macroeconometric model of Commission
services. It has been used in this report to carry out policy
simulations.

Reservation wage The minimum net wage below which
an individual is expected to refuse ajob offer.

Sensitivity analysis An econometric or statistical simu-
lation designed to test the robustness of an estimated
economic relationship or projection, given various
changes in the underlying assumptions.

‘Significant divergence’ A concept derived from the
Sability and Growth Pact. According to the SGP, the
Council can require a Member State to correct any ‘sig-
nificant divergence’ from the objectives that have been
defined in its stability or convergence programme with
regard to the budget balance and the planned adjustment
path towards a sustai nabl e medium-term budgetary posi-
tion. It isan important clause in addressing a pro-cyclical
fiscal policy in periods of high growth.

‘Snowball’ effect The self-reinforcing effect of public
debt accumulation or decumulation arising from a posi-
tive or negative differential between the interest rate paid
on public debt and the growth rate of the national econ-
omy. See also government budget constraint.

Social security contributions (SSC) Mandatory contri-
butions paid by employers and employees to a social
insurance scheme to cover for pension, health care and
other welfare provisions.

‘Stabilisation gap’ Difference between the actua pri-
mary structural budget balance and the value that would
be required to ensure a stable debt ratio over the medium
term. See also ‘snowball’ effect.

Stability and Growth Pact (SGP) Approved in 1997,
the SGP clarifies the provisions of the Maastricht Treaty

Part VI
Resource section

regarding the surveillance of Member State budgetary
policies and the monitoring of budget deficits during the
third phase of EMU. The SGP consists of two Council
regulations setting out legally binding provisions to be
followed by the European institutions and the Member
States and two resolutions of the European Council in
Amsterdam (June 1997). See also excessive deficit pro-
cedure.

Stability programmes Medium-term budgetary strate-
gies presented by those Member States that have aready
adopted the euro. They are updated annually, according
to the provisions of the Sability and Growth Pact. See
also convergence programmes.

Stock-flow adjustment The stock-flow adjustment (also
known as the debt-deficit adjustment) ensures consisten-
cy between the net borrowing (flow) and the variation in
the stock of gross debt. It includes the accumulation of
financial assets, changesin the value of debt denominated
in foreign currency, and remaining statistical adjustments.

Structural budget balance The actual budget balance
adjusted for its cyclical component of fiscal policy. The
structural balance gives a measure of the underlying
trend in the budget balance, when taking into account the
automatic effect on the budget of the economic cycle. Itis
referred to also asthe cyclically adjusted budget balance.
See also primary structural budget balance.

Tax base That sector or activity within an economy on
which a certain tax isimposed. If atax base is expanding
while the tax rate is kept constant, tax revenue from that
source will automatically increase.

Tax competition A situation where national tax regimes
are competing against each other to attract a particular
tax base to their respective territories.

Tax smoothing The idea that tax rates should be kept
stable in order to minimise the distortionary effects of
taxation, while leaving it for the automatic stabilisers to
smooth the economic cycle. See also cyclical component
of fiscal policy.
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6. Useful Internet links

European Commission

European Commission

Directorate-Genera for Economic and Financial Affairs

Economic and Finance Ministries

Belgium

Denmark
Germany
Spain

France

Ireland

Italy
Luxembourg
Netherlands
Austria
Portugal
Finland

Sweden

United Kingdom

Japan

United States
of America

http://treasury.fgov.be/interthes

http://www.fm.dk
http://www.bundesfinanzministerium.de
http://www.meh.es

http://www.finances.gouv.fr

http://www.irlgov.ie/finance
http://www.finanze.it
http://www.etat.Iu/Fl
http://ww.minfin.nl
http://www.bmf.gv.at
http://www.min-financas.pt
http://www.vn.fi/lvm
http://finans.regeringen.se

http://www.hm-treasury.gov.uk

http://ww.mof.go.jp

http://www.ustreas.gov

http://europa.eu.int/comm

http://europa.eu.int/comm/dgs/economy_finance

Trésorerie — Ministére des Finances Belge
Thesaurie — Belgisch Ministerie van Financen

Ministry of Finance
Bundesministerium der Finanzen
Ministerio de Economiay Hacienda

Ministére de I’ Economie, des Finances et
de I'Industrie — République Francaise

Department of Finance
Ministero delle Finanze
Ministére des Finances
Ministerie van Financien
Bundesministerium fur Finanzen
Ministério das Finangas
Ministry of Finance
Finansdepartementet

Her Majesty’s Treasury

Ministry of Finance

Department of the Treasury
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Central banks

European Union

Belgium

Denmark
Germany
Greece
Spain
France
Ireland

[taly
Luxembourg
Netherlands
Austria
Portugal
Finland
Sweden
United Kingdom

Japan

United States
of America

http://www.ech.int

http://www.nbb.be

http://www.national banken.dk
http://www.bundesbank.de
http://mww.bankofgreece.gr
http://www.bde.es
http://www.banque-france.fr
http://www.centralbank.ie
http://www.bancaditalia.it
http://www.bcl.lu
http://www.dnb.nl
http://www.oenb.co.at
http://www.bportugal .pt
http://www.bof fi

http://www.riksbank.com

http://www.bankofengland.co.uk

http://www.boj.or.jp

http://www.bog.frb.fed.us
http://www.ny.frb.org

Statistical offices

European Union

Belgium

Denmark
Germany
Greece
Spain

France
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http://europa.eu.int/comm/eurostat

http://statbel .fgov.be

http://www.dst.dk
http://www.statistik-bund.de
http://www.statistics.gr
http://www.ine.es

http://www.insee.fr

European Central Bank

Banque Nationale de Belgique
/Nationale Bank van Belgié

Danmarks National bank
Deutsche Bundesbank

Bank of Greece

Banco de Espafia

Banque de France

Central Bank of Ireland
Bancad'ltalia

Banque centrale du Luxembourg
De Nederlandsche Bank
Osterreichische National bank
Banco de Portugal

Suomen Pankki

Sveriges Riksbank

Bank of England

Bank of Japan

Board of Governors of the Federal Reserve System
Federal Reserve Bank of New Y ork

Eurostat

Institut national de Statistique/
Nationaal Instituut voor de Statistiek

Danmarks Statistik

Statistisches Bundesamt Deutschland
National Statistical Service of Greece
Ingtituto Nacional de Estadistica

Institut National de la Statistique et
des Etudes Economiques



Ireland http://www.cso.ie

Italy http://petra.istat.it

L uxembourg http://statec.gouvernement.lu
Netherlands http://www.cbs.nl

Austria http://www.oestat.gv.at
Portugal http://www.ine.pt

Finland http://www.stat.fi

Sweden http://www.sch.se

United Kingdom  http://www.ons.gov.uk

Japan http://www.stat.go.jp

International organisations

Bank for International Settlements
ERBD

IMF

OECD

United Nations

World Bank

World Trade Organisation
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Central Statistics Office
Istituto nazionale di statistica

Service Central de la Statistique et
des Etudes Economiques

Centraal Bureau voor de Statistiek
Osterreichisches Statistisches Zentralamt
Instituto Nacional de Estatistica
Tilastokeskus/Statistics Finland
Statistiska Central byran/Statistics Sweden
Office for National Statistics

Statistics Bureau / Statistics Center

http://www.bis.org
http://www.ebrd.com
http://www.imf.org
http://www.oecd.org
http://www.un.org
http://www.worldbank.org

http://www.wto.org

163






Statistical annex







Contents

TableA.L: Resources and expenditure of general government, by country 168
TableA.2: Contributions to the change in the general government gross debt ratio, by country 202

TableA.3: Cyclical adjustment of general government receipts, expenditures and

budget balances, by country 220
TableA.4: Government finance in the Member States, 19802001 238
1. Current tax burden 238
2. Socid contributions received 240
3. Current taxes on income and wealth (direct taxes) 242
4.  Taxeslinked to imports and production (indirect taxes) 244
5. Other current resources 246
6. Tota current resources 248
7. Interest payments 250
8.  Final consumption expenditure 252
9.  Compensation of employees 254
10.  Tota current uses 256
11.  Gross saving 258
12.  Gross fixed capital formation 260
13.  Total uses 262
14. Net lending (+) or net borrowing (-) 264
15.  Net lending (+) or net borrowing (=) excluding interest 266
16.  General government consolidated gross debt 268
17.  Cyclically adjusted total resources 270
18.  Cyclically adjusted total uses 272
19.  Cyclically adjusted net lending (+) or net borrowing (-) 274
TableA.5: Gross domestic product, trend GDP and output gap 276
1.  Gross domestic product at current market prices 276
2. Gross domestic product at constant market prices 276
3. Trend GDP at constant market prices 278
4.  Gap between actual and trend GDP at constant market prices 278

167




Table A1.1

Resour ces and expenditure of general government, Belgium

(% of GDP)
Former definitions
1980 1985 1989 1990 1991 1992
1. Taxes on production and imports 12.3 121 12.0 12.2 121 121
2. Current taxes on income and wealth 18.1 19.3 16.4 16.7 16.3 16.2
3. Social contributions 15.0 17.2 16.6 16.8 17.4 17.7
4.  Of which actual social contributions : : : : : :
5. Other current resourses 2.6 2.3 1.7 1.8 1.9 1.8
6. Total current resources 47.9 50.9 46.8 47.4 47.7 47.7
7. Government consumption expenditure 17.4 16.8 14.2 13.9 14.3 14.1
8. Of which compensation of employees 13.5 13.1 11.3 11.2 11.5 11.5
9. Collective consumption
10. Social benefits in kind : : : : : :
11. Social transfers other than in kind 23.8 251 231 231 24.0 24.3
12. Interest payments 5.9 10.4 10.1 10.4 10.0 10.6
13.  Subsidies 3.7 3.7 2.5 2.8 29 2.6
14. Other current expenditure : : : : : :
15. Total current expenditure 51.7 56.8 51.0 51.1 52.1 52.7
16.  Gross savings -37 -58 -4.3 -3.6 -44 -5.0
17. Capital transfers received
18. Total resources 47.9 50.9 46.8 47.4 47.7 47.7
19. Gross fixed capital formation 4.4 2.6 14 1.3 1.3 14
20. Other capital expenditure : : : : : :
21. Total expenditure 56.6 60.0 52.8 52.8 53.9 54.6
22. Tax burden 46.5 49.8 46.1 46.8 46.8 47.0
23. Net lending (+) or net borrowing (-) -8.6 -9.0 -6.1 -54 -6.2 -6.9

(1) Thetableis based on ESA95 definitions which do not necessarily correspond to the former definitions:
the totals are obtained in ESA95 as follows:
Line6=linel+line2+line3 +line5.
Line7 =1line 9 + line 10.
Line 15 = total of lines9to 14.
Line 16 = line 6 —line 15.
Line18 =1ine6 + line 17.
Line 21 =1line 15 + line 19 + line 20.
Line 23 =1ine 18 —line 21.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions (1)

1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
12.4 12.7 12.2 12.2 12.8 12.9 12.9 12.9 13.0 12.9
16.3 17.5 17.9 16.7 16.7 17.2 17.6 17.5 17.5 17.3
18.2 17.7 17.4 16.8 16.8 16.8 16.6 16.5 15.9 15.6
: : : 14.8 14.7 14.7 14.5 14.5 13.9 13.6
1.8 15 15 3.0 3.1 2.7 2.7 2.7 2.7 2.7
48.6 49.4 49.0 48.8 49.5 49.6 49.8 49.6 49.0 48.4
14.6 14.6 14.5 215 21.8 21.2 21.1 21.0 20.8 20.5
12.0 12.1 12.1 12.0 12.0 11.9 11.7 11.7 11.5 11.4
7.4 7.3 7.2 7.1 7.1 7.0 6.9

: : : 14.1 14.5 14.1 13.9 13.9 13.8 13.6
24.7 24.3 24.3 16.6 16.7 16.3 16.0 15.9 15.7 15.5
10.7 10.0 8.8 9.1 8.7 7.9 7.7 7.2 6.9 6.6
2.6 2.4 2.4 15 1.6 15 15 15 15 15

: : : 2.0 21 2.2 2.2 2.2 2.2 22
53.7 52.4 51.0 50.7 51.0 49.1 48.4 48.0 47.0 46.3
-51 -3.0 -20 -1.9 -15 0.4 1.4 1.7 2.0 21
0.4 0.5 0.6 0.5 0.5 0.5 0.5

48.6 49.4 49.0 49.3 49.9 50.2 50.2 50.1 49.5 48.9
1.6 1.6 14 1.8 1.6 1.6 1.6 17 1.7 1.7

: : : 1.0 1.1 14 1.3 1.3 1.2 1.2
55.7 54.2 52.9 53.4 53.6 52.2 51.3 51.0 50.0 49.2
47.9 49.0 48.6 46.9 47.4 47.9 48.1 47.9 47.3 46.7
-7.2 -438 -39 -42 -37 -20 -1.0 -0.9 -05 -0.2
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Table A.1.2

Resour ces and expenditur e of general government, Denmark

(% of GDP)
Former definitions
1980 1985 1989 1990 1991 1992
1. Taxes on production and imports 18.2 17.9 17.7 17.0 16.7 16.6
2. Current taxes on income and wealth 25.3 28.0 30.0 28.3 28.5 29.0
3. Social contributions 16 2.6 2.2 2.3 2.3 2.4
4.  Of which actual social contributions : : : : : :
5. Other current resourses 6.1 7.2 7.5 7.5 7.2 8.0
6. Total current resources 51.3 55.7 57.3 55.1 54.7 56.0
7. Government consumption expenditure 27.2 25.8 25.9 25.6 25.7 25.8
8. Of which compensation of employees 18.2 17.5 18.0 17.7 17.7 17.8
9. Collective consumption
10. Social benefits in kind : : : : : :
11. Social transfers other than in kind 16.4 16.1 18.0 18.0 18.7 19.2
12. Interest payments 3.8 9.4 7.2 7.3 7.3 6.6
13.  Subsidies 3.0 2.9 3.3 3.3 3.2 3.8
14. Other current expenditure : : : : : :
15. Total current expenditure 50.5 54.8 55.4 54.9 55.7 56.3
16.  Gross savings 0.7 0.9 1.9 0.2 -1.0 -04
17. Capital transfers received
18. Total resources 51.3 55.7 57.3 55.1 54.7 56.0
19. Gross fixed capital formation 3.4 2.2 17 1.6 15 19
20. Other capital expenditure : : : : : :
21. Total expenditure 53.7 56.8 57.0 56.1 57.1 58.2
22. Tax burden 44.8 48.3 49.5 47.3 47.2 47.7
23. Net lending (+) or net borrowing (-) -32 -20 0.3 -10 -24 -22

(1) Thetableis based on ESA95 definitions which do not necessarily correspond to the former definitions:
the totals are obtained in ESA95 as follows:
Line6=linel+line2+line3 +line5.
Line7 =1line 9 + line 10.
Line 15 = total of lines9to 14.
Line 16 = line 6 —line 15.
Line18 =1ine6 + line 17.
Line 21 =1line 15 + line 19 + line 20.
Line 23 =1ine 18 —line 21.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions (1)

1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
16.9 17.3 17.2 16.9 17.3 17.5 18.1 17.8 17.3 17.1
30.1 30.6 30.3 30.4 30.6 30.4 29.6 30.3 29.7 29.4
25 2.8 2.6 2.6 2.6 2.6 2.6 3.3 35 35

: : : 16 16 16 16 23 24 25
8.4 75 6.8 6.8 7.1 6.7 6.6 6.0 5.8 5.4
57.9 58.1 56.9 56.8 57.6 57.2 56.8 57.4 56.3 55.5
26.8 25.9 25.7 25.8 25.8 25.5 25.7 25.8 25.6 25.6
18.1 17.5 17.3 17.3 17.3 17.2 17.3 17.4 17.4 17.4
8.4 8.3 8.2 8.1 8.2 8.1 8.1

: : : 17.4 17.4 17.4 17.6 17.6 17.5 17.5
20.3 21.7 20.8 20.4 19.8 18.9 18.1 17.8 17.4 17.2
7.3 6.7 6.4 6.4 6.1 5.7 5.3 4.7 4.4 3.9
3.9 3.7 3.6 25 2.6 25 2.3 2.4 2.3 2.3

: : : 2.2 24 2.4 25 25 25 25
58.9 58.8 57.4 57.3 56.7 55.0 53.9 53.0 52.2 51.5
-1.0 -0.7 -05 -05 0.9 2.3 2.8 4.4 4.0 4.1
0.5 0.4 0.5 0.5 0.5 0.5 0.4

57.9 58.1 56.9 57.3 58.0 57.7 57.3 57.9 56.7 56.0
1.8 1.8 1.8 1.8 2.0 1.9 1.7 15 1.6 1.6

: : : 0.5 0.3 0.4 0.4 0.4 0.4 0.4
60.7 60.7 59.2 59.6 59.0 57.2 56.1 54.9 54.3 53.5
49.3 50.4 49.9 49.9 50.5 50.6 50.1 51.3 50.4 50.0
-28 -26 -22 -23 -1.0 0.5 1.2 3.0 2.4 25
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Table A1.3

Resour ces and expenditur e of general government, Germany (%)

(% of GDP)
Former definitions
1980 1985 1989 1990 1991 1992
1. Taxes on production and imports 13.1 12.6 125 125 12.2 12.4
2. Current taxes on income and wealth 12.8 12.6 12.7 11.2 11.3 11.6
3. Social contributions 16.9 17.6 17.2 16.9 175 17.8
4.  Of which actual social contributions : : : : : :
5. Other current resourses 2.3 3.2 2.7 2.7 2.6 3.1
6. Total current resources 45.1 46.0 45.1 43.3 43.5 44.9
7. Government consumption expenditure 20.2 20.1 18.8 18.3 18.9 19.5
8. Of which compensation of employees 11.0 10.6 10.0 9.7 10.1 10.4
9. Collective consumption
10. Social benefits in kind : : : : : :
11. Social transfers other than in kind 17.2 16.8 16.4 15.8 16.6 17.3
12. Interest payments 1.9 3.0 2.7 2.6 2.6 3.2
13.  Subsidies 2.3 2.3 2.3 2.2 2.4 2.1
14. Other current expenditure : : : : : :
15. Total current expenditure 42.7 43.4 41.6 42.0 42.3 43.4
16.  Gross savings 2.4 2.6 3.6 1.3 1.2 14
17. Capital transfers received
18. Total resources 45.1 46.0 45.1 43.3 43.5 44.9
19. Gross fixed capital formation 3.6 2.4 2.4 2.3 2.6 2.8
20. Other capital expenditure : : : : : :
21. Total expenditure 48.0 47.2 45.0 45.3 46.8 47.6
22. Tax burden 42.8 42.8 42.4 40.5 40.4 41.1
23. Net lending (+) or net borrowing (-) -29 -12 0.1 -21 -32 -28

(1) From 1991 including former East Germany.
(® Thetableis based on ESA95 definitions which do not necessarily correspond to the former definitions:
the totals are obtained in ESA95 as follows:
Line6=1linel+line2+line3 +lineb5.
Line7 =1line 9 + line 10.
Line 15 = total of lines9to 14.
Line 16 = line 6 —line 15.
Line18=1ine6 + line 17.
Line 21 =1line 15 + line 19 + line 20.
Line23=1ine 18 —line 21.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions (2)

1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
12.7 13.1 12.7 11.4 11.4 11.4 11.6 12.2 12.3 12.6
11.2 10.8 11.1 11.2 11.5 11.2 11.5 12.0 12.0 10.9
18.4 18.9 19.1 18.8 19.4 19.6 19.2 18.9 18.5 18.0
: : : 17.7 18.3 18.5 18.1 17.9 17.4 17.0
3.0 3.0 2.7 3.6 35 3.3 3.3 3.2 3.0 2.9
453 45.9 45.6 45.0 45.7 455 45.6 46.3 45.8 44.3
19.6 19.4 19.5 19.8 20.0 19.5 19.0 19.0 18.7 18.3
10.6 10.3 10.2 9.0 8.9 8.7 8.4 8.4 8.1 7.9
8.4 8.4 8.1 7.9 7.8 7.7 7.5

: : : 11.4 11.6 11.4 11.2 11.2 11.0 10.8
18.4 18.6 19.0 18.1 19.2 19.2 18.8 18.9 18.8 18.3
3.2 3.3 3.7 3.7 3.7 3.7 3.6 35 35 3.4
2.1 2.1 21 21 2.0 1.8 1.8 1.8 1.7 1.7

: : : 1.2 1.3 1.3 1.4 15 1.6 1.6
44.8 44.9 45.6 44.9 46.2 455 44.6 44.7 44.3 433
0.5 1.0 0.0 0.1 -05 0.0 1.0 15 15 11
0.5 0.4 0.4 0.4 0.5 0.4 0.4

45.3 45.9 45.6 455 46.2 45.9 46.0 46.7 46.3 44.7
2.7 25 2.3 2.3 21 1.9 1.8 18 1.7 1.7

: : : 8.1 1.2 1.2 1.3 1.3 1.2 1.2
48.8 48.4 49.0 48.8 49.6 48.6 47.7 47.8 47.2 46.1
417 42.1 42.1 41.9 427 43.0 42.9 43.9 43.6 422
-35 -26 -34 -33 -34 -26 -17 -11 -1.0 -14
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TableAl4

Resour ces and expenditur e of general government, Greece

(% of GDP)
Former definitions
1980 1985 1989 1990 1991 1992
1. Taxes on production and imports 10.4 125 12.2 13.9 14.6 15.3
2. Current taxes on income and wealth 4.5 4.6 4.5 5.4 5.5 5.4
3. Social contributions 9.3 11.6 11.2 115 111 11.0
4.  Of which actual social contributions : : : : : :
5. Other current resourses 1.9 1.7 1.6 1.7 2.2 25
6. Total current resources 26.2 30.3 29.6 325 334 34.2
7. Government consumption expenditure 134 16.1 15.0 15.1 14.2 13.7
8. Of which compensation of employees 9.3 114 12.1 12.5 11.5 10.9
9. Collective consumption
10. Social benefits in kind : : : : : :
11. Social transfers other than in kind 9.3 14.1 15.1 15.0 14.9 14.8
12. Interest payments 2.0 4.9 7.5 10.0 9.3 11.5
13.  Subsidies 2.2 5.2 4.1 4.0 35 3.6
14. Other current expenditure : : : : : :
15. Total current expenditure 26.2 37.7 39.8 41.9 39.8 41.2
16.  Gross savings -0.1 -74 -10.1 -94 -6.4 -7.0
17. Capital transfers received
18. Total resources 26.2 30.3 29.6 325 334 34.2
19. Gross fixed capital formation 2.1 3.6 2.9 2.8 3.1 35
20. Other capital expenditure : : : : : :
21. Total expenditure 28.8 419 439 48.4 44.7 46.8
22. Tax burden 24.4 28.8 28.2 31.0 31.4 31.9
23. Net lending (+) or net borrowing (-) -26 -11.6 -14.2 -15.9 -11.4 -12.6

(1) Thetableis based on ESA95 definitions which do not necessarily correspond to the former definitions:
the totals are obtained in ESA95 as follows:
Line6=linel+line2+line3 +line5.
Line7 =1line 9 + line 10.
Line 15 = total of lines9to 14.
Line 16 = line 6 —line 15.
Line18 =1ine6 + line 17.
Line 21 =1line 15 + line 19 + line 20.
Line 23 =1ine 18 —line 21.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions (1)

1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
14.7 14.3 14.2 135 14.0 14.2 14.3 14.6 14.8 14.8
5.7 6.8 7.2 7.4 7.1 7.9 9.6 9.2 8.7 8.5
11.9 121 12.4 12.6 12.9 13.1 13.2 13.7 13.8 13.8
: : : 10.5 10.8 11.0 111 11.6 11.8 11.9
3.1 3.8 4.2 2.9 2.9 3.6 2.9 4.1 4.1 4.1
35.4 36.9 38.0 36.4 36.9 38.9 40.1 41.6 41.4 41.1
14.3 13.8 15.3 15.3 14.5 15.1 15.4 14.9 14.6 145
10.9 10.6 11.3 11.3 10.7 11.6 11.7 115 11.5 11.4
9.4 8.5 8.8 9.1 8.8 8.5 8.4
: : : 5.9 6.0 6.3 6.2 6.1 6.1 6.1
15.1 15.2 15.5 15.1 15.4 15.6 15.6 15.7 15.7 15.7
12.6 13.9 12.7 11.1 10.5 8.3 7.8 7.4 7.2 6.6
3.9 3.6 3.3 0.4 0.5 0.2 0.1 0.2 0.2 0.2
: : : 1.3 1.2 1.1 1.3 1.3 1.3 1.3
43.4 44.0 45.1 43.3 422 40.2 40.1 39.5 39.1 38.2
-79 -7.1 -7.1 -6.8 -52 -13 0.0 2.0 2.3 3.0

0.0 0.0 0.0 0.0 0.0
35.4 36.9 38.0 36.4 36.9 38.9 40.1 41.6 41.4 41.1
3.3 3.1 3.3 3.2 3.2 35 3.7 4.2 4.3 4.3
: : : 0.1 -0.7 -03 -0.6 -0.6 -0.6 -0.7
49.0 46.8 48.5 46.6 44.7 435 43.2 43.2 42.8 41.8
32.6 33.4 34.0 34.4 34.8 35.9 38.2 38.5 38.3 38.1
-13.6 -9.9 -10.5 -10.2 -78 -46 -31 -16 -13 -06

175




Table A15

Resour ces and expenditur e of general government, Spain

(% of GDP)
Former definitions
1980 1985 1989 1990 1991 1992
1. Taxes on production and imports 6.3 9.1 10.4 10.2 10.3 10.8
2. Current taxes on income and wealth 6.7 8.1 115 115 11.5 11.9
3. Social contributions 12.8 12.6 125 12.8 131 14.0
4.  Of which actual social contributions : : : : : :
5. Other current resourses 3.9 4.1 3.3 3.6 4.1 4.0
6. Total current resources 29.7 34.0 37.8 38.2 38.9 40.7
7. Government consumption expenditure 12.9 14.1 14.5 14.9 15.5 16.4
8. Of which compensation of employees 9.4 10.1 10.2 10.6 11.0 11.7
9. Collective consumption
10. Social benefits in kind : : : : : :
11. Social transfers other than in kind 11.8 13.7 13.3 13.8 14.6 15.4
12. Interest payments 0.4 1.9 3.9 3.9 3.7 4.2
13.  Subsidies 1.9 2.3 2.4 2.4 25 25
14. Other current expenditure : : : : : :
15. Total current expenditure 27.8 33.7 35.6 36.5 37.7 40.0
16.  Gross savings 0.5 0.3 2.2 1.7 1.2 0.7
17. Capital transfers received
18. Total resources 29.7 34.0 37.8 38.2 38.9 40.7
19. Gross fixed capital formation 18 35 4.2 4.8 4.7 4.0
20. Other capital expenditure : : : : : :
21. Total expenditure 31.7 40.1 41.3 42.3 43.2 44.6
22. Tax burden 26.2 30.3 35.1 35.1 35.5 37.3
23. Net lending (+) or net borrowing (-) -25 -6.1 -35 -4.1 -4.3 -4.0

(1) Thetableis based on ESA95 definitions which do not necessarily correspond to the former definitions:
the totals are obtained in ESA95 as follows:
Line6=linel+line2+line3 +line5.
Line7 =1line 9 + line 10.
Line 15 = total of lines9to 14.
Line 16 = line 6 —line 15.
Line18 =1ine6 + line 17.
Line 21 =1line 15 + line 19 + line 20.
Line 23 =1ine 18 —line 21.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions (1)

1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
10.1 10.6 10.3 10.2 10.2 10.5 11.1 11.7 11.9 12.0
11.4 11.0 11.0 10.1 10.3 10.5 10.3 10.3 10.3 10.4
14.3 14.0 13.1 13.0 13.2 13.2 13.2 13.2 13.1 13.0
: : : 12.0 12.2 123 123 123 122 12.2
5.0 4.2 3.6 3.8 4.2 4.0 3.7 3.6 35 3.4
40.8 39.7 38.0 37.0 37.9 38.2 38.3 38.8 38.8 38.8
16.8 16.2 16.0 18.1 18.0 17.6 17.4 17.1 16.8 16.6
11.8 11.3 11.2 11.3 11.3 10.9 10.7 10.5 10.3 10.2
8.0 7.8 7.7 7.6 7.5 7.7 7.8

: : : 10.1 10.2 9.9 9.8 9.6 9.1 8.8
16.2 15.8 15.1 13.9 13.8 13.4 13.0 12.6 125 12.4
5.0 4.7 5.3 5.2 5.4 4.8 4.4 3.7 35 3.4
3.1 2.9 3.0 11 1.0 0.9 1.2 1.2 1.2 1.2

: : : 0.9 1.0 1.1 1.2 1.3 1.3 1.4
425 41.2 40.3 39.2 39.1 37.8 37.1 35.8 35.4 35.0
-16 -15 -23 -21 -1.2 0.4 1.2 3.0 3.4 3.8
1.4 1.4 1.3 1.3 1.3 1.3 1.2

40.8 39.7 38.0 38.4 39.3 39.6 39.6 40.0 40.0 40.0
4.1 3.9 3.7 3.7 3.1 3.1 3.2 3.3 3.4 35

: : : 25 2.0 1.9 1.9 2.1 2.0 2.0
47.6 45.8 45.0 45.4 44.3 42.7 42.2 41.1 40.7 40.5
36.4 36.0 35.0 34.0 34.4 34.9 35.2 35.8 35.9 36.0
-6.7 -6.1 -7.0 -6.9 -5.0 -32 -26 -11 -0.7 -04
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Table A1.6

Resour ces and expenditure of general government, France

(% of GDP)
Former definitions
1980 1985 1989 1990 1991 1992
1. Taxes on production and imports 14.6 155 14.9 14.9 145 143
2. Current taxes on income and wealth 8.0 8.9 8.8 8.7 9.2 8.8
3. Social contributions 18.8 20.7 20.5 20.6 20.7 20.9
4.  Of which actual social contributions : : : : : :
5. Other current resourses 3.2 3.8 3.6 4.0 3.9 4.1
6. Total current resources 44.7 48.8 47.9 48.2 48.2 48.0
7. Government consumption expenditure 17.4 18.9 17.7 17.7 17.9 18.5
8. Of which compensation of employees 13.2 14.3 13.1 13.0 13.1 134
9. Collective consumption
10. Social benefits in kind : : : : : :
11. Social transfers other than in kind 18.3 215 20.7 20.9 21.4 22.0
12. Interest payments 14 2.8 2.7 2.9 2.9 3.2
13.  Subsidies 2.4 3.0 2.2 2.1 2.2 2.2
14. Other current expenditure : : : : : :
15. Total current expenditure 41.1 48.3 45.5 45.7 46.7 48.4
16.  Gross savings 3.6 0.5 2.4 2.4 14 -04
17. Capital transfers received
18. Total resources 44.7 48.8 47.9 48.2 48.2 48.0
19. Gross fixed capital formation 3.2 3.2 3.3 35 35 35
20. Other capital expenditure : : : : : :
21. Total expenditure 44.7 51.6 49.1 49.7 50.1 51.8
22. Tax burden 42.6 46.1 45.4 45.3 45.3 45.0
23. Net lending (+) or net borrowing (-) 0.0 -28 -12 -15 -20 -39

(1) Thetableis based on ESA95 definitions which do not necessarily correspond to the former definitions:
the totals are obtained in ESA95 as follows:
Line6=linel+line2+line3 +line5.
Line7 =1line 9 + line 10.
Line 15 = total of lines9to 14.
Line 16 = line 6 —line 15.
Line18 =1ine6 + line 17.
Line 21 =1line 15 + line 19 + line 20.
Line 23 =1ine 18 —line 21.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions (1)

1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
14.3 14.7 14.9 15.4 16.1 16.1 16.0 15.9 15.5 15.3
9.0 9.2 9.4 8.5 8.9 9.5 115 12.2 11.9 11.8
211 20.7 21.0 20.5 20.7 20.2 18.3 18.6 18.4 18.2
: : : 18.7 18.9 18.3 16.4 16.7 16.5 16.4
4.1 3.7 3.8 3.7 4.0 3.9 3.8 3.6 3.7 3.6
48.4 48.3 49.0 48.0 49.7 49.6 49.6 50.4 49.5 48.9
19.4 19.2 19.0 23.9 24.2 24.0 23.6 23.6 23.1 22.7
14.0 14.0 14.1 13.7 13.9 13.8 13.7 13.7 13.5 13.3
9.8 9.9 9.9 9.5 9.4 9.3 9.1

: : : 14.1 14.2 14.1 14.1 141 13.9 13.6
23.1 22.9 23.0 18.5 18.7 18.8 18.5 18.5 18.1 17.7
3.3 35 3.7 3.8 3.9 3.7 3.6 3.3 3.1 3.2
2.4 2.3 23 15 15 15 1.4 1.4 1.3 1.3

: : : 1.6 1.7 1.7 1.8 1.8 1.8 1.8
50.7 50.4 50.4 49.2 50.0 49.7 48.8 48.6 47.4 46.6
-2.2 -21 -14 -1.2 -03 -01 0.8 18 2.0 2.3
0.4 0.3 0.8 0.1 0.2 0.1 0.1

48.4 48.3 49.0 48.4 50.1 50.4 49.7 50.6 49.5 49.0
3.1 3.1 3.2 3.3 3.2 3.0 2.9 2.9 2.9 2.9

: : : 1.5 1.0 0.8 0.8 0.9 0.8 0.7
54.1 54.0 53.8 54.0 54.2 53.4 52.4 52.3 51.1 50.2
45.6 45.9 46.6 45.1 46.4 46.4 46.5 47.4 46.5 46.0
-56 -56 -438 -55 -42 -3.0 -27 -1.8 -15 -1.2
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Table A.1.7

Resour ces and expenditure of general government, Ireland

(% of GDP)
Former definitions
1980 1985 1989 1990 1991 1992
1. Taxes on production and imports 15.4 16.8 16.5 15.6 15.2 15.2
2. Current taxes on income and wealth 115 13.1 12.6 13.1 13.8 14.1
3. Social contributions 45 5.2 4.9 5.0 5.2 5.3
4.  Of which actual social contributions : : : : : :
5. Other current resourses 3.3 3.9 2.3 2.3 25 25
6. Total current resources 34.6 38.9 36.3 36.0 36.7 37.1
7. Government consumption expenditure 18.2 16.9 13.8 14.3 15.1 15.4
8. Of which compensation of employees 11.8 115 9.8 9.9 10.5 10.7
9. Collective consumption
10. Social benefits in kind : : : : : :
11. Social transfers other than in kind 11.6 15.2 13.6 13.4 14.1 14.7
12. Interest payments 6.0 9.4 7.4 7.5 7.3 6.7
13.  Subsidies 7.2 7.5 4.4 5.6 5.6 4.7
14. Other current expenditure : : : : : :
15. Total current expenditure 39.6 45.2 36.4 36.8 37.9 38.3
16.  Gross savings -4.9 -6.3 -0.1 -0.8 -12 -12
17. Capital transfers received
18. Total resources 34.6 38.9 36.3 36.0 36.7 371
19. Gross fixed capital formation 5.4 3.7 17 2.0 2.1 2.0
20. Other capital expenditure : : : : : :
21. Total expenditure 46.3 49.2 38.0 38.1 39.0 395
22. Tax burden 31.2 34.9 33.9 33.6 34.1 34.5
23. Net lending (+) or net borrowing (-) -11.6 -10.2 -17 -22 -23 -24

(1) Thetableis based on ESA95 definitions which do not necessarily correspond to the former definitions:
the totals are obtained in ESA95 as follows:
Line6=linel+line2+line3 +line5.
Line7 =1line 9 + line 10.
Line 15 = total of lines9to 14.
Line 16 = line 6 —line 15.
Line18 =1ine6 + line 17.
Line 21 =1line 15 + line 19 + line 20.
Line 23 =1ine 18 —line 21.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions (1)

1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
14.5 15.3 14.8 135 13.7 135 13.4 13.8 13.9 13.6
14.9 15.2 13.6 13.7 14.2 14.3 13.8 13.9 13.3 13.2
53 5.2 4.8 6.8 6.3 6.0 5.8 6.2 5.7 5.6

: : : 5.1 4.7 4.4 4.3 4.6 4.2 4.1
2.4 21 1.8 2.9 2.9 2.9 3.1 2.6 25 2.4
37.1 37.8 35.0 36.9 37.1 36.7 36.1 36.5 35.4 34.7
15.4 15.3 14.3 16.5 15.8 15.1 14.6 14.0 13.7 13.3
10.8 105 9.7 10.3 9.8 9.3 9.0 8.2 7.9 7.7
6.1 5.9 5.6 5.5 5.2 5.1 5.0

: : : 10.3 9.9 9.5 9.1 8.7 8.6 8.3
14.5 14.5 13.8 115 11.2 10.7 10.4 10.1 10.0 9.8
6.3 5.6 5.0 5.6 4.7 4.3 35 2.6 2.2 1.9
5.0 45 4.1 11 1.2 1.3 1.1 11 1.0 1.0

: : : 2.7 3.1 2.6 2.2 2.3 2.2 3.0
38.1 37.2 35.2 37.3 35.9 34.0 31.8 30.1 29.2 29.0
-1.0 0.6 -0.2 -04 1.2 2.8 4.3 6.4 6.2 5.7
1.8 1.7 1.7 1.6 1.8 1.8 1.7

37.1 37.8 35.0 38.8 38.8 38.4 37.7 38.4 37.1 36.4
2.2 2.3 24 2.3 2.3 25 2.7 3.1 3.1 3.2

: : : 1.6 1.2 1.1 1.1 3.2 3.2 1.4
39.4 39.4 37.1 41.2 39.5 37.6 35.5 36.4 35.4 33.6
34.6 35.6 33.1 35.2 35.2 34.6 33.8 34.5 33.4 32.9
-23 -16 -21 -25 -06 0.8 2.1 2.0 1.7 2.7
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Table A1.8

Resour ces and expenditur e of general government, Italy

(% of GDP)
Former definitions
1980 1985 1989 1990 1991 1992
1. Taxes on production and imports 9.3 9.5 111 11.3 11.8 11.8
2. Current taxes on income and wealth 9.6 13.0 14.3 14.3 14.4 14.6
3. Social contributions 12.9 135 14.0 143 14.6 14.9
4.  Of which actual social contributions : : : : : :
5. Other current resourses 2.4 2.9 2.8 2.9 3.0 3.3
6. Total current resources 34.2 38.9 42.1 42.8 43.8 44.5
7. Government consumption expenditure 14.9 16.6 16.7 17.4 17.4 17.5
8. Of which compensation of employees 111 11.8 11.9 12.6 12.6 12.5
9. Collective consumption
10. Social benefits in kind : : : : : :
11. Social transfers other than in kind 14.4 17.3 17.8 18.3 18.4 19.5
12. Interest payments 5.4 8.0 8.7 9.4 10.1 11.4
13.  Subsidies 35 34 29 25 2.6 2.3
14. Other current expenditure : : : : : :
15. Total current expenditure 38.7 45.9 47.2 48.5 49.5 51.6
16.  Gross savings -4.6 -6.9 -51 -57 -57 -71
17. Capital transfers received
18. Total resources 34.2 38.9 42.1 42.8 43.8 44.5
19. Gross fixed capital formation 3.2 3.7 3.3 3.3 3.2 3.0
20. Other capital expenditure : : : : : :
21. Total expenditure 42.8 515 51.9 53.8 53.8 54.0
22. Tax burden 318 36.1 39.2 40.0 40.9 415
23. Net lending (+) or net borrowing (-) -8.6 -125 -938 -11.0 -10.0 -95

(1) Thetableis based on ESA95 definitions which do not necessarily correspond to the former definitions:
the totals are obtained in ESA95 as follows:
Line6=linel+line2+line3 +line5.
Line7 =1line 9 + line 10.
Line 15 = total of lines9to 14.
Line 16 = line 6 —line 15.
Line18 =1ine6 + line 17.
Line 21 =1line 15 + line 19 + line 20.
Line 23 =1ine 18 —line 21.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions (1)

1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
12.7 12.3 12.4 12.1 11.8 125 15.4 15.3 15.3 15.2
16.0 14.8 14.5 14.7 15.3 16.1 14.4 15.1 14.6 14.6
15.4 14.8 14.6 14.8 15.0 15.4 12.9 12.7 12.6 12.5
: : : 13.0 14.6 15.0 125 12.4 12.3 121
3.6 3.6 3.7 3.1 3.2 3.3 3.2 3.2 3.2 3.2
47.7 455 45.3 447 45.4 47.2 45.9 46.4 45.7 45.4
175 17.0 15.9 17.9 18.1 18.2 18.0 18.1 17.8 17.6
12.4 11.9 11.3 11.2 11.5 11.6 10.7 10.7 10.5 10.3
7.6 7.6 7.6 7.6 7.7 7.6 7.5

: : : 10.3 10.4 10.6 10.4 10.4 10.2 10.1
19.7 19.7 19.1 16.7 16.9 17.3 17.0 17.4 17.2 17.0
12.0 10.9 11.3 11.5 11.5 9.4 8.1 6.8 6.4 6.0
2.7 2.4 1.9 15 15 1.2 1.3 1.3 1.3 1.2

: : : 1.0 1.2 1.2 1.2 1.2 1.2 1.2
53.1 51.0 49.1 485 49.1 47.3 45.6 44.9 43.9 43.0
-54 -54 -3.8 -3.8 -3.7 -0.2 0.3 15 1.9 2.4

0.8

47.7 455 45.3 455 45.8 48.2 46.6 46.9 46.3 46.0
2.6 2.3 2.2 21 2.2 2.2 2.4 2.6 2.6 25

: : : 25 1.6 1.3 14 1.4 1.3 1.3
57.1 54.6 52.9 53.1 52.9 50.9 49.4 48.8 47.8 46.8
44.2 42.1 41.9 42.2 42.8 44.2 43.2 43.7 43.0 42.8
-9.4 -9.1 -76 -76 -71 -27 -238 -1.9 -15 -08
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Table A.1.9

Resour ces and expenditur e of general government, L uxembourg

(% of GDP)
Former definitions
1980 1985 1989 1990 1991 1992
1. Taxes on production and imports 12.3 14.7 14.7 15.1 15.3 15.5
2. Current taxes on income and wealth 15.5 17.3 : : : :
3. Social contributions 13.2 12.2
4.  Of which actual social contributions : :
5.  Other current resourses 6.2 5.6
6. Total current resources 47.2 49.9
7. Government consumption expenditure 14.3 135 11.8 12.7 12.6 12.4
8. Of which compensation of employees 10.0 9.6 : : : :
9. Collective consumption
10. Social benefits in kind : :
11. Social transfers other than in kind 214 20.5 : : : :
12. Interest payments 11 1.0 : 0.4 0.4 0.3
13.  Subsidies 2.9 3.0 2.7 3.0 3.1 2.9
14. Other current expenditure : : : : : :
15. Total current expenditure 40.2 38.9
16.  Gross savings 7.0 11.0
17. Capital transfers received
18. Total resources 47.2 49.9
19. Gross fixed capital formation 6.4 3.9 : 45 4.7 5.1
20. Other capital expenditure : : : : : :
21. Total expenditure 47.7 43.7
22. Tax burden 39.7 42.7
23. Net lending (+) or net borrowing (-) -04 6.2 : 4.7 1.8 0.7

(1) Thetableis based on ESA95 definitions which do not necessarily correspond to the former definitions:
the totals are obtained in ESA95 as follows:
Line6=linel+line2+line3 +line5.
Line7 =1line 9 + line 10.
Line 15 = total of lines9to 14.
Line 16 = line 6 —line 15.
Line18 =1ine6 + line 17.
Line 21 =1line 15 + line 19 + line 20.
Line 23 =1ine 18 —line 21.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions (1)

1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
16.1 16.1 16.0 125 12.8 13.2 13.4 13.3 13.3 13.2
: : : 17.5 18.4 17.4 17.1 16.7 16.4 16.0
12.4 12.3 11.8 11.6 115 11.5 11.3
11.2 111 10.7 10.6 10.5 10.5 10.3
5.4 5.2 5.0 5.0 4.9 4.9 4.8
47.9 48.8 47.4 47.0 46.4 46.0 45.3
12.3 11.8 125 18.1 18.8 17.8 17.2 17.1 16.9 16.6

: 9.5 9.6 9.2 9.1 : : :
8.6 8.8 8.3 8.0 7.8 7.7 7.5
9.5 10.0 9.4 9.3 9.3 9.2 9.1
: : : 16.5 16.4 15.7 15.5 15.5 15.2 14.8
0.3 0.3 0.3 0.3 0.3 0.3 0.4 0.4 0.3 0.3
2.8 2.8 2.0 1.7 2.0 1.8 1.8 1.8 1.7 1.6
: : : 3.1 2.7 2.9 3.4 3.4 3.4 3.3
39.8 40.2 38.6 38.3 38.1 375 36.6
8.1 8.5 8.8 8.8 8.3 8.6 8.7
0.2 0.1 0.2 0.1 0.1 0.1 0.1
48.1 48.9 47.6 47.2 46.5 46.2 45.4
5.1 4.2 4.4 4.6 4.7 4.2 4.6 4.9 51 5.2
: : : 14 1.3 1.2 1.1 1.0 1.0 1.0
45.8 46.2 44.0 43.9 44.1 43.6 42.7
43.7 44.6 43.4 42.9 423 41.9 41.2
1.6 2.6 1.8 2.2 2.7 3.6 3.2 2.4 2.6 2.7
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Table A.1.10

Resour ces and expenditur e of general government, the Netherlands

(% of GDP)
Former definitions
1980 1985 1989 1990 1991 1992
1. Taxes on production and imports 11.6 11.6 12.0 11.8 11.9 12.2
2. Current taxes on income and wealth 15.1 12.2 13.4 14.9 16.2 15.3
3. Social contributions 17.4 19.6 18.1 16.3 17.3 17.8
4.  Of which actual social contributions : : : : : :
5. Other current resourses 6.3 8.7 4.7 4.9 5.2 4.8
6. Total current resources 50.4 52.2 48.1 47.9 50.6 50.1
7. Government consumption expenditure 16.7 15.1 14.3 14.0 13.9 14.1
8. Of which compensation of employees 12.3 10.6 9.5 9.3 9.2 9.4
9. Collective consumption
10. Social benefits in kind : : : : : :
11. Social transfers other than in kind 25.3 26.3 251 26.1 26.3 26.7
12. Interest payments 3.7 6.1 5.8 5.7 5.9 6.0
13.  Subsidies 29 34 33 29 3.1 3.1
14. Other current expenditure : : : : : :
15. Total current expenditure 49.1 514 49.1 49.5 50.3 51.0
16.  Gross savings 1.3 0.9 -10 -15 0.3 -0.9
17. Capital transfers received
18. Total resources 50.4 52.2 48.1 47.9 50.6 50.1
19. Gross fixed capital formation 3.2 2.2 19 19 2.1 2.0
20. Other capital expenditure : : : : : :
21. Total expenditure 54.4 55.7 52.7 52.8 53.4 53.8
22. Tax burden 43.6 43.1 43.0 42.7 45.0 44.8
23. Net lending (+) or net borrowing (-) -4.1 -35 -4.6 -4.9 -28 -38

(1) Thetableis based on ESA95 definitions which do not necessarily correspond to the former definitions:
the totals are obtained in ESA95 as follows:
Line6=linel+line2+line3 +line5.
Line7 =1line 9 + line 10.
Line 15 = total of lines9to 14.
Line 16 = line 6 —line 15.
Line18 =1ine6 + line 17.
Line 21 =1line 15 + line 19 + line 20.
Line 23 =1ine 18 —line 21.

Source: Commission services.

186




(% of GDP)

Former definitions ESA95 definitions (1)
1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
12.4 12.3 12.3 10.7 11.2 11.4 11.6 12.2 12.2 12.6
16.1 13.4 12.5 12.4 12.9 12.4 12.2 12.3 11.8 11.5
17.8 18.2 18.2 17.2 16.6 16.6 16.4 171 16.9 14.8
: : : 16.0 15.5 15.5 15.3 15.9 15.8 13.7
4.6 4.0 3.7 6.0 5.8 55 51 4.9 4.7 4.6
50.8 48.0 46.6 46.3 46.5 46.0 45.3 46.4 45.6 43.4
14.2 13.8 13.8 24.0 23.1 22.9 23.0 23.0 22.6 22.1
9.6 9.2 9.2 10.8 10.4 10.2 10.2 10.3 10.0 9.8
11.6 11.3 11.1 11.0 11.1 10.8 10.5
: : : 12,5 11.9 11.9 11.9 12.0 11.9 11.6
26.9 25.8 25.1 15.3 14.8 13.9 13.0 12.7 12.2 11.7
6.0 5.6 5.7 5.9 5.6 5.1 4.9 4.4 4.0 3.6
2.9 2.5 1.8 11 1.2 15 15 15 1.4 1.4
: : : 1.1 1.2 1.2 1.2 1.2 1.3 1.2
51.2 49.0 47.7 47.4 45.9 44.7 435 43.0 416 40.1
-0.3 -1.0 -11 -1.1 0.6 1.3 1.8 3.4 4.0 3.3
0.3 0.6 0.4 0.4 0.4 0.4 0.4
50.8 48.0 46.6 46.6 47.0 46.4 45.7 46.8 46.0 43.8
2.0 2.0 1.9 3.0 3.1 2.9 2.8 3.1 3.2 3.1
: : : 0.4 -0.1 0.0 0.2 0.2 0.2 0.2
53.9 51.6 50.4 50.8 48.9 47.6 46.5 46.2 45.0 43.4
45.8 435 425 415 41.7 415 41.2 42.4 41.8 39.7
-3.1 -36 -38 -42 -18 -1.2 -08 0.5 1.0 0.4
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Table A1.11

Resour ces and expenditure of general government, Austria

(% of GDP)
Former definitions
1980 1985 1989 1990 1991 1992
1. Taxes on production and imports 15.7 16.2 15.9 15.6 15.4 155
2. Current taxes on income and wealth 12.4 13.9 12.5 115 12.1 12.6
3. Social contributions 14.3 145 145 154 155 16.1
4.  Of which actual social contributions : : : : : :
5. Other current resourses 2.8 2.9 2.9 4.4 4.4 4.8
6. Total current resources 45.2 47.5 45.8 46.9 47.3 49.0
7. Government consumption expenditure 17.2 18.3 17.7 18.3 18.5 19.0
8. Of which compensation of employees 115 12.3 12.0 11.6 11.8 12.0
9. Collective consumption
10. Social benefits in kind : : : : : :
11. Social transfers other than in kind 18.3 19.7 19.5 19.4 19.6 19.8
12. Interest payments 2.4 3.4 3.9 4.0 4.1 4.2
13.  Subsidies 2.9 2.8 2.6 2.8 3.0 3.0
14. Other current expenditure : : : : : :
15. Total current expenditure 41.0 44.4 43.9 44.7 45.6 46.3
16.  Gross savings 4.2 3.1 1.9 2.2 1.8 2.7
17. Capital transfers received
18. Total resources 45.2 47.5 45.8 46.9 47.3 49.0
19. Gross fixed capital formation 43 3.6 3.3 3.1 3.2 3.2
20. Other capital expenditure : : : : : :
21. Total expenditure 46.8 49.9 48.6 49.3 50.3 51.0
22. Tax burden 42.4 44.6 42.9 42.4 42.9 44.2
23. Net lending (+) or net borrowing (-) -16 -24 -27 -24 -3.0 -19

(1) Thetableis based on ESA95 definitions which do not necessarily correspond to the former definitions:
the totals are obtained in ESA95 as follows:
Line6=linel+line2+line3 +line5.
Line7 =1line 9 + line 10.
Line 15 = total of lines9to 14.
Line 16 = line 6 —line 15.
Line18 =1ine6 + line 17.
Line 21 =1line 15 + line 19 + line 20.
Line 23 =1ine 18 —line 21.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions (1)

1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
15.7 15.6 15.5 14.2 14.5 14.9 15.0 15.1 15.4 15.5
12.8 11.3 11.9 12.0 13.1 13.5 13.7 13.5 12.7 12.3
16.7 17.1 17.3 17.4 17.4 17.3 17.2 171 16.9 16.7
: : : 15.2 15.3 15.2 15.1 15.1 15.0 14.7
4.5 4.4 45 6.2 55 3.9 3.3 3.2 3.4 3.1
49.7 48.5 49.1 49.8 50.5 49.6 49.2 49.0 48.5 47.6
19.8 19.9 19.8 20.4 20.2 19.8 19.8 19.9 19.6 19.1
12.4 12.4 12.3 12.6 12.3 11.4 11.3 11.3 11.1 10.7
7.7 7.7 7.5 75 7.5 7.4 7.1

: : : 12.7 12.6 12.3 12.3 12.4 12.2 12.0
21.4 21.6 21.6 19.5 19.4 18.8 18.4 18.3 18.4 18.4
4.2 4.0 4.3 4.4 4.2 3.9 3.8 3.6 35 3.4
3.1 2.5 2.9 2.9 2.6 2.6 2.7 2.6 2.6 25

: : : 2.8 3.0 2.8 2.9 2.8 2.7 2.7
48.9 48.4 49.5 50.0 49.5 47.9 47.6 47.3 46.7 46.1
0.8 0.0 -04 -0.2 0.9 1.7 1.6 1.7 1.7 15
0.1 0.1 0.2 0.1 0.1 0.1 0.1

49.7 48.5 49.1 49.9 50.6 49.8 49.3 49.0 48.5 47.6
3.2 3.3 2.8 2.9 2.8 1.9 1.9 18 1.6 1.6

: : : 2.1 2.0 1.9 2.3 2.0 1.9 1.9
53.9 53.3 54.1 54.9 54.4 51.7 51.8 51.1 50.3 49.6
45.2 44.0 44.6 44.8 45.8 46.8 46.9 46.6 46.0 45.4
-4.2 -49 -5.0 -51 -38 -19 -25 -2.0 -17 -20
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Table A.1.12

Resour ces and expenditure of general government, Portugal

(% of GDP)
Former definitions
1980 1985 1989 1990 1991 1992
1. Taxes on production and imports 12.4 13.9 13.2 13.2 131 13.9
2. Current taxes on income and wealth 5.7 7.9 8.0 8.0 8.9 10.0
3. Social contributions 8.1 8.8 9.7 10.2 10.7 11.2
4.  Of which actual social contributions : : : : : :
5. Other current resourses 2.1 2.7 2.7 2.9 3.1 3.6
6. Total current resources 28.4 334 33.6 34.4 35.8 38.7
7. Government consumption expenditure 13.6 14.3 14.8 15.3 16.9 17.0
8. Of which compensation of employees 10.4 10.4 11.6 12.0 13.0 14.0
9. Collective consumption
10. Social benefits in kind : : : : : :
11. Social transfers other than in kind 9.5 10.6 11.1 11.5 12.7 13.6
12. Interest payments 2.7 7.6 6.1 7.9 7.7 7.1
13.  Subsidies 6.1 6.9 1.4 1.5 1.3 1.2
14. Other current expenditure : : : : : :
15. Total current expenditure 319 395 32.6 35.8 38.3 37.9
16.  Gross savings -3.6 -6.1 1.0 -14 -25 0.8
17. Capital transfers received
18. Total resources 28.4 334 33.6 34.4 35.8 38.7
19. Gross fixed capital formation 4.2 3.3 3.2 3.2 3.3 3.7
20. Other capital expenditure : : : : : :
21. Total expenditure 36.9 43.7 35.9 39.4 41.7 41.6
22. Tax burden 25.6 29.3 318 32.4 33.7 36.1
23. Net lending (+) or net borrowing (-) -8.6 -10.3 -23 -5.0 -59 -29

(1) Thetableis based on ESA95 definitions which do not necessarily correspond to the former definitions:
the totals are obtained in ESA95 as follows:
Line6=linel+line2+line3 +line5.
Line7 =1line 9 + line 10.
Line 15 = total of lines9to 14.
Line 16 = line 6 —line 15.
Line18 =1ine6 + line 17.
Line 21 =1line 15 + line 19 + line 20.
Line 23 =1ine 18 —line 21.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions (1)

1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
13.1 135 13.7 14.4 14.6 14.5 14.9 15.4 16.0 16.3
9.1 8.9 9.1 9.3 10.0 10.2 10.0 10.7 10.8 11.0
11.9 11.6 11.7 10.1 10.5 10.5 10.8 12.3 12.6 12.7
: : : 10.0 10.5 10.5 10.8 11.4 11.6 11.7
3.2 2.6 2.8 4.8 4.9 45 4.6 4.5 4.5 4.4
37.2 36.6 37.4 38.6 39.9 39.8 40.4 42.9 43.8 44.3
17.6 17.3 17.4 18.9 19.2 19.4 19.7 20.3 20.6 20.8
14.3 13.8 13.8 13.8 13.9 14.1 14.3 15.1 14.9 14.7
8.1 7.4 7.6 7.7 8.0 8.1 8.1

: : : 10.7 11.8 11.8 12.0 12.4 12.5 12.6
15.2 14.9 15.2 11.7 11.9 13.2 13.3 13.3 13.7 13.9
6.1 6.1 6.2 6.3 5.4 4.3 3.6 3.4 3.3 3.3
1.3 1.2 11 1.9 15 1.2 1.4 1.0 0.9 0.9

: : : 15 1.9 0.5 1.3 2.8 2.8 2.8
39.3 39.4 39.7 40.1 39.9 38.7 39.3 40.8 41.3 417
-21 -28 -23 -08 0.0 11 11 21 25 2.6
1.9 21 24 2.6 2.9 2.9 2.9

37.2 36.6 37.4 40.6 42.0 42.2 43.0 45.9 46.8 47.2
4.0 35 3.7 3.8 4.2 4.4 4.4 4.6 4.6 4.7

: : : 1.6 1.7 1.7 14 2.4 2.4 24
43.2 42,5 43.0 45.4 45.8 44.8 45.1 47.8 48.3 48.7
35.0 35.2 35.5 34.1 35.1 35.2 35.7 38.4 39.4 39.9
-6.0 -59 -56 -42 -38 -26 -21 -2.0 -15 -15
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Table A.1.13

Resour ces and expenditur e of general government, Finland

(% of GDP)
Former definitions
1980 1985 1989 1990 1991 1992
1. Taxes on production and imports 13.1 141 15.2 14.9 15.0 14.7
2. Current taxes on income and wealth 14.2 16.5 16.5 17.7 17.6 16.9
3. Social contributions 10.9 11.4 11.4 12.9 13.6 14.6
4.  Of which actual social contributions : : : : : :
5. Other current resourses 3.8 5.1 5.5 5.9 6.8 7.6
6. Total current resources 42.0 47.0 48.7 514 53.1 53.7
7. Government consumption expenditure 17.6 19.8 194 20.8 23.8 24.3
8. Of which compensation of employees 12.0 13.9 13.6 14.4 16.8 17.3
9. Collective consumption
10. Social benefits in kind : : : : : :
11. Social transfers other than in kind 12.5 15.3 14.1 15.5 19.3 23.2
12. Interest payments 1.0 1.8 15 14 1.9 2.6
13.  Subsidies 3.2 3.1 2.8 2.8 34 35
14. Other current expenditure : : : : : :
15. Total current expenditure 34.6 40.5 39.3 42.2 50.5 55.8
16.  Gross savings 7.4 6.5 9.4 9.1 2.6 -21
17. Capital transfers received
18. Total resources 42.0 47.0 48.7 514 53.1 53.7
19. Gross fixed capital formation 3.8 3.6 3.1 3.7 3.8 35
20. Other capital expenditure : : : : : :
21. Total expenditure 38.6 44.2 425 46.1 54.5 59.5
22. Tax burden 38.3 42.3 43.9 45.8 46.6 46.5
23. Net lending (+) or net borrowing (-) 3.3 2.8 6.2 5.3 -15 -57

(1) Thetableis based on ESA95 definitions which do not necessarily correspond to the former definitions:
the totals are obtained in ESA95 as follows:
Line6=linel+line2+line3 +line5.
Line7 =1line 9 + line 10.
Line 15 = total of lines9to 14.
Line 16 = line 6 —line 15.
Line18 =1ine6 + line 17.
Line 21 =1line 15 + line 19 + line 20.
Line 23 =1ine 18 —line 21.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions (1)

1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
14.5 14.2 13.6 13.7 135 14.3 14.1 14.2 14.0 14.0
15.2 16.8 16.7 17.4 18.9 18.4 18.9 18.7 18.8 18.5
15.0 15.8 14.8 14.9 14.3 13.4 13.1 131 13.0 13.0
: : : 14.6 14.0 132 13.0 13.0 13.0 12.9
8.0 6.7 7.0 7.3 6.7 6.3 6.0 5.9 5.7 5.4
52.7 53.5 52.0 53.2 53.5 52.3 52.1 51.8 51.5 50.9
22.8 21.8 21.2 22.8 23.2 22.4 21.7 21.3 20.5 19.7
16.2 15.2 14.8 15.4 15.6 14.6 14.0 13.8 13.6 13.4
8.3 8.4 8.4 8.1 7.9 7.5 7.2

: : : 145 14.8 14.1 13.7 13.4 13.0 12.5
24.7 245 22.9 22.2 215 19.9 18.5 18.0 17.2 16.9
4.5 5.0 5.2 4.0 4.3 4.3 3.7 3.6 3.3 3.1
3.3 3.0 3.2 2.8 2.1 1.9 1.8 1.7 1.6 1.6

: : : 1.9 21 2.3 2.2 2.3 21 2.0
57.7 56.4 54.3 53.7 53.0 50.7 47.9 46.8 44.8 43.2
-5.0 -29 -22 -05 0.4 1.6 4.2 5.0 6.8 7.6
0.2 0.2 0.3 0.3 0.3 0.3 0.3

52.7 53.5 52.0 53.4 53.7 52.6 52.4 52.1 51.8 51.1
2.8 2.9 2.7 2.8 2.9 3.2 2.9 2.8 2.7 2.6

5 5 : 0.6 0.9 0.3 0.3 0.2 0.2 0.2
60.6 59.5 57.1 57.1 56.9 54.1 51.1 49.8 47.7 46.1
44.9 47.2 45.9 46.6 47.4 46.7 46.7 46.5 46.5 46.2
-7.9 -6.0 -5.0 -37 -32 -15 1.3 2.3 41 5.0
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Table A1.14

Resour ces and expenditur e of general government, Sweden

(% of GDP)
Former definitions
1980 1985 1989 1990 1991 1992
1. Taxes on production and imports 13.0 15.9 15.7 16.6 171 15.7
2. Current taxes on income and wealth 20.7 20.2 24.4 22.6 19.2 19.8
3. Social contributions 14.7 135 14.6 15.0 14.9 143
4.  Of which actual social contributions : : : : : :
5. Other current resourses 7.2 9.3 8.4 8.4 8.2 9.0
6. Total current resources 55.6 59.0 63.1 62.7 59.5 58.8
7. Government consumption expenditure 28.3 26.9 25.3 26.4 26.3 27.0
8. Of which compensation of employees 20.0 18.2 17.3 18.1 18.3 18.7
9. Collective consumption
10. Social benefits in kind : : : : : :
11. Social transfers other than in kind 17.4 18.1 19.2 19.2 20.6 22.7
12. Interest payments 3.9 8.1 5.2 4.8 5.0 5.2
13.  Subsidies 4.2 4.9 4.4 4.6 4.9 53
14. Other current expenditure : : : : : :
15. Total current expenditure 54.9 59.0 55.3 56.3 58.1 62.0
16.  Gross savings 0.7 -0.1 7.8 6.3 14 -33
17. Capital transfers received
18. Total resources 55.6 59.0 63.1 62.7 59.5 58.8
19. Gross fixed capital formation 4.1 3.0 2.4 2.3 2.2 2.6
20. Other capital expenditure : : : : : :
21. Total expenditure 59.5 62.7 57.9 58.6 60.6 66.3
22. Tax burden 48.4 49.6 54.7 54.2 51.3 49.8
23. Net lending (+) or net borrowing (-) -39 -37 5.2 4.0 -11 -75

(1) Thetableis based on ESA95 definitions which do not necessarily correspond to the former definitions:
the totals are obtained in ESA95 as follows:
Line6=linel+line2+line3 +line5.
Line7 =1line 9 + line 10.
Line 15 = total of lines9to 14.
Line 16 = line 6 —line 15.
Line18 =1ine6 + line 17.
Line 21 =1line 15 + line 19 + line 20.
Line 23 =1ine 18 —line 21.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions (1)
1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
15.1 14.3 13.8 13.7 14.3 14.8 15.5 17.0 14.8 14.6
20.1 20.3 20.8 20.2 21.6 21.8 22.6 22.4 21.3 20.7
13.9 13.8 14.2 15.3 16.3 16.1 16.1 151 16.6 16.7
: : : 135 14.6 14.5 14.5 13.4 15.1 15.2
9.2 8.5 8.1 7.3 6.9 6.2 6.2 5.7 5.6 55
58.2 57.0 56.9 56.5 59.1 58.9 60.4 60.2 58.3 57.5
27.1 26.1 24.8 26.3 27.1 26.7 26.7 27.0 26.8 26.5
18.5 17.6 16.7 17.3 17.8 17.5 16.9 16.8 16.5 16.3
24.4 24.1 225 22.4 21.2 20.7 20.4 20.0 19.2 18.6
6.0 6.6 6.8 7.1 7.1 6.9 6.2 55 4.7 4.1
5.7 5.1 4.9 3.9 34 2.9 25 2.1 1.7 1.9
: : : 0.9 0.9 0.9 11 11 1.2 11
65.1 63.6 61.4 60.8 59.8 58.1 56.9 55.7 53.6 52.2
-6.9 -6.6 -4.5 -43 -0.7 0.8 35 4.5 4.7 5.3
0.2 0.2 0.1 0.2 0.2 0.1 0.1
58.2 57.0 56.9 56.7 59.3 59.1 60.6 60.4 58.5 57.6
1.0 2.9 2.8 3.4 3.0 2.6 2.7 2.8 25 25
: : : 0.4 -02 0.4 -09 0.0 -0.1 -0.1
70.1 66.9 64.4 64.6 62.6 61.1 58.7 58.5 56.0 54.7
49.0 48.5 48.8 49.3 53.8 53.4 54.9 55.1 53.3 52.6
-11.9 -9.9 -75 -79 -34 -20 1.9 1.9 2.4 2.9
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Table A.1.15

Resour ces and expenditure of general government, United Kingdom

(% of GDP)
Former definitions
1980 1985 1989 1990 1991 1992
1. Taxes on production and imports 15.9 16.0 15.7 15.7 16.0 15.7
2. Current taxes on income and wealth 13.5 14.6 13.7 13.9 12.9 12.2
3. Social contributions 6.1 6.8 6.5 6.2 6.2 6.1
4.  Of which actual social contributions : : : : : :
5. Other current resourses 4.5 4.1 2.9 2.7 25 2.3
6. Total current resources 39.9 41.5 38.9 38.5 37.6 36.3
7. Government consumption expenditure 21.8 21.2 19.9 20.4 21.3 21.8
8. Of which compensation of employees 12.8 12.2 115 115 11.8 11.9
9. Collective consumption
10. Social benefits in kind : : : : : :
11. Social transfers other than in kind 10.7 12.8 10.6 10.6 11.9 13.2
12. Interest payments 4.7 5.0 3.7 3.1 2.7 2.7
13.  Subsidies 25 2.0 1.1 1.1 1.0 1.1
14. Other current expenditure : : : : : :
15. Total current expenditure 40.4 42.0 36.1 36.0 371 39.6
16.  Gross savings -05 -05 2.7 2.4 0.5 -33
17. Capital transfers received
18. Total resources 39.9 41.5 38.9 38.5 37.6 36.3
19. Gross fixed capital formation 25 2.1 1.8 2.3 2.1 2.0
20. Other capital expenditure : : : : : :
21. Total expenditure 43.4 44.4 379 39.4 39.9 42.4
22. Tax burden 33.6 35.4 33.8 335 33.3 32.2
23. Net lending (+) or net borrowing (-) -34 -29 1.0 -0.9 -23 -6.1

(1) Thetableis based on ESA95 definitions which do not necessarily correspond to the former definitions:
the totals are obtained in ESA95 as follows:
Line6=linel+line2+line3 +line5.
Line7 =1line 9 + line 10.
Line 15 = total of lines9to 14.
Line 16 = line 6 —line 15.
Line18 =1ine6 + line 17.
Line 21 =1line 15 + line 19 + line 20.
Line 23 =1ine 18 —line 21.

Source: Commission services.

196




(% of GDP)

Former definitions ESA95 definitions (1)

1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
15.4 15.5 15.8 13.2 13.3 13.6 13.6 13.8 13.7 13.9
11.5 11.9 12.7 15.0 14.9 15.1 16.4 16.4 16.2 15.9
6.2 6.2 6.2 7.6 7.5 7.5 7.7 7.6 7.5 7.5

: : : 6.8 6.8 6.9 7.0 6.9 6.9 6.9
2.3 2.2 2.2 2.8 2.9 2.6 2.6 2.2 2.2 21
35.3 35.9 37.0 38.6 38.6 38.9 40.2 40.1 39.7 39.4
21.7 21.4 21.1 19.7 19.4 18.4 18.2 18.2 18.1 18.2
10.7 9.1 8.5 8.8 8.3 7.9 7.8 7.8 7.8 7.8
8.2 8.1 7.5 75 7.5 7.4 7.5

: : : 115 11.3 10.9 10.7 10.7 10.7 10.8
13.9 13.7 135 15.4 14.9 14.5 13.8 135 13.3 13.4
2.8 3.2 3.4 3.7 3.7 3.7 3.6 2.9 3.0 2.7
11 11 11 0.7 0.8 0.6 0.5 0.5 0.5 0.5

: : : 1.9 2.0 2.0 2.2 1.9 2.0 1.9
40.3 40.1 40.1 415 40.8 39.2 38.3 37.2 37.0 36.7
-5.0 -4.2 -3.1 -29 -22 -03 1.9 2.9 2.7 2.7
0.6 0.9 0.6 0.6 0.6 0.6 0.5

35.3 35.9 37.0 39.2 39.5 39.5 40.5 40.5 40.0 39.8
1.8 1.8 1.7 2.0 15 1.2 1.3 1.2 1.4 1.6

: : : 1.6 15 1.1 0.9 1.0 1.0 1.0
43.1 42.6 42.4 45.0 43.8 415 40.2 39.3 39.1 39.1
315 32.1 33.2 36.8 36.6 37.0 38.4 38.5 38.1 37.9
-7.8 -6.7 -55 -58 -4.4 -20 0.3 1.2 0.9 0.7
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Table A.1.16

Resour ces and expenditure of general government, euro area (1)

(% of GDP)
Former definitions
1980 1985 1989 1990 1991 1992
1. Taxes on production and imports 12.3 12.6 12.8 12.7 12.6 12.7
2. Current taxes on income and wealth 10.8 11.7 12.2 11.9 12.1 12.1
3. Social contributions 15.9 16.8 16.5 16.4 16.8 17.2
4.  Of which actual social contributions : : : : : :
5. Other current resourses 3.0 3.7 3.2 3.3 3.4 3.6
6. Total current resources 42.0 44.8 44.6 44.4 44.8 45.6
7. Government consumption expenditure 17.4 18.0 17.2 17.2 17.7 18.1
8. Of which compensation of employees 11.7 12.0 114 114 11.6 11.8
9. Collective consumption
10. Social benefits in kind : : : : : :
11. Social transfers other than in kind 17.2 18.7 18.1 18.2 18.7 19.4
12. Interest payments 2.6 4.4 4.6 4.8 4.9 5.4
13.  Subsidies 2.7 3.0 2.5 2.4 25 2.3
14. Other current expenditure : : : : : :
15. Total current expenditure 40.8 45.3 43.7 44.4 45.3 46.7
16.  Gross savings 11 -05 0.8 -0.1 -04 -11
17. Capital transfers received
18. Total resources 42.0 44.8 44.6 44.4 44.8 45.6
19. Gross fixed capital formation 3.3 3.0 3.0 3.0 3.1 3.0
20. Other capital expenditure : : : : : :
21. Total expenditure 45.4 49.6 47.7 48.5 49.4 50.2
22. Tax burden 39.3 41.4 41.8 41.4 41.6 42.1
23. Net lending (+) or net borrowing (-) -34 -4.8 -31 -4.2 -45 -4.7

(1) Due to problems with availability of the data, Luxembourg data are not included.
From 1991 including former East Germany.
(3 Thetableis based on ESA95 definitions which do not necessarily correspond to the former definitions:
the totals are obtained in ESA95 as follows:
Line6=1linel+line2+line3 +line5.
Line 7 =1line 9 + line 10.
Line 15 = total of lines 9 to 14.
Line 16 = line 6 —line 15.
Line18=1ine 6 + line 17.
Line21 =line 15 + line 19 + line 20.
Line 23 =line 18 —line 21.

Source: Commission services.

198




(% of GDP)

Former definitions ESA95 definitions (2)

1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
12.9 13.2 13.0 125 12.7 12.9 135 13.8 13.7 13.8
12.2 11.7 11.7 11.5 12.0 12.2 12.4 12.9 12.6 12.2
17.8 17.8 17.8 17.5 17.7 17.6 16.5 16.6 16.3 15.9
: : : 16.1 16.5 16.4 15.4 15.4 15.1 14.7
3.7 35 3.3 3.8 3.9 3.7 3.6 35 3.4 3.3
46.6 46.1 45.9 45.3 46.2 46.3 46.1 46.7 46.1 45.2
18.4 18.1 17.9 20.6 20.7 20.4 20.0 20.0 19.7 19.3
12.0 11.7 11.6 11.1 11.2 11.0 10.8 10.7 10.5 10.3
8.6 8.6 8.5 8.3 8.2 8.1 8.0

: : : 12.0 12.1 11.9 11.8 11.8 11.6 11.3
20.3 20.3 20.2 17.3 17.7 17.6 17.2 17.2 17.0 16.6
5.5 5.3 5.5 5.5 5.6 5.1 4.7 4.3 41 3.9
25 2.3 23 1.7 1.7 15 1.6 15 15 1.4

: : : 1.4 1.4 1.4 15 1.6 1.6 1.6
48.3 475 47.2 46.5 47.1 46.1 45.0 44.7 43.8 429
-17 -14 -14 -1.2 -1.0 0.2 1.0 2.0 2.2 2.3

0.6

46.6 46.1 45.9 45.9 46.7 47.1 46.6 47.2 46.6 45.7
2.9 2.7 2.6 2.7 2.6 24 2.4 25 25 2.4

: : : 4.0 1.2 1.1 1.2 1.3 1.2 1.1
52.1 51.1 50.7 50.9 51.0 49.6 48.6 48.4 47.5 46.5
43.0 42.8 42.7 42.2 42.9 43.3 43.1 43.9 43.3 42.6
-55 -5.0 -438 -5.0 -43 -26 -20 -1.2 -0.9 -08
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Table A.1.17

Resour ces and expenditur e of general government, EU-15 (%)

(% of GDP)
Former definitions
1980 1985 1989 1990 1991 1992
1. Taxes on production and imports 12.9 134 134 134 13.4 133
2. Current taxes on income and wealth 11.8 12.7 13.1 12.8 12.7 12.6
3. Social contributions 14.0 14.7 145 145 14.8 15.2
4.  Of which actual social contributions : : : : : :
5. Other current resourses 35 4.0 3.4 35 35 3.7
6. Total current resources 42.2 44.8 44.4 44.2 44.3 44.8
7. Government consumption expenditure 18.6 19.0 18.0 18.1 18.6 19.0
8. Of which compensation of employees 12.3 12.4 11.7 11.8 12.0 12.1
9. Collective consumption
10. Social benefits in kind : : : : : :
11. Social transfers other than in kind 16.1 17.6 16.9 17.1 17.7 18.6
12. Interest payments 3.0 4.8 4.6 4.7 4.7 5.2
13.  Subsidies 2.7 29 2.4 2.3 2.4 2.3
14. Other current expenditure : : : : : :
15. Total current expenditure 41.3 45.3 43.2 43.8 44.7 46.4
16.  Gross savings 0.8 -0.6 1.3 0.4 -0.3 -16
17. Capital transfers received
18. Total resources 42.2 44.8 44.4 44.2 44.3 44.8
19. Gross fixed capital formation 3.2 2.9 2.7 2.9 2.9 2.9
20. Other capital expenditure : : : : : :
21. Total expenditure 455 49.3 46.7 47.7 48.5 49.8
22. Tax burden 38.7 40.7 41.0 40.7 40.7 41.0
23. Net lending (+) or net borrowing (-) -34 -45 -22 -35 -4.1 -5.0

(1) Due to problems with availability of the data, Luxembourg data are not included.
From 1991 including former East Germany.
(3 Thetableis based on ESA95 definitions which do not necessarily correspond to the former definitions:
the totals are obtained in ESA95 as follows:
Line6=1linel+line2+line3 +line5.
Line 7 =1line 9 + line 10.
Line 15 = total of lines 9 to 14.
Line 16 = line 6 —line 15.
Line18=1ine 6 + line 17.
Line21 =line 15 + line 19 + line 20.
Line 23 =line 18 —line 21.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions (2)
1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
13.4 13.6 135 12.7 12.9 13.2 13.7 14.0 13.9 13.9
12.6 12.3 12.4 125 13.0 13.2 13.7 14.0 13.8 13.4
15.7 15.7 15.8 15.8 15.9 15.6 14.7 14.7 14.4 14.1
: : : 14.4 14.8 14.5 13.6 13.6 13.3 13.1
3.7 35 3.4 3.9 3.9 3.6 35 3.4 3.3 3.2
454 45.1 451 449 45.7 45.6 45.6 46.1 45.4 44.7
19.2 18.9 18.7 20.7 20.7 20.3 20.0 20.0 19.7 19.4
12.1 11.6 11.4 11.1 11.1 10.9 10.6 10.5 10.4 10.2
19.5 19.4 19.3 17.3 17.4 17.2 16.7 16.7 16.4 16.1
5.3 5.2 5.4 5.4 5.5 5.0 4.6 4.1 3.9 3.7
2.4 2.3 2.2 1.6 1.6 1.4 1.4 1.4 1.3 1.3
: : : 1.4 15 15 1.6 1.7 1.7 1.7
47.8 47.1 46.9 46.4 46.8 45.4 44.4 43.8 43.0 422
-24 -20 -17 -1.6 -1.1 0.2 1.3 2.3 2.4 25
0.6
45.4 45.1 45.1 455 46.2 46.3 46.1 46.6 45.9 45.1
2.7 2.6 25 2.6 2.4 2.2 2.2 2.3 2.3 2.3
: : : 35 1.2 1.1 1.0 11 1.1 1.0
515 50.5 50.2 50.6 50.4 48.7 47.6 47.2 46.3 45,5
41.6 415 41.7 41.7 424 42.6 42.8 43.4 42.7 42.1
-6.0 -54 -5.0 -52 -42 -24 -15 -0.6 -04 -03
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Table A2.1

Contributions to the change in the general gover nment gross debt ratio

(% of GDP)
Former definitions
Belgium 1980 1985 1989 1990 1991 1992
1. Net borrowing (%) 8.6 9.0 6.1 5.4 6.2 6.9
2. Interest payments 5.9 10.4 10.1 10.4 10.0 10.6
3. Implicit interest rate (2) 9.4 9.7 8.6 8.8 8.4 8.8
4. Nominal GDP growth rate (%) 8.8 7.1 8.8 5.8 4.8 5.3
Budgetary constraint based on the deficit
5. Deficit (net borrowing) (%) 8.6 9.0 6.1 5.4 6.2 6.9
6. Contribution of nominal GDP growth -55 -7.7 -10.3 -6.8 -57 -6.3
7. Stock-flow adjustment (3) 4.0 1.3 -09 0.4 0.2 -0.2
Budgetary constraint based on the primary deficit
8. Primary deficit (%) 2.7 -14 -4.0 -5.0 -38 -37
9. Snowball effect (°) 1.1 3.6 1.0 4.7 5.3 4.6
10. Stock-flow adjustment (3) 4.0 13 -09 0.4 0.2 -0.2
11. Change in gross debt (%) 8.1 4.0 -36 0.4 1.8 14
12. Level of gross debt (end of year) 76.6 119.3 124.4 124.7 126.5 127.9
Denmark 1980 1985 1989 1990 1991 1992
1. Net borrowing (%) 3.2 2.0 -0.3 1.0 2.4 2.2
2. Interest payments 3.8 9.4 7.2 7.3 7.3 6.6
3. Implicit interest rate (2) : 13.9 12.7 13.2 13.1 11.0
4. Nominal GDP growth rate (%) 7.8 8.8 5.4 4.7 3.9 35
Budgetary constraint based on the deficit
5. Deficit (net borrowing) (%) 3.2 2.0 -0.3 1.0 2.4 2.2
6. Contribution of nominal GDP growth -22 -59 -31 -26 -22 -21

7. Stock-flow adjustment (3)

Budgetary constraint based on the primary deficit
8. Primary deficit (%) -0.7 -7.7 -75 -6.3 -4.9 -4.4
9. Snowball effect (°) : : : : : :
10. Stock-flow adjustment (3)

11. Change in gross debt (%) 7.3 -3.0 -22 -01 4.6 4.0
12. Level of gross debt (end of year) 37.6 70.4 57.8 57.7 62.3 66.3

(1) Linel=line5, aminussign means asurplus.

(3 Actual interest payments as percentage of gross debt at end of t-1.

(3 Line 7 = line 10; due to a change in definition there are no data for 1996.

(% Net borrowing excl. interest payments, line 8 = line 1 —line 2. A minus sign means a primary surplus.
(%) Due to achange in definition there are no data for 1996.

() Line 11 =total of lines 5, 6 and 7 or 8, 9 and 10.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions
1993 1994 1995 1996 1997 1998 1999 2000 2001
7.2 4.8 3.9 3.7 2.0 1.0 0.9 0.5 0.2
10.7 10.0 8.8 8.7 7.9 7.7 7.2 6.9 6.6
8.5 7.8 7.0 6.9 6.5 6.5 6.3 6.3 6.3
2.2 4.9 4.3 2.2 4.9 4.3 3.4 4.7 4.8
7.2 4.8 3.9 3.7 2.0 1.0 0.9 0.5 0.2
-27 -6.2 -55 -27 -6.0 -51 -38 -51 -51
2.2 -05 -16 : -13 -16 0.0 0.2 0.0
-35 -5.2 -4.9 -5.0 -5.9 -6.6 -6.3 -6.4 -6.4
8.2 3.2 3.6 : 1.9 2.6 3.4 1.7 1.6
2.2 -05 -16 : -13 -16 0.0 0.2 0.0
6.7 -18 -29 -29 -53 -56 -3.0 -4.4 -48
134.6 132.7 129.8 128.3 123.0 117.4 114.4 110.0 105.2
1993 1994 1995 1996 1997 1998 1999 2000 2001
2.8 2.6 2.2 1.0 -05 -1.2 -3.0 -24 -25
7.3 6.7 6.4 6.1 5.7 5.3 4.7 4.4 3.9
11.1 9.2 9.1 9.3 9.3 9.1 8.8 8.7 8.2
1.4 7.3 4.6 5.1 5.0 4.8 3.8 4.7 4.3
2.8 2.6 2.2 1.0 -0.5 -1.2 -3.0 -24 -25
-0.9 -53 -32 -34 -31 -28 -20 -24 -20
: -17 -33 : -0.2 -1.6 1.9 1.5 1.5
-45 -4.1 -4.2 -51 -6.2 -6.5 -7.7 -6.8 -6.4
: 1.4 3.2 : 2.7 2.5 2.7 2.0 1.8
-17 -33 : -0.2 -16 1.9 1.5 15
11.7 -4.6 -4.2 -4.2 -38 -57 -3.0 -33 -3.0
78.0 73.5 69.3 65.0 61.3 55.6 52.6 49.3 46.3
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Table A.2.2

Contributions to the change in the general gover nment gross debt ratio

(% of GDP)
Former definitions
Germany (Y) 1980 1985 1989 1990 1991 1992
1. Net borrowing () 1.9 2.2 -0.1 2.1 3.2 2.8
2. Interest payments 29 2.9 2.7 2.6 2.6 3.2
3. Implicit interest rate (3) : : : : 7.0 8.5
4. Nominal GDP growth rate (%) 3.4 5.3 6.1 9.1 9.1 7.4
Budgetary constraint based on the deficit
5. Deficit (net borrowing) (3) 1.9 2.2 -0.1 2.1 3.2 2.8
6. Contribution of nominal GDP growth -1.4 -21 -25 -35 -37 -28
7. Stock-flow adjustment (%) : : : : : 3.0
Budgetary constraint based on the primary deficit
8. Primary deficit (°) -1.0 -0.7 -28 -0.6 0.6 -0.4
9. Snowball effect (%) : : : : : 0.5
10. Stock-flow adjustment (%) : : : : : 3.0
11. Change in gross debt (7) 1.0 0.4 -13 2.0 1.0 2.7
12. Level of gross debt (end of year) 42.6 43.1 41.8 43.8 40.3 43.0
Greece 1980 1985 1989 1990 1991 1992
1. Net borrowing (%) 2.6 11.6 14.2 15.9 11.4 12.6
2. Interest payments 2.0 4.9 7.5 10.0 9.3 11.5
3. Implicit interest rate (3) : : : : 12.9 14.6
4. Nominal GDP growth rate (%) 19.8 22.0 18.8 20.6 235 15.6
Budgetary constraint based on the deficit
5. Deficit (net borrowing) (3) 2.6 11.6 14.2 15.9 11.4 12.6

6. Contribution of nominal GDP growth -39 -7.8 -10.3 -11.7 -16.9 -12.3
7. Stock-flow adjustment (%) 2 . . . . -

Budgetary constraint based on the primary deficit
8. Primary deficit (°) 0.6 6.7 6.8 5.9 2.1 11
9. Snowball effect (6) : : : : : :
10. Stock-flow adjustment (%)

11. Change in gross debt (7) -01 7.4 3.4 20.6 2.2 6.4
12. Level of gross debt (end of year) 23.6 50.9 68.3 89.0 91.1 97.5

() From 1991 including former East Germany.

(® Linel=line5, aminussign means asurplus.

(3 Actual interest payments as percentage of gross debt at end of t—1.

(%) Line 7 =line 10; due to a change in definition there are no data for 1996.

(5) Net borrowing excl. interest payments, line 8 = line 1 —line 2. A minus sign means a primary surplus.
(6) Due to a change in definition there are no data for 1996.

() Line 11 =total of lines5, 6 and 7 or 8, 9 and 10.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions
1993 1994 1995 1996 1997 1998 1999 2000 2001
35 2.6 3.4 3.4 2.6 1.7 1.1 1.0 1.4
3.2 3.3 3.7 3.7 3.7 3.6 35 35 34
7.7 7.4 7.8 6.6 6.3 6.1 5.9 59 5.8
25 4.9 3.8 1.8 2.2 3.2 25 3.6 4.6
35 2.6 3.4 3.4 2.6 1.7 1.1 1.0 1.4
-11 -22 -18 -1.0 -13 -19 -14 -21 -27
1.8 2.0 6.2 : -0.2 0.0 0.7 0.7 0.2
0.2 -0.7 -0.3 -0.3 -1.0 -1.9 -25 -25 -2.0
2.3 1.2 1.9 : 2.3 1.7 2.1 1.3 0.7
1.8 2.0 6.2 : -0.2 0.0 0.7 0.7 0.2
3.9 2.3 7.7 2.7 1.1 -0.2 0.3 -04 -11
46.9 49.3 57.0 59.8 60.9 60.7 61.0 60.7 59.5
1993 1994 1995 1996 1997 1998 1999 2000 2001
13.6 9.9 10.5 7.8 4.6 3.1 1.6 1.3 0.6
12.6 13.9 12.7 10.5 8.3 7.8 7.4 7.2 6.6
14.6 14.3 13.2 10.7 8.2 7.8 7.5 7.3 6.8
12.6 13.5 12.1 9.9 10.3 8.7 6.5 6.6 7.2
13.6 9.9 10.5 7.8 4.6 3.1 1.6 1.3 0.6
-10.9 -13.1 -116 -98 -10.4 -8.7 -6.4 -6.5 -7.0
: : 2.3 : 3.0 2.4 3.8 4.5 2.3
1.0 -4.0 -23 -28 -3.7 -4.7 -5.8 -5.8 -59
: : -05 : -21 -0.9 1.0 0.7 -0.4
2.3 : 3.0 2.4 3.8 4.5 2.3
12.7 -23 0.8 2.6 -28 -3.2 -1.0 -0.6 -4.0
110.2 107.9 108.7 111.3 108.5 105.4 104.4 103.7 99.7
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Table A.2.3

Contributions to the change in the general gover nment gross debt ratio

(% of GDP)
Former definitions
Spain 1980 1985 1989 1990 1991 1992
1. Net borrowing (%) 2.5 6.1 3.5 4.1 4.3 4.0
2. Interest payments 0.4 1.9 3.9 3.9 3.7 4.2
3. Implicit interest rate (2) 34 5.8 10.9 10.4 9.4 104
4. Nominal GDP growth rate (%) 14.9 10.5 12.2 11.3 9.5 7.6
Budgetary constraint based on the deficit
5. Deficit (net borrowing) (%) 25 6.1 35 4.1 4.3 4.0

6. Contribution of nominal GDP growth -19 -35 -43 -4.2 -38 -31
7. Stock-flow adjustment (3) 0 . . . . -

Budgetary constraint based on the primary deficit
8. Primary deficit (4) 1.8 4.2 -04 0.3 0.6 -0.3
9. Snowball effect (%) : : : : : :
10. Stock-flow adjustment (3)

11. Change in gross debt (%) 1.8 5.3 1.4 1.8 0.7 2.4
12. Level of gross debt (end of year) 16.8 41.9 41.4 43.2 43.9 46.3
France 1980 1985 1989 1990 1991 1992
1. Net borrowing (%) 0.0 2.8 1.2 15 2.0 3.9
2. Interest payments 1.4 2.8 2.7 2.9 2.9 3.2
3. Implicit interest rate (2) 7.7 10.5 8.7 9.0 8.6 9.4
4. Nominal GDP growth rate (%) 135 7.1 7.5 5.8 4.0 3.5

Budgetary constraint based on the deficit

5. Deficit (net borrowing) (%) 0.0 2.8 1.2 15 2.0 3.9
6. Contribution of nominal GDP growth -25 -1.9 -23 -1.9 -1.3 -1.2
7. Stock-flow adjustment (3) : : : : : 0.8

Budgetary constraint based on the primary deficit

8. Primary deficit (4) -14 0.0 -15 -14 -0.9 0.7
9. Snowball effect (%) : : : : : 2.0
10. Stock-flow adjustment (3) : : : : : 0.8
11. Change in gross debt (°) -15 1.7 0.7 1.0 0.4 3.8
12. Level of gross debt (end of year) 19.3 30.3 33.9 34.8 35.2 39.0

(} Line1=Iline5, aminus sign means a surplus.

(3 Actual interest payments as percentage of gross debt at end of t-1.

(3 Line 7 = line 10; due to a change in definition there are no data for 1996.

(%) Net borrowing excl. interest payments, line 8 = line 1 —line 2. A minus sign means a primary surplus.
(5) Due to a change in definition there are no data for 1996.

() Line 11 =tota of lines5, 6 and 7 or 8, 9 and 10.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions
1993 1994 1995 1996 1997 1998 1999 2000 2001
6.7 6.1 7.0 5.0 3.2 2.6 1.1 0.7 0.4
5.0 4.7 5.3 5.4 4.8 4.4 3.7 35 3.4
11.2 8.6 9.5 9.0 7.4 6.9 6.0 59 57
3.1 6.3 7.7 5.9 6.1 6.3 7.0 6.5 5.8
6.7 6.1 7.0 5.0 3.2 2.6 1.1 0.7 0.4
-14 -34 -43 -35 -39 -4.0 -43 -39 -3.4
: : 0.2 : -0.7 -0.4 1.7 2.0 0.6
1.7 1.4 1.7 -04 -1.6 -1.8 -25 -2.8 -29
: : 0.9 : 0.9 0.4 -0.6 -04 -0.1
0.2 -0.7 -04 1.7 2.0 0.6
11.6 2.5 2.8 4.2 -1.4 -1.8 -1.4 -1.2 -23
57.9 60.4 63.2 68.0 66.7 64.9 63.5 62.3 59.9
1993 1994 1995 1996 1997 1998 1999 2000 2001
5.6 5.6 4.8 4.2 3.0 2.7 1.8 1.5 1.2
3.3 35 3.7 3.9 3.7 3.6 3.3 3.1 3.2
8.6 8.2 8.0 7.8 6.7 6.3 5.8 5.6 57
1.4 3.8 3.4 2.6 3.4 4.1 3.2 4.7 4.6
5.6 5.6 4.8 4.2 3.0 2.7 1.8 1.5 1.2
-05 -16 -16 -13 -19 -23 -18 -26 -26
-0.2 -0.5 0.2 : 0.8 -0.1 -0.6 0.6 0.3
2.3 2.2 1.1 0.2 -0.7 -0.9 -1.6 -1.6 -2.0
3.0 1.9 2.2 : 1.8 1.3 1.5 0.5 0.6
-0.2 -0.5 0.2 0.8 -0.1 -0.6 0.6 0.3
5.2 3.4 4.2 3.0 2.0 0.3 -0.7 -04 -11
44.3 47.6 51.9 57.1 59.0 59.3 58.6 58.2 57.1

207




Table A2.4

Contributions to the change in the general gover nment gross debt ratio

(% of GDP)
Former definitions
Ireland 1980 1985 1989 1990 1991 1992
1. Net borrowing (%) 11.6 10.2 1.7 2.2 2.3 2.4
2. Interest payments 6.0 9.4 7.4 7.5 7.3 6.7
3. Implicit interest rate (2) : : 7.6 8.1 8.1 7.7
4. Nominal GDP growth rate (%) 18.3 8.5 11.6 7.3 3.7 6.2
Budgetary constraint based on the deficit
5. Deficit (net borrowing) (%) 11.6 10.2 1.7 2.2 2.3 2.4
6. Contribution of nominal GDP growth -10.2 -75 -11.3 -6.7 -33 -54
7. Stock-flow adjustment (3) : : : -22 0.3 0.0
Budgetary constraint based on the primary deficit
8. Primary deficit (%) 5.6 0.9 -57 -53 -5.0 -4.3
9. Snowball effect (%) : : : 1.2 4.4 1.8
10. Stock-flow adjustment (3) : : : -22 0.3 0.0
11. Change in gross debt (%) 15 2.8 -93 -6.1 -0.2 -24
12. Level of gross debt (end of year) 67.6 98.6 98.7 92.6 92.4 90.0
Italy 1980 1985 1989 1990 1991 1992
1. Net borrowing (%) 8.6 12.5 9.8 11.0 10.0 9.5
2. Interest payments 5.4 8.0 8.7 9.4 10.1 11.4
3. Implicit interest rate (2) 11.3 11.9 10.3 10.9 11.3 11.9
4. Nominal GDP growth rate (%) 25.2 12.2 9.5 10.4 9.1 5.3
Budgetary constraint based on the deficit
5. Deficit (net borrowing) (%) 8.6 12.5 9.8 11.0 10.0 9.5

6. Contribution of nominal GDP growth -12.2 -8.2 -8.0 -9.0 -8.1 -51
7. Stock-flow adjustment (3) 2 . . . . -

Budgetary constraint based on the primary deficit
8. Primary deficit (4) 3.2 45 1.1 1.6 -0.1 -19
9. Snowball effect (%) : : : : : :
10. Stock-flow adjustment (3)

11. Change in gross debt (°) -26 6.7 2.8 1.9 3.3 7.1
12. Level of gross debt (end of year) 57.9 81.9 95.4 97.3 100.6 107.7

(} Line1=Iline5, aminus sign means a surplus.

(3 Actual interest payments as percentage of gross debt at end of t-1.

(3 Line 7 = line 10; due to a change in definition there are no data for 1996.

(%) Net borrowing excl. interest payments, line 8 = line 1 —line 2. A minus sign means a primary surplus.
(5) Due to a change in definition there are no data for 1996.

() Line 11 =tota of lines5, 6 and 7 or 8, 9 and 10.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions
1993 1994 1995 1996 1997 1998 1999 2000 2001
2.3 1.6 2.1 0.6 -0.8 -21 -20 -17 -27
6.3 5.6 5.0 4.7 4.3 35 2.6 2.2 1.9
7.6 6.4 6.4 6.4 6.6 6.2 52 4.7 4.7
8.0 7.6 125 10.2 14.6 15.1 12.1 11.7 10.7
2.3 1.6 2.1 0.6 -0.8 -21 -2.0 -1.7 -27
-6.7 -6.6 -9.8 -75 -95 -8.6 -6.0 -55 —-4.4
7.9 -1.3 0.0 : 1.5 0.9 4.8 0.0 0.0
-4.0 -4.1 -29 -4.1 -5.1 -5.6 -4.6 -39 -4.7
0.0 -05 -4.2 : -52 -51 -34 -33 -24
7.9 -1.3 0.0 1.5 0.9 4.8 0.0 0.0
4.0 -5.9 -73 -9.7 -8.8 -9.7 -32 -7.2 -71
94.0 88.1 80.8 74.1 65.3 55.6 52.4 45.2 38.1
1993 1994 1995 1996 1997 1998 1999 2000 2001
9.4 9.1 7.6 7.1 2.7 2.8 1.9 1.5 0.8
12.0 10.9 11.3 115 9.4 8.1 6.8 6.4 6.0
11.5 9.7 9.8 9.9 8.0 7.0 6.1 5.8 5.7
3.0 5.8 8.1 6.4 4.3 4.2 2.9 4.7 4.9
9.4 9.1 7.6 7.1 2.7 2.8 1.9 1.5 0.8
-31 -6.4 -93 -74 -5.0 -49 -33 -51 -52
: : 1.1 : 0.0 -15 0.0 -04 0.2
-2.6 -1.8 -3.6 -4.4 -6.7 -53 -49 -4.9 -53
: : 2.3 : 4.4 3.2 35 1.2 0.9
1.1 0.0 -15 0.0 -04 0.2
10.5 5.7 -0.6 -11 -23 -35 -1.4 -41 -4.2
118.1 123.8 123.2 122.1 119.8 116.3 114.9 110.8 106.6
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Table A2.5

Contributions to the change in the general gover nment gross debt ratio

(% of GDP)
Former definitions
Luxembourg 1980 1985 1989 1990 1991 1992
1. Net borrowing (%) 0.4 -6.2 : -4.7 -1.8 -0.7
2. Interest payments 1.1 1.0 : 0.4 0.4 0.3
3. Implicit interest rate (2) : : : : 9.0 9.2
4. Nominal GDP growth rate (%) 8.8 6.0 13.7 5.7 7.7 8.9
Budgetary constraint based on the deficit
5. Deficit (net borrowing) (%) 0.4 -6.2 : -4.7 -1.8 -0.7
6. Contribution of nominal GDP growth -1.0 -0.7 -10 -04 -0.3 -0.3
7. Stock-flow adjustment (3) : : : 2.4 1.0 3.4
Budgetary constraint based on the primary deficit
8. Primary deficit (4) -0.7 -7.1 : -5.2 -22 -11
9. Snowball effect (%) : : : 0.0 0.0 0.0
10. Stock-flow adjustment (3) : : : 2.4 1.0 3.4
11. Change in gross debt (%) -0.3 -0.6 -15 -23 -05 0.8
12. Level of gross debt (end of year) 11.8 12.3 6.8 4.5 4.0 4.8
The Netherlands 1980 1985 1989 1990 1991 1992
1. Net borrowing (%) 4.1 35 4.6 4.9 2.8 3.8
2. Interest payments 3.7 6.1 5.8 5.7 5.9 6.0
3. Implicit interest rate (2) 9.4 10.0 8.0 8.0 8.2 8.3
4. Nominal GDP growth rate (%) 6.8 4.9 6.0 6.5 5.0 4.3
Budgetary constraint based on the deficit
5. Deficit (net borrowing) (%) 4.1 35 4.6 4.9 2.8 3.8

6. Contribution of nominal GDP growth -27 -3.0 -43 -4.6 -3.6 -31
7. Stock-flow adjustment (3) 2 . . . . -

Budgetary constraint based on the primary deficit
8. Primary deficit (4) 0.3 -2.6 -1.2 -0.8 -3.1 -23
9. Snowball effect (%) : : : : : :
10. Stock-flow adjustment (3)

11. Change in gross debt (°) 2.7 4.5 0.0 -0.3 0.1 0.7
12. Level of gross debt (end of year) 451 68.7 76.0 75.6 75.7 76.4

(} Line1=Iline5, aminus sign means a surplus.

(3 Actual interest payments as percentage of gross debt at end of t-1.

(3 Line 7 = line 10; due to a change in definition there are no data for 1996.

(%) Net borrowing excl. interest payments, line 8 = line 1 —line 2. A minus sign means a primary surplus.
(5) Due to a change in definition there are no data for 1996.

() Line 11 =tota of lines5, 6 and 7 or 8, 9 and 10.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions
1993 1994 1995 1996 1997 1998 1999 2000 2001
-16 -26 -18 -27 -36 -3.2 -24 -26 -27
0.3 0.3 0.3 0.3 0.3 0.4 0.4 0.3 0.3
8.0 6.2 54 6.5 6.1 6.5 6.0 59 5.9
9.5 9.8 4.5 4.7 10.8 6.6 6.2 6.8 7.8
-1.6 -2.6 -1.8 -27 -3.6 -3.2 -24 -2.6 -27
-0.4 -05 -0.2 -0.2 -0.6 -0.4 -04 -0.4 -04
6.5 4.2 2.7 : 4.0 4.0 25 2.6 2.6
-1.9 -3.0 -2.0 -3.0 -39 -3.6 -2.8 -29 -3.0
-0.1 -0.2 0.1 : -03 0.0 0.0 -0.1 -0.1
6.5 4.2 2.7 4.0 4.0 25 2.6 2.6
1.0 -0.4 0.2 0.6 -0.1 0.4 -0.3 -0.3 -05
5.8 5.3 5.6 6.2 6.0 6.4 6.2 5.8 53
1993 1994 1995 1996 1997 1998 1999 2000 2001
3.1 3.6 3.8 1.8 1.2 0.8 -05 -1.0 -04
6.0 5.6 5.7 5.6 5.1 4.9 4.4 4.0 3.6
8.0 7.6 8.0 7.7 7.2 7.3 7.0 6.8 6.7
2.7 5.6 4.1 4.2 5.8 5.6 5.1 6.9 7.3
3.1 3.6 3.8 1.8 1.2 0.8 -0.5 -1.0 -04
-20 -4.1 -29 -3.1 -4.2 -37 -31 -4.1 -4.0
: : 0.3 : -21 -0.3 0.4 0.2 0.2
-29 -2.0 -1.9 -3.8 -39 -4.1 -5.0 -5.1 -4.1
: : 2.9 : 1.0 1.1 1.4 -0.1 -03
0.3 -2.1 -0.3 0.4 0.2 0.2
1.1 -36 1.5 -18 -51 -33 -33 -5.0 -42
77.6 74.0 75.5 75.3 70.3 67.0 63.6 58.7 54.4
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Table A.2.6

Contributions to the change in the general gover nment gross debt ratio

(% of GDP)
Former definitions
Austria 1980 1985 1989 1990 1991 1992
1. Net borrowing (%) 1.6 2.4 2.7 2.4 3.0 1.9
2. Interest payments 2.4 3.4 3.9 4.0 4.1 4.2
3. Implicit interest rate (2) : 7.7 7.1 7.5 7.8 7.7
4. Nominal GDP growth rate (%) 7.4 5.4 7.1 8.2 7.3 8.7
Budgetary constraint based on the deficit
5. Deficit (net borrowing) (%) 1.6 2.4 2.7 2.4 3.0 1.9
6. Contribution of nominal GDP growth -24 -24 -39 -43 -39 -31
7. Stock-flow adjustment (3) : : 0.0 1.2 1.1 1.0
Budgetary constraint based on the primary deficit
8. Primary deficit (4) -0.7 -1.0 -1.1 -1.6 -1.2 -2.2
9. Snowball effect (%) : : 0.1 -0.3 0.3 1.2
10. Stock-flow adjustment (3) : : 0.0 1.2 1.1 1.0
11. Change in gross debt (%) 1.6 2.0 -0.8 -0.8 0.2 -01
12. Level of gross debt (end of year) 35.8 48.8 57.6 56.8 57.0 56.9
Portugal 1980 1985 1989 1990 1991 1992
1. Net borrowing (%) 8.6 10.3 2.3 5.0 5.9 2.9
2. Interest payments 2.7 7.6 6.1 7.9 7.7 7.1
3. Implicit interest rate (?) : : 11.3 15.0 13.8 12.1
4. Nominal GDP growth rate (%) 26.5 25.2 18.2 17.7 14.8 12.8
Budgetary constraint based on the deficit
5. Deficit (net borrowing) (%) 8.6 10.3 2.3 5.0 5.9 2.9

6. Contribution of nominal GDP growth -7.4 -10.8 -9.8 -94 -83 -75
7. Stock-flow adjustment (3) 2 . . . . -

Budgetary constraint based on the primary deficit
8. Primary deficit (4) 5.9 2.7 -38 -29 -1.8 -4.2
9. Snowball effect (%) : : : : : :
10. Stock-flow adjustment (3)

11. Change in gross debt (°) -33 7.3 -17 2.0 19 -7.3
12. Level of gross debt (end of year) 31.9 60.8 62.2 64.2 66.1 58.8

(} Line1=Iline5, aminus sign means a surplus.

(® Actual interest payments as percentage of gross debt at end of t—1

(3 Line 7 = line 10; due to a change in definition there are no data for 1996.

(%) Net borrowing excl. interest payments, line 8 = line 1 —line 2. A minus sign means a primary surplus.
(5) Due to a change in definition there are no data for 1996.

() Line 11 =tota of lines5, 6 and 7 or 8, 9 and 10.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions
1993 1994 1995 1996 1997 1998 1999 2000 2001
4.2 4.9 5.0 3.8 1.9 2.5 2.0 1.7 2.0
4.2 4.0 4.3 4.2 3.9 3.8 3.6 35 34
7.7 6.8 7.0 6.4 5.8 6.1 5.9 5.7 5.6
3.3 5.3 4.1 €.3 2.8 3.5 3.4 3.8 3.8
4.2 4.9 5.0 3.8 1.9 25 2.0 1.7 2.0
-18 -31 -25 -22 -19 -22 -18 -24 -23
2.1 0.9 1.3 : -45 -0.7 1.2 0.1 0.0
-0.1 0.9 0.7 -04 -2.0 -13 -1.6 -1.8 -15
2.5 1.0 1.9 : 2.0 1.6 1.8 1.1 1.1
2.1 0.9 1.3 -45 -0.7 1.2 0.1 0.0
4.6 2.7 3.9 0.7 -4.4 -04 1.1 -0.6 -0.4
61.4 64.1 68.0 68.3 63.9 63.5 64.5 64.0 63.6
1993 1994 1995 1996 1997 1998 1999 2000 2001
6.0 5.9 5.6 3.8 2.6 2.1 2.0 1.5 1.5
6.1 6.1 6.2 54 4.3 3.6 3.4 3.3 3.3
11.0 10.7 10.7 8.9 7.2 6.4 6.3 6.2 6.2
5.5 8.7 8.1 6.2 6.9 7.8 6.0 5.8 6.2
6.0 5.9 5.6 3.8 2.6 2.1 2.0 1.5 1.5
-31 -49 -4.7 -38 -4.1 -43 -31 -31 -33
: : 25 : -18 -15 1.5 1.8 0.0
-0.1 -0.2 -0.6 -1.6 -1.7 -15 -1.4 -1.8 -1.8
: : 1.6 : 0.2 -0.8 0.3 0.2 0.0
25 -18 -15 1.5 1.8 0.0
3.2 0.7 2.0 -0.9 -33 -38 0.2 0.2 -18
62.0 62.7 64.7 63.6 60.3 56.5 56.7 56.9 55.1
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Table A.2.7

Contributions to the change in the general gover nment gross debt ratio

(% of GDP)
Former definitions
Finland 1980 1985 1989 1990 1991 1992
1. Net borrowing (%) -33 -28 -6.2 -53 15 5.7
2. Interest payments 1.0 1.8 1.5 1.4 1.9 2.6
3. Implicit interest rate (2) 10.3 12.7 9.6 10.3 12.8 111
4. Nominal GDP growth rate (%) 154 8.8 11.6 5.5 -45 -25
Budgetary constraint based on the deficit
5. Deficit (net borrowing) (%) -33 -238 -6.2 -5.3 15 5.7
6. Contribution of nominal GDP growth -15 -1.3 -1.8 -0.8 0.7 0.6
7. Stock-flow adjustment (3) 5.2 5.3 6.2 5.7 6.5 11.8
Budgetary constraint based on the primary deficit
8. Primary deficit (4) -4.3 -4.7 -7.6 -6.7 -04 3.1
9. Snowball effect (%) -05 0.5 -0.3 0.7 2.6 3.1
10. Stock-flow adjustment (3) 5.2 5.3 6.2 5.7 6.5 11.8
11. Change in gross debt (%) 0.1 0.7 -23 -04 8.3 18.0
12. Level of gross debt (end of year) 115 16.2 14.7 14.3 22.7 40.7
Sweden 1980 1985 1989 1990 1991 1992
1. Net borrowing (%) 3.9 3.7 -52 -4.0 11 7.5
2. Interest payments 3.9 8.1 5.2 4.8 5.0 5.2
3. Implicit interest rate (2) : 14.2 11.8 12.1 12.6 10.2
4. Nominal GDP growth rate (%) 13.6 8.7 10.6 10.3 6.4 -04
Budgetary constraint based on the deficit
5. Deficit (net borrowing) (%) 3.9 3.7 -52 -4.0 1.1 7.5

6. Contribution of nominal GDP growth -45 -5.0 -47 -4.1 -25 0.2
7. Stock-flow adjustment (3) 2 . . . . -

Budgetary constraint based on the primary deficit
8. Primary deficit (4) -0.1 -4.4 -104 -89 -39 2.3
9. Snowball effect (%) : : : : : :
10. Stock-flow adjustment (3)

11. Change in gross debt (°) 1.8 -04 -49 -18 9.1 13.6
12. Level of gross debt (end of year) 39.6 61.6 43.9 42.1 51.2 64.8

(} Line1=Iline5, aminus sign means a surplus.

(3 Actual interest payments as percentage of gross debt at end of t-1.

(3 Line 7 = line 10; due to a change in definition there are no data for 1996.

(%) Net borrowing excl. interest payments, line 8 = line 1 —line 2. A minus sign means a primary surplus.
(5) Due to a change in definition there are no data for 1996.

() Line 11 =tota of lines5, 6 and 7 or 8, 9 and 10.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions

1993 1994 1995 1996 1997 1998 1999 2000 2001
7.9 6.0 5.0 3.2 1.5 -13 -23 -4.1 -5.0
4.5 5.0 5.2 4.3 4.3 3.7 3.6 3.3 3.1
11.3 9.3 9.6 7.8 8.1 7.4 7.6 7.5 7.6
1.2 6.0 8.1 3.8 8.5 8.1 4.5 6.1 5.9
7.9 6.0 5.0 3.2 1.5 -13 -23 -4.1 -5.0
-05 -32 -4.4 -21 -45 -4.0 -21 -27 -24
9.3 -1.0 -1.1 : -0.1 0.2 25 2.4 2.8
3.3 1.0 -0.1 -1.1 -27 -5.0 -5.8 -75 -8.1
4.0 0.9 -03 : -0.2 -03 1.4 0.6 0.7
9.3 -1.0 -1.1 : -0.1 0.2 25 2.4 2.8
16.2 1.4 -17 0.1 -3.0 -51 -1.9 -45 -4.6
56.8 58.3 56.6 57.1 54.1 49.0 47.1 42.6 38.0
1993 1994 1995 1996 1997 1998 1999 2000 2001
11.9 9.9 7.5 3.4 2.0 -19 -19 -24 -29
6.0 6.6 6.8 7.1 6.9 6.2 515 4.7 4.1
9.3 9.3 9.4 9.5 9.3 8.6 7.9 7.7 7.1
0.3 6.6 7.3 25 3.2 4.3 4.3 59 5.6
11.9 9.9 7.5 34 2.0 -1.9 -1.9 -24 -29
-0.2 - 4.6 -53 -19 -24 -31 -3.0 -3.6 -3.3
-1.4 -3.6 -3.7 : -0.7 2.3 -1.9 1.8 0.3
5.9 34 0.7 -3.7 -4.8 -8.0 -7.4 -7.1 -7.0
5.9 2.0 1.8 : 45 3.1 25 1.1 0.8
-1.4 -3.6 -3.7 : -0.7 2.3 -1.9 1.8 0.3
10.3 2.6 -11 -0.6 -1.0 -26 -6.8 -4.2 -59
75.1 7.7 76.6 76.0 75.0 72.4 65.5 61.3 55.4
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Table A.2.8

Contributionsto the change in the general government gross debt ratio

(% of GDP)
Former definitions
United Kingdom 1980 1985 1989 1990 1991 1992
1. Net borrowing (%) 3.4 2.9 -10 0.9 2.3 6.1
2. Interest payments 4.7 5.0 3.7 3.1 2.7 2.7
3. Implicit interest rate (2) : : : : : 8.0
4. Nominal GDP growth rate (%) 16.8 9.6 9.7 8.3 5.1 4.1
Budgetary constraint based on the deficit
5. Deficit (net borrowing) (%) 3.4 2.9 -1.0 0.9 2.3 6.1
6. Contribution of nominal GDP growth -7.9 -4.9 -3.8 -29 -17 -14
7. Stock-flow adjustment (3) 4.1 0.1 -09 -13 -10 0.9
Budgetary constraint based on the primary deficit
8. Primary deficit (%) -13 -21 -47 -2.2 -04 34
9. Snowball effect (%) -22 11 0.3 0.9 15 1.7
10. Stock-flow adjustment (3) 4.1 0.1 -09 -13 -10 0.9
11. Change in gross debt (%) -05 -19 -57 -27 0.1 6.0
12. Level of gross debt (end of year) 54.7 54.1 37.7 35.0 35.1 41.1

(M Line 1 =line5, aminussign means a surplus.

(3 Actual interest payments as percentage of gross debt at end of t—1

(3 Line 7 = line 10; due to a change in definition there are no data for 1996.

(%) Net borrowing excl. interest payments, line 8 = line 1 —line 2. A minus sign means a primary surplus.
(5) Dueto achange in definition there are no data for 1996.

() Line 11 =tota of lines5, 6 and 7 or 8, 9 and 10.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions

1993 1994 1995 1996 1997 1998 1999 2000 2001
7.8 6.7 55 4.4 2.0 -03 -1.2 -0.9 -0.7
2.8 3.2 3.4 3.7 3.7 3.6 2.9 3.0 2.7
7.3 7.0 7.3 75 7.5 7.6 6.4 6.8 6.8
51 6.0 5.4 5.9 6.5 54 4.8 6.1 5.7
7.8 6.7 5.5 4.4 2.0 -0.3 -1.2 -0.9 -0.7
-20 -27 -25 -29 -3.2 -2.6 -2.2 -27 -23
0.7 -21 -1.0 : -0.6 0.4 1.1 0.0 0.0
4.9 3.6 2.0 0.7 -1.7 -39 -4.1 -39 -35
1.1 0.7 1.1 : 0.5 1.0 0.7 0.3 0.5
0.7 -21 -1.0 -0.6 0.4 1.1 0.0 0.0
6.7 2.0 2.3 0.6 -1.8 -25 -24 -3.6 -3.0
47.8 49.8 52.0 52.6 50.8 48.4 46.0 42.4 39.4
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Table A.2.9

Contributions to the change in the general gover nment gross debt ratio

(% of GDP)
Former definitions
Euro area () 1980 1985 1989 1990 1991 1992
1. Net borrowing () 4.4 4.1 3.1 4.2 4.5 4.7
2. Interest payments 4.6 4.4 4.6 4.8 4.9 5.4
3. Implicit interest rate (3) : : : : 9.3 9.9
4. Nominal GDP growth rate (%) 55 7.0 9.3 9.1 6.9 5.4
Budgetary constraint based on the deficit
5. Deficit (net borrowing) (3) 4.4 4.1 3.1 4.2 4.5 4.7

6. Contribution of nominal GDP growth -28 -37 -4.8 -4.7 -37 -3.0
7. Stock-flow adjustment (%) 0 . . . . -

Budgetary constraint based on the primary deficit
8. Primary deficit (°) -0.2 -03 -15 -0.7 -04 -0.8
9. Snowball effect (6) : : : : : :
10. Stock-flow adjustment (%)

11. Change in gross debt (7) 2.3 0.4 0.3 1.4 17 3.3
12. Level of gross debt (end of year) 56.0 56.4 56.7 58.1 57.9 61.2
EU-15 (8) 1980 1985 1989 1990 1991 1992
1. Net borrowing (%) 3.6 3.0 2.2 3.5 4.1 5.0
2. Interest payments 4.7 4.5 4.6 4.7 4.7 5.2
3. Implicit interest rate (3) : : : : : 9.8
4. Nominal GDP growth rate (%) 5.3 8.8 9.2 7.8 6.9 4.2

Budgetary constraint based on the deficit
5. Deficit (net borrowing) (3) 3.6 3.0 2.2 35 4.1 5.0
6. Contribution of nominal GDP growth -27 -4.4 -4.6 -39 -35 -22
7. Stock-flow adjustment (%) : : : : : :

Budgetary constraint based on the primary deficit
8. Primary deficit (°) -11 -14 -24 -1.2 -0.6 -0.1
9. Snowball effect (6) : : : : : :
10. Stock-flow adjustment (%)

11. Change in gross debt (7) 1.2 -0.9 -0.8 1.0 18 4.2
12. Level of gross debt (end of year) 55.2 54.3 53.5 54.5 54.9 59.1

(}) EU-15 excluding Denmark, Greece, Sweden and UK;; from 1991 including former East Germany.
Due to problems with availability of the data, L uxembourg data are not included.

(® Line1=line5, aminus sign means asurplus.

(3 Actual interest payments as percentage of gross debt at end of t-1.

(%) Line7 = line 10; due to a change in definition there are no data for 1996.

(®) Net borrowing excl. interest payments, line 8 = line 1 —line 2. A minus sign means a primary surplus.

(5) Due to a change in definition there are no data for 1996.

() Line 11 =tota of lines5, 6 and 7 or 8, 9 and 10.

(8) Excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions
1993 1994 1995 1996 1997 1998 1999 2000 2001
55 5.0 4.8 4.3 2.6 2.0 1.2 0.9 0.8
55 5.3 5.5 5.6 5.1 4.7 43 4.1 3.9
9.1 8.3 8.3 8.2 7.0 6.6 6.1 59 5.8
1.0 4.4 4.6 4.2 2.1 4.0 42 4.7 5.1
55 5.0 4.8 4.3 2.6 2.0 1.2 0.9 0.8
-0.6 -28 -3.0 -29 -15 -28 -29 -33 -34
: : 1.2 : -1.2 -0.8 0.9 0.6 0.3
0.0 -0.3 -0.6 -1.4 -25 -27 -3.1 -3.1 -3.1
: : 2.5 : 3.6 1.9 1.4 0.8 0.5
1.2 -1.2 -0.8 0.9 0.6 0.3
4.9 2.3 3.1 2.5 -0.2 -15 -0.9 -1.8 -23
66.1 68.4 71.6 74.9 74.7 73.1 72.3 70.5 68.2
1993 1994 1995 1996 1997 1998 1999 2000 2001
6.0 5.4 5.0 4.2 2.4 1.5 0.6 0.4 0.3
5.3 52 5.4 5.5 5.0 4.6 4.1 3.9 3.7
9.0 8.4 8.3 8.3 7.3 6.8 6.3 6.2 6.0
0.2 4.8 3.9 5.0 5.3 4.5 4.8 6.2 5.0
6.0 54 5.0 4.2 2.4 1.5 0.6 0.4 0.3
-0.1 -3.0 -25 -33 -3.6 -3.0 -3.1 -39 -3.1
: : 0.2 : 0.1 -04 1.1 1.1 0.2
0.8 0.2 -0.3 -1.3 -25 -3.1 -35 -35 -34
: : 2.9 : 1.4 1.6 1.0 0.0 0.6
0.2 0.1 -0.4 1.1 1.1 0.2
5.6 2.1 2.9 2.0 -11 -2.0 -1.4 -24 -26
64.7 66.7 69.6 72.2 71.1 69.1 67.7 65.3 62.7
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Table A3.1

Cyclical adjustment of general government receipts, expenditures and budget balances

(% of GDP)
Former definitions
Belgium 1980 1985 1989 1990 1991 1992
Total resources
1. Actual data 47.9 50.9 46.8 47.4 47.7 47.7
2. Cyclical component 1.4 -11 0.9 12 11 0.9
3. Cyclically adjusted data 46.6 52.1 45.9 46.3 46.5 46.8
Total uses
4. Actual data 56.6 60.0 52.8 52.8 53.9 54.6
5. Cyclical component -05 0.4 -03 -04 -04 -03
6. Cyclically adjusted data 57.0 59.6 53.2 53.3 54.3 54.9
Net lending (+) or net borrowing (-)
7. Actual balance -86 -9.0 -6.1 -54 -6.2 -6.9
8. Cyclical component 1.9 -15 1.2 1.6 15 1.2
9. Cyclically adjusted balance -10.5 -75 -73 -7.0 -7.7 -82
— as % of trend GDP -10.8 -7.3 -7.4 -7.2 -7.9 -83
10. GDP at 1995 market prices (annual % change) 4.4 1.0 3.6 2.7 2.0 1.6
11. Trend GDP at 1995 market prices (annual % change) 1.9 1.8 2.1 2.1 2.1 2.1
12. Gap between actual and trend GDP (% of trend GDP) 2.9 -21 1.9 25 24 1.9
Denmark 1980 1985 1989 1990 1991 1992
Total resources
1. Actual data 51.3 55.7 57.3 55.1 54.7 56.0
2. Cyclical component 1.2 2.8 1.6 1.0 0.6 -0.2
3. Cyclically adjusted data 50.0 52.9 55.7 54.1 54.2 56.2
Total uses
4. Actual data 53.7 56.8 57.0 56.1 57.1 58.2
5. Cyclical component -0.38 -18 -1.0 -0.7 -04 0.1
6. Cyclically adjusted data 54.5 58.7 58.0 56.8 57.5 58.1
Net lending (+) or net borrowing (-)
7. Actual balance -3.2 -20 0.3 -1.0 -24 -22
8. Cyclical component 2.1 4.7 25 1.7 0.9 -0.3
9. Cyclically adjusted balance -53 -6.6 -22 -27 -33 -19
— as % of trend GDP -52 -6.8 -2.2 -27 -33 -1.8
10. GDP at 1995 market prices (annual % change) -04 43 0.2 1.0 1.1 0.6
11. Trend GDP at 1995 market prices (annual % change) 1.9 2.1 1.9 1.9 2.0 21
12. Gap between actual and trend GDP (% of trend GDP) 2.6 5.7 3.0 2.0 1.1 -04

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions

1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
48.6 49.4 49.0 49.3 49.9 50.2 50.2 50.1 49.5 48.9
-0.8 -04 -03 -0.3 -0.9 -0.3 -03 -04 0.0 0.3
49.4 49.8 49.3 49.5 50.8 50.5 50.5 50.5 49.5 48.7
55.7 54.2 52.9 53.4 53.6 52.2 51.3 51.0 50.0 49.2
0.3 0.1 0.1 0.1 0.3 0.1 0.1 0.1 0.0 -0.1
55.5 54.1 52.8 53.3 53.3 52.1 51.2 50.8 50.0 49.3
-72 -48 -39 42 -37 -20 -1.0 -09 -05 -02
-11 -0.6 -0.4 -0.3 -1.2 -05 -0.3 -05 0.0 0.4
-6.1 -43 -35 -38 -25 -16 -07 -03 -05 -06
-6.0 -4.2 -35 -38 -2.4 -16 -0.7 -0.3 -0.5 -0.6
-15 3.0 25 25 1.0 35 2.7 2.8 35 3.3
2.1 2.1 2.2 2.2 2.3 2.4 25 2.6 2.7 2.7
-17 -08 -05 -05 -18 -0.7 -05 -0.7 0.0 0.6
1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
57.9 58.1 56.9 57.3 58.1 57.8 SIES) 57.9 56.7 55.9
-1.4 0.2 0.3 0.3 0.3 0.7 0.7 0.2 0.0 -0.2
59.3 57.9 56.6 57.0 57.7 57.2 56.8 57.7 56.7 56.1
60.7 60.7 59.2 59.6 59.1 57.4 56.3 54.9 54.2 53.5
0.9 -01 -0.2 -02 -0.2 -04 -04 -01 0.0 0.1
59.8 60.8 59.4 59.8 59.3 57.8 56.7 55.0 54.2 53.4
-28 -2.6 -2.2 -23 -1.0 0.5 1.2 3.0 2.4 2.5
-23 0.3 0.5 0.5 0.5 1.1 1.1 0.3 0.0 -0.3
-0.5 -29 -27 -28 -1.5 -0.6 0.1 2.6 2.5 2.8
-05 -29 -28 -28 -15 -0.6 0.1 2.7 2.5 2.8
0.0 55 2.8 2.8 25 3.1 25 1.6 2.0 2.1
2.3 2.4 2.5 2.5 2.5 2.5 2.5 2.5 2.4 2.4
-2.6 0.4 0.6 0.6 0.6 1.2 1.2 0.3 0.0 -0.3
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Table A.3.2

Cyclical adjustment of general government receipts, expenditures and budget balances

(% of GDP)
Former definitions
Germany (1) 1980 1985 1989 1990 1991 1992
Total resources
1. Actual data 45.1 46.0 45.1 43.3 43.5 44.9
2. Cyclical component 0.9 -08 -0.2 1.0 18 1.7
3. Cyclically adjusted data 44.2 46.8 45.4 42.3 41.8 43.2
Total uses
4. Actual data 48.0 47.2 45.0 45.3 46.8 47.6
5. Cyclical component -0.2 0.2 0.1 -0.3 -0.2 -0.2
6. Cyclically adjusted data 48.2 47.0 45.0 45.6 46.9 47.8
Net lending (+) or net borrowing (-)
7. Actual balance -29 -1.2 0.1 -21 -34 -28
8. Cyclical component 1.1 -10 -0.3 1.2 25 1.9
9. Cyclically adjusted balance -4.0 -0.2 0.4 -33 -59 -4.6
— as % of trend GDP -4.1 -0.2 0.4 -34 -6.2 -4.8
10. GDP at 1995 market prices (annual % change) 1.0 2.0 3.6 5.7 5.0 2.2
11. Trend GDP at 1995 market prices (annual % change) 1.9 2.1 2.6 2.6 25 25
12. Gap between actual and trend GDP (% of trend GDP) 2.1 -18 -0.6 25 5.1 4.1
Greece 1980 1985 1989 1990 1991 1992
Total resources
1. Actual data 26.2 30.3 29.6 325 334 34.2
2. Cyclical component 0.9 -0.2 0.5 0.2 0.7 0.5
3. Cyclically adjusted data 25.2 30.5 29.1 32.3 32.6 33.7
Total uses
4. Actual data 28.8 41.9 43.9 48.4 44.7 46.8
5. Cyclical component 0.0 0.0 0.0 0.0 0.0 0.0
6. Cyclically adjusted data 28.8 41.9 43.9 48.4 44.7 46.8
Net lending (+) or net borrowing (-)
7. Actual balance -2.6 -11.6 -14.2 -159 -114 -12.6
8. Cyclical component 0.9 -0.2 0.5 0.2 0.7 0.5
9. Cyclically adjusted balance -3.6 -11.4 -148 -16.1 -121 -13.1
— as % of trend GDP -3.7 -11.3 -15.0 -16.1 -124 -13.2
10. GDP at 1995 market prices (annual % change) 0.7 25 3.8 0.0 3.1 0.7
11. Trend GDP at 1995 market prices (annual % change) 1.8 0.8 1.2 1.3 14 15
12. Gap between actual and trend GDP (% of trend GDP) 3.7 -0.5 1.8 0.5 2.2 1.3

(Y From 1991 including former East Germany.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions
1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
453 45.9 45.6 455 46.2 45.9 46.0 46.7 46.3 44.7
0.3 0.4 0.2 0.2 -03 -06 -05 -07 -03 0.1
45.0 455 45.4 45.3 46.5 46.5 46.5 475 46.5 44.6
48.8 48.4 49.0 48.8 49.6 48.6 47.7 47.8 47.2 46.1
0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.0 0.0
48.8 485 49.0 48.8 495 48.5 47.7 47.7 47.2 46.1
-35 -2.6 -34 -33 -34 -2.6 -1.7 -1.1 -1.0 -1.4
0.3 0.4 0.2 0.2 -04 -0.6 -05 -0.38 -0.3 0.1
-38 -30 -36 -35 -30 -20 -12 -03 -07 -15
-38 -30 -36 -35 -30 -20 -12 -03 -07 -15
-11 2.3 1.7 1.7 0.8 1.5 2.2 1.5 2.9 2.9
2.3 2.2 2.1 2.1 2.0 2.0 2.0 2.0 2.0 2.0
0.7 0.8 0.5 0.5 -07 -12 -1.0 -15 -06 0.2
1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
35.4 36.9 38.0 36.4 36.9 38.9 40.1 41.6 41.4 41.1
-0.7 -0.7 -0.7 -0.7 -0.7 -05 -0.2 0.0 0.3 0.6
36.1 37.6 38.7 37.1 37.6 39.3 40.3 41.6 41.1 40.5
49.0 46.8 48.5 46.6 44.7 43.5 43.2 43.2 42.8 41.8
0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
49.0 46.8 48.5 46.6 44.7 435 43.2 43.2 428 41.8
-13.6 -9.9 -10.5 -10.2 -7.8 -4.6 -3.1 -1.6 -1.3 -0.6
-0.7 -0.7 -0.7 -0.7 -0.7 -05 -0.2 0.0 0.3 0.6
-12.9 -9.2 -9.8 -94 -7.0 -4.1 -3.0 -1.6 -1.7 -1.3
-12.6 -9.0 -96 -93 -6.9 -4.1 -3.0 -16 -17 -13
-1.6 2.0 2.1 2.1 2.4 34 3.7 35 3.9 4.0
1.7 1.9 2.1 2.1 2.4 2.6 2.8 3.0 3.1 3.2
-1.9 -1.8 -19 -1.9 -1.9 -1.2 -04 0.0 0.7 1.5
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Table A.3.3

Cyclical adjustment of general government receipts, expenditures and budget balances

(% of GDP)
Former definitions
Spain 1980 1985 1989 1990 1991 1992
Total resources
1. Actual data 29.7 34.0 37.8 38.2 38.9 40.7
2. Cyclical component -0.2 -11 1.2 15 14 0.8
3. Cyclically adjusted data 29.9 35.1 36.6 36.6 37.5 39.9
Total uses
4. Actual data 31.7 40.1 41.3 423 43.2 44.6
5. Cyclical component 0.0 0.1 -0.1 -0.1 -0.1 -01
6. Cyclically adjusted data 31.7 40.0 41.4 42.4 43.4 44.7
Net lending (+) or net borrowing (-)
7. Actual balance -25 -6.1 -35 -4.1 -43 -4.0
8. Cyclical component -0.2 -12 1.3 1.7 15 0.9
9. Cyclically adjusted balance -23 -49 -49 -58 -58 -48
— as % of trend GDP -23 -4.7 -5.0 -6.1 -6.1 -4.9
10. GDP at 1995 market prices (annual % change) 1.3 2.6 4.7 3.7 2.3 0.7
11. Trend GDP at 1995 market prices (annual % change) 1.9 2.5 2.9 2.8 2.7 2.6
12. Gap between actual and trend GDP (% of trend GDP) — 0.8 -35 3.6 4.5 4.1 21
France 1980 1985 1989 1990 1991 1992
Total resources
1. Actual data 44.7 48.8 47.9 48.2 48.2 48.0
2. Cyclical component 0.2 -0.7 0.7 1.0 0.7 0.6
3. Cyclically adjusted data 44.4 49.4 47.1 47.2 475 47.4
Total uses
4. Actual data 44.7 51.6 49.1 49.7 50.1 51.8
5. Cyclical component -0.1 0.3 -03 -04 -03 -03
6. Cyclically adjusted data 44.8 51.3 49.4 50.1 50.4 52.1
Net lending (+) or net borrowing (-)
7. Actual balance 0.0 -28 -1.2 -15 -2.0 -39
8. Cyclical component 0.3 -10 1.1 1.4 1.0 0.8
9. Cyclically adjusted balance -04 -18 -23 -29 -3.0 -4.7
— as % of trend GDP -04 -18 -23 -3.0 -3.1 -48
10. GDP at 1995 market prices (annual % change) 1.8 1.7 4.2 2.7 1.0 15
11. Trend GDP at 1995 market prices (annual % change) 2.3 2.0 2.1 2.0 1.9 1.9
12. Gap between actual and trend GDP (% of trend GDP) 0.8 -20 2.4 3.1 2.2 1.8

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions

1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
40.8 39.7 38.0 38.4 39.3 39.6 39.6 40.0 40.0 40.0
-0.6 -0.7 -0.7 -0.7 -0.8 -05 -0.2 0.0 0.1 0.1
41.4 40.4 38.7 39.1 40.1 40.1 39.9 40.1 39.9 39.9
47.6 45.8 45.0 454 44.3 42.7 42.2 41.1 40.7 40.5
0.0 0.1 0.1 0.1 0.1 0.0 0.0 0.0 0.0 0.0
475 45.7 45.0 453 44.2 42.7 422 41.1 40.8 40.5
-6.7 -6.1 -7.0 -6.9 -5.0 -32 -26 -11 -07 04
-0.6 -0.8 -0.7 -0.7 -0.9 -0.6 -0.2 -0.1 0.1 0.1
-6.1 -54 -6.3 -6.2 -41 -26 -23 -11 -08 -06
-6.0 -53 -6.2 -6.1 -4.0 -26 -23 -1.1 -0.8 -0.6
-1.2 2.3 2.7 2.7 2.3 3.8 4.0 3.7 3.8 3.4
2.6 2.6 2.7 2.7 2.8 3.0 3.1 3.2 3.3 34
-16 -19 -19 -19 -23 -15 - 06 -01 0.3 0.3
1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
48.4 48.3 49.0 48.4 50.1 50.4 49.7 50.6 495 49.0
-0.3 -0.2 -0.3 -0.3 -0.6 -0.7 -04 -0.3 0.0 0.2
48.7 485 49.3 48.7 50.7 51.1 50.2 50.9 495 48.8
54.1 54.0 53.8 54.0 54.2 53.4 52.4 52.3 51.1 50.2
0.1 0.1 0.1 0.1 0.3 0.3 0.2 0.1 0.0 -01
53.9 53.9 53.7 53.8 54.0 53.2 52.2 52.2 51.1 50.2
-5.6 -5.6 -4.8 -55 -4.2 -3.0 -27 -1.8 -1.5 -1.2
-04 -0.3 -04 -04 -0.9 -1.0 -0.6 -05 0.0 0.2
-52 -53 -4.4 -51 -33 -21 -21 -13 -16 -14
-52 -53 -43 -51 -32 -2.0 -21 -13 -16 -14
-0.9 2.1 1.7 1.7 1.1 2.0 3.2 2.8 3.7 3.2
1.8 1.9 1.9 1.9 2.0 2.2 2.4 2.5 2.6 2.7
-0.9 -0.7 -0.9 -0.9 -1.8 -21 -1.3 -1.0 0.0 0.5
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Table A3.4

Cyclical adjustment of general government receipts, expenditures and budget balances

(% of GDP)
Former definitions
Ireland 1980 1985 1989 1990 1991 1992
Total resources
1. Actual data 34.6 38.9 36.3 36.0 36.7 37.1
2. Cyclical component 0.6 -01 0.0 0.8 0.1 -05
3. Cyclically adjusted data 34.0 38.9 36.2 35.2 36.7 37.6
Total uses
4. Actual data 46.3 49.2 38.0 38.1 39.0 39.5
5. Cyclical component -03 0.0 0.0 -04 0.0 0.2
6. Cyclically adjusted data 46.6 49.1 38.0 38.5 39.0 39.3
Net lending (+) or net borrowing (-)
7. Actual balance -11.6 -10.2 -17 -22 -23 -24
8. Cyclical component 1.0 -0.1 0.1 1.2 0.1 -0.7
9. Cyclically adjusted balance -12.6 -10.2 -18 -33 -23 -1.7
— as % of trend GDP -12.9 -10.1 -1.8 -35 -23 -17
10. GDP at 1995 market prices (annual % change) 3.1 3.1 6.2 7.6 1.9 33
11. Trend GDP at 1995 market prices (annual % change) 3.6 3.1 4.2 4.5 4.9 5.3
12. Gap between actual and trend GDP (% of trend GDP) 2.7 -0.2 0.2 3.2 0.2 -17
Italy 1980 1985 1989 1990 1991 1992
Total resources
1. Actual data 34.2 38.9 42.1 42.8 43.8 44.5
2. Cyclical component 0.9 -04 0.8 0.8 0.7 0.3
3. Cyclically adjusted data 33.3 39.4 414 42.0 43.2 442
Total uses
4. Actual data 42.8 51.5 51.9 53.8 53.8 54.0
5. Cyclical component -0.1 0.1 -0.1 -0.1 -0.1 0.0
6. Cyclically adjusted data 42.9 51.4 52.0 53.9 53.9 54.0
Net lending (+) or net borrowing (-)
7. Actual balance -86 -12.5 -938 -11.0 -10.0 -95
8. Cyclical component 1.0 -05 0.9 0.9 0.7 0.3
9. Cyclically adjusted balance -9.6 -12.0 -10.7 -11.9 -10.7 -9.8
— as % of trend GDP -99 -11.9 -10.9 -12.2 -10.9 -9.9
10. GDP at 1995 market prices (annual % change) 35 3.0 2.9 2.0 1.4 0.8
11. Trend GDP at 1995 market prices (annual % change) 2.8 2.3 2.1 1.9 1.8 1.7
12. Gap between actual and trend GDP (% of trend GDP) 3.0 -13 2.1 2.1 1.7 0.7

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions

1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
37.1 37.8 35.0 38.8 38.8 38.4 37.7 38.4 37.1 36.4
-1.3 -1.4 -0.6 -0.7 -0.5 0.3 0.7 0.8 0.8 0.5
38.3 39.2 35.6 394 39.3 38.1 37.0 375 36.3 35.8
39.4 39.4 37.1 41.2 39.5 37.6 35.5 36.4 35.4 33.6
0.6 0.6 0.3 0.3 0.2 -0.1 -03 -04 -04 -0.2
38.8 38.7 36.8 40.9 39.2 37.8 35.8 36.8 35.8 339
-23 -1.6 -21 -25 -0.6 0.8 2.1 2.0 1.7 2.7
-1.8 -21 -0.9 -1.0 -0.7 0.5 1.0 1.2 1.2 0.8
-0.5 0.5 -1.2 -15 0.1 0.3 1.2 0.8 0.5 2.0
-0.4 0.5 -1.1 -15 0.1 0.3 1.2 0.8 0.5 2.0
2.6 5.8 9.5 9.5 7.7 10.7 8.9 8.3 7.5 6.2
5.7 6.2 6.7 6.7 7.0 7.3 7.5 7.5 7.5 7.4
-4.6 -5.0 -24 -24 -1.8 1.3 2.6 3.3 3.3 2.1
1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
47.7 455 45.3 455 458 48.2 46.6 46.9 46.3 46.0
-08 -05 0.0 0.0 -0.2 -02 -03 -05 -02 0.1
485 46.0 45.3 455 46.0 48.4 46.9 47.4 46.5 45.9
57.1 54.6 52.9 53.1 52.9 50.9 49.4 48.8 47.8 46.8
0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
57.1 54.6 52.9 53.1 52.9 50.8 49.3 48.8 47.7 46.8
-9.4 -9.1 -7.6 -7.6 -7.1 -2.7 -2.8 -1.9 -1.5 -0.8
-0.8 -05 0.0 0.0 -0.3 -0.2 -03 -0.6 -0.2 0.1
-8.6 -85 -7.6 -7.6 -6.8 -25 -25 -1.3 -1.3 -0.9
-84 -84 -76 -76 -6.8 -25 -25 -13 -13 -0.9
-0.9 2.2 2.9 2.9 1.1 1.8 iL5 1.4 2.7 2.7
1.7 1.6 1.7 1.7 1.7 1.7 1.8 1.9 1.9 2.0
-1.8 -1.2 0.0 0.0 -0.6 -0.5 -0.8 -1.2 -04 0.2
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Table A3.5

Cyclical adjustment of general government receipts, expenditures and budget balances

(% of GDP)
Former definitions
Luxembourg 1980 1985 1989 1990 1991 1992
Total resources
1. Actual data 47.2 49.9
2. Cyclical component 0.1 -17
3. Cyclically adjusted data 47.2 51.5
Total uses
4. Actual data 47.7 43.7 : : : :
5. Cyclical component 0.0 0.7 -0.8 -0.2 -0.3 -0.1
6. Cyclically adjusted data 47.7 43.0 : : : :
Net lending (+) or net borrowing (-)
7. Actual balance -04 6.2 : 4.7 1.8 0.7
8. Cyclical component 0.1 -24 : : : :
9. Cyclically adjusted balance -0.6 8.5
— as % of trend GDP -0.6 8.2
10. GDP at 1995 market prices (annual % change) 0.8 2.9 9.8 2.2 6.1 4.5
11. Trend GDP at 1995 market prices (annual % change) 2.2 4.3 5.7 5.8 5.8 5.7
12. Gap between actual and trend GDP (% of trend GDP) 0.2 -3.7 4.8 12 1.6 0.4
The Netherlands 1980 1985 1989 1990 1991 1992
Total resources
1. Actual data 50.4 52.2 48.1 47.9 50.6 50.1
2. Cyclical component 0.6 -04 0.4 0.9 0.8 0.5
3. Cyclically adjusted data 49.8 52.6 47.8 47.0 49.8 49.6
Total uses
4. Actual data 54.4 55.7 52.7 52.8 53.4 53.8
5. Cyclical component -0.6 0.4 -0.4 -0.9 -0.7 -05
6. Cyclically adjusted data 55.0 55.3 53.0 53.7 54.1 54.3
Net lending (+) or net borrowing (-)
7. Actual balance -4.1 -35 -4.6 -49 -28 -3.8
8. Cyclical component 1.2 -0.8 0.7 1.8 15 1.0
9. Cyclically adjusted balance -52 -27 -53 -6.7 -4.3 -4.7
— as % of trend GDP -53 -27 -53 -6.9 -4.4 -48
10. GDP at 1995 market prices (annual % change) 1.2 3.1 4.7 4.1 2.3 2.0
11. Trend GDP at 1995 market prices (annual % change) 1.7 2.0 2.6 2.7 2.7 2.7
12. Gap between actual and trend GDP (% of trend GDP) 1.5 -1.0 0.9 2.3 1.9 1.2

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions
1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
48.1 48.9 47.6 47.2 46.5 46.2 45.4
0.2 -0.9 0.0 -0.1 -0.2 0.1 0.3
47.9 49.7 47.6 47.2 46.6 46.1 45.1
: : : 45.8 46.2 44.0 43.9 441 43.6 42.7
-0.6 -0.4 -0.1 -0.1 0.3 0.0 0.0 0.1 0.0 -0.1
: : : 459 45.9 44.0 43.9 44.0 43.6 42.8
1.6 2.6 1.8 2.2 2.7 3.6 3.2 2.4 2.6 2.7
: : : 0.3 -1.2 0.0 -0.1 -0.2 0.1 0.4
2.0 3.9 3.6 34 2.6 2.5 2.3
2.0 3.8 3.6 3.4 2.6 25 2.3
8.7 4.2 3.8 3.8 29 7.3 5.0 5.0 5.6 5.7
5.6 5.5 5.4 5.4 5.3 5.3 5.2 5.1 5.1 5.0
3.3 2.0 0.4 0.4 -1.9 0.0 -0.2 -04 0.1 0.8
1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
50.8 48.0 46.6 46.6 47.0 46.4 45.7 46.8 46.0 43.8
-0.4 -0.2 -0.5 -0.5 -0.5 -0.3 -0.1 -0.1 0.2 0.3
51.2 48.2 47.1 47.1 475 46.6 45.8 46.8 458 435
53.9 51.6 50.4 50.8 48.9 47.6 46.5 46.2 45.0 43.4
0.3 0.2 0.5 0.5 0.5 0.3 0.1 0.1 -0.2 -0.3
53.6 51.4 50.0 50.3 48.4 47.3 46.4 46.2 45.2 43.7
-3.1 -3.6 -3.8 -4.2 -1.8 -1.2 -0.8 0.5 1.0 0.4
-0.7 -0.4 -1.0 -0.9 -1.0 -05 -0.2 -0.1 0.4 0.6
-24 -3.2 -29 -3.2 -0.8 -0.7 -05 0.7 0.6 -0.2
-24 -3.2 -28 -32 -0.8 -0.7 -05 0.7 0.6 -0.2
0.8 3.2 2.3 2.3 3.0 3.8 3.7 35 4.1 3.7
2.8 2.9 3.0 3.0 3.1 3.2 3.3 3.4 3.4 3.4
-0.8 -0.5 -1.2 -1.2 -1.2 -0.6 -0.3 -0.2 0.5 0.8
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Table A.3.6

Cyclical adjustment of general government receipts, expenditures and budget balances

(% of GDP)
Former definitions
Austria 1980 1985 1989 1990 1991 1992
Total resources
1. Actual data 45.2 47.5 45.8 46.9 47.3 49.0
2. Cyclical component 0.4 -05 0.0 0.5 0.8 0.6
3. Cyclically adjusted data 44.8 48.0 45.8 46.3 46.5 48.5
Total uses
4. Actual data 46.8 49.9 48.6 49.3 50.3 51.0
5. Cyclical component 0.0 0.0 0.0 0.0 0.0 0.0
6. Cyclically adjusted data 46.8 49.9 48.6 49.3 50.3 51.0
Net lending (+) or net borrowing (-)
7. Actual balance -1.6 -24 -27 -24 -3.0 -1.9
8. Cyclical component 0.4 -05 0.0 0.5 0.8 0.6
9. Cyclically adjusted balance -21 -19 -28 -29 -38 -25
— as% of trend GDP -21 -1.8 -28 -3.0 -39 -25
10. GDP at 1995 market prices (annual % change) 23 2.2 4.2 4.6 3.4 1.3
11. Trend GDP at 1995 market prices (annual % change) 2.4 2.2 25 25 2.4 2.4
12. Gap between actual and trend GDP (% of trend GDP) 1.7 -18 0.1 2.1 3.1 2.0
Portugal 1980 1985 1989 1990 1991 1992
Total resources
1. Actual data 28.4 334 33.6 34.4 35.8 38.7
2. Cyclical component 0.6 -13 0.8 1.0 0.9 0.8
3. Cyclically adjusted data 27.7 34.7 32.8 33.4 34.9 37.9
Total uses
4. Actual data 36.9 43.7 35.9 39.4 41.7 41.6
5. Cyclical component -0.2 0.4 -0.2 -03 -0.2 -0.2
6. Cyclically adjusted data 37.1 43.3 36.2 39.7 41.9 41.8
Net lending (+) or net borrowing (-)
7. Actual balance -8.6 -10.3 -23 -5.0 -59 -29
8. Cyclical component 0.8 -18 1.0 1.3 11 1.0
9. Cyclically adjusted balance -94 -8.6 -33 -6.3 -7.0 -39
— as % of trend GDP -9.7 -81 -34 -6.6 -73 -4.0
10. GDP at 1995 market prices (annual % change) 4.6 2.8 5.1 4.4 2.3 25
11. Trend GDP at 1995 market prices (annual % change) 3.0 2.9 3.4 3.3 3.2 3.0
12. Gap between actual and trend GDP (% of trend GDP) 3.3 -58 34 45 3.6 3.1

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions

1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
49.7 48.5 49.1 49.9 50.6 49.8 49.3 49.0 48.5 47.6
0.1 0.1 0.0 0.0 -0.1 -04 -0.3 -0.3 -0.1 0.0
49.7 48.4 49.2 49.9 50.7 50.3 49.6 49.4 48.6 47.6
53.9 53.3 54.1 54.9 54.4 51.7 51.8 51.1 50.3 49.6
0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
53.9 53.3 54.1 54.9 54.4 51.7 51.8 51.1 50.3 49.6
42 -49 -5.0 -51 -38 -19 -25 -20 -17 -20
0.1 0.1 0.0 0.0 -01 -04 -0.3 -0.3 -0.1 0.0
-42 -5.0 -49 -5.0 -37 -15 -22 -17 -17 -20
-4.2 -5.0 -49 -5.0 -37 -14 -22 -17 -16 -2.0
0.5 2.4 1.7 1.7 2.0 1.2 2.9 2.3 3.2 3.0
2.3 2.3 2.2 2.2 2.2 2.3 2.3 24 25 25
0.2 0.4 -02 -02 -04 -15 -1.0 -11 -03 0.1
1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
37.2 36.6 37.4 40.6 42.0 42.2 43.0 45.9 46.8 47.2
-0.2 -0.4 -04 -04 -0.3 -0.2 -0.1 -0.2 0.0 0.1
37.4 37.0 37.8 41.0 423 42.4 43.1 46.0 46.8 47.1
43.2 425 43.0 45.4 45.8 44.8 45.1 47.8 483 48.7
0.1 0.1 0.1 0.1 0.1 0.1 0.0 0.0 0.0 0.0
43.1 42.4 42.9 453 45.7 44.7 45.1 47.8 48.3 48.7
-6.0 -5.9 -5.6 -4.2 -3.8 -2.6 -21 -2.0 -1.5 -1.5
-0.3 -05 -05 -05 -04 -0.3 -0.1 -0.2 0.0 0.1
-57 -54 -51 -37 -34 -23 -2.0 -18 -15 -16
-5.6 -53 -5.0 -3.6 -33 -23 -2.0 -1.8 -15 -16
-1.1 2.2 2.9 2.9 3.2 35 35 2.9 3.6 35
2.9 2.9 2.9 2.9 2.9 3.0 3.0 3.1 3.1 3.2
-1.0 -1.6 -1.6 -1.6 -1.3 -0.8 -04 -0.5 -0.1 0.3
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Table A.3.7

Cyclical adjustment of general government receipts, expenditures and budget balances

(% of GDP)
Former definitions
Finland 1980 1985 1989 1990 1991 1992
Total resources
1. Actual data 42.0 47.0 48.7 51.4 53.1 53.7
2. Cyclical component 0.2 0.1 3.9 3.4 -0.2 -26
3. Cyclically adjusted data 41.8 46.9 44.8 48.0 53.3 56.4
Total uses
4. Actual data 38.6 44.2 42.5 46.1 54.5 59.5
5. Cyclical component -0.1 -0.1 -15 -13 0.1 1.0
6. Cyclically adjusted data 38.7 44.3 44.1 47.4 54.4 58.5
Net lending (+) or net borrowing (-)
7. Actual balance 3.3 2.8 6.2 5.3 -15 -57
8. Cyclical component 0.3 0.2 5.4 4.7 -0.3 -3.6
9. Cyclically adjusted balance 3.0 2.6 0.8 0.5 -1.1 -21
— as % of trend GDP 3.1 2.7 0.8 0.6 -1.1 -20
10. GDP at 1995 market prices (annual % change) 51 3.1 5.1 0.0 -6.3 -33
11. Trend GDP at 1995 market prices (annual % change) 3.2 2.7 1.6 1.3 12 1.3
12. Gap between actual and trend GDP (% of trend GDP) 0.5 0.3 8.9 7.4 -05 -5.0
Sweden 1980 1985 1989 1990 1991 1992
Total resources
1. Actual data 55.6 59.0 63.1 62.7 59.5 58.8
2. Cyclical component 0.0 0.0 2.0 2.0 0.7 -0.7
3. Cyclically adjusted data 55.6 59.0 61.1 60.7 58.8 59.5
Total uses
4. Actual data 59.5 62.7 57.9 58.6 60.6 66.3
5. Cyclical component 0.0 0.0 -0.9 -0.9 -03 0.4
6. Cyclically adjusted data 59.5 62.6 58.8 59.5 60.9 65.9
Net lending (+) or net borrowing (-)
7. Actual balance -39 -3.7 5.2 4.0 -1.1 -75
8. Cyclical component 0.0 0.0 2.9 2.9 1.0 -11
9. Cyclically adjusted balance -39 -3.7 23 11 -21 -6.4
— as % of trend GDP -39 -37 2.4 12 -21 -6.3
10. GDP at 1995 market prices (annual % change) 1.7 1.9 2.4 14 -1.1 -1.4
11. Trend GDP at 1995 market prices (annual % change) 1.7 1.8 1.4 1.3 1.2 1.2
12. Gap between actual and trend GDP (% of trend GDP) 0.0 0.0 3.6 3.7 1.3 -1.4

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions
1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
52.7 53.5 52.0 53.4 53.7 52.6 52.4 52.1 51.8 51.1
-39 -3.0 -2.2 -23 -1.7 -0.2 0.5 0.3 0.6 0.6
56.6 56.5 54.3 55.6 55.4 52.9 51.9 51.8 51.2 50.5
60.6 59.5 57.1 57.1 56.9 54.1 51.1 49.8 47.7 46.1
1.5 1.1 0.9 0.9 0.6 0.1 -0.2 -0.1 -0.2 -0.2
59.0 58.4 56.2 56.2 56.2 54.1 51.3 49.9 47.9 46.3
-7.9 -6.0 -5.0 -3.7 -3.2 -15 1.3 2.3 4.1 5.0
-55 -42 -31 -31 -23 -0.3 0.6 0.4 0.9 0.9
-24 -1.9 -19 -0.6 -0.8 -1.2 0.6 1.9 3.3 4.2
-22 -18 -18 -0.6 -0.8 -1.2 0.6 1.9 33 4.2
-11 4.0 3.8 3.8 4.0 6.3 5.0 3.5 4.9 4.2
1.5 1.9 2.4 2.4 29 3.3 3.6 3.9 4.1 4.3
-75 -5.6 -43 -43 -3.2 -04 0.9 0.6 1.3 1.3
1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
58.2 57.0 56.9 56.7 59.3 59.1 60.6 60.4 58.5 57.6
-2.6 -13 -0.3 -0.3 -0.9 -1.0 -0.7 -0.1 0.5 0.7
60.8 58.3 57.2 57.0 60.1 60.1 61.3 60.5 57.9 56.9
70.1 66.9 64.4 64.6 62.6 61.1 58.7 58.5 56.0 54.7
1.3 0.7 0.2 0.2 0.4 0.5 0.3 0.1 -0.2 -0.3
68.7 66.3 64.2 64.4 62.2 60.6 58.4 58.5 56.3 55.0
-11.9 -9.9 -75 -79 -34 -2.0 1.9 1.9 2.4 29
-39 -1.9 -0.5 -05 -13 -15 -11 -0.2 0.7 1.1
-7.9 -8.0 -7.0 -7.4 -21 -0.6 2.9 2.0 1.7 1.9
-75 -78 -7.0 -74 -21 -0.6 2.9 2.0 1.7 1.9
-2.2 4.1 3.7 3.7 1.1 2.0 3.0 3.8 39 3.3
1.4 1.5 1.8 1.8 2.0 2.2 2.5 2.6 2.8 2.9
-4.9 -25 -0.6 -0.6 -15 -1.8 -1.3 -0.2 0.9 1.4
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Table A.3.8

Cyclical adjustment of general government receipts, expenditures and budget balances

(% of GDP)
Former definitions
United Kingdom 1980 1985 1989 1990 1991 1992
Total resources
1. Actual data 39.9 41.5 38.9 38.5 37.6 36.3
2. Cyclical component -03 -05 1.6 1.0 -03 -11
3. Cyclically adjusted data 40.3 42.0 37.2 37.4 38.0 37.4
Total uses
4. Actual data 43.4 44.4 37.9 394 39.9 42.4
5. Cyclical component 0.1 0.1 -0.3 -0.2 0.1 0.2
6. Cyclically adjusted data 43.3 44.3 38.2 39.6 39.9 42.2
Net lending (+) or net borrowing (-)
7. Actual balance -34 -29 1.0 -0.9 -23 -6.1
8. Cyclical component -04 -0.6 1.9 1.2 -04 -13
9. Cyclically adjusted balance -3.0 -23 -0.9 -21 -19 -48
— as % of trend GDP -3.0 -23 -1.0 -22 -1.9 -4.7
10. GDP at 1995 market prices (annual % change) -22 3.8 2.1 0.6 -15 0.1
11. Trend GDP at 1995 market prices (annual % change) 1.7 2.5 2.4 2.3 2.2 2.2
12. Gap between actual and trend GDP (% of trend GDP) — 0.9 -12 4.5 2.8 -0.9 -29

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions

1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
35.3 35.9 37.0 39.2 39.5 39.5 40.5 40.5 40.0 39.8
-1.0 -0.3 -0.2 -0.2 -0.2 0.2 0.1 -0.1 0.2 0.3
36.3 36.2 37.2 394 39.6 39.3 40.5 40.6 39.9 39.4
43.1 42.6 42.4 45.0 43.8 415 40.2 39.3 39.1 39.1

0.2 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 -0.1
429 42.6 42.4 45.0 43.8 41.6 40.3 39.2 39.2 39.1
-7.8 -6.7 -55 -5.8 -4.4 -2.0 0.3 1.2 0.9 0.7
-1.2 -04 -0.2 -0.2 -0.2 0.3 0.1 -0.2 0.2 0.4
-6.6 -6.4 -5.2 -55 -4.2 -23 0.2 1.4 0.7 0.3
-6.4 -6.3 -52 -55 -4.2 -23 0.2 1.4 0.7 0.3

2.3 4.4 2.8 2.8 2.6 35 2.2 2.0 3.3 3.0

2.2 2.3 2.4 2.4 2.5 25 25 2.6 2.6 2.6
-29 -0.9 -05 -05 -04 0.6 0.2 -03 0.4 0.8
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Table A.3.9

Cyclical adjustment of general government receipts, expenditures and budget balances

(% of GDP)
Former definitions
Euro area () 1980 1985 1989 1990 1991 1992
Total resources
1. Actual data 42.0 44.8 44.6 44.4 44.8 45.6
2. Cyclical component 0.6 -07 0.6 1.0 11 0.9
3. Cyclically adjusted data 41.4 454 44.0 43.3 43.7 44.7
Total uses
4. Actual data 45.4 49.6 47.7 48.5 49.4 50.2
5. Cyclical component -0.2 0.2 -0.2 -0.3 -0.2 -0.1
6. Cyclically adjusted data 45.5 49.4 47.8 48.8 49.6 50.4
Net lending (+) or net borrowing (-)
7. Actual balance -34 -48 -3.1 -4.2 -45 -47
8. Cyclical component 0.8 -09 0.7 1.4 13 1.0
9. Cyclically adjusted balance -42 -39 -3.8 -55 -58 -57
— as % of trend GDP -4.2 -39 -39 -57 -6.0 -58
10. GDP at 1995 market prices (annual % change) 2.0 2.2 3.9 3.8 25 15
11. Trend GDP at 1995 market prices (annual % change) 2.2 2.2 2.4 2.3 2.3 2.2
12. Gap between actual and trend GDP (% of trend GDP) 1.7 -19 14 2.9 3.0 23
EU-15 () 1980 1985 1989 1990 1991 1992
Total resources
1. Actual data 42.2 44.8 44.4 44.2 44.3 44.8
2. Cyclical component 0.4 -05 0.8 11 0.9 0.5
3. Cyclically adjusted data 41.7 45.3 43.6 43.1 435 443
Total uses
4. Actual data 45.5 49.3 46.7 47.7 48.5 49.8
5. Cyclical component -0.1 0.1 -0.2 -03 -0.2 -0.1
6. Cyclically adjusted data 45.7 49.1 46.9 48.0 48.6 49.9
Net lending (+) or net borrowing (-)
7. Actual balance -34 -45 -2.2 -35 -4.1 -5.0
8. Cyclical component 0.6 -0.7 1.0 1.4 1.0 0.6
9. Cyclically adjusted balance -4.0 -338 -3.2 -4.9 -52 -56
— as % of trend GDP -4.0 -3.8 -33 -5.0 -53 -57
10. GDP at 1995 market prices (annual % change) 1.3 25 35 3.2 1.9 1.2
11. Trend GDP at 1995 market prices (annual % change) 21 2.2 2.3 2.3 2.3 2.2
12. Gap between actual and trend GDP (% of trend GDP) 1.3 -16 2.0 2.8 2.4 15

(1) EU-15 excluding Denmark, Greece, Sweden and UK; from 1991 including former East Germany.
Due to problems with availability of the data, L uxembourg data are not included.
(® Excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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(% of GDP)

Former definitions ESA95 definitions

1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
46.6 46.1 45.9 459 46.7 47.1 46.6 47.2 46.6 45.7
-0.3 -0.2 -0.1 -0.1 -0.5 -05 -03 -04 -0.1 0.1
46.8 46.3 46.0 46.1 47.2 475 46.9 47.6 46.6 455
52.1 51.1 50.7 50.9 51.0 49.6 48.6 48.4 47.5 46.5
0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.0 -0.1
52.0 51.0 50.6 50.8 50.8 49.5 48.6 48.3 47.5 46.5
-55 -5.0 -48 -5.0 -43 -26 -20 -1.2 -09 -08
-0.4 -0.2 -0.2 -0.2 -0.6 -0.6 -0.4 -05 -0.1 0.2
-51 -48 -46 47 -36 -20 -16 -07 -09 -1.0
-51 -4.7 -4.6 -4.7 -36 -20 -16 -0.7 -0.9 -1.0
-0.8 2.4 2.2 2.2 1.4 2.3 2.7 2.3 3.4 3.1
2.2 2.1 2.1 2.1 2.2 2.3 2.3 2.4 2.5 2.6
-0.7 -04 -04 -04 -1.2 -1.2 -0.8 -1.0 -0.2 0.4
1993 1994 1995 1995 1996 1997 1998 1999 2000 2001
45.4 45.1 45.1 455 46.2 46.3 46.1 46.6 45.9 45.1
-0.5 -0.2 -0.1 -0.1 -0.4 -0.3 -0.3 -0.3 0.0 0.2
459 45.3 45.3 45.6 46.6 46.6 46.4 46.9 45.9 44.9
51.5 50.5 50.2 50.6 50.4 48.7 47.6 47.2 46.3 455
0.2 0.1 0.1 0.1 0.1 0.1 0.0 0.1 0.0 -0.1
51.3 50.4 50.1 50.6 50.3 48.7 47.6 47.1 46.3 455
-6.0 -5.4 -5.0 -5.2 -4.2 -24 -15 -0.6 -04 -0.3
-0.6 -0.3 -0.2 -0.2 -0.5 -04 -03 -04 0.0 0.3
-5.4 -5.1 -4.8 -49 -3.7 -2.0 -1.2 -0.2 -04 -0.6
-54 -51 -48 -49 -36 -2.0 -1.2 -0.2 -0.4 -0.6
-0.5 2.7 2.3 2.3 1.6 25 2.7 2.3 34 3.1
2.1 2.1 2.2 2.2 2.2 2.3 2.4 2.5 2.5 2.6
-1.2 -0.6 -04 -04 -1.1 -0.9 -0.7 -0.8 0.0 0.5
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Table A4.1

Current tax burden; total economy

Former definitions

Current tax burden (% of GDP) 1980 1985 1989 1990 1991 1992 1993
B 46.5 49.8 46.1 46.8 46.8 47.0 47.9
D (%Y 42.8 42.8 42.4 40.6 40.5 41.1 41.7
E 26.2 30.4 35.1 35.1 35.5 37.3 36.4
F 42.6 46.1 45.4 45.3 45.3 45.0 45.6
IRL 31.2 35.0 33.9 33.6 34.1 34.5 34.6
| 31.8 36.1 39.2 40.0 40.9 41.5 44.2
L 39.7 42.7 : : : : :

NL 43.6 43.1 43.0 42.7 45.0 44.8 45.8
A 42.4 44.6 42.9 42.4 43.0 44.2 45.2
P 25.6 29.3 31.8 32.4 33.7 36.1 35.1
FIN 38.3 42.3 43.9 45.8 46.6 46.5 44.9
EUR-11 (3) 39.3 41.4 41.8 41.4 41.6 42.1 43.0
DK 45.1 48.6 49.8 47.6 475 48.0 49.5
EL 24.4 28.8 28.2 31.0 31.4 31.9 32.6
S 48.4 49.7 54.7 54.2 51.3 49.8 49.1
UK 33.6 35.4 33.8 33.5 33.3 32.2 315
EU-15 (3) 38.7 40.7 41.0 40.7 40.8 41.0 41.6
Total economy (change in % points of GDP) 1980 1985 1989 1990 1991 1992 1993
B -12 0.1 -1.8 0.6 0.1 0.2 0.9
D) 0.4 0.3 05 -19 1.1 0.7 05
E 14 1.0 1.8 0.0 0.4 1.8 -0.9
F 1.4 0.2 -03 -0.1 0.0 -0.4 0.6
IRL 2.8 -0.9 -29 -0.3 0.5 0.4 0.1
1 1.8 -0.0 1.3 0.8 0.8 0.6 2.7
L 0.6 1.0 : : : : :

NL 0.1 -04 -28 -03 2.3 -0.2 0.9
A 0.6 1.0 -11 -04 0.5 1.3 0.9
P 1.9 -0.6 0.5 0.6 1.3 25 -11
FIN 0.3 1.7 -02 1.9 0.8 -0.1 -16
EUR-11 (3) 0.8 0.2 0.1 -0.4 0.6 0.5 0.9
DK 0.9 13 -13 -2.2 -0.1 0.5 1.6
EL -04 -0.1 -1.6 2.8 0.4 0.6 0.6
S -0.3 0.1 1.8 -0.4 -3.0 -15 -0.7
UK 15 -03 -0.1 -03 -0.2 -11 -0.7
EU-15 (3) 0.7 0.2 0.1 -03 0.4 0.3 0.6

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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Former definitions

ESA95 definitions

1994 1995 1995 1996 1997 1998 1999 2000 2001
49.1 48.6 46.9 47.4 47.9 48.1 47.9 473 467
42.1 421 41.9 427 43.0 42.9 43.9 436 422
36.0 35.0 34.0 34.4 34.9 35.2 35.8 35.9 36.0
46.0 46.6 45.1 46.4 46.4 46.5 47.4 465 46.0
35.6 33.1 35.2 35.2 34.6 338 345 33.4 32.9
421 41.9 422 42.8 44.4 43.2 437 43.0 427
: : 437 44.6 43.4 42.9 42.4 41.9 41.2
43.6 425 415 417 415 41.2 424 418 39.7
44.0 44.6 44.8 45.8 46.8 46.9 46.6 46.0 45.4
35.2 355 34.1 35.1 35.2 35.8 38.4 39.4 39.9
472 45.9 46.6 47.4 46.7 46.7 465 465 46.2
42.8 427 422 42.9 43.4 431 43.9 433 426
50.7 50.1 50.2 50.7 50.9 50.7 51.6 50.7 50.3
33.4 34.0 34.4 34.8 359 38.2 38.6 38.3 38.1
485 48.8 49.3 53.8 53.4 54.9 55.1 53.3 52.6
321 33.2 36.8 36.6 37.0 38.4 38.4 38.0 37.8
415 417 418 425 427 428 43.4 427 421
1994 1995 1995 1996 1997 1998 1999 2000 2001
1.1 -04 05 0.5 0.2 -0.2 -06 -06
05 -0.0 0.8 0.3 -0.0 1.0 -04 -14
-04 11 0.4 0.4 0.4 0.6 0.1 0.1
0.4 0.6 1.3 0.0 0.1 0.9 -1.0 -05
1.0 -25 -0.0 -05 -08 0.7 -11 -0.6
21 -0.2 05 1.6 1.2 0.5 -07 -03
: : 0.8 -1.2 -05 -05 -04 -0.7
-22 -1.0 0.2 -0.2 -03 1.2 -07 -21
-12 0.6 1.0 1.0 0.1 -0.2 -07 - 0.6
0.2 0.3 1.0 0.1 05 2.7 1.0 05
2.3 -13 0.8 -07 -01 -0.2 0.1 -04
-0.2 -0.1 0.8 0.4 -0.2 0.7 -06 -08
1.2 -0.6 0.6 0.2 -0.2 1.0 -0.9 -04
0.8 0.6 0.4 1.1 23 0.3 -02 -0.2
-05 0.3 4.4 -04 1.6 0.2 -18 -0.8
0.6 1.1 -03 0.4 1.4 0.0 -04 -0.2
-01 0.1 0.7 0.2 0.1 0.6 -06 - 0.6
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Table A4.2

Social contributionsreceived; general government

Former definitions

Current tax burden (% of GDP) 1980 1985 1989 1990 1991 1992 1993
B 15.0 17.2 16.6 16.8 17.4 17.7 18.2
D (%Y 16.9 17.6 17.2 16.9 175 17.8 18.4
E 12.8 12.6 125 12.8 13.1 14.0 14.3
F 18.8 20.7 20.6 20.6 20.7 20.9 21.1
IRL 4.5 5.2 4.9 5.0 5.2 5.3 5.3
1 12.9 135 14.0 14.3 14.6 14.9 15.4
L 13.2 12.2 : : : : :

NL 17.4 19.7 18.1 16.3 17.3 17.8 17.8
A 14.3 145 14.5 15.4 15.5 16.1 16.7
P 8.1 8.8 9.7 10.2 10.7 11.2 11.9
FIN 10.9 11.4 11.4 12.9 13.6 14.6 15.0
EUR-11 (3) 15.9 16.8 16.5 16.4 16.8 17.2 17.8
DK 1.7 2.6 2.2 2.3 2.3 2.4 25
EL 9.3 11.6 11.3 115 11.1 11.0 11.9
S 14.7 135 14.6 15.1 14.9 14.3 13.9
UK 6.1 6.8 6.5 6.2 6.2 6.1 6.2
EU-15 (3) 14.0 14.7 14.5 14.5 14.8 15.2 15.7
Total economy (change in % points of GDP) 1980 1985 1989 1990 1991 1992 1993
B 0.0 0.4 -04 0.2 0.6 0.3 0.5
D(®) 0.3 0.2 -0.3 -0.3 0.0 0.4 0.6
E 0.1 0.1 0.3 0.3 0.3 0.9 0.3
F 0.8 0.2 0.1 0.1 0.1 0.2 0.2
IRL 0.4 -0.1 -0.2 0.1 0.2 0.1 0.0
| 0.2 -0.0 0.3 0.3 0.2 0.3 0.5
L 0.4 -0.2 : : : : :

NL 0.3 -0.2 -16 -18 0.9 0.5 -0.0
A 0.4 0.3 -0.1 0.9 0.1 0.7 0.6
P 0.2 -05 -0.0 0.5 0.4 0.6 0.7
FIN 0.2 0.9 0.1 1.4 0.8 0.9 0.5
EUR-11 (3) 0.3 0.1 -0.2 -0.0 0.2 0.4 0.6
DK 0.2 -0.0 -0.0 0.1 0.0 0.1 0.1
EL 0.4 0.2 0.5 0.3 -04 -0.1 1.0
S 0.4 -03 11 0.4 -0.1 -0.7 -04
UK 0.2 -0.1 -0.1 -03 0.0 -0.1 0.1
EU-15 (3) 0.2 0.0 -0.1 0.1 0.1 0.4 0.5

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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Former definitions

ESA95 definitions

1994 1995 1995 1996 1997 1998 1999 2000 2001
17.7 17.4 16.8 16.8 16.8 16.6 16.5 15.9 15.6
18.9 19.1 18.8 194 19.6 19.2 18.9 18.5 18.0
14.0 13.1 13.0 13.2 13.2 13.2 13.2 131 131
20.7 21.0 20.5 20.7 20.2 18.3 18.6 18.4 18.2
5.2 4.8 6.8 6.3 6.0 5.8 6.2 5.7 5.6
14.8 14.7 14.8 15.0 15.4 129 12.7 12.6 125
: : 12.4 12.3 11.8 11.6 115 115 11.3
18.2 18.2 17.2 16.6 16.6 16.4 17.1 16.9 14.8
171 17.3 17.4 17.4 17.3 17.2 17.1 16.9 16.7
11.6 11.7 10.1 10.5 10.5 10.8 12.4 12.6 12.7
15.8 14.8 14.9 14.3 13.4 131 13.1 13.0 13.0
17.8 17.8 175 17.7 17.6 16.5 16.6 16.3 15.9
2.8 2.6 2.6 2.6 2.6 2.6 3.3 3.5 3.5
121 12.4 12.6 12.9 13.1 13.2 13.7 13.8 13.8
13.8 14.2 15.3 16.3 16.1 16.1 15.1 16.6 16.7
6.2 6.2 7.6 7.5 7:5 7.7 7.6 7:5 7.5
15.7 15.8 15.8 15.9 15.6 14.7 14.7 14.4 14.1
1994 1995 1995 1996 1997 1998 1999 2000 2001
-05 -03 -0.0 -0.1 -0.2 -0.0 -0.6 -03
0.5 0.2 0.6 0.2 -04 -03 -05 -05
-03 -0.9 0.2 -0.0 -0.0 0.0 -01 -0.0
-03 0.2 0.3 -05 -1.9 0.4 -0.2 -0.2
-01 -04 -05 -03 -03 0.4 -05 -01
-0.6 -0.1 0.3 0.3 -25 -0.2 -01 -0.1
: : -02 -05 -01 -02 -0.0 -02
0.4 -0.0 -0.6 -0.0 -02 0.7 -01 = 2.l
0.4 0.1 0.0 -01 -0.1 -0.1 -0.2 -03
-03 0.2 0.3 -0.0 0.4 15 0.2 0.1
0.8 -11 -0.6 -0.8 -04 0.0 -0.0 -0.0
0.0 0.0 0.2 -01 =11 0.0 -03 -04
0.3 -02 0.0 0.0 -0.0 0.7 0.2 0.0
0.2 0.3 0.3 0.2 0.1 0.4 0.1 -0.0
-0.0 0.3 1.0 -0.2 0.0 -11 16 0.1
0.1 0.0 -01 0.1 0.1 -01 -01 -0.0
-0.0 0.1 0.1 -0.3 -09 -0.1 -03 -03
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Table A4.3

Current taxes on income and wealth (direct taxes); general gover nment

Former definitions

Current tax burden (% of GDP) 1980 1985 1989 1990 1991 1992 1993
B 18.1 19.3 16.4 16.7 16.3 16.2 16.3
D (%Y 12.8 12.6 12.7 11.2 11.3 11.6 11.2
E 6.7 8.1 11.6 115 11.5 11.9 11.4
F 8.0 8.9 8.8 8.7 9.2 8.8 9.0
IRL 115 13.1 12.6 131 13.8 14.1 14.9
1 9.7 13.0 14.3 14.3 14.4 14.6 16.1
L 155 17.3 : : : : :

NL 15.1 12.2 13.4 14.9 16.2 153 16.1
A 12.4 13.9 125 115 12.1 12.6 12.8
P 5.7 7.9 8.0 8.0 8.9 10.0 9.1
FIN 14.2 16.5 16.6 17.7 17.6 16.9 15.2
EUR-11 (3) 10.8 11.7 12.2 11.9 12.1 121 12.2
DK 25.3 28.0 30.0 28.3 28.5 29.0 30.1
EL 4.5 4.6 4.5 5.4 5.5 5.4 5.7
S 20.7 20.2 24.4 22.6 19.2 19.8 20.1
UK 135 14.6 13.7 13.9 12.9 12.2 11.5
EU-15 (3) 11.8 12.7 13.1 12.8 12.7 12.6 12.6
Total economy (change in % points of GDP) 1980 1985 1989 1990 1991 1992 1993
B -08 -0.1 -1.3 0.3 -04 -0.1 0.1
D) 0.1 0.4 05 -15 0.8 0.3 -03
E 0.9 0.3 15 -0.1 0.0 0.4 -05
F 0.6 -0.2 0.0 -0.1 0.4 -0.3 0.2
IRL 13 -03 -25 0.5 0.6 0.4 0.8
1 11 0.4 0.9 0.1 0.0 0.2 15
L -05 1.0 : : : : :

NL 0.1 -0.2 -05 15 1.4 -1.0 0.8
A 0.2 0.8 -09 -1.0 0.6 0.5 0.1
P -0.1 0.1 13 0.1 0.9 11 -0.9
FIN 0.1 0.6 -02 1.2 -0.1 -08 -17
EUR-11 (3) 0.4 0.2 0.4 -0.3 0.4 0.0 0.1
DK 1.0 11 -04 -17 0.2 0.5 11
EL 0.6 -0.3 -0.8 0.9 0.1 -01 0.3
S -0.8 -03 0.9 -17 -34 0.5 0.4
UK 0.7 0.1 0.4 0.2 -1.0 -0.8 -0.7
EU-15 (3) 0.4 0.2 0.4 -03 0.0 -0.1 -0.0

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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Former definitions

ESA95 definitions

1994 1995 1995 1996 1997 1998 1999 2000 2001
175 17.9 16.7 16.7 17.2 17.6 175 17.5 17.3
10.8 1.1 11.2 115 11.2 115 12.0 12.0 10.9
11.0 11.0 10.1 10.3 105 10.3 10.3 10.3 10.4
9.2 9.4 8.5 8.9 05 115 12.3 11.9 11.8
15.2 13.6 13.7 14.2 14.3 13.8 14.0 13.3 13.2
14.8 145 14.7 153 16.1 14.4 151 14.6 14.6
: : 175 18.4 17.4 17.1 16.7 16.4 16.0
134 125 12.4 12.9 12.4 12.2 12.3 11.8 115
11.3 11.9 12.0 131 135 13.7 135 12.7 12.3
8.9 9.1 9.3 10.0 10.2 10.0 10.7 10.8 11.0
16.8 16.7 17.4 19.0 18.4 18.9 18.7 18.8 185
11.7 L7 115 12.0 122 124 128 12.6 12.2
30.6 30.3 30.4 30.6 30.5 29.7 30.3 29.7 29.4
6.8 7.2 7.4 7.1 7.9 9.6 9.2 8.7 8.5
20.3 20.8 20.2 21.6 21.8 22.7 22.4 21.3 20.7
11.9 12.7 15.0 14.9 151 16.4 16.4 16.2 15.9
12.3 12.4 125 13.0 13.2 13.7 14.0 13.8 135
1994 1995 1995 1996 1997 1998 1999 2000 2001
13 0.3 -0.0 0.4 0.5 -0.2 0.0 -0.1
-04 0.3 0.3 -03 0.3 0.5 0.0 -11
-05 0.0 0.1 0.2 -03 0.0 -01 0.1
0.3 0.2 0.5 0.5 21 0.7 -04 -01
0.3 -16 0.5 0.1 -05 0.2 -0.6 -01
-12 -03 0.5 0.8 -17 0.8 -05 -0.0
: : 0.9 -1.0 -03 -03 -03 -04
-26 -1.0 0.5 -05 -02 0.0 -05 -03
-15 0.7 11 0.4 0.3 -0.3 -0.7 -04
=02 0.3 0.7 0.2 -02 0.7 0.1 0.2
1.6 -0.1 1.6 -0.6 0.5 -0.2 0.1 -03
-05 0.0 0.5 0.2 0.2 0.4 =02 -04
0.5 -03 0.2 -01 -08 0.6 -0.6 -02
11 0.5 -03 0.8 1.7 -0.4 -05 -0.2
0.2 0.4 14 0.2 0.9 -03 -11 -0.6
0.4 0.8 -02 0.2 13 0.0 -02 -03
-03 0.2 0.4 0.3 0.4 0.4 -0.2 -04
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Table A4.4

Taxeslinked to importsand production (indirect taxes); general gover nment

Former definitions

Current tax burden (% of GDP) 1980 1985 1989 1990 1991 1992 1993
B 12.3 12.1 12.0 12.2 12.1 12.1 12.4
D () 13.1 12.6 12,5 12.5 12.2 12.4 12.7
E 6.3 9.1 104 10.2 10.3 10.8 10.1
F 14.7 15.5 14.9 14.9 14.5 14.3 14.3
IRL 15.4 16.8 16.5 15.6 15.3 15.2 14.5
1 9.3 9.5 11.1 11.3 11.8 11.8 12.7
L 12.3 14.7 14.7 15.1 15.3 15.5 16.1
NL 11.6 11.7 12.0 11.9 11.9 12.2 12.4
A 15.7 16.2 15.9 15.6 15.4 15.5 15.7
P 12.4 13.9 13.2 13.2 13.1 13.9 13.1
FIN 13.1 14.1 15.2 14.9 15.0 14.7 14.5
EUR-11 (3) 12.3 12.6 12.8 12.7 12.6 12.7 12.9
DK 18.2 17.9 17.7 17.0 16.7 16.6 16.9
EL 10.4 125 12.2 13.9 14.6 15.3 14.7
S 13.0 15.9 15.7 16.6 17.1 15.7 15.1
UK 15.9 16.0 15.7 15.7 16.1 15.7 15.4
EU-15 (3) 12.9 13.4 13.4 13.4 13.4 13.3 13.4
Total economy (change in % points of GDP) 1980 1985 1989 1990 1991 1992 1993
B -04 -02 0.0 0.1 -0.1 0.0 0.3
D(®) -0.0 -03 0.2 -0.0 0.3 0.2 0.3
E 0.2 0.6 -0.0 -0.2 0.0 0.5 -0.7
F 0.0 0.1 -04 -0.1 -04 -0.2 0.1
IRL 11 -0.6 -0.2 -0.9 -03 -0.0 -0.8
| 0.6 -04 0.3 0.2 0.6 -01 0.9
L 0.8 0.2 0.1 0.4 0.2 0.1 0.6
NL -0.4 -0.0 -0.8 -0.1 0.1 0.3 0.2
A 0.0 -0.1 -0.1 -0.3 -0.2 0.1 0.2
P 1.9 0.2 -0.9 -0.1 -0.1 0.8 -0.8
FIN -0.1 0.1 0.2 -0.3 0.1 -0.3 -0.2
EUR-11 (3) 0.1 -0.1 -0.0 -0.1 0.1 0.1 0.3
DK -03 0.3 -0.9 -0.7 -0.3 -01 0.3
EL -1.4 0.1 -13 1.7 0.7 0.8 -0.6
S 0.2 0.7 -0.2 0.9 0.6 -14 -0.7
UK 0.8 -03 -0.6 -01 0.4 -03 -03
EU-15 (%) 0.2 -0.1 -0.2 -0.0 0.1 -0.1 0.1

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3 EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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Former definitions

ESA95 definitions

1994 1995 1995 1996 1997 1998 1999 2000 2001
12.7 12.2 12.2 12.8 12.9 12.9 12.9 13.0 12.9
131 12.7 11.4 114 11.4 11.6 12.2 12.3 12.6
10.6 10.3 10.2 10.2 105 111 117 11.9 12.0
14.7 14.9 15.4 16.1 16.1 16.0 158 155 15.3
153 14.8 135 13.7 135 134 13.8 13.9 13.6
124 12.4 121 11.8 12.5 15.4 153 15.3 15.2
16.1 16.0 125 12.8 13.2 13.4 13.3 13.3 13.2
123 12.3 10.7 11.2 11.4 11.6 12.2 12.2 12.6
15.6 155 14.2 14.5 14.9 15.0 15.1 15.4 155
135 13.7 14.4 14.6 145 14.9 154 16.0 16.3
14.2 13.6 13.7 135 14.3 141 14.2 14.0 14.0
13.2 13.0 [25) 12.7 12,9 135 13.8 13.8 13.8
17.3 17.2 16.9 17.3 17.6 18.1 17.8 17.3 171
14.3 14.2 13.6 14.0 14.2 14.3 14.6 14.8 14.8
14.3 13.8 13.7 14.3 14.8 155 17.0 14.8 14.6
155 15.8 13.2 133 13.6 13.6 13.7 13.7 13.8
13.6 135 12.7 12.9 13.2 13.7 14.0 13.9 13.9
1994 1995 1995 1996 1997 1998 1999 2000 2001

0.3 -05 0.6 0.1 -0.0 0.0 0.0 -0.1

0.4 -04 0.0 0.0 0.2 0.6 0.1 0.3

0.5 -03 0.1 0.3 0.6 0.5 0.2 0.0

0.4 0.2 0.7 0.0 -01 -01 -04 -0.2

0.9 -05 0.2 -01 -01 0.4 0.1 -02
-03 0.0 -03 0.6 2.9 -0.1 -01 -0.1
-0.0 -01 0.3 0.4 0.2 -01 0.0 -01
-01 -0.0 0.4 0.3 0.2 0.5 0.0 0.4
-0.1 -0.1 0.3 0.4 0.1 0.1 0.3 0.1

0.4 0.2 0.1 -0.0 0.4 0.5 0.6 0.2
-03 -0.6 -0.2 0.8 -01 0.1 -0.2 -0.0

0.3 -01 0.2 0.2 0.7 0.3 -0.0 0.0

0.4 -0.1 0.3 0.3 0.6 -03 -04 -0.2
-04 -01 0.4 0.2 0.2 0.3 0.2 -0.0
-08 -05 0.6 0.5 0.7 16 -22 -02

0.1 0.3 0.2 0.3 -0.0 0.1 -01 0.2

0.2 -01 0.2 0.3 0.5 0.3 -01 0.1
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Table A4.5

Other current resources; general government

Former definitions

Current tax burden (% of GDP) 1980 1985 1989 1990 1991 1992 1993
B 2.6 2.3 1.7 1.8 1.9 1.8 1.8
D(®) 2.3 3.2 2.7 2.7 2.6 3.1 3.0
E 3.9 4.1 3.3 3.6 4.1 4.0 5.0
F 3.2 3.8 3.6 4.0 3.9 4.1 4.1
IRL 3.3 3.9 2.3 2.3 2.6 25 2.4
1 2.4 2.9 2.8 2.9 3.0 3.3 3.6
L 6.2 5.6 : : : : :

NL 6.3 8.7 4.7 4.9 5.2 4.8 4.6
A 2.8 2.9 2.9 4.4 4.4 4.8 4.6
P 21 2.7 2.7 2.9 3.1 3.6 3.2
FIN 3.8 5.1 5.5 5.9 6.8 7.6 8.0
EUR-11 (3) 3.0 3.7 3.2 3.3 3.4 3.6 3.7
DK 6.1 7.2 7.5 7.5 7.2 8.0 8.4
EL 1.9 1.7 1.6 1.7 2.2 25 3.1
S 7.2 9.3 8.4 8.4 8.2 9.0 9.2
UK 4.5 4.1 2.9 2.7 25 2.3 2.3
EU-15 (3) 35 4.0 3.4 35 3.5 3.7 37
Total economy (change in % points of GDP) 1980 1985 1989 1990 1991 1992 1993
B 0.5 -02 -0.0 0.1 0.1 -0.2 0.0
D) 0.1 0.1 05 -0.0 -01 0.5 -0.1
E 0.6 0.4 -03 0.3 0.4 -0.0 1.0
F 0.3 0.2 -03 0.3 -01 0.2 0.0
IRL 0.1 0.2 -0.6 -0.0 0.3 -0.0 -0.1
1 -0.1 0.5 0.1 0.1 0.2 0.2 0.4
L 0.8 0.5 : : : : :

NL 0.6 0.6 0.0 0.1 0.3 -0.4 -0.2
A 0.4 0.1 0.0 15 -01 0.4 -02
P -0.6 -0.6 -03 0.3 0.2 0.5 -05
FIN 0.1 0.2 0.3 0.4 0.9 0.8 0.4
EUR-11 (3) 0.2 0.2 0.1 0.2 0.1 0.2 0.1
DK 1.0 -0.1 0.4 0.0 -03 0.8 0.4
EL 0.3 0.0 0.2 0.1 0.5 0.3 0.6
S 0.4 0.4 0.4 -0.0 -0.2 0.8 0.2
UK 0.3 0.2 -0.0 -0.2 -0.2 -0.2 -0.1
EU-15 (3) 0.3 0.2 0.1 0.1 0.0 0.2 0.0

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.

246




Former definitions ESA95 definitions

1994 1995 1995 1996 1997 1998 1999 2000 2001
15 15 3.0 3.1 2.7 2.7 2.7 2.7 2.7
3.0 2.7 3.6 35 3.3 3.3 3.2 3.1 2.8
4.2 3.6 3.8 4.2 4.0 3.8 3.6 3.5 3.4
3.7 3.8 3.7 4.0 3.9 3.8 3.6 3.7 3.6
2.1 18 2.9 2.9 2.9 3.1 2.7 25 2.4
3.6 3.7 3.1 3.2 3.3 3.2 3.2 3.2 3.2

: : 5.4 5.2 5.0 5.0 4.9 4.9 4.8
4.0 3.7 6.0 5.8 5.5 5.1 4.9 4.7 4.6
4.4 4.5 6.2 5.5 3.9 3.3 3.3 3.4 3.1
2.6 2.8 4.8 4.9 4.5 4.7 4.5 4.5 4.4
6.7 7.0 7.3 6.7 6.3 6.0 5.9 5.7 5.4
3.5 3.3 3.8 3.9 3.7 3.6 3.5 3.4 3.3
7.5 6.8 6.8 7.1 6.7 6.6 6.0 5.8 5.4
3.8 4.2 2.9 2.9 3.6 2.9 4.1 4.1 4.1
8.5 8.1 7.3 6.9 6.3 6.2 5.7 5.6 5.5
2.2 2.2 2.8 2.9 2.6 2.6 2.2 2.2 21
35 3.4 3.9 3.9 3.6 3.6 3.4 3.3 3.2

1994 1995 1995 1996 1997 1998 1999 2000 2001

-03 0.1 : 0.1 -04 -0.0 0.0 -0.0 -0.0
0.0 -03 ; -0.1 -0.2 0.0 -01 -01 -0.2

-08 -0.6 : 0.4 -0.2 -0.2 -02 -01 -01

-04 0.1 : 0.3 -0.2 -01 -0.2 0.0 -01

-03 -03 : 0.0 -0.0 0.2 -05 -0.2 -01

-0.0 0.1 : 0.1 0.1 -0.1 0.0 -0.0 -0.0

: : : -02 -02 -0.0 -01 -0.0 -0.0

-0.6 -04 ; -02 -03 -04 -02 -01 -02

-0.1 0.1 : -0.7 -15 -0.7 -0.0 0.2 -03

=05 0.2 ; 0.1 -04 0.1 -0.1 -0.0 -01

-13 0.3 : -0.6 -05 -0.2 -0.1 -03 -0.2

-0.2 -01 ; 0.0 -02 -01 -01 =01 -01

-09 -0.6 : 0.3 -04 -0.1 -0.6 -03 -03
0.7 0.5 : 0.0 0.7 -0.7 12 0.1 -0.0

-0.7 -04 : -03 -0.7 -0.1 -04 -02 -01

-0.0 -0.0 ; 0.1 -03 -01 -03 -01 -01

-0.2 -0.1 : 0.0 -0.3 -01 -0.2 -0.1 -01
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Table A4.6

Total current resources; general government

Former definitions

Current tax burden (% of GDP) 1980 1985 1989 1990 1991 1992 1993
B 48.0 50.9 46.8 47.5 47.7 47.7 48.6
D (%Y 45.1 46.0 45.1 43.3 435 44.9 45.3
E 29.7 34.0 37.8 38.2 38.9 40.7 40.8
F 44.7 48.8 47.9 48.2 48.2 48.0 48.4
IRL 34.6 38.9 36.3 36.0 36.7 37.1 37.1
1 34.2 39.0 42.1 42.8 43.8 44.5 47.7
L 47.2 49.9 : : : : :

NL 50.4 52.2 48.1 47.9 50.6 50.1 50.8
A 45.2 475 45.8 46.9 47.3 49.0 49.7
P 28.4 33.4 33.6 34.4 35.8 38.7 37.2
FIN 42.0 47.0 48.7 51.4 53.1 53.7 52.7
EUR-11 (3) 42.0 44.8 44.6 44.4 44.8 45.6 46.6
DK 51.3 55.7 57.3 55.1 54.7 56.0 57.9
EL 26.2 30.3 29.6 325 33.4 34.2 35.4
S 55.6 59.0 63.1 62.7 59.5 58.8 58.2
UK 40.0 41.5 38.9 38.5 37.6 36.3 35.3
EU-15 (3) 42.2 44.8 44.4 44.2 44.3 44.8 45.4
Total economy (change in % points of GDP) 1980 1985 1989 1990 1991 1992 1993
B -0.7 -0.1 -1.8 0.7 0.2 0.0 0.9
D) 0.5 0.4 0.9 -19 1.1 1.3 0.4
E 17 14 15 0.3 0.8 17 0.2
F 1.6 0.4 -05 0.3 0.0 -0.2 0.4
IRL 2.9 -0.7 -35 -0.3 0.8 0.4 -0.0
1 1.7 0.4 1.6 0.7 1.0 0.7 3.2
L 15 15 : : : : :

NL 0.7 0.2 -28 -0.2 2.7 -05 0.8
A 1.0 11 -11 1.0 0.5 1.7 0.7
P 15 -0.7 0.1 0.8 1.4 2.9 -15
FIN 0.4 1.9 0.5 2.7 1.7 0.7 -1.0
EUR-11 (3) 0.9 0.4 0.2 -0.2 0.7 0.8 1.0
DK 18 13 -1.0 -2.2 -04 1.2 19
EL -0.2 -0.0 -14 2.9 0.9 0.8 1.2
S 0.2 0.5 2.2 -0.4 -32 -0.7 -0.6
UK 2.0 -0.1 -0.2 -0.4 -0.8 -13 -1.0
EU-15 (3) 1.0 0.4 0.2 -02 0.3 0.5 0.6

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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Former definitions

ESA95 definitions

1994 1995 1995 1996 1997 1998 1999 2000 2001
49.4 49.0 48.8 49.5 49.6 49.8 49.6 49.0 48.5
45.9 45.6 45.0 45.7 45.5 45.6 46.3 45.8 44.3
39.7 38.0 37.1 37.9 38.2 38.3 38.8 38.8 38.8
48.3 49.0 48.0 49.7 49.6 49.6 50.4 49.5 48.9
37.8 35.0 36.9 37.1 36.7 36.1 36.6 35.4 34.7
455 45.3 44.7 45.4 47.2 45.9 46.4 45.7 45.4

: : 47.9 48.8 47.4 47.0 46.4 46.0 45.3
48.0 46.6 46.3 46.5 46.0 45.3 46.4 45.6 43.4
48.5 49.1 49.8 50.5 49.6 49.2 49.0 48.5 47.6
36.6 37.4 38.7 39.9 39.8 40.4 42.9 43.9 44.3
53.5 52.1 53.2 53.5 52.3 52.1 51.8 51.5 50.9
46.1 45.9 45.3 46.2 46.3 46.1 46.7 46.1 45.2
58.1 57.0 56.8 57.7 57.4 57.0 57.4 56.2 55.5
36.9 38.1 36.4 36.9 38.9 40.1 41.6 41.4 41.1
57.0 56.9 56.5 59.1 58.9 60.4 60.2 58.3 57.5
35.9 37.0 38.6 38.6 38.9 40.2 40.0 39.6 39.4
45.1 45.1 44.9 45.7 45.6 45.6 46.1 45.4 44.6
1994 1995 1995 1996 1997 1998 1999 2000 2001

0.8 -03 0.7 0.1 0.2 -0.2 -0.6 -0.6

0.5 -03 0.8 -03 0.1 0.7 -05 =15
-12 -17 0.8 0.3 0.1 0.4 0.0 0.0
-01 0.7 17 -01 0.0 0.8 -1.0 -0.6

0.7 -28 0.2 -04 -0.7 0.5 -12 -0.6
-22 -03 0.7 18 -13 0.5 -07 -03

: : 0.9 -14 -03 -0.7 -03 -08
-28 -14 0.2 -05 -07 11 -08 -22
-13 0.7 0.7 -0.8 -04 -0.3 -05 -0.9
-0.6 0.8 13 -01 0.6 25 0.9 0.4

0.8 -14 0.3 -11 -0.2 -03 -03 -0.7
-04 -02 0.9 0.1 -03 0.6 -0.6 -0.9

0.2 -12 0.9 -03 -03 0.4 -12 -0.7

15 11 0.5 2.0 1.2 15 -0.2 -03
-12 -01 2.6 -0.2 15 -0.2 -1.9 -0.9

0.6 11 -0.0 0.3 13 -02 -04 -02
-03 0.0 0.8 -01 0.0 0.4 -0.7 -08
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Table A4.7

Interest payments

Former definitions

Current tax burden (% of GDP) 1980 1985 1989 1990 1991 1992 1993
B 6.0 10.4 10.1 10.4 10.0 10.6 10.7
D(®) 1.9 3.0 2.7 2.6 2.6 3.2 3.2
E 0.5 19 3.9 3.9 3.7 4.2 5.0
F 1.4 2.8 2.7 2.9 29 3.2 33
IRL 6.0 9.4 7.4 7.5 7.3 6.7 6.3
1 5.5 8.0 8.7 9.4 10.1 11.4 12.0
L 1.2 1.0 : 0.4 0.4 0.3 0.4
NL 3.7 6.1 5.8 5.7 5.9 6.0 6.0
A 2.4 34 3.9 4.0 41 4.2 4.2
P 2.7 7.6 6.1 7.9 7.7 7.1 6.1
FIN 1.0 1.8 15 1.4 1.9 2.6 45
EUR-11 (3 2.6 4.4 46 48 4.9 54 55
DK 3.8 9.4 7.2 7.3 7.3 6.7 7.3
EL 2.0 4.9 7.5 10.0 9.3 115 12.6
S 3.9 8.1 5.2 4.8 5.0 5.2 6.0
UK 4.7 5.0 3.7 3.1 2.7 2.7 2.8
EU-15 (3) 3.0 4.8 4.6 4.7 4.7 5.2 5.3
Total economy (change in % points of GDP) 1980 1985 1989 1990 1991 1992 1993
B 0.9 0.7 0.2 0.3 -04 0.6 0.1
D(®) 0.2 0.0 -0.1 -0.1 0.2 0.6 0.0
E 0.1 0.7 0.6 -0.0 -0.2 0.5 0.8
F 0.1 0.2 0.1 0.2 0.0 0.3 0.1
IRL 0.3 0.8 -08 0.0 -0.2 -0.5 -04
1 0.4 -0.0 0.8 0.7 0.7 1.3 0.6
L 0.4 -05 : : -0.1 -0.0 0.0
NL 0.4 0.2 -03 -0.0 0.2 0.1 -0.0
A 0.2 0.2 0.0 0.1 0.2 0.0 0.1
P 0.2 0.8 -0.7 1.8 -0.2 -0.6 -1.0
FIN 0.1 0.2 -0.2 -0.0 05 0.7 1.9
EUR-11 (3) 0.3 0.2 0.2 0.2 0.2 0.5 0.1
DK 0.4 0.3 -04 0.1 -0.0 -0.6 0.6
EL 0.2 0.6 0.1 25 -0.7 2.2 1.1
S 1.0 0.8 -0.2 -0.4 0.1 0.3 0.8
UK 0.3 0.1 -0.2 -0.6 -04 -0.0 0.1
EU-15 (3) 0.3 0.2 0.1 0.1 0.1 0.5 0.1

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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Former definitions ESA95 definitions

1994 1995 1995 1996 1997 1998 1999 2000 2001
10.0 8.9 9.1 8.7 7.9 7.7 7.2 6.9 6.7
3.3 3.7 3.7 3.7 3.7 3.6 3.5 3.5 34
4.7 5.3 5.2 5.4 4.8 4.4 3.7 3.5 3.4
3.5 3.7 3.8 3:9 3.7 3.6 34 3.2 3.2
5.6 5.0 5.6 4.7 4.3 35 2.6 2.2 1.9
10.9 11.3 11.5 115 9.4 8.1 6.9 6.4 6.0
0.3 0.3 0.4 0.4 0.3 0.4 0.4 0.3 0.3
5.6 5.7 5.9 5.6 51 4.9 4.5 4.0 3.7
4.0 4.3 4.4 4.2 3.9 3.8 3.6 3.5 35
6.1 6.2 6.3 5.4 4.3 3.6 3.4 3.3 3.3
5.0 5.2 4.0 4.3 4.3 3.7 3.6 3.3 3.1
5.3 5.5 55 5.6 51 4.7 4.3 4.1 3.9
6.7 6.4 6.4 6.1 5.8 53 4.7 4.4 3.9
13.9 12.8 11.1 105 8.3 7.8 7.4 7.2 6.6
6.6 6.8 7.1 7.1 6.9 6.2 5.5 4.7 4.1
3.2 3.4 3.7 3.7 3.7 3.7 2.9 3.0 2.7
5.2 5.4 5.4 5.5 5.0 4.6 4.1 3.9 3.7
1994 1995 1995 1996 1997 1998 1999 2000 2001
-0.7 -11 : -0.4 -0.8 -03 -05 -03 -0.2
0.1 0.4 ; 0.0 -0.0 -01 -0.0 -01 -01
-03 0.6 : 0.1 -0.6 -04 -0.7 -0.1 -02
0.2 0.2 : 0.2 -03 -01 -0.2 -0.2 0.0
-0.7 -0.6 : -08 -04 -038 -0.9 -04 -03
-11 0.4 : -0.0 -21 -13 -13 -05 -03
-0.0 -0.0 : 0.0 -0.0 0.0 0.0 -0.0 -0.0
-04 0.1 ; -03 -04 -03 -04 -04 -04
-03 0.3 : -0.2 -04 -0.1 -0.2 -0.1 -01
0.0 0.1 ; -0.9 =il -07 -02 =@l 0.0
0.5 0.2 : 0.3 -0.0 -05 -0.2 -03 -03
-02 0.2 ; 0.1 -05 -04 -04 =02 -01
-0.6 -03 : -03 -04 -04 -0.6 -03 -05
13 -1.2 : -0.6 -23 -05 -0.4 -03 -0.6
0.6 0.3 : -0.0 -0.2 -0.7 -0.7 -08 -0.6
0.3 0.3 ; 0.0 0.0 -01 -0.7 0.0 -02
-0.1 0.2 : 0.1 -05 -04 -05 -0.2 -0.2
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Table A4.8

Final consumption expenditure; general gover nment

Former definitions

Current tax burden (% of GDP) 1980 1985 1989 1990 1991 1992 1993
B 175 16.9 14.2 13.9 14.3 14.1 14.7
D(®) 20.3 20.1 18.8 18.3 19.0 195 19.6
E 13.0 14.1 145 14.9 15.5 16.4 16.8
F 17.4 18.9 17.7 17.7 17.9 18.5 19.4
IRL 18.2 17.0 13.9 143 15.1 15.4 15.4
1 14.9 16.6 16.7 17.4 17.4 17.5 17.5
L 14.3 13.5 11.8 12.7 12.6 12.4 12.3
NL 16.7 15.1 14.3 14.0 13.9 141 14.2
A 17.2 18.3 17.7 18.3 18.5 19.0 19.8
P 13.6 14.3 14.8 15.3 16.9 17.0 17.6
FIN 17.6 19.8 19.4 20.8 23.8 24.3 22.8
EUR-11 (3) 17.4 18.0 17.2 17.2 17.7 18.1 18.4
DK 27.2 25.8 25.9 25.6 25.7 25.8 26.8
EL 13.4 16.1 15.0 15.1 14.2 13.8 14.3
S 28.3 26.9 25.3 26.4 26.3 27.0 27.1
UK 21.8 21.3 19.9 20.4 213 21.8 21.7
EU-15 (3) 18.6 19.0 18.0 18.2 18.6 19.0 19.2
Total economy (change in % points of GDP) 1980 1985 1989 1990 1991 1992 1993
B 0.2 0.0 -0.8 -03 0.4 -0.2 0.5
D(®) 0.6 0.0 -0.8 -0.5 -0.7 0.6 0.1
E 0.6 0.3 0.4 0.4 0.6 0.9 0.5
F 0.5 -01 -05 0.0 0.3 0.5 0.9
IRL 1.6 -0.1 -1.0 0.4 0.9 0.3 -0.1
| 0.2 0.1 -03 0.7 0.0 0.0 0.0
L 0.6 0.3 -05 0.9 -0.1 -0.2 -0.2
NL -0.2 -04 -05 -03 -01 0.2 0.2
A 0.0 0.3 -03 0.6 0.3 0.4 0.8
P 0.7 0.2 0.5 0.5 1.7 0.1 0.6
FIN 0.2 0.9 -03 1.4 3.0 0.6 -16
EUR-11 (3) 0.3 0.0 -0.5 0.1 0.0 0.4 0.4
DK 17 -0.6 -03 -0.4 0.2 0.1 1.0
EL 0.0 0.7 0.9 0.1 -09 -05 0.6
S 0.6 -0.1 0.1 12 -0.1 0.7 0.1
UK 1.6 -0.8 -0.2 0.5 0.9 0.5 -0.1
EU-15 (3) 0.6 -0.1 -04 0.1 0.2 0.4 0.2

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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Former definitions

ESA95 definitions

1994 1995 1995 1996 1997 1998 1999 2000 2001
146 14.5 215 21.8 21.2 21.1 21.1 20.8 20.5
194 19.5 19.8 20.0 195 19.0 19.0 18.7 18.3
16.2 16.0 18.1 18.0 17.6 17.4 171 16.8 16.6
19.2 19.0 23.9 24.2 241 23.6 23.6 231 22.7
153 14.3 16.5 15.8 151 14.6 14.0 13.7 13.3
17.0 15.9 17.9 18.1 18.2 18.0 18.1 17.8 17.6
11.8 12.5 18.1 18.8 17.8 17.2 17.1 16.9 16.6
13.8 13.8 24.0 23.1 23.0 23.0 23.1 22.6 221
19.9 19.8 20.4 20.3 19.8 19.8 19.9 19.6 19.1
17.3 17.4 18.9 19.2 18)5 19.7 20.3 20.6 20.8
21.8 21.2 22.8 23.2 224 21.7 21.3 20.5 19.7
18.1 18.0 20.6 20.7 20.4 20.0 20.0 19.7 19.3
25.9 25.7 25.8 25.8 25.6 25.8 25.8 25.6 255
13.8 153 15.3 145 15.1 15.4 14.9 14.6 14.5
26.1 24.8 26.4 27.1 26.7 26.7 27.0 26.8 26.5
21.4 211 19.7 194 18.4 18.2 18.2 18.1 18.2
18.9 18.7 20.7 20.7 20.3 20.0 20.0 19.7 19.4
1994 1995 1995 1996 1997 1998 1999 2000 2001
-0.0 -0.1 0.3 -05 -01 -0.0 -03 -03
-02 0.1 0.2 -05 -05 -0.0 -03 -04
-06 -02 -01 -04 -03 -02 -03 -03
-0.2 -0.1 0.3 -01 -05 0.0 -04 -04
-01 -1.0 -0.7 -0.6 -05 -07 -03 -04
-05 -1.0 0.2 0.1 -0.2 0.1 -03 -0.2
-04 0.6 0.6 -1.0 -06 -01 -02 -03
-05 0.0 -0.9 -02 0.0 0.1 -04 -05

0.1 -0.2 -0.1 -05 -0.0 0.1 -04 -05
-03 0.1 0.4 0.2 0.3 0.6 0.3 0.2
-0.9 -0.6 0.3 -0.7 -0.7 -04 -0.8 -08
-03 -02 0.1 -03 -03 -0.0 -03 -04
-08 -02 0.0 -02 0.2 -0.0 -0.1 -01
-05 1.6 -0.8 0.6 0.3 -05 -03 -0.2
-10 -1.2 0.8 -04 -0.0 0.3 -03 -03
-03 -03 -03 -1.0 -02 0.0 -01 0.1
-03 -0.2 0.0 -04 -03 -0.0 -03 -03
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Table A4.9

Compensation of employees; general government

Former definitions

Current tax burden (% of GDP) 1980 1985 1989 1990 1991 1992 1993
B 135 13.1 11.3 11.2 115 11.6 12.0
D) 11.0 10.6 10.0 9.7 10.1 10.4 10.6
E 9.4 10.1 10.2 10.6 11.0 11.7 11.8
F 13.2 14.3 13.1 13.0 13.1 13.4 14.0
IRL 11.8 11.5 9.8 9.9 10.5 10.7 10.8
1 11.1 11.8 11.9 12.7 12.6 125 12.4
L 10.0 9.6 : : : : :

NL 12.3 10.6 9.6 9.3 9.2 9.4 9.6
A 11.6 12.3 12.0 11.6 11.8 12.0 12.4
P 10.4 10.4 11.6 12.0 13.1 14.0 14.3
FIN 12.1 13.9 13.6 14.4 16.8 17.3 16.2
EUR-11 (3) 11.7 12.0 11.4 11.4 11.6 11.8 12.0
DK 18.2 175 18.0 17.7 17.7 17.8 18.1
EL 9.3 11.4 12.1 125 115 10.9 10.9
S 20.0 18.2 17.3 18.1 18.3 18.7 18.5
UK 12.8 12.2 115 11.6 11.8 11.9 10.8
EU-15 (3) 12.3 12.4 11.7 11.8 12.0 12.2 12.1
Total economy (change in % points of GDP) 1980 1985 1989 1990 1991 1992 1993
B 0.3 -0.1 -0.3 -0.0 0.3 0.0 0.5
D(®) 0.2 -0.0 -03 -0.3 -0.2 0.3 0.2
E 0.5 0.2 0.2 0.4 0.4 0.7 0.0
F 0.3 -0.0 -03 -01 0.1 0.3 0.6
IRL 1.0 -0.2 -08 0.1 0.6 0.2 0.2
1 0.5 -02 -0.2 0.8 -0.0 -0.1 -0.2
L 0.4 0.0 : : : : :

NL -0.2 -04 -05 -03 -01 0.2 0.2
A -0.0 0.2 -03 -04 0.2 0.2 0.4
P 0.6 0.0 0.6 0.4 1.0 1.0 0.3
FIN -0.1 0.6 -0.1 0.8 2.4 0.5 -11
EUR-11 (3) 0.3 -0.0 -03 0.1 0.1 0.2 0.2
DK 0.8 -0.6 -0.2 -0.3 0.0 0.0 0.3
EL 0.2 0.6 1.0 0.4 -1.0 -0.5 -0.0
S 0.4 -04 0.1 0.9 0.2 0.4 -0.2
UK 1.0 -05 -03 0.1 0.2 0.1 -11
EU-15 (3) 0.4 -0.1 -02 0.1 0.1 0.2 -0.1

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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Former definitions

ESA95 definitions

1994 1995 1995 1996 1997 1998 1999 2000 2001
12.1 12.1 12.0 12.0 11.9 11.7 11.7 115 11.4
10.3 10.2 9.0 8.9 8.7 8.5 8.4 8.1 7.9
11.3 11.2 11.3 11.3 10.9 10.7 105 10.3 10.2
14.0 14.1 13.7 13.9 13.8 13.7 13.7 13.5 13.3
105 9.7 10.3 9.8 9.3 9.0 8.2 7.9 7.7
119 11.3 11.2 11.5 11.6 10.7 10.7 10.5 10.4
: : 9.5 9.6 9.2 9.2 : : :
9.2 9.3 10.8 104 10.2 10.2 10.3 10.0 9.8
12.4 12.4 12.6 12.3 11.4 11.3 11.3 11.1 10.7
13.8 13.8 13.8 13.9 14.1 14.3 15.1 14.9 14.7
15.3 14.8 15.4 15.6 14.6 14.0 13.8 13.6 13.4
11.7 11.6 11.1 11.2 11.0 10.8 10.7 10.5 10.3
175 17.3 17.3 17.3 17.2 17.4 17.4 17.4 17.4
10.6 11.3 11.3 10.7 11.6 11.7 11.6 115 11.4
17.6 16.7 17.3 17.8 17.5 16.9 16.8 16.5 16.3
9.1 8.5 8.8 8.3 7.9 7.8 7.8 7.8 7.8
11.6 11.4 11.1 111 10.9 10.6 105 10.3 10.2
1994 1995 1995 1996 1997 1998 1999 2000 2001
0.1 0.0 -0.0 -0.2 -0.1 -0.0 -0.2 -0.2
-0.3 -0.1 -0.1 -0.2 -0.2 -0.1 -0.2 -0.3
-05 -0.1 -0.0 -03 -0.2 -03 -0.2 -0.1
-0.0 0.1 0.2 -01 -01 0.0 -0.2 -0.2
-04 -0.8 -0.5 -05 -03 -0.8 -03 -0.2
-04 -0.7 0.3 0.1 -0.9 -0.0 -0.2 -0.2
: : 0.1 -04 -0.0 : : :
-03 0.0 -04 -0.2 -0.0 0.1 -0.2 -0.3
-0.0 -0.0 -0.3 -0.9 -01 0.1 -0.2 -0.4
-0.6 0.1 0.1 0.2 0.2 0.8 -0.1 -0.2
-09 -05 0.2 -0.9 -0.6 -0.2 -0.2 -0.2
-0.3 -0.1 0.1 -0.2 -0.3 -0.0 -0.2 -0.2
-0.6 -0.2 0.0 -0.1 0.2 0.0 0.0 0.1
-03 0.7 -0.6 0.9 0.1 -01 -0.1 -01
-09 -0.9 0.5 -0.3 -0.6 -0.1 -03 -0.2
-16 -0.7 -05 -05 -0.0 0.0 -0.0 0.0
-05 -0.2 0.0 -0.3 -03 -0.1 -0.2 -0.2
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Table A.4.10

Total current uses; general gover nment

Former definitions

Current tax burden (% of GDP) 1980 1985 1989 1990 1991 1992 1993
B 51.7 56.8 51.0 51.1 52.1 52.7 53.7
D (%Y 42.7 43.4 41.6 42.0 42.3 43.4 44.8
E 27.8 33.7 35.6 36.5 37.7 40.0 42.5
F 41.1 48.3 455 45.7 46.7 48.4 50.7
IRL 39.6 45.2 36.4 36.8 37.9 38.3 38.1
1 38.8 45.9 47.2 48.5 49.5 51.6 53.1
L 40.2 38.9 : : : : :

NL 49.1 51.4 49.1 49.5 50.3 51.0 51.2
A 41.0 44.4 43.9 44.7 45.6 46.3 49.0
P 31.9 39.5 32.6 35.8 38.3 37.9 39.3
FIN 34.6 40.5 39.3 42.2 50.5 55.8 57.7
EUR-11 (3) 40.8 45.3 43.7 44.4 45.3 46.7 48.3
DK 50.5 54.8 55.4 54.9 55.7 56.3 58.9
EL 26.3 37.7 39.8 41.9 39.8 41.2 43.4
S 54.9 59.0 55.3 56.4 58.1 62.1 65.1
UK 40.4 42.1 36.1 36.0 37.1 39.6 40.3
EU-15 (3) 41.3 45.4 43.2 43.8 44.7 46.4 47.8
Total economy (change in % points of GDP) 1980 1985 1989 1990 1991 1992 1993
B 0.8 -03 -1.7 0.0 1.0 0.6 1.0
D) 0.6 -0.2 —14 0.4 1.3 1.1 1.3
E 18 19 11 0.9 1.2 2.2 25
F 0.7 0.5 -1.0 0.2 1.0 1.7 2.3
IRL 3.2 0.6 -6.0 0.4 1.2 0.4 -0.2
1 11 0.1 1.0 1.3 1.0 2.1 15
L 14 -0.6 : : : : :

NL 0.8 -1.2 -22 0.4 0.8 0.7 0.2
A 0.2 1.0 -1.0 0.7 0.9 0.8 2.6
P 3.9 -1.0 -0.9 3.2 25 -0.4 14
FIN -03 1.8 -04 3.0 8.2 5.3 1.9
EUR-11 (3) 0.8 0.2 -0.7 0.7 1.2 14 1.6
DK 3.7 -1.0 0.3 -05 0.8 0.6 2.6
EL 0.6 3.1 1.1 2.2 -22 1.4 2.2
S 1.7 1.4 0.1 11 1.7 4.0 3.0
UK 2.3 -0.7 -1.0 -0.1 11 25 0.7
EU-15 (3) 11 0.1 -07 0.6 1.2 1.7 1.4

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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Former definitions

ESA95 definitions

1994 1995 1995 1996 1997 1998 1999 2000 2001
52.4 51.0 50.7 51.0 49.1 48.4 48.0 47.0 46.3
44.9 45.6 44.9 46.2 45.5 44.6 44.7 44.3 43.3
41.2 40.3 39.2 39.1 37.8 37.1 35.8 35.4 35.0
50.4 50.4 49.2 50.0 49.7 48.8 48.6 47.4 46.6
37.2 35.2 37.3 35.9 34.0 31.8 30.1 29.2 29.0
51.0 49.1 48.5 49.1 47.3 45.6 44.9 43.9 43.0

: : 39.8 40.2 38.6 38.3 38.1 375 36.6
49.0 47.7 47.4 45.9 44.7 43.5 43.0 41.6 40.1
48.4 49.5 50.0 49.5 47.9 47.6 47.3 46.7 46.1
39.4 39.7 40.1 39.9 38.7 39.3 40.8 41.3 41.7
56.4 54.3 53.7 53.1 50.7 47.9 46.8 448 43.2
47.5 47.2 46.5 47.1 46.1 45.0 44.7 43.8 42.9
58.8 57.4 57.3 56.8 55.1 54.2 53.0 52.2 51.5
44.0 45.1 43.3 42.2 40.2 40.1 39.5 39.1 38.2
63.6 61.4 60.8 59.8 58.1 56.9 55.7 53.6 52.2
40.1 40.1 41.5 40.8 39.2 38.3 37.1 36.9 36.7
47.1 46.9 46.5 46.8 45.4 44.4 43.8 42.9 42.1
1994 1995 1995 1996 1997 1998 1999 2000 2001
-13 -13 0.3 -1.9 -07 -0.4 -0.9 -0.7

0.1 0.7 13 -0.8 -0.9 0.1 -05 -1.0
-13 -0.9 -01 -14 -0.7 -13 -04 -04
-03 0.1 0.8 -03 -0.9 -0.2 -11 -0.9
-10 -20 -14 -1.9 -22 -17 -0.9 -01
-22 -19 0.6 -18 -17 -0.7 -1.0 -0.8

: : 0.4 -1.6 -03 -0.2 -0.6 -0.9
= 2.7 -13 -15 -12 -12 -0.6 -14 -15
-05 11 -04 -17 -03 -03 -05 -0.6

0.1 0.3 -02 -12 0.6 16 0.5 0.4
-13 -21 -0.6 -23 -28 -11 -21 -15
-07 -03 0.6 =11 =11 -04 -08 -0.9
-0.0 -14 -05 -17 -09 -11 -08 -08

0.7 11 -11 -2.0 -0.1 -0.6 -05 -0.9
-15 -23 -1.0 -17 -12 -1.2 -21 -14
-02 -0.0 -0.7 -16 -09 =i.72 -02 -02
-06 -03 0.3 -14 -11 -0.6 -0.9 -08
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Table A4.11

Gross saving; general government

Former definitions

Current tax burden (% of GDP) 1980 1985 1989 1990 1991 1992 1993
B -37 -58 -43 -36 -45 -5.0 -51
D) 2.4 2.6 3.6 1.3 1.2 1.4 05
E 0.6 0.3 2.2 17 1.2 0.7 -17
F 3.6 0.5 2.4 2.4 1.4 -0.4 -22
IRL -5.0 -6.3 -01 -0.8 -1.2 -1.2 -1.1
1 -46 -6.9 -5.1 -57 -57 -7.1 -54
L 7.1 11.0 : : : : :

NL 13 0.9 -1.0 -16 0.3 -0.9 -03
A 4.2 31 1.9 2.2 1.8 2.7 0.8
P -3.6 -6.1 1.0 -14 -25 0.8 -21
FIN 7.4 6.5 9.4 9.2 2.6 -21 -5.0
EUR-11 (3) 11 -05 0.8 -0.1 -04 -11 -17
DK 0.7 0.9 1.9 0.2 -1.0 -0.4 -1.0
EL -0.1 -74 -10.1 -94 -6.4 -7.0 -79
S 0.7 -0.1 7.8 6.3 1.4 -33 -6.9
UK -05 -05 2.7 2.4 0.5 -33 -5.0
EU-15 (3) 0.8 -06 1.3 0.4 -03 -16 -24
Total economy (change in % points of GDP) 1980 1985 1989 1990 1991 1992 1993
B -15 0.2 -0.2 0.7 -08 -0.5 -0.1
D@ -0.2 0.6 2.3 -23 -0.2 0.2 -0.9
E -05 1.0 0.4 -05 -05 -05 -24
F 0.9 -0.1 0.5 0.1 -1.0 -1.9 -1.8
IRL -0.3 -13 25 -0.7 -04 -0.0 0.2
| 0.6 0.2 0.7 -0.7 0.1 -14 1.7
L 0.1 21 : : : : :

NL -0.2 14 -0.6 -0.6 1.8 -1.2 0.6
A 0.8 0.1 -0.1 0.3 -04 0.9 -19
P -24 0.2 1.0 -24 -1.1 3.4 -29
FIN 0.6 0.1 0.9 -03 -6.6 -4.7 -29
EUR-11 (3) 0.1 0.4 1.0 -0.9 -05 -0.7 -0.6
DK -1.9 2.2 -13 -17 -1.2 0.6 -0.6
EL -0.8 -31 -25 0.7 3.0 -0.6 -1.0
S -19 -10 21 -15 -49 -47 -36
UK -03 0.6 0.9 -03 -1.9 -3.8 -17
EU-15 (3) -0.1 0.3 0.9 -08 -08 -12 -0.8

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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Former definitions ESA95 definitions

1994 1995 1995 1996 1997 1998 1999 2000 2001
-3.0 -2.0 -1.9 -15 0.4 1.4 1.7 2.0 21
1.0 0.0 0.1 -05 0.0 1.0 1.6 15 11
-15 -23 -21 -12 0.5 12 3.0 3.4 3.8
-21 -14 -12 -03 -01 0.8 1.9 2.0 23
0.6 -02 -04 1.2 2.8 4.3 6.5 6.2 5.7
-54 -3.9 -39 -3.7 -0.2 0.3 15 1.9 24
: : 8.1 8.5 8.8 8.8 8.3 8.6 8.7
-1.0 =Ll -11 0.6 13 18 3.4 4.0 3.4
0.0 -04 -0.2 0.9 17 16 17 17 15
= 243 -23 -08 0.0 11 11 21 215) 2.6
-29 -22 -05 0.4 1.6 4.2 5.0 6.8 7.6
-14 -14 =12 -1.0 0.2 1.0 2.0 2.2 23
-0.7 -05 -05 0.9 2.3 2.9 4.4 4.0 4.1
-71 -71 -6.8 -52 -13 -0.1 2.1 2.4 3.0
-6.6 -45 -43 -0.7 0.8 35 4.5 4.7 5.3
-4.2 -31 -29 -22 -03 iLe) 2.9 2.7 2.7
-20 -17 -16 -1.2 0.2 13 2.3 24 25
1994 1995 1995 1996 1997 1998 1999 2000 2001
21 1.0 : 0.4 19 0.9 0.3 0.3 0.1
0.4 -1.0 ; -05 0.5 1.0 0.6 -0.0 -05
0.2 -08 : 0.9 17 0.8 17 0.4 0.4
0.2 0.6 : 0.9 0.2 0.9 1.0 0.2 0.3
1.7 -08 : 1.6 16 15 2.2 -03 -05
-0.1 1.6 : 0.1 3.6 0.4 13 0.3 0.5
: : : 0.5 0.3 -0.0 -05 0.3 0.2
-0.6 -01 ; 17 0.7 0.5 16 0.6 -0.7
-08 -04 : 11 0.8 -01 0.1 0.0 -03
=07 0.5 ; 0.8 11 0.0 1.0 0.4 0.1
21 0.7 : 0.9 1.2 2.6 0.8 1.8 0.9
0.3 0.1 ; 0.3 1.2 0.8 1.0 0.2 0.0
0.3 0.3 : 14 1.4 0.6 15 -04 0.0
0.9 0.0 : 1.6 3.9 13 2.1 0.3 0.6
0.2 21 : 3.7 15 2.7 1.0 0.2 0.5
0.8 11 ; 0.6 1.9 2.2 1.0 -02 0.0
0.3 0.3 : 0.4 13 11 1.0 0.2 0.0
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Table A4.12

Gross fixed capital formation; general government

Former definitions

Current tax burden (% of GDP) 1980 1985 1989 1990 1991 1992 1993
B 4.4 2.6 1.4 1.3 1.4 1.4 1.6
D(®) 3.6 2.4 2.4 2.3 2.6 2.8 2.7
E 18 3.6 4.3 4.8 4.7 4.0 4.1
F 3.2 3.2 3.4 35 35 35 3.2
IRL 5.4 3.7 1.7 2.0 21 2.0 2.2
1 3.2 3.7 3.3 3.3 3.2 3.0 2.6
L 6.4 3.9 : 45 4.7 5.1 5.1
NL 3.2 2.2 1.9 2.0 21 2.0 2.0
A 4.3 36 33 31 3.2 3.2 3.2
P 4.2 3.3 3.2 3.2 3.3 3.7 4.0
FIN 38 37 3.1 37 38 35 2.8
EUR-11 (3) 3.3 3.0 3.0 3.1 3.1 3.0 2.9
DK 34 2.2 1.7 1.6 15 1.9 1.8
EL 2.1 3.7 2.9 2.8 3.1 35 33
S 4.1 3.0 24 2.3 2.2 2.6 1.0
UK 25 21 1.8 2.3 21 2.0 19
EU-15 (3) 3.2 2.9 2.7 2.9 2.9 2.9 2.7
Total economy (change in % points of GDP) 1980 1985 1989 1990 1991 1992 1993
B 0.2 -04 -06 -0.1 0.1 0.1 0.1
D (1) 0.1 -0.1 0.0 -0.1 -00 0.2 -0.1
E 0.1 0.7 0.6 0.6 -01 -0.8 0.1
F 0.1 0.2 0.1 0.2 -0.1 0.0 -03
IRL 0.6 -0.0 0.0 0.3 0.1 -0.1 0.2
| 0.5 0.1 -0.0 -0.0 -0.0 -0.2 -04
L 0.9 -03 : : 0.2 0.4 -0.0
NL 0.3 -0.2 -0.1 0.0 0.1 -0.0 -0.1
A -0.2 -0.1 0.0 -0.1 0.1 0.0 -0.0
P 0.5 -03 -0.2 0.0 0.1 0.4 0.2
FIN -0.1 0.1 -0.7 0.6 0.1 -0.3 -0.7
EUR-11 (2) 0.2 0.1 0.0 0.1 -0.0 -0.1 -0.2
DK -0.3 0.2 -0.2 -0.1 -0.1 0.4 -0.1
EL -05 0.2 0.0 -0.2 0.3 0.4 -0.2
S -0.1 -0.2 0.1 -0.0 -0.2 0.4 -1.6
UK -0.2 -0.1 0.5 0.5 -0.2 -0.0 -0.2
EU-15 (3) 0.1 0.0 0.1 0.1 -0.1 -0.0 -0.2

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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Former definitions ESA95 definitions

1994 1995 1995 1996 1997 1998 1999 2000 2001
1.6 14 1.8 1.6 1.7 1.6 1.7 1.7 1.7
2.6 2.3 2.3 21 1.9 18 18 17 1.7
3.9 3.7 3.7 3.1 3.1 3.3 3.3 3.4 3.5
3.1 3.2 3.3 3:2 3.0 2.9 28 29 2.9
2.3 2.4 2.3 23 25 2.7 3.1 3.1 3.2
23 2.2 21 2.2 2.3 24 2.6 2.6 25
4.2 4.4 4.6 4.7 4.2 4.6 4.9 51 5.2
2.0 1.9 3.0 3.1 2.9 2.8 3.1 3.2 3.1
3.3 2.8 29 2.8 1.9 1.9 18 1.6 1.6
3i5) 3.7 3.8 4.2 4.4 4.4 4.6 4.6 4.7
2.9 2.7 2.8 2.9 3.2 2.9 2.8 2.7 2.6
2.7 2.6 2.7 2.6 2.4 24 25 25 2.4
18 18 18 2.0 1.9 1.7 15 1.6 16
3.1 3.3 3.2 3.2 35 3.7 4.3 4.3 4.3
2.9 2.8 3.4 3.0 2.6 2.7 2.8 25 25
18 17 2.0 15 1.2 13 12 14 16
2.6 25 2.6 25 2.3 2.2 2.3 2.3 2.3

1994 1995 1995 1996 1997 1998 1999 2000 2001
0.1 -03 : -0.2 0.0 -0.0 0.1 0.0 -0.1

-01 -0.2 ; -02 -0.2 -02 0.0 -01 -01

-0.2 -02 : -0.6 -0.0 0.2 0.0 0.1 0.1

-01 0.1 : -0.0 -03 -01 -0.0 0.0 -0.0
0.2 0.0 : 0.0 0.2 0.1 0.5 -01 0.2

-03 -0.1 : 0.1 0.0 0.2 0.1 0.0 -0.1

-09 0.3 : 0.1 -05 0.3 0.4 0.1 0.1

-0.0 -01 ; 0.2 -03 -01 0.3 0.1 -01
0.1 -05 : -01 -0.9 -0.1 -0.1 -0.2 -0.0

-04 0.2 ; 0.5 0.2 -0.0 0.2 0.0 0.1
0.1 -0.2 : 0.1 0.3 -03 -0.2 -0.1 -0.0

-01 -01 ; -01 -02 -0.0 0.1 -0.0 -0.0

-0.1 0.0 : 0.2 -01 -0.2 -02 0.1 -0.0

-0.2 0.2 : 0.0 0.3 0.2 0.5 0.0 0.0
18 -0.1 : -04 -04 0.1 0.0 -03 -0.0

-01 -0.0 ; -05 -03 0.0 -0.0 0.1 0.2

-0.1 -0.1 : -0.1 -0.2 -0.0 0.1 -0.0 0.0
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Table A.4.13

Total uses; general government

Former definitions

Current tax burden (% of GDP) 1980 1985 1989 1990 1991 1992 1993
B 56.6 60.0 52.8 52.8 53.9 54.6 55.8
D) 48.0 47.2 45.0 453 46.8 47.6 48.8
E 317 40.1 41.3 42.3 43.2 44.6 47.6
F 44.7 51.6 49.1 49.7 50.2 51.8 54.1
IRL 46.3 49.2 38.0 38.1 39.0 39.5 39.4
| 42.8 51.5 51.9 53.8 53.8 54.0 57.1
L 47.7 43.7 : : : : :

NL 54.4 55.7 52.7 52.8 53.4 53.8 53.9
A 46.8 49.9 48.6 49.3 50.3 51.0 53.9
P 36.9 43.7 35.9 39.4 41.7 41.6 43.2
FIN 38.6 44.2 425 46.1 54.5 59.5 60.6
EUR-11 (3) 45.4 49.6 47.7 48.5 49.4 50.3 52.1
DK 53.7 56.8 57.0 56.1 57.1 58.2 60.7
EL 28.8 41.9 43.9 48.4 44.7 46.8 49.0
S 59.5 62.7 57.9 58.6 60.6 66.3 70.1
UK 43.4 44.4 37.9 39.4 39.9 42.4 43.1
EU-15 (3) 45.5 49.3 46.7 47.7 48.5 49.8 515
Total economy (change in % points of GDP) 1980 1985 1989 1990 1991 1992 1993
B 1.0 -06 -24 0.0 1.0 0.7 1.2
D) 0.8 -04 —14 0.3 2.4 0.9 1.1
E 2.2 2.8 1.7 1.0 0.9 14 2.9
F 0.8 0.5 -0.9 0.6 0.4 1.7 2.3
IRL 4.0 0.6 -6.1 0.2 0.9 0.5 -0.1
1 1.3 1.3 0.7 1.9 -0.0 0.2 3.1
L 25 -15 : : : : :

NL 1.9 -16 -27 0.2 0.5 0.4 0.1
A 0.4 1.0 -13 0.7 1.0 0.7 2.9
P 4.4 -0.8 -1.0 35 2.3 -0.1 1.6
FIN -03 1.7 -1.7 3.6 8.5 4.9 1.1
EUR-11 (3) 1.0 0.4 -0.8 0.9 1.2 0.9 1.8
DK 3.3 -0.8 0.2 -0.8 1.0 11 25
EL 0.1 3.3 14 4.5 -37 2.1 2.2
S 0.9 13 0.4 0.7 2.0 5.7 3.8
UK 21 -1.2 -05 15 0.6 25 0.7
EU-15 (3) 1.2 0.2 -06 1.0 1.0 1.3 1.7

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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Former definitions

ESA95 definitions

1994 1995 1995 1996 1997 1998 1999 2000 2001
54.2 52.9 53.4 53.7 52.2 51.3 51.0 50.0 49.2
48.4 49.0 48.8 49.6 48.6 47.7 47.8 47.2 46.1
45.8 45.0 45.4 44.3 42.8 42.2 41.1 40.8 40.5
54.0 53.8 54.0 54.2 53.5 52.4 52.3 51.1 50.2
39.4 37.1 41.3 39.5 37.7 355 36.4 35.4 33.6
54.6 52.9 53.2 52.9 50.9 49.4 48.8 47.8 46.8

: : 45.8 46.2 44.0 43.9 44.1 43.6 42.7
51.6 50.5 50.8 48.9 47.6 46.5 46.2 45.0 43.4
53.3 54.1 54.9 54.4 51.7 51.8 51.1 50.3 49.6
42.5 43.0 45.4 45.8 44.8 45.1 47.8 48.3 48.7
59.5 57.1 57.1 56.9 54.2 51.1 49.8 47.7 46.1
51.1 50.7 50.9 51.0 49.6 48.6 48.4 47.5 46.5
60.7 59.2 59.6 59.1 57.4 56.3 54.9 54.2 53.5
46.8 48.5 46.6 44.7 43.5 43.2 43.2 42.8 41.8
66.9 64.4 64.6 62.6 61.1 58.7 58.5 56.1 54.7
42.6 42.5 45.0 43.8 41.5 40.3 39.2 39.1 39.0
50.5 50.2 50.6 50.4 48.7 47.6 47.2 46.3 45.4
1994 1995 1995 1996 1997 1998 1999 2000 2001
-16 -13 0.2 -14 -09 -03 -1.0 -0.8
-03 0.5 0.8 -1.0 -08 0.1 -0.6 -1.2
-18 -0.8 -11 -15 -05 -11 -04 -03
-01 -0.2 0.3 -0.8 -1.0 -0.1 -13 -0.9
-0.0 -23 -18 -18 -21 0.9 -1.0 -18
-25 -17 -03 -20 -15 -0.6 -11 -1.0

: : 0.4 -22 -0.1 0.2 -05 -0.9
-23 =i.72 -1.9 -13 -11 -02 -13 -16
-0.6 0.8 -0.6 -2.6 0.0 -0.7 -08 -0.7
=07 0.5 0.4 =il 0.3 2.7 0.5 0.4
-1.0 -25 -0.2 -27 -3.0 -13 -22 -1.6
-1.0 -04 0.1 =13 -1.0 -0.2 -0.9 -1.0
-0.0 -15 -05 -17 -11 -14 -07 -08
-22 1.7 -1.9 -1.2 -0.2 -0.1 -04 -1.0
-31 -25 -20 -1.6 -24 -0.2 -25 -14
=09 -02 -12 -23 -13 =il il -01 -01
-1.0 -04 -0.2 -17 -11 -04 -0.9 -08
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Table A4.14

Net lending (+) or net borrowing (-); general government

Former definitions

Current tax burden (% of GDP) 1980 1985 1989 1990 1991 1992 1993
B -86 -9.0 -6.1 -54 -6.2 -6.9 -72
D) -29 -12 0.1 -21 -32 -28 -35
E -25 -6.1 -35 -4.1 -43 -4.0 -6.7
F -0.0 -28 -12 =15 -2.0 -39 -5.6
IRL -11.6 -10.2 -1.7 -2.2 -23 -24 -23
1 -86 -125 -9.8 -11.0 -10.0 -95 -94
L -0.4 6.2 : 4.8 1.8 0.7 1.6
NL -4.1 -35 -4.6 -4.9 -2.8 -3.8 -3.1
A -16 -24 -27 -2.4 -3.0 -1.9 -42
P -8.6 -10.3 -23 -5.0 -59 -29 -6.0
FIN 33 2.9 6.2 5.3 -15 -5.7 -7.9
EUR-11 (3) -3.4 -4.8 -3.1 -4.2 -45 -4.7 -55
DK -3.2 -2.0 0.3 -1.0 -24 -2.2 -2.8
EL -26 -11.6 -14.2 -15.9 -11.4 -12.6 -13.6
S -3.9 -3.7 5.2 4.1 -11 -75 -11.9
UK -3.4 -29 1.0 -0.9 -23 -6.1 -7.8
EU-15 (3) -3.4 -45 -22 -35 -41 -5.0 -6.0
Total economy (change in % points of GDP) 1980 1985 1989 1990 1991 1992 1993
B -17 0.5 0.6 0.7 -0.8 -0.7 -0.3
D) -03 0.8 2.3 -22 -14 0.5 -07
E -0.9 -1.0 -03 -0.6 -0.2 0.3 -2.8
F 0.8 -0.1 0.4 -03 -05 -18 -1.8
IRL -1.2 -13 25 -05 -0.1 -0.1 0.1
1 -03 -09 0.9 -12 1.0 0.5 0.1
L -11 3.0 : : -29 -11 0.9
NL -12 1.8 -0.1 -0.4 21 -1.0 0.7
A 0.6 0.1 0.3 0.4 -0.6 1.0 -22
P -29 0.1 11 -27 -0.9 3.0 -3.1
FIN 0.7 0.2 2.2 -0.9 -6.8 -43 -21
EUR-11 (3) -0.3 0.1 1.0 -1.1 -05 -0.1 -0.8
DK -1.6 2.0 -1.2 -13 -1.4 0.2 -0.6
EL -0.2 -33 -28 -17 4.5 -12 -1.0
S -1.1 -0.9 1.8 -1.2 -51 -6.4 -4.4
UK -0.1 11 0.3 -1.9 -1.4 -3.8 -17
EU-15 (3) -0.3 0.2 0.8 -1.3 -0.7 -0.9 -1.0

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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Former definitions ESA95 definitions

1994 1995 1995 1996 1997 1998 1999 2000 2001
-4.8 -3.9 -4.2 -3.7 -2.0 -1.0 -0.9 -05 -0.2
-26 -34 -33 -34 -26 =17 -11 -1.0 -14
-6.1 -7.0 -7.0 -5.0 -32 -26 -11 -07 -04
-57 -438 -5.6 -4.2 -3.0 =27 -18 -16 -1.2
-16 -21 -25 -0.6 0.8 2.1 2.0 1.7 2.7
-9.1 -7.6 -7.6 -7.1 -27 -28 -19 -15 -0.8
2.6 18 2.2 2.7 3.6 3.3 2.4 2.6 2.7
-3.6 -38 -42 -18 -12 -08 0.5 1.0 0.4
-49 -5.0 -51 -38 -1.9 -25 -20 -18 -20
=59 -5.6 -4.2 -3.8 -26 = 2ol = 2{0 =1L -15
-6.1 -5.0 -37 -3.2 -15 13 2.3 4.1 5.1
-5.0 -438 -5.0 -43 =26 =21 =12 -0.9 -08
-26 -22 -23 -10 0.5 1.2 3.0 25 25
-9.9 -10.5 -10.2 -78 -4.6 -3.1 -16 -13 -0.6
-99 -75 -7.9 -34 -20 1.9 19 2.4 2.9
-6.7 -55 -58 -44 -20 0.3 12 0.9 0.7
-54 -5.0 -52 -4.2 -25 -15 -0.6 -04 -03
1994 1995 1995 1996 1997 1998 1999 2000 2001
2.4 0.9 : 0.5 17 1.0 0.2 0.4 0.3
0.9 -0.8 ; -01 0.8 0.9 0.7 0.1 -04
0.6 -0.9 : 2.0 18 0.6 14 0.4 0.3
-0.0 0.9 : 14 11 0.3 0.9 0.2 0.4
0.7 -05 : 1.9 1.4 13 -01 -03 1.0
0.3 15 : 0.5 4.4 -0.1 0.9 0.4 0.7
11 -0.9 : 0.4 0.9 -03 -0.9 0.2 0.1
-05 -02 ; 2.3 0.6 0.4 13 0.5 -0.6
-0.7 -0.1 : 13 19 -0.6 0.5 0.3 -0.2
0.1 0.3 ; 0.4 13 0.5 0.2 0.4 0.0
1.8 1.0 : 0.6 1.7 2.8 1.0 1.9 0.9
0.5 0.2 ; 0.7 17 0.5 0.9 0.3 0.1
0.2 0.4 : 13 15 0.7 18 -05 0.0
3.7 -0.6 : 2.4 3.2 15 1.6 0.2 0.7
1.9 2.4 : 4.6 13 3.9 0.0 0.5 0.5
11 13 ; 14 2.3 23 0.9 -03 -02
0.7 0.4 : 0.9 1.8 1.0 0.9 0.2 0.1
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Table A.4.15

Net lending (+) or net borrowing (-) excluding interest; general gover nment

Former definitions

Current tax burden (% of GDP) 1980 1985 1989 1990 1991 1992 1993
B -27 1.4 4.0 5.0 3.8 3.7 35
D(®) -1.0 19 2.8 0.6 -0.6 0.4 -0.2
E -18 -4.2 0.4 -03 -0.6 0.3 -17
F 1.4 0.0 15 1.4 0.9 -0.7 -23
IRL -56 -0.9 5.7 5.3 5.0 4.3 4.0
1 -32 -45 -11 -16 0.1 1.9 2.6
L 0.7 7.1 : 5.2 2.2 1.1 1.9
NL -0.4 2.6 1.2 0.8 3.1 2.3 2.9
A 0.8 1.0 1.2 1.6 1.2 2.2 0.1
P -59 -27 3.8 2.9 1.8 4.2 0.1
FIN 4.3 4.7 7.6 6.7 0.4 -3.1 -33
EUR-11 (3) -0.8 -04 15 0.7 0.4 0.8 0.0
DK 0.7 7.7 75 6.3 4.9 4.4 45
EL -0.6 -6.7 -6.8 -59 -21 -11 -1.0
S 0.1 4.4 104 8.9 3.9 -23 -5.9
UK 13 2.1 4.7 2.2 0.4 -3.4 -5.0
EU-15 (3) -0.4 0.3 2.4 1.2 0.6 0.1 -08
Total economy (change in % points of GDP) 1980 1985 1989 1990 1991 1992 1993
B -08 1.3 0.8 1.0 -1.2 -0.1 -02
D) -01 0.8 2.1 -23 -12 1.0 -07
E -0.8 -1.0 0.4 -0.7 -03 0.9 -2.0
F 0.8 0.1 0.5 -0.1 -05 -15 -16
IRL -0.8 -05 1.7 -04 -03 -0.7 -03
1 0.1 -09 1.7 -0.6 1.7 1.9 0.7
L -0.6 25 : : -3.0 -1.2 0.9
NL -0.8 2.0 -05 -0.4 2.3 -0.9 0.6
A 0.8 0.3 0.3 0.4 -04 1.1 -22
P -27 0.9 0.4 -0.8 -11 2.4 -4.1
FIN 0.8 0.3 2.0 -0.9 -6.3 -3.6 -0.2
EUR-11 (3) 0.0 0.2 1.2 -0.9 -0.2 0.4 -0.8
DK -11 2.3 -15 -13 -14 -0.4 0.0
EL -0.0 -27 -27 0.9 3.8 1.0 0.1
S -0.1 -0.1 1.6 -15 -5.0 -6.2 -3.6
UK 0.2 1.2 0.1 -25 -1.8 -3.8 -15
EU-15 (3) 0.1 0.4 0.9 -1.2 -06 -0.4 -0.9

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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Former definitions ESA95 definitions

1994 1995 1995 1996 1997 1998 1999 2000 2001
5.2 4.9 4.9 5.0 5.9 6.6 6.3 6.4 6.4
0.7 0.4 0.4 0.3 1.0 1.9 25 25 2.0

-14 -17 -17 0.4 16 18 25 2.8 2.9

-22 -11 -18 -0.2 0.7 0.9 1.6 1.6 2.0
4.1 2.9 3.1 4.1 51 5.6 4.6 3.9 4.7
1.8 3.6 3.9 4.4 6.7 53 4.9 4.9 53
3.0 2.0 2.6 3.0 3.9 3.6 2.8 2.9 3.0
2.0 1.9 17 3.8 3.9 4.1 5.0 5.1 4.1

-0.9 -0.7 -0.7 0.4 2.0 13 1.6 1.8 15
0.2 0.6 2.1 1.6 1.7 15 14 18 18

-11 0.2 0.3 11 2.8 5.0 5.8 75 8.1
0.3 0.6 0.6 14 25 2.7 3.1 3.1 3.1
4.1 4.2 4.2 51 6.2 6.5 7.7 6.8 6.4
4.0 2.3 1.0 2.8 3.7 4.7 5.8 5.8 5.9

-34 -0.7 -08 3.7 4.8 8.0 7.4 7.1 7.0

-3.6 -20 -21 -07 17 4.0 4.1 3.9 35

-0.2 0.3 0.3 13 25 3.1 3.5 35 34

1994 1995 1995 1996 1997 1998 1999 2000 2001
1.7 -0.2 : 0.1 0.8 0.8 -03 0.0 0.1
1.0 -04 ; -01 0.7 0.8 0.6 0.0 -05
0.3 -03 : 21 1.2 0.2 0.7 0.3 0.1
0.2 1.0 : 1.6 0.9 0.2 0.7 0.0 0.4
0.0 -11 : 1.0 1.0 0.6 -1.0 -07 0.8

-0.8 18 : 0.5 2.3 -14 -03 -0.0 0.4
1.0 -0.9 : 0.4 0.9 -03 -0.9 0.2 0.1

=00 -01 ; 2.0 0.2 0.2 0.9 0.1 -1.0

-10 0.2 : 11 15 -0.7 0.3 0.2 -03
0.1 0.4 ; -05 0.1 -03 -0.0 0.4 0.0
2.3 1.2 : 0.8 1.6 2.3 0.8 1.6 0.7
0.3 0.4 ; 0.8 11 0.2 0.4 0.1 -0.0

-04 0.1 : 1.0 11 0.3 11 -08 -05
5.0 -18 : 18 0.9 1.0 12 -0.0 0.1
25 2.7 : 4.5 11 3.2 -0.6 -02 -01
14 16 ; 14 2.4 23 0.2 -03 -04
0.5 0.6 : 1.0 13 0.6 0.4 -0.0 -0.1
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Table A.4.16

General government consolidated gross debt

Former definitions

Current tax burden (% of GDP) 1980 1985 1989 1990 1991 1992 1993
B 76.6 119.3 124.4 124.7 126.5 127.9 134.6
D) 31.8 417 418 438 40.3 43.0 47.0
E 16.8 41.9 41.4 43.2 43.9 46.3 57.9
F 19.3 30.3 33.9 34.9 35.2 39.0 443
IRL 67.7 98.6 98.7 92.6 92.4 90.0 94.0
1 57.9 81.9 95.4 97.3 100.6 107.7 118.1
L 11.8 12.3 6.8 4.5 4.0 4.8 5.8
NL 45.1 68.7 76.0 75.6 75.7 76.4 77.6
A 35.8 48.8 57.6 56.8 57.0 56.9 61.4
P 31.9 60.8 62.2 64.2 66.1 58.8 62.0
FIN 11.5 16.2 14.7 14.3 227 40.7 56.8
EUR-11 (3) 34.7 51.9 56.7 58.1 57.9 61.2 66.1
DK 37.6 70.4 57.9 57.7 62.3 66.4 78.0
EL 23.6 50.9 68.4 89.0 91.2 97.5 110.2
S 39.6 61.6 43.9 42.1 51.2 64.8 75.1
UK 54.7 54.1 37.7 35.0 35.1 411 47.8
EU-15 (3) 37.9 53.0 53.5 54.5 54.9 59.1 64.7
Total economy (change in % points of GDP) 1980 1985 1989 1990 1991 1992 1993
B 8.1 4.0 -36 0.4 1.8 1.4 6.7
D) 2.0 0.7 -13 2.0 1.0 2.7 3.9
E 18 5.3 1.4 18 0.7 2.4 11.6
F -15 1.7 0.7 1.0 0.4 3.8 5.2
IRL 15 2.8 -93 -6.1 -0.2 -24 4.0
1 -26 6.7 2.8 1.9 BE 7.1 10.5
L -0.3 -0.6 -15 -23 -05 0.8 1.0
NL 2.7 4.5 -0.0 -03 0.1 0.7 11
A 1.6 2.0 -08 -0.8 0.2 -0.1 4.6
P -33 7.3 -17 2.0 1.9 -73 3.2
FIN 0.1 0.7 -23 -0.4 8.3 18.0 16.2
EUR-11 (3) 0.8 3.0 0.3 14 1.7 3.3 4.9
DK 7.3 -3.0 -22 -0.1 4.6 4.0 11.7
EL -0.1 7.4 3.4 20.6 2.2 6.3 12.7
S 18 -05 -4.9 -1.9 9.1 13.6 10.3
UK -05 -1.9 -57 -27 0.1 6.0 6.7
EU-15 (3) 1.2 2.1 -0.8 1.0 1.8 4.3 5.6

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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Former definitions ESA95 definitions

1994 1995 1995 1996 1997 1998 1999 2000 2001
132.7 129.8 : 128.3 123.0 117.4 114.4 110.0 105.2
49.3 57.0 ; 59.8 60.9 60.7 61.0 60.7 59.5
60.4 63.2 : 68.1 66.7 64.9 63.5 62.3 59.9
47.6 Bil® : 57.1 59.0 59:3 58.6 58.2 57.1
88.1 80.8 : 74.1 65.3 55.6 52.4 45.2 38.1
123.8 123.2 : 122.2 119.8 116.3 114.9 110.8 106.6
5.4 5.6 : 6.2 6.0 6.4 6.2 5.8 5.3
74.0 75.5 ; 75.3 70.3 67.0 63.7 58.7 54.5
64.2 68.0 : 68.3 63.9 63.5 64.6 64.0 63.6
62.7 64.7 ; 63.6 60.3 56.5 56.7 57.0 5okl
58.3 56.6 : 57.1 54.1 49.0 47.1 42.7 38.0
68.4 71.6 ; 74.9 74.7 73.1 723 70.5 68.2
735 69.3 : 65.1 61.4 55.8 52.5 49.3 46.3
107.9 108.7 : 111.3 108.5 105.4 104.4 103.8 99.7
7.7 76.6 : 76.0 75.0 72.4 65.5 61.3 55.4
49.8 52.0 ; 52.7 50.9 48.4 45.9 42.4 39.4
66.8 69.6 : 72.2 711 69.1 67.7 65.1 62.5
1994 1995 1995 1996 1997 1998 1999 2000 2001
-1.8 -29 : : -53 -56 -3.0 -4.4 -4.8
23 7.7 ; ; 11 -02 0.3 -04 -11
25 2.8 : : -14 -18 -14 -12 -24
3.4 4.2 : : 2.0 0.3 -0.7 -04 -11
-6.0 -73 : : -88 -9.7 -32 -72 -7.1
5.7 -0.6 : : -24 -3.5 -14 -4.1 -4.2
-04 0.2 : : -01 0.4 -03 -03 -05
-3.6 15 ; 5 -51 -33 -33 -50 -42
2.7 3.8 : : -4.4 -04 11 -0.6 -04
0.7 2.0 ; 3 -33 -38 0.3 0.2 -18
14 -1.7 : : -3.0 -51 -1.9 -45 -4.6
2.3 31 ; 8 -02 =15 -0.9 -18 -23
-46 -4.2 : : -37 -56 -33 -33 -3.0
-23 0.8 : : -2.8 -3.2 -1.0 -0.6 -4.0
2.6 -11 : : -1.0 -26 -6.8 -4.2 -5.9
2.0 2.3 ; 8 -18 1210 -25 -3.6 -3.0
21 2.9 : : -11 -20 -14 -26 -2.6
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Table A4.17

Cyclically adjusted total resources; general government

Former definitions

Current tax burden (% of GDP) 1980 1985 1989 1990 1991 1992 1993
B 46.6 52.1 45.9 46.3 46.5 46.8 49.4
D (%Y 44.2 46.8 45.4 423 41.8 43.2 45.0
E 29.9 35.1 36.6 36.6 37.5 39.9 41.4
F 44.4 49.5 47.1 47.2 475 47.4 48.7
IRL 34.0 39.0 36.2 35.2 36.7 37.6 38.4
1 333 39.4 41.4 42.0 43.2 44.3 48.5
L 47.2 51.5 : : : : :

NL 49.8 52.6 47.8 47.0 49.8 49.6 51.2
A 44.8 48.0 45.8 46.3 46.5 48.5 49.7
P 27.8 34.7 32.8 33.4 34.9 37.9 37.4
FIN 41.8 46.9 44.9 48.0 53.3 56.4 56.6
EUR-11 (3) 41.4 45.4 44.0 43.3 43.7 44.7 46.8
DK 50.0 52.9 55.7 54.1 54.2 56.2 59.3
EL 25.2 30.5 29.1 323 32.6 33.7 36.1
S 55.6 59.0 61.1 60.7 58.8 59.5 60.8
UK 40.3 42.0 37.2 37.4 38.0 37.4 36.3
EU-15 (3) 41.7 45.3 43.6 43.1 435 44.3 45.9
Total economy (change in % points of GDP) 1980 1985 1989 1990 1991 1992 1993
B -19 0.3 -25 0.4 0.3 0.2 2.7
D) 0.8 0.4 05 -31 0.0 1.4 1.9
E 1.9 14 0.8 0.0 0.9 2.3 1.6
F 18 0.5 -12 0.1 0.3 -0.1 13
IRL 2.9 -0.7 -41 -11 15 0.9 0.8
1 15 0.2 1.3 0.6 1.2 11 4.3
L 2.0 21 : : : : :

NL 0.9 -03 -3.7 -0.7 2.8 -0.2 1.6
A 1.0 1.0 -16 0.5 0.2 2.0 1.2
P 1.2 -0.7 -03 0.5 15 3.0 -05
FIN -04 1.7 -1.0 3.1 5.3 3.1 0.3
EUR-11 (3) 1.0 0.4 -0.3 -0.7 0.6 1.0 21
DK 2.8 0.2 0.0 -1.6 0.0 2.0 3.2
EL 0.1 -06 -22 3.2 0.3 11 2.4
S 0.2 0.4 1.7 -05 -1.9 0.7 13
UK 3.3 -0.6 -0.1 0.2 0.5 -0.6 -11
EU-15 (3) 1.3 0.3 -02 -05 0.5 0.8 1.6

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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Former definitions

ESA95 definitions

1994 1995 1995 1996 1997 1998 1999 2000 2001
49.8 49.3 49.5 50.9 50.5 50.5 50.5 49.5 48.7
45.5 45.4 45.3 46.5 46.5 46.5 47.5 46.5 44.6
40.4 38.7 39.1 40.1 40.1 39.9 40.1 39.9 39.9
48.5 49.3 48.7 50.7 51.1 50.2 50.9 49.5 48.8
39.2 35.6 39.5 39.3 38.1 37.0 375 36.3 35.8
46.0 45.3 45.5 46.0 48.4 46.9 47.4 46.5 45.9

: : 47.9 49.8 47.6 47.3 46.7 46.1 45.1
48.2 47.1 47.1 47.5 46.6 45.8 46.8 45.8 43.5
48.4 49.2 49.9 50.7 50.3 49.6 49.4 48.6 47.6
37.0 37.8 41.0 42.4 42.4 43.1 46.0 46.8 47.1
56.5 54.3 55.6 55.4 52.9 51.9 51.8 51.2 50.5
46.3 46.0 46.1 47.2 47.5 46.9 47.6 46.6 45.6
57.9 56.6 57.0 57.8 57.2 56.8 57.7 56.7 56.1
37.6 38.8 37.1 37.7 39.3 40.3 41.6 41.1 40.5
58.3 57.2 57.0 60.2 60.1 61.3 60.5 58.0 56.9
36.2 37.2 39.4 39.6 39.3 40.5 40.5 39.8 39.4
45.3 45.3 45.6 46.6 46.6 46.4 46.9 45.8 44.9
1994 1995 1995 1996 1997 1998 1999 2000 2001

0.4 -05 13 -03 -0.0 0.0 -1.0 -0.8

0.5 -0.1 1.2 -0.0 0.0 1.0 -0.9 -1.9
-10 -17 1.0 -01 -0.2 0.2 -01 0.0
-0.2 0.8 2.0 0.4 -1.0 0.8 -1.4 -0.7

0.9 -3.6 -01 -12 -11 0.5 -13 -04
-25 -0.8 0.5 2.3 -15 0.6 -1.0 -0.5

: : 1.9 -22 -03 -0.6 -05 -1.0
-3.0 =il il 0.4 -0.9 -08 1.0 -11 -23
-13 0.8 0.8 -04 -0.7 -0.2 -0.7 -1.0
-04 0.8 14 0.1 0.7 2.9 0.8 0.4
-01 -23 -0.2 -2.6 -09 -01 -0.7 -0.6
-0.6 -02 LAl 0.3 -0.6 0.7 -1.0 =11
-14 -13 0.8 -0.6 -04 0.9 -10 -0.6

15 11 0.5 17 0.9 13 -05 -0.6
-25 -11 31 -01 13 -0.8 -25 -11
-01 1.0 0.2 -03 12 0.0 -0.7 -04
-06 -0.0 1.0 0.0 -03 0.5 -1.0 -1.0
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Table A.4.18

Cyclically adjusted total uses; general government

Former definitions

Current tax burden (% of GDP) 1980 1985 1989 1990 1991 1992 1993
B 57.0 59.6 53.2 53.3 54.3 54.9 55.5
D) 48.2 47.0 45.0 45.6 46.9 47.8 48.8
E 317 40.0 415 42.4 43.4 44.7 47.5
F 44.8 51.3 49.4 50.1 50.5 52.1 53.9
IRL 46.6 49.1 38.0 38.5 39.0 39.3 38.8
1 42.9 51.4 52.0 53.9 53.9 54.0 57.1
L 47.7 43.0 : : : : :

NL 55.0 55.3 53.0 53.8 54.1 54.3 53.6
A 46.8 49.9 48.6 49.3 50.3 51.0 53.9
P 37.1 43.3 36.2 39.7 41.9 41.8 43.1
FIN 38.7 44.3 44.1 47.4 54.5 58.5 59.0
EUR-11 (3) 455 49.4 47.8 48.8 49.6 50.4 52.0
DK 54.5 58.7 58.0 56.8 57.5 58.1 59.8
EL 28.8 41.9 43.9 48.4 44.7 46.8 49.0
S 59.5 62.6 58.8 59.5 60.9 65.9 68.7
UK 43.3 44.3 38.2 39.6 39.9 42.2 42.9
EU-15 (3) 45.7 49.1 46.9 48.0 48.6 49.9 51.3
Total economy (change in % points of GDP) 1980 1985 1989 1990 1991 1992 1993
B 1.3 -07 -22 0.1 1.0 0.7 0.6
D) 0.7 -04 -13 0.6 27 0.9 1.0
E 2.2 2.8 1.8 1.0 0.9 13 2.8
F 0.8 0.5 -0.7 0.7 0.3 1.6 19
IRL 4.0 0.6 -59 0.5 0.5 0.3 -05
1 1.3 1.3 0.8 1.9 -0.0 0.2 3.0
L 2.3 -1.7 : : : : :

NL 17 -1.2 -19 0.7 0.4 0.2 -0.7
A 0.4 1.0 -13 0.7 1.0 0.7 2.9
P 4.5 -0.8 -0.9 35 2.2 -0.1 13
FIN 0.0 1.8 -11 3.3 7.0 4.0 0.6
EUR-11 (3) 1.0 0.5 -0.6 1.0 1.2 0.8 1.6
DK 25 -0.1 -04 -12 0.7 0.6 1.7
EL 0.1 3.3 14 4.5 -37 2.1 2.2
S 0.9 14 0.6 0.7 1.4 5.0 2.8
UK 18 -11 -05 14 0.3 2.3 0.7
EU-15 (3) 11 0.3 -05 11 1.0 1.2 1.4

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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Former definitions

ESA95 definitions

1994 1995 1995 1996 1997 1998 1999 2000 2001
54.1 52.8 53.3 53.3 52.1 51.2 50.8 50.0 49.3
48.5 49.0 48.8 49.5 48.5 47.7 47.7 47.2 46.1
45.8 45.0 45.3 44.2 42.7 42.2 41.1 40.8 40.5
53.9 53.7 53.8 54.0 53.2 52.2 52.2 51.1 50.2
38.7 36.8 41.0 39.2 37.8 35.8 36.8 35.8 33.9
54.6 52.9 53.2 52.9 50.8 49.4 48.8 47.7 46.8

: : 45.9 45.9 44.0 43.9 44.0 43.6 42.8
51.4 50.0 50.3 48.4 47.3 46.4 46.2 45.2 43.7
53.3 54.1 54.9 54.4 51.7 51.8 51.1 50.3 49.6
42.4 42.9 45.3 45.7 44.7 45.1 47.8 48.3 48.8
58.4 56.2 56.2 56.2 54.1 51.3 49.9 47.9 46.3
51.0 50.6 50.8 50.8 49.5 48.6 48.3 47.5 46.5
60.8 59.4 59.8 59.3 57.8 56.7 55.0 54.2 53.4
46.8 48.5 46.6 44.7 43.5 43.2 43.2 42.8 41.8
66.3 64.3 64.5 62.2 60.6 58.4 58.5 56.3 55.0
42.6 42.4 45.0 43.8 41.6 40.3 39.2 39.1 39.0
50.4 50.1 50.6 50.3 48.7 47.6 47.1 46.3 45.5
1994 1995 1995 1996 1997 1998 1999 2000 2001
-14 -1.2 0.0 -13 -09 -0.4 -0.8 -0.7
-03 0.5 0.7 -1.0 -08 0.1 -05 -11
-18 -0.8 -12 -15 -05 -11 -04 -03
-01 -0.2 0.1 -0.8 -0.9 -0.0 -11 -0.9
-01 -1.9 -17 -14 -20 1.0 -1.0 -1.9
-25 -17 -03 -20 -15 -0.6 -1.0 -1.0

: : -0.0 -1.9 -01 0.1 -04 -08
= 2.7 -15 -1.9 -1.0 -1.0 -02 -1.0 -15
-0.6 0.8 -0.6 -2.6 0.0 -0.7 -08 -0.7
=07 0.5 0.4 -1.0 0.4 2.7 0.5 0.5
-06 -22 -0.0 -22 -28 -14 -20 -1.6
-09 -04 0.0 =13 -1.0 -0.2 -08 -1.0

1.0 -15 -05 -15 -11 -17 -08 -0.9
-22 1.7 -1.9 -1.2 -0.2 -0.1 -04 -1.0
-25 -20 -22 -1.6 -22 0.1 -22 -13
-03 -02 -12 -22 -13 =il il -01 -0.0
-0.9 -03 -03 -17 -11 -04 -08 -08
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Table A.4.19

Cyclically adjusted net lending (+) or net borrowing (-); general gover nment

Former definitions

Current tax burden (% of GDP) 1980 1985 1989 1990 1991 1992 1993
B -10.5 -75 -73 -7.0 -77 -82 -6.1
D) -40 -0.2 0.4 -33 -52 -46 -38
E -23 -4.9 -4.9 -58 -58 -4.8 -6.1
F -0.4 -1.8 -23 -29 -3.0 -4.7 -5.2
IRL -12.6 -10.2 -1.8 -3.4 -23 -17 -05
1 -9.6 -12.0 -10.7 -11.9 -10.7 -9.38 -8.6
L -0.6 8.5 : : : : :

NL -52 -27 -53 -6.7 -43 -4.7 -24
A -21 -19 -28 -29 -38 -25 -42
P -9.4 -8.6 -33 -6.3 -7.0 -39 -57
FIN 3.1 2.7 0.8 0.6 -1.2 -21 -24
EUR-11 (3) -4.2 -4.0 -3.8 -55 -5.8 -57 -51
DK -53 -6.6 -22 -2.7 -33 -1.9 -05
EL -36 -11.4 -14.8 -16.1 -121 -13.1 -12.9
S -39 -3.7 23 11 -21 -6.4 -7.9
UK -3.0 -23 -0.9 -21 -1.9 -4.8 -6.6
EU-15 (3) -4.0 -38 -32 -49 -52 -56 -54
Total economy (change in % points of GDP) 1980 1985 1989 1990 1991 1992 1993
B -32 1.1 -03 0.3 -0.7 -04 2.1
D) 0.1 0.9 1.8 -37 -26 0.5 0.9
E -0.8 -1.0 -09 -1.0 -0.0 1.0 -13
F 1.0 0.0 -05 -0.6 -0.1 =17 -05
IRL -11 -13 1.8 -1.6 1.0 0.6 1.3
1 -05 -11 0.6 -13 1.2 0.9 1.2
L -0.3 3.9 : : : : :

NL -0.8 1.0 -18 -15 2.4 -0.4 2.3
A 0.7 0.1 -02 -02 -08 1.3 -17
P -33 0.1 0.6 -3.0 -0.7 3.1 -1.8
FIN -04 -0.1 0.1 -02 -17 -1.0 -03
EUR-11 (3) -0.1 0.0 0.3 -17 -05 0.2 0.5
DK 0.3 0.2 0.4 -0.5 -0.6 15 14
EL 0.1 -38 -3.6 -13 4.0 -1.0 0.2
S -11 -10 1.0 -12 -32 -43 -15
UK 15 0.5 0.4 -1.2 0.2 -29 -17
EU-15 (3) 0.1 0.0 0.3 -16 -05 -04 0.2

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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Former definitions ESA95 definitions

1994 1995 1995 1996 1997 1998 1999 2000 2001
-43 -3.6 -3.8 -25 -16 -07 -03 -05 -0.6
-3.0 -3.6 -35 -3.0 =20 -12 -03 -07 -15
-54 -6.3 -6.2 -41 -26 -23 -11 -08 -0.6
-53 -4.4 -51 -33 -21 -21 -13 -16 -14
0.5 -12 -15 0.1 0.3 12 0.8 0.5 2.0
-85 -7.6 -7.6 -6.8 -25 -25 -14 -13 -0.9
: : 2.0 3.9 3.6 3.4 2.6 25 2.3
-32 -29 -32 -0.9 -0.7 -0.6 0.7 0.6 -02
-50 -5.0 -5.0 -37 -15 -22 -17 -17 -20
=54 =Bl -37 -34 -23 -20 -18 =1L -16
-19 -1.9 -0.6 -08 -1.2 0.6 1.9 3.3 4.2
-438 -4.6 -47 =37 =20 =17 -0.7 -0.9 -1.0
-29 -28 -28 -15 -0.6 0.1 2.7 25 2.8
-9.2 -9.8 -95 -7.0 -4.1 -3.0 -16 -17 -13
-8.0 -7.0 -74 -21 -0.6 2.9 2.0 1.7 1.9
-6.4 -52 -56 -42 -23 0.2 14 0.7 0.3
-51 -438 -49 -37 -20 -12 -0.2 -04 -0.6
1994 1995 1995 1996 1997 1998 1999 2000 2001
1.8 0.7 : 13 0.9 0.9 0.4 -0.2 -0.1
0.8 -0.6 ; 0.5 1.0 0.8 0.9 -04 -08
0.7 -0.9 : 2.2 1.4 0.3 13 0.2 0.3
-01 1.0 : 1.8 1.2 -0.0 0.8 -03 0.2
1.0 -17 : 1.6 0.2 0.9 -04 -03 15
0.0 0.9 : 0.8 4.4 0.0 11 0.1 0.4
: : : 1.9 -03 -0.2 -0.8 -0.1 -03
-08 0.4 ; 2.4 0.2 0.1 12 -01 -08
-0.7 0.0 : 14 2.2 -0.7 0.5 0.1 -03
0.3 0.3 ; 0.3 11 0.3 0.2 0.3 -01
0.5 -0.1 : -0.2 -04 1.9 1.2 14 0.9
0.4 0.2 ; Al 16 0.4 0.9 =01 -01
-24 0.1 : 13 1.0 0.7 25 -02 0.3
3.7 -0.6 : 2.4 2.9 1.2 14 -0.0 0.4
-01 1.0 : 5.3 15 35 -0.9 -04 0.2
0.2 11 ; 14 1.9 25 12 -0.7 -04
0.3 0.3 : 13 17 0.8 1.0 -0.2 -0.2
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Table A5.1

Gross domestic product at current market prices
(1 000 million EUR)

1980 1985 1989 1990 1991 1992 1993
B 87.0 108.4 143.6 155.4 163.6 174.9 183.6
D® 583.2 818.9 10745 1182.2 1432.6 1561.7 1670.8
E 158.8 228.0 360.6 404.5 446.3 465.6 426.7
F 498.6 707.3 891.0 957.6 987.2 1040.5 1089.4
IRL 151 27.2 34.2 37.2 38.5 41.3 42.4
| 325.0 562.1 792.3 867.8 939.6 951.2 849.0
L 3.8 5.3 8.0 8.6 9.3 10.3 11.6
NL 128.9 176.5 216.2 232.6 244.5 259.1 278.3
A 57.7 89.3 117.4 128.1 137.5 147.6 159.1
P 211 315 49.2 55.4 64.5 74.3 72.8
FIN 37.8 72.0 105.0 107.7 99.8 83.9 73.6
EUR-11 (3 19131 2821.2 3784.1 41285 4554.3 4 800.1 4 845.7
DK 48.8 78.4 98.0 105.1 108.5 113.7 1185
EL 35.2 53.7 61.7 66.1 73.0 77.0 79.7
S 93.5 137.6 179.8 187.3 200.4 198.2 164.2
UK 383.6 601.4 760.3 776.8 831.6 822.3 817.7
EU-15 (%) 24742 3692.3 4 883.8 5263.7 5767.7 6011.2 6 025.9

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.

Table A5.2

Gross domestic product at constant market prices
(annual percentage change)

1980 1985 1989 1990 1991 1992 1993
B 44 1.0 36 2.7 2.0 1.6 -15
D () 1.0 2.0 36 5.7 5.1 22 -11
E 1.3 26 47 3.7 2.3 0.7 -12
F 1.8 1.7 42 2.7 1.0 15 -0.9
IRL 3.1 31 6.2 76 1.9 33 2.6
| 35 3.0 2.9 2.0 1.4 0.8 -09
L 0.8 29 9.9 2.2 6.2 45 8.7
NL 1.2 31 47 41 2.3 20 0.8
A 23 22 42 46 3.4 1.3 0.5
P 46 238 5.1 44 2.3 25 =il
FIN 5.1 31 5.1 0.0 -6.3 -33 -12
EUR-11 (9) 2.0 23 3.9 3.6 2.4 15 -09
DK -04 43 0.2 1.0 1.1 0.6 0.0
EL 0.7 25 38 0.0 3.1 0.7 -16
S 1.7 1.9 2.4 1.4 -11 -14 -22
UK -22 338 21 0.6 -15 0.1 23
EU-15 (3) 1.3 25 35 3.0 1.7 1.1 -05

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3 EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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(1000 million EUR)

1994 1995 1996 1997 1998 1999 2000 2001
196.5 210.9 211.3 214.9 223.8 233.0 243.9 255.7
1763.8 1880.2 1877.9 1866.5 1921.8 1982.3 2053.1 21472
425.7 446.9 479.7 493.0 520.2 559.4 595.8 630.6
1139.3 1188.1 1224.6 12438 12974 1347.2 1410.7 1476.0
46.0 50.3 57.0 69.3 75.9 84.9 94.8 104.9
863.4 839.0 971.1 1028.3 1063.8 1099.1 1 150.6 1 206.7
13.0 14.0 14.3 15.4 16.4 17.5 18.7 20.2
296.4 317.3 3245 3324 349.7 370.0 395.7 4245
168.6 180.2 182.6 182.5 188.5 196.2 203.7 211.3
75.6 82.1 87.3 92.0 97.6 104.1 110.1 116.9
84.4 98.9 100.5 108.1 114.8 120.7 128.1 135.7
5 059.6 5293.9 5516.6 5630.9 5853.3 6 096.9 6 386.5 6 709.4
128.0 137.8 144.2 148.6 155.2 163.2 170.5 177.9
84.4 89.9 98.0 106.7 108.6 117.4 121.9 130.4
174.2 183.6 206.3 209.6 212.0 223.9 250.4 265.3
871.3 859.8 927.3 1161.2 12524 1350.9 1563.0 1647.9
6 317.5 6 564.9 6 892.2 7 257.0 75815 7 952.3 8492.3 8930.8
(annual percentage change)
1994 1995 1996 1997 1998 1999 2000 2001
3.0 25 1.0 35 2.7 2.4 35 3.3
24 17 0.8 15 2.2 15 2.9 2.9
2.3 2.7 2.3 3.8 4.0 3.8 3.8 3.4
2.1 17 11 2.0 3.2 2.8 3.7 3.3
5.8 9.5 7.7 10.7 8.9 8.3 7.5 6.2
2.2 2.9 11 1.8 15 14 2.7 2.7
4.2 3.8 2.9 7.3 5.0 5.0 5.6 5.7
3.2 2.3 3.0 3.8 3.7 35 4.1 3.7
24 17 2.0 1.2 2.9 2.3 3.2 3.0
2.2 2.9 3.2 3.5 35 2.9 3.6 35
4.0 3.8 4.0 6.3 5.0 35 4.9 4.2
24 2.2 14 23 2.7 2.3 3.4 3.1
55 2.8 25 3.1 25 1.6 2.0 2.1
2.0 2.1 2.4 3.4 3.7 35 3.9 4.0
4.1 3.7 11 2.0 3.0 3.8 3.9 3.3
4.4 2.8 2.6 3.5 2.2 2.1 33 3.1
2.8 2.3 1.6 25 2.6 2.3 3.4 3.1
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Table A5.3

Trend GDP at constant market prices
(annual percentage change)

1980 1985 1989 1990 1991 1992 1993
B 2.0 1.8 21 21 21 21 2.1
D® 1.9 22 2.6 2.6 25 25 23
E 19 25 29 2.8 2.7 2.6 2.6
F 24 2.0 21 2.0 1.9 i1 18
IRL 3.6 3.1 4.2 4.5 4.9 53 5.7
| 2.8 2.4 21 2.0 1.8 1.7 1.7
L 2.2 4.3 5.7 5.8 5.8 5.7 5.6
NL 17 2.0 2.6 2.7 2.7 2.7 2.8
A 2.4 2.2 25 25 2.4 24 2.3
P 3.0 229 3.4 3.3 3.2 3.0 229
FIN 3.2 2.7 1.6 13 1.2 13 15
EUR-11 (3 2.2 22 2.4 2.3 2.3 22 2.2
DK 19 21 19 1.9 2.0 21 2.3
EL 18 0.8 1.2 13 14 15 1.7
S 17 1.8 14 13 1.2 1.2 14
UK 17 25 2.4 2.3 2.2 2.2 2.2
EU-15 (%) 21 2.2 2.3 2.3 2.2 2.2 2.1

(1) From 1991 including former East Germany.
(3 Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.

Table A5.4
Gap between actual and trend GDP at constant market prices
(% of trend GDP)
1980 1985 1989 1990 1991 1992 1993
B 2.9 -21 1.9 2.5 2.4 1.9 -1.7
D (Y 2.1 -18 -0.6 25 4.4 41 0.7
E -0.8 -35 3.6 4.5 4.1 2.1 -16
F 0.8 -21 2.4 3.1 2.2 1.8 -0.9
IRL 2.7 -02 0.2 3.2 0.2 -17 -4.6
| 3.0 -1.3 2.1 2.1 1.7 0.8 -1.8
L 0.2 -37 4.8 1.2 1.6 0.4 3.3
NL 15 -10 0.9 2.3 1.9 1.2 -0.8
A 1.7 -1.8 0.1 2.1 3.1 2.0 0.3
P 3.4 -58 3.4 4.5 3.6 3.1 -1.0
FIN 0.5 0.3 8.9 7.5 -05 -5.0 -75
EUR-11 (3 1.7 -1.9 1.4 2.9 3.0 2.3 -0.7
DK 2.6 5.7 3.0 2.0 11 -04 -26
EL &7/ -05 1.8 0.5 2.2 1.4 -1.9
S 0.1 -0.0 3.6 3.7 1.3 -1.4 -49
UK -0.9 -12 4.5 2.8 -0.9 -3.0 -29
EU-15 (3) 1.3 -1.6 2.0 2.8 2.4 1.5 -1.2

(1) From 1991 including former East Germany.
(® Excluding Luxembourg; from 1991 including former East Germany.
(3) EU-15 excluding Luxembourg; from 1991 including former East Germany.

Source: Commission services.
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(annual percentage change)

1994 1995 1996 1997 1998 1999 2000 2001
2.1 2.2 2.3 24 25 2.6 2.7 2.8
2.2 2.1 2.0 2.0 2.0 2.0 2.0 2.0
2.6 2.7 2.8 3.0 3.1 3.2 3.3 34
19 1.9 2.0 2.2 24 25 2.6 2.7
6.2 6.7 7.1 7.3 7.5 7.6 7.5 7.4
1.6 1.7 1.7 1.7 1.8 1.9 1.9 2.0
55 54 5.3 5.3 5.2 5.1 5.1 5.0
2.9 3.0 3.1 3.2 33 34 34 34
2.3 2.2 2.2 2.3 2.4 2.4 25 2.6
2.9 2.9 2.9 3.0 3.0 3.1 BHIl 3.2
1.9 2.4 29 3.3 3.6 3.9 4.1 4.3
2.1 2.2 2.2 2.3 24 24 2.5 2.6
2.4 2.5 2.5 25 2.5 2.5 24 24
1.9 2.1 2.4 2.6 29 3.0 &Ll 3.2
1.5 1.8 2.0 2.2 2.5 2.6 2.8 2.9
23 24 25 25 25 2.6 2.6 2.6
2.1 2.2 2.2 2.3 2.4 25 25 2.6
(% of trend GDP)
1994 1995 1996 1997 1998 1999 2000 2001
-0.8 -05 -18 -0.7 -05 -0.8 0.0 0.6
0.8 0.5 -0.7 -12 -1.0 -15 -0.6 0.2
-19 -19 -23 -15 -0.6 -0.1 0.3 0.3
-0.7 -0.9 -19 -21 -13 -10 0.0 0.5
-5.0 -24 -18 1.3 2.6 3.3 3.3 2.1
-12 0.0 -0.6 -05 -0.8 -12 -04 0.2
2.0 0.4 -19 -0.0 -0.2 -0.4 0.1 0.8
-05 -12 -12 -0.7 -03 -0.2 0.5 0.8
0.4 -0.2 -04 -15 -1.0 -1.1 -03 0.1
-16 -16 -13 -0.8 -04 -05 -0.1 0.3
-56 -4.3 -3.2 -04 0.9 0.6 13 1.3
-05 -04 -12 -12 -0.9 -1.0 -0.2 0.4
0.4 0.6 0.6 1.2 1.2 0.4 -0.0 -0.3
-18 -19 -19 -12 -04 0.0 0.7 1.5
-25 -0.6 -15 -1.8 -13 -0.2 0.9 1.4
-0.9 -05 -04 0.6 0.2 -03 0.4 0.9
-0.6 -04 -11 -1.0 -0.7 -0.8 -0.0 0.5

279







List of contents of European Economy

Basic editions

1, November 1978

e Annual Economic Report 197879
e Annual Economic Review 1978-79

2, March 1979

e European Monetary System
— Texts of the European Council of 4 and
5 December 1978

3, July 1979

e Short-term economic trends and prospects
e The European monetary system

— Commentary

— Documents

4, November 1979

e Annual Economic Report 1979-80
e Annual Economic Review 1979-80

5, March 1980

e Short-term economic trends and prospects
e Adaptation of working time

6, July 1980

e Short-term economic trends and prospects —
Borrowing and lending instruments looked at
in the context of the Community’s financial
instruments

7, November 1980

¢ Annual Economic Report 1980-81
e Annual Economic Review 1980-81

8, March 1981

e Economic trends and prospects —
The Community’s borrowing and lending
operations recent devel opments

9, July 1981

¢ Fifth medium-term economic policy programme
— The main medium-term issues: an analysis

10, November 1981

e Annual Economic Report 1981-82
e Annual Economic Review 1981-82

11, March 1982

e Economic trends and prospects — Unit
labour costs in manufacturing industry and in
the whole economy

12, July 1982

¢ Documents relating to the European
Monetary System

13, September 1982

¢ The borrowing and lending activities of
the Community in 1981

14, November 1982

e Annual Economic Report 1982-83
e Annual Economic Review 1982-82

15, March 1983

e Economic trends and prospects — Budgetary
systems and procedures — Industrial labour
costs — Greek capital markets

16, July 1983

e Businessinvestment and the tax and financial
environment — Energy and the economy:
a study of the main relationships in the countries
of the European Community —
The foreign trade of the Community,
the United States and Japan

17, September 1983

e The borrowing and lending activities of
the Community in 1982

18, November 1983

e Annual Economic Report 1983-84
¢ Annual Economic Review 1983-84

19, March 1984

e Economic trends and prospects —
Industrial labour costs — Medium-term budget
balance and the public debt — The issue of
protectionism



20, July 1984

e Some aspects of industrial productive
performance in the European Community:
an appraisal — Profitability, relative factor prices
and capital/labour substitution in the Community,
the United States and Japan, 1960-83 —
Convergence and coordination of
macroeconomic policies. some basic issues

21, September 1984

e Commission report to the Council and to
Parliament on the borrowing and lending
activities of the Community in 1983

22, November 1984

e Annual Economic Report 1984-85
¢ Annual Economic Review 1984-85

23, March 1985
e Economic trends and prospects 1984-85

24, July 1985

e The borrowing and lending activities of
the Community in 1984

25, September 1985

e Competitiveness of European industry:
situation to date — The determination of
supply in industry in the Community —
The development of market servicesin the
European Community, the United States and
Japan — Technical progress, structural
change and employment

26, November 1985

e Annual Economic Report 1985-86
e Annual Economic Review 1985-86

27, March 1986

« Employment problems: views of businessmen
and the workforce — Compact —
A prototype macroeconomic model of the
European Community in the world economy

28, May 1986

e Commission report to the Council and to
Parliament on the borrowing and lending
activities of the Community in 1985

29, July 1986
¢ Annual Economic Review 1986-87

30, November 1986
e Annual Economic Report 1986-87

31, March 1987

¢ The determinants of investment —
Estimation and simulation of internationa
trade linkages in the Quest model

32, May 1987

e Commission report to the Council and to
Parliament on the borrowing and lending
activities of the Community in 1986

33, July 1987

e The economy outlook for 1988 and budgetary
policy in the Member States — Economic trends
in the Community and Member States

34, November 1987
e Annual Economic Report 1987-88

35, March 1988
¢ The economics of 1992

36, May 1988
« Creation of a European financial area

37, July 1988

e Commission report to the Council and to
Parliament on the borrowing and
lending activities in the Community in 1987

38, November 1988
e Annual Economic Report 1988-89

39, March 1989
« International trade of the European Community

40, May 1989

* Horizontal mergers and competition policy in
the European Community

41, July 1989

e The borrowing and lending activities of
the Community in 1988 — Economic
convergence in the Community:
agreater effort is needed



42, November 1989
e Annual Economic Report 1989-90

43, March 1990
¢ Economic transformation in Hungary and Poland

44, October 1990
¢ One market, one money

45, December 1990
* Stabilisation, liberalisation and devolution

46, December 1990
e Annual Economic Report 1990-91

47, March 1991

* Developments on the labour-market in
the Community — Quest — A macroeconomic
model for the countries of the European
Community as part of the world economy

48, September 1991

e Fair competition in the international market:
Community State aid policy — The ecu and
its role in the process towards monetary union

49, 1993
* Reform issuesin the former Soviet Union

50, December 1991
e Annual Economic Report 1991-92

51, May 1992

« The climate challenge: Economic aspects of the
Community’s strategy for limiting CO, emissions

52, 1993

e The European Community as
aworld trade partner

53, 1993

e Stable money — sound finances: Community
public finance in the perspective of EMU

54, 1993
e Annual Economic Report for 1993

55, 1993

¢ Broad economic policy guidelines and
convergence report

56, 1994
e Annual Economic Report for 1994

57,1994

¢ Competition and integration — Community
merger control policy

58, 1994

e 1994 Broad economic policy guidelines —
Report on the implementation of macrofinancial
assistance to third countries

59, 1995
e Annual Economic Report for 1995

60, 1995
e 1995 Broad economic policy guidelines

61, 1996
e Annual Economic Report for 1996

62, 1996
e 1996 Broad economic policy guidelines

63, 1997
e Annual Economic Report for 1997

64, 1997
e 1997 Broad economic policy guidelines

65, 1998

e Commission’s recommendation concerning the
third stage of economic and monetary union —
Convergence report 1998 — Growth and
employment in the stability-oriented framework
of EMU

66, 1998
e 1998 Broad economic policy guidelines

67, 1999
e 1999 Annual economic report

68, 1999
e 1999 Broad economic policy guidelines

69, 1999
e The EU economy: 1999 review

70, 2000

e 2000 Broad economic policy guidelines —
Convergence report 2000 — Proposal for
a Council decision for the adoption by Greece
of the single currency on 1 January 2001



Reports and studies

1-1993
e The economic and financial situation in ltaly

2-1993
e Shaping a market economy legal system

3-1993

e Market services and European integration:
the challenges for the 1990s

4-1993
¢ The economic and financial situation in Belgium

5-1993
¢ The economics of Community public finance

6-1993
* The economic and financia situation in Denmark

1-1994
e Applying market principlesto government
borrowing — Growth and employment:
the scope for a European initiative

2-1994

e The economic and financia situation in Germany

3-1994
e Towards greater fiscal discipline

4-1994
e EC agricultural policy for the 21st century

5-1994

¢ The economics of the common agricultural
policy (CAP)

6-1994

¢ The economic interpretation between the EU and
Eastern Europe

7-1994

e The economic and financial situation in Spain

1-1995

* The economic and financial situation in
the Netherlands

2-1995

* Report on the implementation of macrofinancial
assistance to the third countriesin 1994

3-1995
« Performance of the European Union labour market

4-1995

* Theimpact of exchange-rate movements on
trade within the single market

1-1996

¢ The economic and financial situation in Ireland.
Ireland in the transition to EMU

2-1996

¢ The CAP and enlargement — Economic effects
of the compensatory payments

3-1996

e Ageing and pension expenditure prospects in
the Western world

4-1996
* Economic evaluation of the internal market

1-1997

e The economic and financial situation in Portugal
in the transition to EMU

2-1997

e The CAP and enlargement — Agrifood price
developments in five associated countries

3-1997
¢ The European Union as aworld trade partner

4-1997

e The welfare state in Europe — Challenges and
reforms

5-1997

e Towards a common agricultural and rural policy
for Europe



6-1997

¢ Thejoint harmonised EU programme of
business and consumer surveys

1-1998

¢ Getting environmental policy right —
The rational design of European environmental
policy

2-1998
¢ The economic and financial situation in Austria

3-1998

¢ Income benefits for early exit from
the labour market in eight European countries —
A comparative study

1-1999
¢ The economic and financial situation in Finland

2-1999

¢ Income insurance in European agriculture

3-1999
e State aid and the single market

4-1999
¢ Liberalisation of network industries

5-1999
¢ [taly’s slow growth in the 1990s

6-1999
e Generationa accounting in Europe

1-2000

¢ Thereport on the implementation of
the 1999 broad economic policy guidelines

2-2000
e Financing of SMEs

3-2000
¢ Public financesin EMU — 2000

Special editions

Special issue 1979

e Changesin industria structure in the European
economies since the oil crisis 1973-78 —
Europe — its capacity to change in question

Special edition 1990

¢ Theimpact of the internal market by industrial
sector: the challenge for the Member States

Special edition No 1/91
¢ The economics of EMU

Special edition No 2/91

¢ The path of reform in Central and
Eastern Europe

Special edition No 1/92
+ The economics of limiting CO, emissions






ORDER FORM
for European Economy and Supplements

ORDER FORM

European Economy Number
of copies:

Price annual subscription (two issues and four reports per year):

EUR130

European Economy + Supplements A, B and C

Price combined annual subscription:

EUR210

Name and address:

DAte: eeiiiieeeee e SIgNALUre: ..ooeveieeeieee e

ORDER FORM

Supplements to ‘European Economy’

Series A — Economic trends Number

Price annual subscription (10 issues per year): of copies:

EUR48

Series B — Business and consumer survey results

Price annual subscription (11 issues per year):

EURS51T

Series C — Economic reform monitor

Price annual subscription (4 issues per year):

EUR2

Complete series of supplements:

EUR 110

Name and address:

Date: ..oooieiiiiiee e SIgNALUIE: .o

ORDER FORM

European Economy Number
of copies:

Price annual subscription (two issues and four reports per year):
EUR130 s

European Economy + Supplements A, B and C

Price combined annual subscription:
EUR?210

Name and address:

DAte: eeiiiieeeeiee e SIgNALUre: ..oooveieecieee e



Office des
publications officielles
des Communautés européennes

L-2985 Luxembourg

Office des
publications officielles
des Communautés européennes

L-2985 Luxembourg

Office des
publications officielles
des Communautés européennes

L-2985 Luxembourg




	Acknowledgements
	Contents
	Summary
	Main policy challenges
	Part 1. An overview of fiscal consolidation in the 1990s
	1. Introduction
	2. Growing budgetary imbalances: from the 1970s to the mid-1990s
	2.1. Rising debt and deficits
	2.2. Pro-cyclical fiscal policies since the early 1970s

	3. Budgetary adjustment in the 1990s
	3.1. Deficit reduction despite an unfavourable economic climate
	3.2. What type of consolidation?

	4. Lowering public debt: an uphill struggle

	Part II. The fiscal stance: current developments and prospects
	1. Short-term fiscal developments and prospects
	1.1. Budgetary outcome in 1999
	1.2. Fiscal developments in 2000 and 2001
	2. The fiscal stance and the policy-mix
	2.1. Cyclically adjusted balances and the fiscal stance
	2.2. Policy-mix in 1999 and 2000

	3. Medium-term outlook: the stability and convergence programmes

	Part III. The Stability and Growth Pact one year on
	1. Introduction
	2. How the SGP works
	2.1. The preventive function
	2.2. The dissuasive function
	2.3. Can the SGP prevent a repetition of past fiscal failure?

	3. Setting the medium-term budget targets
	3.1. Estimating the cyclical safety margin
	3.2. A safety margin for unforeseen budgetary developments
	3.3. Ambitious targtes to prepare for ageing populations

	4. Monitoring the implementation of the SGP
	4.1. Growing importance of the monitoring function
	4.2. Assessing budgetary ambition in a high growth environment
	4.3. Balancing tax cuts and deficit reductions
	4.4. Identifying "significant divergences" from budgetary targets

	5. Budgetary indicators: the cyclically adjusted budget balace
	5.1. Approaches to estimating structural balances
	5.2. Taking atypical circumstances into account


	Part IV. Focus on taxation
	1. Introduction
	2. The structure of tax systems in the 1990s
	2.1. Tax burden
	2.2. Effective tax rates on production factors and consumption

	3. Factors shaping tax systems in the long run
	4. Lowering taxes: how can it be done?
	5. Tax reform in Member States
	5.1. Reforms are under way
	5.2. Need for comprehensive and coordinated tax reforms

	6. Conclusions

	Part V. Member States developments
	1. Belgium
	2. Denmark
	3. Germany
	4. Greece
	5. Spain 
	6. France
	7. Ireland
	8. Italy
	9. Luxembourg
	10. The Netherlands
	11. Austria
	12. Portugal
	13. Finland
	14. Sweden
	15. United Kingdom

	Part VI. Resource section
	1. Cyclically adjusted budget balances - the Commision's method
	2. The move to ESA95
	3. Council opinions on updated stability and convergence programmes
	4. Glossary
	5. Bibliography
	6. Useful internet links

	Statistical annex
	Contents

